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supply. In a general understanding (a macro-economic one), the work demand means the needs
of the economy whereas in a micro-economic understanding (a particular workplace), the work
demand means the potential of work in terms of quantity and quality.

It can be considered in two ways: as a total demand; which includes all free and occupied work
places. You can also interpret it as a current demand, which would refer to unoccupied work places
only. The demand for work in quantitative terms is expressed by the number of vacancies and
the amount of working time resources that corresponds to employers’ needs. On the other hand,
demand for works expressed in qualitative terms corresponds to specific requirements concerning
personal qualities such as gender, age, health status, mental performance as well as the qualifica-
tions of the employees sought, including their special talents and availability to the employer.

Labor supply refers to the quantity of work offered on the labor market for sale. The concept
of the labor supply is directly linked to the labor resources category. We can distinguish two types
of labor resources: a potential and a real one. The potential labour resources cover the working-age
population; in Poland the working age is the age when you are capable to work. From the beginning
of 2013 the retirement age in Poland is being gradually increased. Men and women will achieve
it at the same time of their life, which is at the age of 67.

It is worth to recall that before the amendment, the retirement age of women and men was
significantly different. For women it was 60 and for men — 65 years old. According to the Act
of 17 December 1998 on pensions and disability benefits from the Social Insurance Fund (Journal
of Laws of 1998, No. 162, item 1118, as amended) from January 1, 2013, the general retirement age
is gradually being extended to 67 years. The process of extending the retirement age is designed
in such a way that it is increased by 1 month every 4 months. The final extension of the retirement
age to 67 years will be in the year 2040 for women and in 2020 for men. From the point of view
of the needs of the labor market analysis, the potential labor resources are made up of three groups:
the working, the unemployed and the inactive®.

The concept of the labor supply is identical with the concept of the real labor resources and
the professionally active population (Krynska, 2013, p. 68). The real labor resources include peo-
ple of working-age who are able to work and ready to undertake work under typical conditions
existing in the economy. Thus, the real work resources include all those who work and those who
are able to work, ready to undertake the work and the ones who look for it. This definition implies
that the labor supply is identical with a part of the working-age population.

3. Management of professional competencies

Modern companies, regardless of their size, location or industry affiliation have to face many
new challenges in the context of which the following should be mentioned: globalization, taking
advantage of opportunities created by new technologies, achieving profitability through growth,
creating of intellectual capital as a source of a competitive advantage and the necessity for action

5 The workers — people performing work, regardless of its form and the type of employment relationship,
the unemployed — people who are unemployed, who, in specific conditions, would be willing to undertake
work; the inactive- persons who are not permanently employed (pensioners, children, adolescent learners,
people running households only).
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Developing Competencies in the Context
of Employability — Research Report!

Robert Szydto, Marek Koczynski

1. Introduction

Competency is not only the theoretical construct that draws attention of researchers all over
the world. It is also a construct that is being understood by students as a key factor of getting the job.
The interest of researchers may be connected with legal regulations or the strong will of acquiring
and spreading knowledge. The effects of studying are described in Polish Qualification Framework,
which points out the ways of educations, results of it and the bodies responsible for the quality control
(compare: Kujawska & Szuwarzyniska, 2009). Acquiring and spreading knowledge is connected with
the role of scientists and in the same fact with the mission of the Cracow University of Economics:
Rerum Cognoscere Causas et Valorem. Graduates from higher education institutions are confronted
with the demands of the labor market. There are strict description of competencies, attitudes and
factors that are required by companies. That is why at least some of the students are trying to prepare
themselves to fulfilling the requirements of companies. And it this case the third approach towards
competencies is easily visible. It is the one of companies. They are interested in competencies, because
of bigger and bigger problems in involving candidates with competencies that they need (Kocor,
Strzebonska & Dawid-Sawicka, 2015). The general questions addressed in this article are as follows:
1. What is the level of competencies among students in Poland?

2. How are they being developed?

The questions that support the cause are connected with the type of University, NGO work
and Job impact on the competencies:

3. Does the type of the University have an impact on the level of competencies?
4. Does the NGO work have an impact on the level of competencies?
5. Does the job have an impact on the level of competencies?

It is then impossible to consider competencies without those three approaches: educational,

personal and business. All those deliberations are connected as well with the employability.

! The publication was financed from the statutory research funds of the Department of Accountancy

of the Cracow University of Economics.
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2. Employability

Law on Higher Education in the Article 13 par. 1 indicates that one of the university tasks
is to provide possibility for students to acquire knowledge and skills that are demanded by the la-
bour market, and that might be presented for future employer during recruitment and selection
process. This resource is called employability. In the English-language literature the concept
was introduced for the first time by Beveridge (1909). It was translated for polish as “zatrudni-
alnos$¢” by Pocztowski (2003). The popularity of the Employability concept in our times might
be explained by the situation on the labour market and an increased need for the best and talented
employees. Employability as one of the priorities of the Bolonian System, is considered as a theory
that mainly concerns young people and graduates from higher education institutions, which are
searching their first job (initial employability). It has to noticed that it is not the one only aspect
of the employability concept.

Employability is being considered in different aspects. Some of the authors claim that em-
ployability is a personal feature, such as perception of the possibilities of finding a good, satis-
fying job, or a better job in case person already have one (Brown, Hesketh & Williams, 2003;
Berntson, 2008). Fugate (2004) claims that employability is a connection of personal features and
undertaken actions that allow person to find a job. Authors consider employability as a chance
of finding a job (Forrier & Sels, 2003). From the different angle, employability is a possibility
of getting satisfying job by graduates (Harvey, 2001). This definition highlights the educational
role in the process of enlarging the employability of graduates. Conducted researches shows, that
employers search for employees with broad competencies (Dearing, 1997 after: Baker, 2014) and
that they value personal skills over knowledge (Saunders & Zuzel, 2010). The personal factors
are those the most important when describing employability. High level of personal aspects gives
the advantage on a labour market and a bigger chance of choosing the satisfactory job in both
development and financial aspect. The second factor, which is not that visible is widely understand
education. It is about both formal education and trainings.

Aspects which are not presented in the definitions above are labour market characteristics,
demography, structure and the conditions of economy (Rada UE, 2012). Presented definitions
do not show the impact of the business environment. Those are the companies that creates the work
demand and present the requirements for future employees. It is then an important factor which
is creating the employability itself. To summarize, employability consists of three factors: higher
education, personal factors, business approach.

This definition is presented on Figure 1.

Educational factors may be divided into 3 parts. Young people are participating in formal
education represented by universities. Employability is shaped in this factor by lectures, work-
shops or conferences that are organised on the universities. It is a highly formalised structure.
Trainings that are organised by various institutions are the example of non-formal education.
Students are taking part in different initiatives of students organizations or groups. They are en-
gaged in different kinds of projects and they have a Chance of acquire skills such as group work,
time management and others. They are also engaged in social life, which benefits in the network.
All of those are the examples of an informal education (Okon, 2001). The last group of factors
are the personal factors.

In order to describe those factors, the subject of the employability has to be explained. The po-
tential employees are the subjects of employability. They can be divided into students, graduates,
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unemployed or disabled. It is important to note that that those categories are not separated. In current
Times those are young people who must become responsible for their own career (Pocztowski,
2008). Knowledge, skills, attitudes and psychological aspects such as temperament, goals and
feelings of people are the components of personal factors. Three of them are the components
of competencies, and psychological features fulfil the overall personal factors.

Figure 1. Factors that have an impact of employability

Education

- Formal
learning

- Semi-formal
learning

- Non-formal
learning

Business
- Demands

- Educational activities
- Sellection process

Source: own study.

Business factors describes the requirements for potential employees and all the actions that are
developing students. Those actions may be realized by cooperation with universities in organizing
workshops, preparing special developing programs for student or preparing interesting program
of internships. Recruitment and selection processes are frequently neglected aspects. All of those
actions have a huge impact on employability. There is also one more factor — recruitment and
selection process.

3. Competencies

There are many approaches to defying competencies and presenting their division In the sub-
ject literature. In the traditional approach, competencies can be defined as the scope of tasks and
entitlements associated connected with a particular workplace in which they have been formally
assigned (Chetlpa, 2003). Mot researches prefer a different approach, not related to the formal
aspect of work but related with people. Thierry, Sauret and Monod (1994) claims that competence
is all the knowledge, skills, experience and attitudes, as well as the employee’s willingness to act
under certain conditions. C. Levy-Leboyer (1997) defines competence as a set of behaviours
that employees learn better than others and that helps them to work better. G. Filipowicz (2004)
assumes that competence is all knowledge, skills and attitudes that enable them to perform tasks
at the right level. On the other hand, A. Pocztowski (2001) does not point to specific elements
of competencies, but defines them as the most enduring properties of man, that form the cause-effect
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relation with above-average results of work. For the purposes of this paper, the definition of com-
petence is as follows: a combination of knowledge, skills and attitudes of the individual, extended
by the individual, personal qualities. It is based on two definitions. The first, defining the competence
very widely given by Pocztowski (2001) and the second, defining competencies in a narrower
way by Filipowicz (2004). This definition of competencies will allow to research the individually
perceived competencies.

Competency researches have been conducted for many years: CHEERS study from 1998-2000,
Organization for Economic Co-operation and Development (OECD) 2001, Higher Education
as a Generator of Strategic Competences (HEGESCO) and Research into Employment and Pro-
fessional Flexibility (REFLEX) reports are just examples.

Over past few years various reports describing the competencies of employees has been realised
in Poland. Those are SGH and Earnst & Young reports, reports from the Human Capital Report
and the report “Young people on the labour market”.

The report: “Competencies and qualifications sought by employers among higher education
graduates entering the labour market” from 2012 presents the qualifications that are lacking among
graduates. These are shown in Table 1.

Table 1. Selected qualifications in the context of the competence gap in Poland

Group Qualifications Competency Gap [%]
Personal Self-esteem 25
Loyalty 20
Interpersonal Communication 20
Negotiations 19
Team work 18
Intellectual Prioritising 25
Forming and solving problems 19
Skills Time management 25
Project management 21

Source: own study based on the report “Competencies and qualifications sought by employers among college
graduates entering the labour market”.

The Human Capital Balance 2015 is the next edition of the year 2010 study. It provides ob-
jective data from a wide range of labour markets that include, among other things, information
about employers’ expectations, the level of employee competence and the preparation of young
people to function in the labour market through higher education. According to the study report,
the competence gap is mainly about soft skills such as communication and writing skills, team-
work, adaptability, goal orientation and influence on others. The HCB study was resumed in 2016.
Further analyses will be available from late 2017.

Also in the report “Young people on the labour market” from 2016, the students themselves
stated that in order to be better prepared for entering the labour market they need more practice
and better language skills.

These reports describe the level of competencies sought by employers on the labour market.
They are not limited to the knowledge potential employees have, but also, or mainly, to the skills
and attitudes of the student and other personality traits such as intelligence. The above-mentioned
reports indicate the key competences, the most important competences for the labour market.
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The concept of key competences can also be referred to the level not only of the entire market,
but also of industries, enterprises or even teams. It also appears in the context of the education
system, which is governed by the relevant law.

But the side of employees is not the only one that actually matters. If we are talking about
the labour market, we need to take into consideration also the second side of the market — Potential
employees. As it was mentioned before, graduates of higher educations confronted with the demands
of the labor market, they are confronted with the demands of companies. It is crucial then to get to know
what students think of their competencies and how do they develop them. In the research, focusing
on students is determined by the fact that soon they will be the side of labor market themselves.
The National Research of Competence of Students and Graduates was carried out by the Scientific
Development Club (KNRO) at the Department of Labor Resource Management of the Faculty of Man-
agement at the Cracow University of Economics. The study was carried out within the framework
of the “KNRO Research” project covered by the Honorary Patronage of His Magnificence prof.
UEK dr hab. inz. Andrzej Chochot — Rector of the Cracow University of Economics.

4. Research methodology
4.1. People

The total of 1413 students were assigned for the surveyed population. Out of them 1057 were
female and 356 were male. The average age was 22,93 years with a standard deviation of 3,106
years. Most of the surveyed people were 21 years old and the median was equal to 22 years old.
The research was created in a way to create and exact structure of population inside the data
gathered. The structure is presented in a Table 2.

Table 2. The structure of data (type of the institution) in comparison with the structure of students
population in Poland

Structure of the Data Structure of students
Type Number % of data % of total Number
Economical 181 12.81 12.80 179 794
Artistic 17 1.20 1.21 16 938
PE 25 1.77 1.76 24727
Medical 61 4.32 431 60 606
Pedagogical 46 3.26 3.28 46 122
Agriculture 71 5.02 5.04 70792
Technical 303 21.44 21.45 301 412
University 425 30.08 30.05 422 211
Army school 25 1.77 1.79 25187
Other 242 17.13 18.33 18.31 16.93 237933
Naval 6 0.42 0.67 9 436
Ministry 6 0.42 0.32 4520
Theological 5 0.35 0.39 5455

Source: own study.
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The presented structure is created based on the types of higher education institutions students
choose as their place of developing competencies. As it is presented the structure of data is al-
most perfectly distributed among the people that took part in the research. The biggest difference
is equal to 0.2%. The second structure that was mapped in accordance to the field of studies. This
structure is presented in table 3.

Table 3. The structure of data (field of studies) in comparison with the structure of students pop-
ulation in Poland

Field of study % of data % of total
Art. 2.15 2.39
Human 3.53 1.62
Languages and culture 5.85 5.86
Educational 7.79 8.02
Social 5.85 10.98
Management and economy 19.99 29.98 18.64 33.56
Law and administration 4.14 3.95
IT and Mathematics 7.23 5.85
Physics, Chemistry, Geography 2.37 1.61
Natural — Biological 1.82 1.70
Architectural 5.25 5.50
Technological 11.49 10.80
Production 3.81 3.62
Agriculture 1.93 1.76
Medical 9.22 8.82
Services 7.56 9.26

Source: own study.

This structure is not mapped in a perfect way, although the differences between the data and
the population are lover than 5% of total in each every case.

4.2. Tools used

An electronic based survey was used during the research. The survey consisted of two parts.
In the first one people were to asses (self-descriptive method) the level of 17 competencies before
and on the current phase of studies, based on the description of a level from 1 to 5 and the level
of the university impact on that from 0 to 4. Second part of the survey consisted of various ques-
tions about the studies story, additional activities and forms of working etc.

4.3. Procedure

The survey was created as a google document and the link to this one was presented
to students on various methods, but all connected with an on-line research. Students could
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receive the survey from their University mail, from the University FB Page and by visiting one
of the various students FB groups dedicated to the given field of study. The whole process took
9 weeks. After receiving the data the database required cleaning from the irrelevant records
and after that process 1413 records were qualified. The statistical analysis was prepared using
SPSS software.

The data collection procedure resulted in approaching 590 600 students from 124 different
higher education institutions.

4.4. Variables

The research was an explorational one so the main variables are the competencies. There
were 17 competencies in the research: Teamwork, Communication skills, Self-organizing skills,
Team management, Stress tolerance, Multicultural environment skills, Initiative, Prioritizing,
Responsibility, Engagement, Information search and processing, Problem identifying and solv-
ing, Mathematical skills, Software skills, Foreign language I, Foreign language 1, Job searching
skills.

All the competencies were assessed on a scale from 1 to 5. There were descriptions of every
level included in the survey.

Level 1 - NO ADEQUATE behaviours, mistakes, clear INCOMPETENCE in finishing the tasks
which involves the competence

Level 2 — TAKING ATTEMPTS of solving the case which involves the competence, UNCER-
TAINITY or LACK of SELF-RELIANCE in standard tasks, mistakes may occur

Level 3 — INCEPENDENCE, correct case solving, problems with harder tasks, mistakes may
occur in new, not common tasks

Level 4 — EFFICENT, VERY GOOD solving of most of the cases, including hard and not com-
mon tasks. Self-awareness ad understanding of the competence and helping others in developing
the competence.

Level 5 — PERFECT executing of EXCEPTIONALLY DIFFICULT tasks required CREATIVE
APPROACH towards the competence. High level of AUTOMATIC work. Active in CONTINOUS
DEVELOPMENT of the competence.
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5. Results
General results of the competency self-assessment are presented in Table 4.

Table 4. Results of the competency self-assessment

N Minimum | Maximum Mean Std. Deviation

Responsibility 1413 1 5 4.22 .800
Information search and processing 1413 1 5 4.21 .764
Prioritizing 1413 1 5 4.03 .803
Problem identifying and solving 1413 1 5 4.00 .780
Communication skills 1413 1 5 3.95 .827
Self-organizing skills 1413 1 5 3.85 .932
Teamwork 1413 1 5 3.84 .810
Software skills 1413 1 5 3.84 970
Multicultural environment skills 1413 1 5 3.81 1.049
Engagement 1413 1 5 3.80 .956
Stress tolerance 1413 1 5 3.78 971
Foreign language | 1413 1 5 3.63 .966
Mathematical skills 1413 1 5 3.54 1.097
Initiative 1413 1 5 3.47 1.047
Team management 1413 1 5 3.46 1.073
Job searching skills 1413 1 5 3.34 1.088
Foreign language 11 1413 1 5 2.20 1.135
Valid N (listwise) 1413

Source: own study.

Using a factor analysis with a varimax rotation with Kaiser normalization it was possible
to designate four factors out of 17 variables. Those factors were named Personal effectiveness
(Factor 1) Professional work (Factor 2), Technical and analytical (Factor 3) and language and
culture (Factor 4). The statistical results are presented in Table 5.

Table 5. Rotated Component Matrixa

Component
1 2 3 4
Initiative 734 169 .082 118
Teamwork 723 .140 .041 .069
Team management 717 184 .156 -.003
Communication skills .702 210 .054 .156
Engagement .506 432 .043 .023
Job searching skills AT74 213 175 .064
Prioritizing 170 .763 .096 .078
Responsibility .200 702 .056 -.017
Self-organizing skills .189 .693 124 .082
Stress tolerance 278 475 178 .102
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Software skills .096 .059 .782 .083
Mathematical skills .031 .088 .760 .004
Problem identifying and solving 377 .358 AT7 125
Information search and processing 242 .399 471 127
Foreign language 1 .034 .057 176 187
Foreign language 11 .083 .031 -.018 q74
Multicultural environment skills .375 .153 .036 441

Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser Normalization.

a. Rotation converged in 5 iterations.

Source: own study.

The average differences. The results of the test of the difference test of the average did not
confirmed the sphericity. The result of Greenhouse-Geiser is F(3,3766) - 583.97, p <0.05. The sta-
tistics of each factor are as follows:

Factor 2 — Professional Work — M = 3.97, SD = 0.63

Factor 3 — Technical and Analytical - M = 3.90, SD = 0.64

Factor 1 — Personal Effectiveness — M = 3.64, SD = 0.68
Factor 4 — Language and Culture - M =3.21,SD =0.74
For the types of schools ANOVA analysis was performed for each factor.
Factor 1 — Personal Effectiveness — F(12,1400) = 3.41, p < 0.01

With Bonferroni test: other types scored better than medical and technical

Factor 3 — Technical and Analytical — F(12,1400) = 7.746, p < 0.01
With Bonferroni test: economy scored better than medical, technical scored better than medical,

pedagogical, universities, agriculture and artistic

Factor 4 — Language and Culture — F(12,1400) = 3.107, p < 0.01

With Bonferroni test: economy scored better than agriculture and technical

Using the t-student test for factors and the fact of being involved in activities was checked.

Table 6. Descriptive statistics of factors x activities

Activities N Mean Std. Deviation | Std. Error Mean
Factor_1_Personal_ No 686 3.4755 .69479 .02653
Effectiveness Yes 727 3.7980 .62101 .02303
Factor_2_ No 686 3.9195 .65414 .02498
Professional_Work Yes 727 4.0165 .60961 .02261
Factor_3_Technical_and_ No 686 3.8699 .66954 .02556
Analytical Yes 727 3.9216 .60959 .02261
Factor_4_Language _and_ No 686 3.1113 12478 .02767
Culture Yes 727 3.3118 .75067 .02784

Source: own study.

Factor 1 —t(1,1411) =-9.212, p < 0.001
Factor 2 —1(1,1388.14) = -2.881, p = 0.04
Factor 3 —t(1,1411) =-1.519, p = 0.129

Factor 4 — t(1,1410.25) = -5.108, p < 0.0011
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Using the t-student test for factors and the fact of working.

Table 7. Descriptive statistics of factors x work

Work N Mean Std. Deviation | Std. Error Mean
Factor_1_Personal_ No 354 3.3917 .67619 .03594
Effectiveness Yes 1059 3.7249 .65688 .02019
Factor_2_ No 354 3.8376 .62306 .03312
Professional_Work Yes 1059 4.0135 .63081 .01938
Factor_3_Technical_and_ No 354 3.8298 .65982 .03507
Analytical Yes 1059 3.9188 .63157 .01941
Factor_4_Language and_ No 354 3.1365 .69704 .03705
Culture Yes 1059 3.2405 .75854 .02331

Source: own study.

Factor 1 - t(1,59121) = -9.212, p < 0.001
Factor 2 — t(1,1388.14) = -2.881, p = 0.04
Factor 3 — t(1,1411) = -1.519, p = 0.129
Factor 4 — t(1,1410.25) = -5.108, p < 0.001

Table 8. Descriptive statistics of factors x studying abroad

o Std.
Study abroad N Mean | Std. Deviation Error Mean
Factor_1_Personal_ No 1322 3.6267 .68002 .01870
Effectiveness Yes 91 3.8553 .59691 .06257
Factor_2_ No 1322 3.9610 .63438 .01745
Professional_Work Yes 91 4.0907 .60727 .06366
Factor_3_Technical_and_ No 1322 3.8916 .64123 .01764
Analytical Yes 91 3.9670 .61600 .06457
Factor_4_Language and_ No 1322 3.1631 72123 .01984
Culture Yes 91 3.9597 .68283 .07158

Source: own study.

Factor 1 - t(1,1411) = -3.125, p = 0.002
Factor 2 — t(1,103.99) = -1.96, p = 0.052
Factor 3 — t(1,103.89) = -1.126, p = 0.263
Factor 4 — t(1,104.31) = -10.724, p < 0.001

6. Discussion

Students in Poland assess their competencies on high level. It is worth to point out that the least
scored is Foreign language 1l. Levels of other competencies are assessed as average or above. All
acquainted level 3,34 or higher. Unfortunately, job seeking scored only 3,34 which is not a great
achievement. It is possible that in general programs od studies and the approach towards studies
must be changed in order to prepare students better for entering labour market. In general high
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scores shows that students in Poland have a quite high level of self-esteem. It may happen, that
the scores are little bit higher than it is in reality.

Students develop their competencies in a various ways. Over half of the students (51.5%)
is engaged in various side activities it includes students organizations, NGO and other voluntary
activities. This work is beneficial for developing their competencies in three out of four factors.
Students who are engaged in activities have better personal effectiveness, professional work and
language and culture competencies. Activities do not support the development of technical and
analytical competency.

Almost ¥ of students (74.95%) is engaged in work. Working allows to develop three out of four
factors. What is interesting working does not develop technical and analytical competencies.

Students who spend their studying time abroad are a minority. Only 91 of them (6.5%) decided
to spend at least semester of their studies abroad. Although the offer of Erasmus programmes,
double diplomas and bilateral cooperation is constantly growing, not many students decides to this
form of development. It may be because of the lack of experience abroad and lack of financial
resources. Studying abroad will be beneficial for developing professional effectiveness and lan-
guage and culture competencies.

The research presented in this chapter has also some drawbacks. The first and most important
one is the chosen method. Self-descriptive method may give higher results and is purely subjec-
tive. The results are in the hands of each person that takes part in the survey. Some other methods
of checking competencies may be implemented. It would be good to use an expert method or use
some psychology tests to asses competencies.

Another drawback is connected with the procedure. Online procedure is time consuming, give
a very small outcome compared to the work and there is almost no control over the people who
are taking parts. We can not be sure of the quality of data. Preparing paper-pencil method would
give much better control over the responses.

The topic of competencies and defining them is also an important issue. It is hard to find
or create the situation in which every person that took part in the survey understand given com-
petency in the same way.

7. Conclusion

In students opinion, their competencies are marked as average and high in most of the cases.
Students are aware of the importance of developing competencies and apart from taking part in for-
mal education, they are using various methods of acquiring new knowledge, skills and attitudes.
They are taking part in various activities, working or studying abroad. The aim of the research
is although very wide, and one research will not give the answers to all the questions that may
appear in the heads of recruiters in companies, researchers or students themselves. It is important
to continusly check the level of competencies using different methods and different perspectives.
I think that current number of reports should be increased by as much of empirical data about
competencies as possible.
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Chapter 1 9

Assessment and Development Centre —
Methods of Employees’ Competencies
Appraisal — Similarities and Differences'

Anna Dolot

1. Introduction

Employees’ competencies appraisal is a challenging process. It demands time, adequate tools
and other tangible as well as intangible resources. It also involves emotions and may have important
consequences: positive or negative for both — employees and employers.

Assessment Centre and Development Centre are methods used for employees’ competencies
appraisal. Although the methodology of Assessment and Development Centre preparation and
conducting seems to be similar, there are important differences in the following aspects: aims,
participants and process of both methods.

The aim of this paper is to highlight similarities and differences between Assessment and
Development Centre methods in the process of employees’ competencies appraisal.

2. Assessment and Development Centre — the common character
of both methods

The nature, definitions, character of competencies, their relation with employees’ behaviours
and job performance have been widely described (Levy-Leboyer, 1997, pp. 19-26; Whiddett &
Hollyforde, 2003, p. 11; Thierry, Sauert & Monod, 1994, p. 6; Pawlak, 2003, p. 138; Bugaj &
Szarucki, 2014, pp. 282-286). The specification of employees’ competencies appraisal with the use
of Assessment and Development Centre methods has already been described by the author of this
paper as well (Dolot, 2016) and has also been analysed by others (Woodruffe, 2003; Thornton
& Rupp, 2006; Wasowska-Bak, Gorecka & Mazur, 2012; Brachowska-Przeniosto, Hubisz,
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Iwanowska-Polkowska & Trzepiota, 2016; Wieczorek, 2010; Padzik, 2016, Witkowski, 1998).
Analyzing Polish and international literature, there seems to be a need for clarification of attitudes
towards similarities and differences in both methods.

The origins of Assessment Centre (AC) go presumably back to the times of Antiquity, when
it was used in the process of recruiting officers of Roman legions (Wieczorek, 2010, p. 10). Most
authors trace the origin of AC back to the use of simulation methods to identify leadership potential
in the German army before 1939 (lles, 1992, p. 79). Assessment Centres were established by se-
lection boards of the British Ministry of War, which, since 1942, were occupied with the selection
of officers (Woodruffe, 2003, p. 16). Due to using traditional selection methods (conversations
geared to examine the candidate’s educational and military service achievements), some soldiers
with real potential were rejected. The new system consisted of group work, objective selection
tests and individual talks. As it brought about positive effects, it was introduced in the whole army.
In the United States, Assessment Centres flourished in a private sector. The method was used for
the first time by a psychologist D. Bray in AT&T company, in 1956 (Bray, 1964, pp. 225-234;
Bray, Campbell & Grant, 1974).

Traditionally, Assessment Centres were designed to measure relatively specific sets of behav-
iours known as “dimensions” (Thornton & Byham, 1982). Recently AC architects have begun
to assess broader competencies (e.g. customer service orientation, team work) each of which
is often a complex combination of traditional dimensions (Lievens & Thornton, 2005, p. 8).
Behavioural dimensions are assigned to competencies (Bujacz, 2009, p. 105), can be defined
within the science and practice of AC as a constellation or group of behaviours that are specific,
observable, measurable and verifiable, that can be reliably and logically classified together and
that are relevant for the purpose of the assessment (Thornton, Rupp & Hoffman, 2014). AC in-
volves multiple assessment tools such as behavioural simulation exercise, structured interviews,
situational judgment tests, role-plays, group discussion, presentation (Panc, 2015, p. 395). All
of them should be work-related (Jackson et al., 2016, p. 1; Griffiths & Allen, 1987, p. 18). Every
AC should be prepared on the basis of a thorough job analysis (Brownell, 2005, p. 9; Bujacz,
2009, p. 105; Beardwell & Wright, 2004, p. 214). All of AC’s participants’ behaviours are observed
and assessed by trained assessors. AC helps a given organisation to make a decision in an area
of recruitment and selection process, employees’ promotion or qualifying them to development
programmes. A distinctive feature of AC is its aim, i.e. selection — choosing adequate people and
rejecting others (Woodruffe, 2003, p. 11).

AC is widely described in literature, while Development Centre (DC) has not received so much
attention so far. This method of competency appraisal has evolved from AC. Although DC is similar
in preparation and practice, it adopts a different aim and here starts the general idea of this paper.
DC is also a method which aims at competencies appraisal via observation of participants and their
behaviours shown in particular tasks. However, it mainly concentrates on evaluating their potential,
i.e. their strengths and areas that still need to be developed. Employees are evaluated on the basis
of their behaviors in a number of exercises and tasks. The stress is put on indicating strengths and
weaknesses of each employee in order to trigger their development (Cohen, 2001, p. 278).

What are the elements that both methods have in common? A few areas can be listed, specially
the general aim and the general idea of preparation and process of AC and DC.

AC and DC can be defined by their general aim: competencies appraisal. Both methods are
prepared on the basis of a thorough job position analysis (Bujacz, 2009, p. 105; Brownell, 2005,
p. 9; Meiring & Buckett, 2016, p. 3). Both methods present a multidimensional assessment
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process during which candidates are watched by a group of objective, trained judges (also called
assessors). Employees assessed by AC/DC take part in a series of exercises/tasks whose main goal
is to simulate tasks, especially demanding ones, performed at one’s workplace.

The common feature of both methods, and, at the same time, their weakness, is a relatively
high cost of preparation and carrying out the whole process (Wasowska-Bak, Gorecka & Mazur,
2012, p. 18), not to mention the fact they are time-consuming and labour-intensive (Wieczorek,
2010, p. 15).

3. What are the differences?

3.1. General areas of differences between AC and DC

Regardless of numerous similarities, both methods are characterized by certain differences,
deriving already from the name itself. These differences are presented in Table 1.

Table 1. Differences between AC and DC

Areas of differences Assessment Centre Development Centre

Particular purpose Selection (e.g. for a specific job Development (employees’ potential
position or a development programme). | appraisal and development plan).

Process One exercise after another. Possibility of trainings/workshops and

feedback sessions between exercises.
Appraised competencies description for
the participants.

Who takes part in Candidates (not always, but usually) Participants, who are employees.
not employed in the organisation. Assessors, who are also called
Assessors — usually one assessor “observers” — there is a possibility that
appraises two candidates (1:2). One assessor appraises one participant
(1:2).
Feedback The zero-one character: admitted A report on participants’ strengths and
or rejected. developmental areas and a plan for

the participants’ development.

Source: own study.

All above described areas are described with more detail in the next part of the text.

3.2. Differences in a particular purpose

What is the difference between AC and DC? This is a particular purpose of each method.
Although both methods assess competencies, in case of AC this assessment serves candidate selec-
tion (most frequently it is a candidate for a particular position). When it comes to DC, it assesses
a given employee’s strengths and development areas in their current or future position (e.g. the one
that he shall occupy once he is promoted). It means that the AC procedure chooses one or a few
best candidates for a given position. Thus, their selection is the outcome. The DC procedure
provides all employees with extensive feedback on their professional potential — strengths and
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development areas, often defining recommended activities (e.g. training) aiming at one’s devel-

opment. In this case, the aim is to assess all employees’ potential and to define their development

plan. The character of DC and the way it is performed (see: further text), it focuses on evaluation

of the following aspects (Padzik, 2016, p. 2002):

» current competencies (lacks and potential),

» readiness, openness, willingness to learn (to develop),

 the pace of learning and the extent to which a given employee makes use of someone’s advice
and knowledge,

» plans prepared by employees, concerning their own development.

The literature on the subject offers a characteristic description of AC and DC, underlining
their differences: “AC serves solely evaluation (and this is strict judgement, explicit, impartial
and “ruthless” — in its mute but noticeable commentary), whereas DC was created to support
one’s development, thus it is good, virtuous, and serves those who are its subjects” (Padzik,
2016, p. 200).

3.3. Differences in performing the process

The differences can be observed as well in the process of both methods. During AC each exer-
cise is accomplished one after another. The developmental character of DC enables trainings and
workshops between all exercises, in which participants are appraised (Padzik, 2016, p. 201). This
activity, already at this stage, aims at development. It is also underlined that during the DC process
its participant can get feedback after each exercise and pieces of advice to be used in the exer-
cises to come (Griffiths & Allen, 1987, pp. 22-25; Padzik, 2016, p. 201). What is more, while
the DC process is under way, developmental activities for participants are already being planned.

Another important element within the very process is the fact that DC requires complete
openness in communication, which means, among others, the necessity of defining competencies
in a very precise way (Woodruffe, 2003, p. 54). Usually, at the beginning of the DC process, its
participants do several exercises aiming at enriching their knowledge about competencies and
their definitions. Before approaching each exercise, competencies concerning it are thoroughly
explained. Additionally, exercises are discussed more thoroughly so that the participants know
what they are precisely about.

3.4. Differences concerning participants and terminology regarding it

The element that differentiates both methods are their participants. AC targets candidates,
most often (though not always) outside the organisation?, whereas DC participants are employees
of a given organization. In business practice this diversification can be seen in phrases: “candidate
for AC” and “DC participant”.

2 Itis possible that an AC participant is an employee of a given organisation. It can happen in case of in-
ternal recruitment and when AC aims at selection in a different area that employing someone, e.g. choosing
participants for a developmental programme for which only some participants are qualified.
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Although both professional literature and commercial practice make use of the word “assessor”,
during AC it is possible to use the word “assessor”, whereas DC recommends the word “observer”
or a similar one (Woodruffe, 2003, p. 55). It is a consequence of the aims discussed above and
the character of both methods.

It is also worth stressing that AC and DC might also differ in the number of assessors. AC as-
sumes that one assessor evaluates two candidates (Woodruffe, 2003, p. 183; Beardwell & Wright,
2004, p. 214), whereas in case of DC the ratio of assessors to participants equaling 1:1 is acceptable.

3.5. The character of feedback

It seems that feedback received by a given participant after the whole process of AC or DC is one
of the elements differentiating both methods the most. AC is of the zero-one character: a partic-
ipant is either admitted or rejected. It is worth underlying that currently when the labour market
is becoming more and more the employee market, companies happen to organise feedback
session meetings for rejected candidates. It seems to be an element of professional Employer
Branding policy. Nevertheless according to the methodology of AC, it is not obligatory. It looks
completely different in case of DC. Here, a feedback session has a great meaning and value.
This kind of meeting takes even 2 hours (Brachowska-Przeniosto et al., 2016, p. 130). Its main
aim is a report on the observed participants’ strengths and developmental areas in each exer-
cise and creating a plan for the participants’ development (including precise information about
recommended trainings, literature, activities), and even their career path. The feedback session
has a developmental aim itself (Boehm, 1985, p. 43; Grobelna 2014, pp. 326-330) that is why
it is so crucial during DC.

These developmental aspects are important for both — employees and employers. It is highlighted
that those who have a vision of personal development and their own career paths show greater
motivation and commitment to work (Kusio, 2016, p. 164). It is beneficial for both sides.

4. Ambiguous positions

Many scholars highlight the differences between AC and DC (Woodruffe, 2003; Wasowska-
-Bak, Gorecka & Mazur, 2012; Brachowska-Przeniosto et al., 2016; Wieczorek, 2010; Padzik,
2016; Adams, 1995). Many underline that the aim of AC is selection and that this method is used
for the recruitment and selection purpose (Ludwiczynski, 2006, p. 213, Kawka & Listwa, 2010,
pp. 137-138).

From the scientific and objective point of view, it should be also highlighted that there are schol-
ars who do not differentiate between AC and DC. Thornton (one of the best specialists in the area
of AC methodology) lists the aims of AC as followed: recruitment, selection, placement, training
and development, performance appraisal, organizational development, human resource planning,
even layoff (Thornton & Rupp, 2006, pp. 31-33). Also other scholars describe a wide variety
of AC applications: from recruitment and selection, via development and even reorganization
(Bobrow & Leonards, 1997; Jackson, Michaelides, Dewberry & Kim, 2016, p. 1; Boehm, 1985,
pp. 40-420; (Lopes et al., 2015, p. 527). It seems that in foreign publications the term DC is used
proportionally less frequently.
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There also exists a term ,,Developmental Assessment Center” (DAC) (Appelbaum, Harel
& Shapiro, 1998; Hetty van Emmerik, Bakker & Euwema, 2008; Dreher & Dougherty, 1997;
Lievens, 2002; Fleenor, 1996). An important advantage of the developmental assessment center
approach is that participants receive detailed feedback concerning their strengths and weaknesses
on the managerial dimensions measured (Lievens, 2002, p. 675), it is designed to provide feedback
and to recommend developmental activities such as training (Fleenor, 1996, p. 320). Although
the ACs’ observers are looking for the aforementioned competencies during the selection of can-
didates, the DACs’ main objectives remain with the continual development of such competencies
that are judged vital by the organization (Appelbaum, Harel & Shapiro, 1998, p. 6). It seems that
this term is also used interchangeably with DC described above.

5. Conclusion

Both business practice and literature offer different methods of employees’ appraisal. AC and
DC are examples. The main aim of AC is selection, and the main aim of DC is the appraisal
of employees’ potential and their development plan. Although AC seems to be more popular
and sometimes interchangeably used with DC, the specifications of those methods — particular
purpose, process and their participants — are so different that it is recommended to approach them
separately.
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Chapter 20

Employee’s Market — Implications for Employers'

Urszula Bukowska

1. Introduction

Publications regarding the labor market usually highlight the problem of excessive labor supply
or unemployment. Little attention is paid to the shortage of labor supply. Meanwhile, in Poland
more and more employers are experiencing the situation that the demand for labor exceeds its
supply. Therefore, the purpose of this article is to determine the effects of labor supply shortage
for employers. Research methods such as analysis of the literature concerning labor market,
observation of employer behavior, interviews with organization managers (construction industry
— micro- and medium-sized enterprises, business services — large international companies) were
used. On this basis, the employee’s market was characterized and the factors shaping it were
pointed out. It also presents the difficulties encountered by employers in a situation of shortage
of labor supply and the possibility of counteracting them.

2. Supply and demand as elements of the labor market

The labor market is a multidimensional category. It can be perceived from the perspective
of different disciplines (economics, management, sociology, ethics), in macroeconomic and mi-
croeconomic terms. The subject of this paper requires taking into consideration both views and
the context of economics and management. The labor market is defined in different ways, and
the examples of definitions are presented in Table 1.

! The publication was financed from the funds granted to the Faculty of Management at Cracow University
of Economics, within the framework of the subsidy for the maintenance of research potential.
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Table 1. Definitions of labor market

Author Definition Source
M. Pilc The labor market is an institutional space where (Pilc, 2014, p. 13)
exchange takes place; the participants of this exchange
are the employer (buyer) and the employee (seller),
the subject of the exchange is the service of work, and
the price — the agreed remuneration
A. Skorska The labor market is the place where employers (Skorska, 2016, p. 13)
(representing demand for labor) contact employees
(creating labor supply), where work is exchanged and its
value is expressed in the form of remuneration (salary)
B. Stawecki The labor market is the external context of the processes | (Stawecki, 2011, p. 267)
related to hiring employees and looking for job; a set
of external economic, psychological, social and cultural
determinants that really affect the shape and behavior
of the processes
J. Szaban The labor market means the people who can and want (Szaban, 2016, p. 15)
to work and employers willing to employ workers

Source: own work.

The first two definitions refer to the essence of the commodity market in which the subject
of exchange (work), its price (remuneration) as well as demand and supply are present.

The definitions proposed by Stawecki and Szaban unduly restrict the essence of the labor mar-
ket. Regarding the first one, it can be noticed that the labor market is undoubtedly the determinant
not only of recruiting employees but of all areas of task related personnel function, i.e. planning,
assessment, development, shaping working conditions, remuneration. Moreover, the conditions for
all these processes are created not only by the external but also by the internal labor market.

The definition proposed by J. Szaban restricts the supply of labor only to employees. Whereas,
the supply of work, otherwise the labor resources, includes those who are working or capable and
ready to take a job as well as those who seek it. In quantitative terms, this is the sum of the em-
ployed and the unemployed. It is worth mentioning, that the quantitative dimension of labor supply
is sometimes defined as the total number of hours offered by the employed and the unemployed
on the market (Pilc, 2014, p. 14). The qualitative dimension of labor supply can be understood
as a set of personal qualities, qualification, availability attributed to people creating labor resources.
This understanding of the labor supply is considered as a total, while the actual one is created
by the unemployed who look for job and want to take it (Unolt, 1999, p. 34).

The labor supply as a macroeconomic category is shaped by many factors. First of all, demo-
graphic, economic, political, social and cultural factors must be pointed here. Recently, the effects
of globalization on the labor supply have been strongly noticeable. Greater mobility of labor re-
sources, both sectoral and geographical, has been noted (Cuyvers, De Lombaerde & Rayp, 2011,
p- 255). In terms of microeconomics, the costs borne (e.g. commuting time) and the benefits (in-
cluding the level and structure of remuneration) received by employees are particularly important.

The demand for labor is the demand for employees reported by all employers under certain
socio-economic conditions (Skorska, 2016, p. 47). In other words, job positions where there are
employees hired as well as vacancies. In quantitative terms, it is the total number of occupied and
vacant posts (Zielinski, 2017, p. 9). Qualitatively expressed demand for work is the qualification
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required for a work position. Similarly to labor supply, such demand can be defined as global
(total). On the other hand, the actual demand means the unoccupied jobs (Unolt, 1999, p. 29).

It has been pointed out that economic factors, such as economic situation, economic growth,
the condition of economies of trading partners, the economic policy of the state, technological
progress, and political and social factors belong to the determinants of demand for labor in macroeco-
nomic terms (Skorska, 2016, p. 49). In microeconomic terms, the importance is attached to demand
for goods and services, economic condition, labor costs, labor productivity, work organization, rate
and structure of investments (Skorska, 2016, p. 49). The type and volume of production (services
provided) set the demand for labor at such level that ensures the organization’s stable functioning
in pursuit of current and strategic objectives. Employers’ decisions related to labor demand are
based on the estimation and comparison of employee productivity and the cost of employment.
If in the long term these costs are equal or lower than the discounted expected productivity of this
employee, this may have a positive impact on labor demand (Gajderowicz, 2016, p. 30).

According to J. Unolt (1999, pp. 30-31), the aforementioned factors are primary. Therefore,
the set of factors should be supplemented by the secondary ones — the factors influencing the de-
mand for compensation (related to the need to replace outgoing employees) and extension (seeking
to increase employment in the organization). The factors contributing to influence the demand for
compensation include loss of natural resources of the organization (death, retirement), socially
justified loss (maternity leave, parental leave), dismissal of employees on the initiative of the em-
ployer or employees, reduction of working time. Expanding demand is affected by investments,
the desire to increase the number of shifts.

The relation of labor supply and demand shows the situation on the labor market. Equilibrium
in this market is achieved when demand for labor equals labor supply. Since the employed are
at both the demand side and the supply, this means that the number of vacancies equals the number
of unemployed (Zielinski, 2017, p. 20). This is an ideal situation that cannot be achieved in the long
run (Unolt, 1999, p. 37). It results from the dynamic relations on the labor market. In addition,
when comparing demand and supply, the qualitative dimension should also be taken into account,
i.e. the profile of vacant posts and the profile of the unemployed.

It is obvious that equilibrium is not the only possible situation in the labor market. In addition
to this, there are two possible situations of imbalance, i.e. excess supply (demand shortage) and
supply shortage (surplus demand). The situation of excess supply indicates the existing unem-
ployment, and therefore the employer’s market. When the labor supply is lower than the demand
for it, it is the employee’s market.

It should be noted that the proper analysis of the situation on the labor market is not possible
without taking into account the internal diversity of supply and demand for labor.

3. Segmentation of the labor market

When analyzing the labor market, it must be taken into account that it is a heterogeneous
category. On the labor market, there are parts (“segments™) that are “relatively homogeneous”,
and these parts are “relatively tightly closed for the inflow of labor resources with different char-
acteristics” (Krynska & Kwiatkowski, 2013, p. 205). The consequence of the existence of a part
of the labor market is its segmentation. The following criteria can be used to identify different
market segments (Tab. 2):
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Table 2. Labor market (LM) segments

Criterion Labor market segments
The profession of work resources — LM under the supervision of a professional group
— Traditional market
— The market formally administered
— Market of the contest
—  Free market

Membership in organization — Internal LM

— External LM
The ability to control — Primary segment
the organization’s resources — Secondary segment
Spatial extent — Global market

— Transnational market
— Domestic market

— Regional market

— Local market

Sector — LM of private sector
— LM of public sector
The size of enterprise — LM of micro enterprises

— LM of small enterprises
— LM of medium-sized enterprises
— LM of large enterprises

Forms of employment — Traditional LM
—  Flexible LM
Legality of work and employment — Registered LM

— Unregistered LM (black and gray zone)

Source: (Kozek, 2013, p. 106; Krynska & Kwiatkowski, 2013, pp. 205- 216; Unolt, 1999, p. 24; Skorska,
2016, pp. 14-15).

In the segmentation concept, attention is drawn to the fact that particular parts of the labor market
operate in a varied way with differences such as the allocation of labor resources, the process of re-
storing labor market equilibrium, shaping the price of labor (Krynska & Kwiatkowski, 2013, p. 206).

In the literature, the attributes of segmentation and the segments of the labor market are indi-
cated (Krynska & Kwiatkowski, 2013, p. 207). The limitation of access to some parts of the labor
market can be considered as the most important. This limitation results from “more or less for-
malized criteria and conditions of access to some segments” (Krynska & Kwiatkowski, 2013,
p- 206). In other words, e.g. qualification requirements are important as they eliminate or hinder
the inter-segment mobility of labor resources. Expenditure incurred in connection with entry
into a particular segment is economic as well as non-economic. In the case of change/entry into
a spatially separated labor market, economic expenditures relate to e.g. relocation, whereas
if the change/entry refers to a profession in the labor market, costs of professional qualifications
are incurred. Where these inputs are high, the labor market is defined as “closed” and, when low,
as “open”. When they are changing and growing, the market is “closing”, otherwise “opening”
(Krynska & Kwiatkowski, 2013, p. 207).

The concept of dual labor market is of particular importance for these considerations, therefore
more detailed characteristics of the segments are presented in Table 3.
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Table 3. Specificity of segments on the dual labor market

Primary segment Secondary segment
(central, labor market nucleus) (labor market periphery)
Large, profitable enterprises with significant | Small and medium enterprises, high
degree of unionization of employees, competition, lower profitability, lack
2 capable of implementing new technologies | of unionization of employees
2 | They offer to employees: They offer to employees:
E— — Relatively high salaries, — Relatively low salaries,
w — Attractive working conditions; — Modest working conditions,
— Opportunities for career development; |— Little opportunities for promotion,
— Stability of employment — Instability of employment.
§ ? Highly skilled employees who incur Low-skilled employees, often immigrants,
2 % g expenditure on professional qualifications | young people, people with disabilities, and
E— 2 5 | They hold positions with precisely defined | sometimes women
ul £ | qualification requirements They are subject to considerable fluctuation

Source: (Dekker, de Grip & Heijke, 2002, p. 107; Krynska & Kwiatkowski, 2013, pp. 212- 216; Kozek,
2013, pp. 115-119; Unolt, 1999, p. 29; Zielinski, 2017, p. 61).

As presented, the concept of the dual labor market concerns both the demand and supply side
of the labor market.

4. Labor supply in employee’s market
4.1. The labor market in Poland as an employee’s market

Less than 20 years ago, J. Unolt, writing about the shortage of labor supply, so de facto about
the employee’s market, pointed out that it was characteristic “for the labor market in the planned
economy: on the one hand it means full employment, in practice excessive employment that
is equivalent to the hidden unemployment, associated with not making the most of working time
and qualifications, and on the other hand, the partial use of invested capital (machinery and equip-
ment) because of a lack of hands to work” (Unolt, 1999, p. 38). In the situation described by Unolt,
excessive employment, accompanied by a shortage of labor supply, resulted from the political
situation. It is now believed that the creation or maintenance of a human reserve, which in the lit-
erature has been referred to as “stashing the work” (Marciniak, 2016, p. 18), is a sign of rational
human resource management. This refers mostly to highly skilled employees and those whose
adaptation to work is expensive and time-consuming. However, it is difficult to create reserves
of personnel in Poland because there is a shortage of labor supply. Indeed the researchers often
do not see this problem by writing, for example, that the universal trend “suitable for all branches
of business and usually also for administration” is rising unemployment (Szaban, 2016, p. 42).
This is in contrast with the statistical data showing that the unemployment rate in Poland has been
steadily declining since 2013 and equals to 5.3% according to Eurostat data and 8.1% accord-
ing to GUS data in March 20172. The discrepancies result from the different ways to calculate

2 See: ec.europa.eu/eurostat, retrieved on May 10, 2017; stat.gov.pl, retrieved on May 10, 2017.
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the indicator. The unemployment rate in Poland is the average of indicators for particular seg-
ments of the labor market distinguished e.g. based on the geographical criterion. The lowest rates
in March 2017 were observed in the districts of Kepno (2.3%), Wolsztyn (2.5%), Warsaw (2.7%),
Wroclaw (2.8%), Cracow (3.5%). The highest unemployment rate of was recorded in the district
of Braniewo (24.3%) and Wioctawek (21.3%)3. Hence there are regions of Poland characterized
as the employer’s market. It should be emphasized that not only the declining unemployment but
also the growing number of job vacancies is reflected in the trend of labor market transformation.
According to data provided by the Central Statistical Office, at the end of the fourth quarter of 2016,
there were 78000 vacancies in entities employing at least one person. Compared to the fourth
quarter of 2015, it increased by 1400, i.e. by 22%*.

The shortage of labor supply is also noticed by employers. According to the study conducted
by the Work Service, 33% of employers find it hard to find employees. Most often, this is valid
for large companies dealing with trade or services (Barometr..., 2017).

It can be noted that the shortage of labor supply in Poland results from demographic, political
and economic factors. Labor supply is significantly determined by demographic factors. Nowadays,
in many countries, including Poland, the effects of aging are already felt. It can be illustrated
by the median age of the population in Poland which is growing (from 1921 to 2010 it has increased
by 17 years), which indicates to the progressing aging of the population (Stokowski, 2015, p. 54).
In particular, in the long run, these changes result in adverse labor market values (the demographic
burden ratio, i.e. people in the pre- and post-productive age group to the number of people in pro-
ductive age, amounted to 58.8 in 2014, comparing to 57.5 in 2004). What is particularly alarming,
its increase does not result from the rise in the resources of people in the pre-working age®.

Social and political causes include such actions as the introduction of the 500+ program and
lowering the retirement age. They result in the movement of people from active to passive groups.
Employers claim that some of them have faced the termination of job contracts by women who
became beneficent of 500+ program. It has also been noted that women are more likely to take
time off from work after maternity leave. Simultaneously, as a result of this program, household
income is increasing, resulting in an increase in demand for goods and services and, as a conse-
quence, labor demand.

The retirement age in Poland will be reduced on 1.10.2017, however, according to analyses
carried out by some employers, they expect more employees will leave the organizations due
to the natural causes. They perceive this as a threat to the stable functioning of the organization.
However, it is worth mentioning that achieving the retirement age does not imply an obligation
to cease work, but the right to do so. An employer may, therefore, encourage people who reach
the retirement age to continue working, for example, part-time.

The reasons for the shortage of supply in microeconomic terms, conditioned by macroeco-
nomic and macro-social factors, are unavoidable in the short term. It can, therefore, be expected
that, primarily due to demographic changes, the shortage of labor supply will be characteristic
of the labor market in Poland in the coming years.

8 See: stat.gov.pl, retrieved on 10/05/2017.
4 See: www.stat.gov.pl, retrieved on 9/05/2017.

® Own study based on indicators.rp.stat.gov.pl, retrieved on 19/12/2016.
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4.2. Challenges for employers in the employee’s market

The most characteristic feature of the employer’s market is the shortage of labor supply. More
and more employers point to difficulties not only in hiring new employees but even in finding
job applicants. It turns out that candidates to work do not respond to the announced recruitment.
These difficulties are experienced not only by employers operating in the peripheral (secondary)
sector but also by large enterprises, including international corporations operating in Poland,
which belong to the central (primary) sector.

However, this is not the only problem faced by employers on the employee’s market. Unolt,
in the cited publication, pointed to the negative effects of labor supply shortages, including low
productivity, poor discipline, the excessive liquidity of employees (Unolt, 1999, p. 38). Nowadays
employers experience staff fluctuations. This undoubtedly results from the recruitment of em-
ployees by competitive employers. The shorter is the notice period in the current organization,
the greater is the likelihood of receiving a job offer without seeking it. An employee with shorter
seniority is more flexible because of a relatively short notice period (Bukowska & Lukasiewicz,
2016, p. 247). Employers can prevent excessive fluctuations by introducing employee retention
programs. These programs include not only salary increase but also attractive benefits, training
offers, career paths, etc.

Employers are also exposed to the negative impact of the employee’s market on the ethos
of work that refers not only to employees but also to job applicants. They have some concerns
about work discipline, employees’ failure to observe working time norms (e.g. taking longer
breaks). It was also indicated that candidates without prior notice resign from the job interviews
and do not start work although a letter of intent was signed. It can be assumed that they received
a more favorable offer in a meanwhile. Consequently, the so-called blacklist of employees has
been created. Job candidates whose behavior during the recruitment process was found to be in-
appropriate, such as coming to an interview under the influence of alcohol, aggressive behavior,
not appearing to a job interview without informing an employer about that (www.pulshr.pl,
retrieved on 10/05/2017). The Ministry of the Family, Labor and Social Policy is against its
creation taking it as a sign of discrimination. However, not all employers have been discouraged
from using blacklists.

It has been previously indicated that not all segments of the labor market are characterized
by excess demand for staff. However, according to the point 3, segmentation theory, the flow
of resources between segments has some restrictions. It happens due to qualification requirements,
formal regulations, financial factors, or lack of labor mobility. In mid-June 2017, the hiring of em-
ployees from Ukraine will be facilitated. Henceforth, Ukrainians who have biometric passports
will not need visas to enter the European Union, for example, due to business reasons. Since this
permission allows staying in the European Union for relatively short period of time (up to 90
days in a half year), this regulation will primarily help employers who seek seasonal workers.
According to the Raport Work Service Barometr rynku pracy 2017, almost 40% of employers
in Poland consider recruiting workers from Ukraine. The willingness to hire Ukrainians is declared
by large manufacturing companies. On the other hand, the conducted interviews show that some
employers owing to existing stereotypes are afraid of hiring foreigners and, in order to reduce their
demand for jobs, they decide to reduce the supply of offered products and services. International
companies take advantage of employing people of other nationality and coming from different
cultures. The employee’s market is also conducive to the professional activation of people who
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are exposed to social exclusion due to, for example, disability. It is supported by the programs
of diversity management that have been being implemented in organizations. For instance, ap-
propriate working conditions are created to enable working to people with certain dysfunctions,
such as vision, hearing, and autism. Taking advantage of new labor supply segments is therefore
beneficial not only because of economic (increasing labor supply) but also for social reasons
(counteracting social exclusion).

Under conditions of labor supply shortage, employers appreciate the importance of the positive
image in the labor market. Consequently, they strive to improve the quality of HRM, the standards
of the realization of the personnel function are developed. It has also been noted that the improve-
ment of the economic situation is accompanied by the improvement of the employment conditions
in the secondary sector to prevent them from being taken over by the competition (Zielinski, 2017,
p. 64). Moreover, theories describing the functioning of the labor market assume salary increase
under conditions of labor supply shortage. It has been indicated in the search on the labor market
theory and the model of the lowest salary that makes the work profitable (Zielinski, 2017, pp. 53,
54). Increasing salaries may lead to increase of the economically active population by activating
the previously inactive people that would reduce the shortage of labor supply.

The consequence is that labor costs are rising. Labor costs are the total expenditure incurred
by the employer in relation to the employment of employees. In the labor market, not only the re-
muneration costs but also the costs of performing the personnel function, including the recruit-
ment and retention of employees, are increasing. The recruitment cost increases due to the fact
that more attention is required to select the suitable methods of recruitment of job candidates.
On the employer’s market the methods that require the activity of candidates, free of charge for
the employer, are effective whereas the employee’s market requires the significant activity of job
candidates that results in the increase of the recruitment costs.

It is also significant that, in the situation of labor supply shortages, shown with the number
of people creating labor resources (see point 2), employers compensate for the lack of labor
supply in quantitative terms by the number of hours offered by the employees. The extra paid
overtime is introduced (employees are not able to take off time in lieu). The actual working time
of employees is thus increasing.

To reduce the demand for work, the employers increase the mechanization, automation, and
robotization of the business. One can see the paradox that mechanization and automation have
been perceived as a threat to workers for many decades. It was thought that, as a result, em-
ployees would no longer be needed, which would cause the rise in unemployment. Meanwhile,
according to interviews, employers treat automation as an opportunity to overcome the shortages
of labor supply. It is noteworthy that, due to automation, the client’s ability to perform duties
previously assigned to employees is also increasing. These customers are referred to as “partial
employee” (Halbesleben & Buckley, 2004). Clients perform not only relatively simple tasks,
such as self-service in the store, including making payments, but more and more complicated
ones, such as paying/withdrawing money in the bank without the help of an employee, or self-
check-in before the flight.

To sum up, it can be stated that the labor market requires employers to adapt to new condi-
tions.



Employee’s Market — Implications for Employers 213

5. Conclusion

The employee’s market means that the labor resources present in this market are not able
to meet the demand for work reported by employers. Labor market statistics in Poland indicate
that the shortage of labor does not apply to all segments, e.g. selected based on the geographical
criterion. The labor market, however, is showing dynamics and it is forecasted that the shortage
of labor supply will be more noticeable.

The lack of labor supply is characteristic of the employee’s market, and simultaneously the main
problem of employers. As a consequence, the increase in employee fluctuations, deterioration
in work etiquette and increase in labor costs can be observed. Minimizing the indicated deficiency
may occur in two ways, either due to the reduction of the demand for employees or increase
the supply of labor. It turns out that the second method can also be attainable on a microeconomic
scale. It may involve the use of labor supply available in segments not used by the organization
so far, such as people with disabilities. It is also possible to address an attractive employment
offer (also in terms of working time) to those who are able to work but who are not perceived
as the work resources (e.g. pensioners).
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Chapter 2 1

Enterprise System Acceptance by Older
Workers: A Preliminary Literature Review'

Ewa Soja, Piotr Soja

1. Introduction

Enterprise systems (ES) are complex application software packages that contain mechanisms
supporting the management of the whole enterprise and integrate all areas of its functioning
(Davenport, 1998). Enterprise systems evolved from Material Requirements Planning (MRP)
and Manufacturing Resource Planning (MRP 1) systems. Therefore, they started as the support
for a variety of transaction-based back-office functions (at which time they were called Enter-
prise Resource Planning (ERP) systems). However, they further evolved to include support for
front-office and even inter-organizational activities including supply chain management (SCM),
customer resource management (CRM), and sales force automation (Volkoff et al., 2005). They
started to offer solutions in an attempt to seamlessly link front-office (e.g. sales, marketing, cus-
tomer services) and back-office (e.g. operations, logistics, financials, human resources) applications
to enhance competitive advantages (Chen, 2001).

The adoption of an enterprise system is usually a lengthy process during which a company’s re-
sources are significantly overloaded. This is due to the high cost of the system and its implemen-
tation process and also due to the necessity of the involvement of various people in the project.
Usually, ES adoption participants represent all levels of the company’s organizational hierarchy
and all areas of its business operation. Moreover, apart from the internal stakeholders, ES adoption
involves people representing external organizations, such as the system and implementation services
providers. In consequence of a full-scope ES adoption practically all employees within an organ-
ization become users of such a system. This is mainly due to the fact that usage of ES is usually
mandatory in organizations.

Therefore, practically every employee faces a problem of using a very complex software
application, despite his or her IT knowledge and experience. This issue is becoming increas-
ingly vital in the light of an ageing society and ageing workforce within organizations. Due

! This research has been financed by the funds granted to the Faculty of Management, Cracow University

of Economics, Poland, within the subsidy for maintaining research potential.
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to population ageing, organizations are expected to struggle with a workforce both shrinking
and ageing (e.g. Boersch-Suspan, 2008). As suggested by prior research, with age work capac-
ity of an employee changes. The idea of work ability is central while dealing with age-related
problems and, in today’s economy, information and communication technology (ICT) use
is an integral part of work ability (e.g. Soja & Soja, 2015a). However, as suggested by prior
research on ICT, as age increases people might reveal more negative attitudes toward computers,
experience greater technology anxiety, possess lower level of ICT skills and education, and,
in general, be subjected to greater digital exclusion (e.g. Hill et al., 2008; Soja, 2016; Soja &
Soja, 20154, 2015b).

Taking into account the widespread use of ES within organizations and changing 1CT-con-
siderations with age, it appears important to conduct research into the role of employee age
in ES acceptance and use. The current study begins with the discussion of the role of employee
age in ES implementation. Next, it presents the technology acceptance model (TAM) and then
it discusses the most important TAM-based research works on ES acceptance. The study next
proceeds with the age-based discussion of ES acceptance-related considerations and ends with
concluding remarks.

2.The role of employee age in ES implementation

Prior research suggests that employee age might have an important influence on the perception
of various considerations of ES implementation projects. In particular, previous studies suggest
that employees with an organization can be categorized into three age groups: the youngest, mid-
dle-aged, and older (e.g. Soja et al., 2016). Prior research illustrates that employee age groups tend
to perceive various ES implementation considerations and these perceptions might be associated
with their strong and weak points.

Older employees appear to have a people-oriented approach to the implementation project (Soja
et al., 2016a). This might be considered as a strong point of older people and seems to be caused
by their experience, awareness of one’s own limitations and strong points, and comprehensive
knowledge about the company. Older workers are also capable of perceiving some general prob-
lems occurring during ES implementations and have an ability to take a global look at the issues
under consideration (Soja et al., 2015; Soja et al., 2016b). However, on the other hand, compared
to younger people, older employees need more support in training on modern management tech-
niques, project management, and deeper knowledge of the IT field (Soja et al., 2016a). They also
tend to reveal negative attitudes towards changes, find it difficult to adjust to changes, and might
be reluctant towards new technology (Soja et al., 2016a; Soja et al., 2015).

The youngest employees appear to perceive ES considerations in the context of their strong
points associated with ICT-related skills and knowledge (Soja et al., 2016b). In their perceptions,
the youngest workers are more ICT aware and tend to discover detailed, technical problems and
barriers (Soja et al., 2015; Soja & Soja, 2016). The youngest employees, while perceiving potential
solutions to the problems encountered, tend to focus on more detailed and adjusted to specific
problems resolutions.

The middle-aged employees appear to possess both substantial job experience and up-to-date
ICT- and BPR-related knowledge, which seems their strong point. In their perceptions of ES con-
siderations, the middle-aged employees appear to emphasize the role of the implementation
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process. They also perceive people-related issues from the perspective of implementation project
needs (Soja et al., 2016b). However, with respect to project management-related considerations,
the middle-age employees appear to attach similar importance as their younger and older work-
mates (Soja & Soja, 2016).

3. Technology Acceptance Model

Technology Acceptance Model (TAM) is one of the research approaches aiming at discover-
ing factors having an influence on acceptance and use of IT by users. TAM is a widely accepted
and used approach by researchers in the field of Information Systems. This might be due to its
simplicity and a range of empirical studies that proved its appropriateness and made available
research instruments (e.g. Agarwal & Prasad, 1999).

The main goal of TAM is modeling the level of acceptance of IT by users and explaining in-
tention of use of IT. The main idea of TAM is an assumption that the most important determinants
of IT use are perceived usefulness (PU) and perceived ease of use (PEOU). Perceived usefulness
is defined as the prospective user’s subjective probability that using a specific system will in-
crease his or her job performance. Perceived ease of use (PEOU) refers to the degree to which
the prospective user expects the target system to be free of effort (Davis et al., 1989, p. 985).

The third TAM variable having an influence on system use is user attitude. This variable
is determined by the two above defined variables (i.e. PU, PEOU) and together with PU variable
determines behavioral intention to use a system by a user. This variable, in turn, has a direct impact
on actual system use by a user. The model TAM is depicted in Figure 1.

Figure 1. Technology Acceptance Model

Perceived
/ Usefulness (PU) \
2
External Attitute Toward Behavioral Actual System
Variables Using »| Intention to Use »| Use
(BI)

Perceived Ease
of Use (PEOU)

Source: adapted from (Davis et al., 1989, p. 985).

Arrows among variables illustrate an influence of variables on other variables. The main
conclusions resulting for the TAM model are (Davis et al., 1989, p. 997):
» actual system use by users can be rationally predicted on the basis of their intentions,
» perceived usefulness is a basic determinant of behavioral intention to use IT by users,
» perceived ease of use is the second important determinant of behavioral intention to use
IT by users.
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TAM advocates that the two basic determinants of IT use by users might be influenced
by a number of external variables. Such variables might include the characteristics of the used
software (e.g. system interface, reliability), as well as user characteristics. An explicit definition
of external variables was caused first and foremost in order to encourage researchers to investigate
an influence of various variables on user behavior (Davis et al., 1989).

4.Technology Acceptance Models in the context
of ES implementation

Amoako-Gyampah and Salam (2004) performed their study in the USA among 571 respondents,
including 409 end users. They evaluated the impact of one belief construct (i.e. shared beliefs
in the benefits of a technology) and two widely recognized technology implementation success
factors (i.e. training and communication) on the perceived usefulness and perceived ease of use
during technology implementation. The analysis showed that both training and project commu-
nication influence the shared beliefs that users form about the benefits of the technology and that
the shared beliefs influence the perceived usefulness and ease of use of the technology. The au-
thors did not report respondents’ age nor performed an age-based analysis of their findings.

Hwang (2005) focused on the idea of the informal control mechanisms in the context of ERP
adoption. The informal controls, such as cultural control and self-control, can be viewed as a tacit
perspective in knowledge management. The author used uncertainty avoidance and perceived
enjoyment as informal controls in the ERP implementation. The study reviewed sociotechnical
design, organizational control mechanism, knowledge management, and individual motivation
to support this potential linkage in the model. The study used field data via the online survey
of ERP systems user group and received 101 respondents. The results indicated that uncertainty
avoidance cultural as control and intrinsic motivation as self-control are the important antecedents
of ERP systems adoption. The author did not report respondents’ age nor performed an age-based
analysis of their findings.

Nah et al. (2004) examined factors leading to the lack of end-user acceptance of ERP sys-
tems. To test the formulated hypotheses the authors conducted a survey among 229 SAP users
in a public institution in the USA. They examined end-users’ attitudes toward system use and
symbolic adoption, which refers to users’ voluntary mental acceptance of a system. The authors
created four cognitive constructs which were hypothesized as the antecedents of system use:
perceived usefulness, perceived ease of use, perceived compatibility, and perceived fit. The find-
ings indicate that perceived compatibility and perceived ease of use have both direct and indirect
effects on symbolic adoption. Perceived fit and perceived usefulness, in turn, influence symbolic
adoption by being fully mediated through attitude. The author did not report respondents’ age nor
performed an age-based analysis of their findings.

Youngberg et al. (2009) surveyed employees of a rural Utah college in the USA. They approached
66 ERP users among the university faculties, staff, and administrators. The authors gathered in-
formation on the users’ perceptions related to technology acceptance factors for a newly installed
ERP system. The analyzed issues include end user perceptions of ERP component usefulness,
their intention to use the system, and self-reported usage of the system. The recommendations
emerging from the findings indicate the need to create an overall picture of the ERP system flow,
the importance of avoiding technical specialist terminology in communication with end users, and
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securing adequate resources to ensure that end users have access to timely support. The authors
report some data on respondents’ age. In particular, the study participants’ age ranged from 30
to 74 years, with an average age of 49 years. However, the authors do not perform an age-related
discussion.

Sternad and Bobek (2013) aimed to extend the original TAM with groups of external factors
which impact actual ERP system use. In so doing, they focused on ERP system use in compa-
nies’ maturity phase. The authors proposed three groups of external factors which influence
ERP usage: organizational-process characteristics, system and technological characteristics, and
personal characteristics and information literacy. They also proposed a mediating variable “work
compatibility”, defined as fit of ERP to organizational work. In order to verify the proposed
model, the authors conducted a survey among 293 ERP users from 44 organizations in Slovenia.
The analysis proved significance of the most of the proposed relationships. Interestingly, some
items turned out not significant in the proposed constructs: communication, training, computer
self-efficacy, and computer experience. The authors did not report respondents’ age nor performed
an age-based analysis of their findings.

Kwahk and Lee (2008) focused on the role of readiness for change and its effect on the perceived
technological value of an ERP system leading to its use. The proposed model was empirically
tested using data collected from 283 ERP users from 72 organizations Korea. The findings indicate
that readiness for change had an indirect effect on behavioral intention to use an ERP system.
At the same time, readiness for change was found to be enhanced by two factors: organizational
commitment and perceived personal competence. The authors reported respondents’ age; never-
theless, older employees seem underrepresented in their sample. In particular, the reported age
groups are: less than 29 years; 30-39 years, and 40 and more years. The last group included only
6% of the respondents. The authors did not perform an age-based analysis.

Bueno and Salmeron (2008) focused on decisive factors influencing the ERP users’ acceptance
and use. The proposed model based on TAM included selected critical success factors for ERP
implementation: top management support, communication, cooperation, training, and techno-
logical complexity. The authors tested their model using the sample of 91 potential users from
organizations where ERP implementation was in progress. The findings illustrate the significant
influence of cooperation on perceived usefulness, significant impact of training on perceived ease
of use, and significant influence of technological complexity on perceived ease of use. The authors
also interestingly illustrated causal relationships among critical success factors: top management
support influenced communication, and then communication influenced cooperation. Also, train-
ing had an influence on cooperation. The authors did not report respondents’ age nor performed
an age-based analysis of their findings.

Calisir et al. (2009) examined factors affecting users’ behavioral intention (BIU) to use ERP
systems and based their investigation on data gathered from 75 potential end-users of ERP sys-
tems in one manufacturing organization. The achieved results illustrate that subjective norms,
perceived usefulness, and education level are determinants of BIU of the ERP system. Among
the TAM-specific variables, the authors showed that perceived usefulness affected attitude toward
use, and these both variables influenced perceived ease of use. Also, the authors proposed a var-
iable “compatibility” which affected perceived usefulness. Among variables describing personal
characteristics, education level had a significant effect on perceived ease of use and on behavioral
intention. Nevertheless, the results did not reveal a significant relationship between attitude and
behavioral intention. The authors reported respondents’ age; nevertheless, older employees seem
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absent in their sample. In particular, average respondent age was 33.8 years, with minimum age
25 and maximum age 44. The authors did not perform an age-based analysis.

Lee et al. (2010), based on TAM, proposed a model to examine the impact of organizational
support on behavioral intention within the context of ERP implementation. In doing so, the authors
investigated the effects of organizational support, both formal and informal, on TAM-specific
factors. Formal organizational support is captured by training and education, and work environ-
ment. Informal organizational support is understood as communication. The analysis is based
on a survey conducted among 209 representatives of Korean small and medium sized enterprises.
The results revealed that the organizational support had an influence on perceived usefulness
and perceived ease of use. The model defined a mediating variable inside TAM: interest in ERP.
In general, the TAM related associations appeared significant. The authors reported respondents’
age which ranged between 25 and 56 years. Nevertheless, the authors did not perform an age-
based analysis.

Shivers-Blackwell and Charles (2006) focused on the role of readiness for change and behav-
ioral intentions regarding the implementation of an ERP system. In doing so, they proposed and
tested an adapted version of TAM. The authors gathered from 238 American students. The analysis
revealed that gender and perceived ERP benefits are related to students’ readiness for change.
Readiness for change, in turn, appeared a significant predictor of students’ attitude toward usage
of the ERP system. The analysis also showed that computer self-efficacy is related to attitude
toward usage and one’s intent to use the ERP system. The authors did not report age-related data
nor performed an age-based analysis. However, the fact that the research sample included students
allows us to suspect that older people were underrepresented in the sample.

Venkatesh and Davis (2000) proposed a theoretical extension of TAM that attempts to explain
TAM-related variables (perceived usefulness and usage intentions) in terms of social influence
and cognitive instrumental processes. The extended model was tested using longitudinal data
collected among 156 users from 4 organizations. The data were collected at three points in time
at each organization: preimplementation, one month postimplementation, and three months
postimplementation. The analysis showed that the extended model was strongly supported for
all four organizations at all three points of measurement. All variables capturing social influence
processes and cognitive instrumental processes significantly influenced user acceptance. These
variables were, for social influence processes: subjective norm, voluntariness, and image, while
for cognitive instrumental processes: job relevance, output quality, result demonstrability, and
perceived ease of use. The authors did not report respondents’ age nor performed an age-based
analysis of their findings.

Sun et al. (2009) in their extension of TAM included the role of perceived work compatibility,
perceived behavioral control, and subjective norm. The dependent variable examined by the authors
included individual performance. They also proposed a mediating variable: IT usage. In order
to validate empirically the model, the authors conducted a survey among 138 users of ERP systems
in 62 firms in China. The performed analysis revealed that the relationships proposed by the au-
thors were significant. The authors did not report respondents’ age nor performed an age-based
analysis of their findings.

Hsieh and Wang (2007) focused on the issue of system underutilization by investigating
Extended Use, which refers to using more system features to support one’s tasks. The authors
conducted a field survey among 200 users in a large manufacturing firm in China. The used model
employed Confirmation of expectation as an independent variable and Satisfaction as a moderating
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variable in TAM. The results indicate that PEOU and PU both affected Extended Use. However,
Satisfaction has no direct impact on Extended Use in the presence of PU and PEOU. The results
showed that in contrast to most technology acceptance research, PEOU has a stronger behavio-
ral impact than PU. The authors reported age of respondents but did not perform any age-based
analysis. The respondents included people less than 50 years old, users aged 50+ comprised just
0.6% of the sample.

Shih and Huang (2009) attempted to explain behavioral intention and actual usage of ERP
implementation based on TAM. The proposed model incorporates additional variables: top man-
agement support, computer self-efficacy (CSE) and computer anxiety. The results of an analysis
demonstrate that top management support strongly and positively affects CSE, perceived usefulness
and perceived ease of use. However, CSE had an insignificant affect on perceived usefulness,
but was found to directly influence perceived ease of use. At the same time, perceived usefulness
influenced behavioral intention, but does not significantly affect actual usage. Perceived ease
of use was found to directly affect behavioral intention. Behavioral intention, in turn, positively
and directly affects actual usage. The authors did not report respondents’ age nor performed
an age-based analysis of their findings.

5. Discussion

The analysis of the prior research works illustrates that there is a number of potential variables
that might influence various aspects of ES acceptance by users. Nevertheless, previous ES ac-
ceptance-related studies do not perform age related analyzes and only few of them report age
structure of their respondents. In a similar vein, a vast majority of previous research works have
been conducted in highly developed countries, only few studies are based on data coming from
less developed economies such as China, Turkey or Slovenia. The following paragraphs contain
the short descriptions of the most important variables investigated by prior research together with
an age-related evaluation of their importance.

The positive role of perceived compatibility/fit of the new ES seems unanimously illustrated
by several studies. In particular, perceived compatibility significantly influences perceived useful-
ness (Calisir et al., 2009; Sternad & Bobek, 2013; Sun et al., 2009), intention to use (Sternad &
Bobek, 2013; Sun et al., 2009), attitude towards ES use (Nah et al., 2004), decision about adoption
(Nah et al., 2004), and individual performance (Sun et al., 2009). Perceived compatibility and fit
of the new ES appears important for older workers due to their specific requirements associated
with limited cognitive abilities and reduced work pace.

The next important issue, attitude toward ES, occurs both as dependent and independent
or mediating variables. Prior studies illustrate its positive impact on behavioral intention to use
ES (Amoako-Gyampah & Salam, 2014; Shivers-Blackwell & Charles, 2006) and decision about
ES adoption (Nah et al., 2004). Nevertheless, Calisir et al. (2009) illustrate lack of significant
influence of this variable on intention to use ES. Attitude towards ES appears very important
in the context of ageing workforce as older employees tend to reveal negative attitudes towards
change and technology. Also, mixed results revealed by prior studies illustrate the importance
of further research towards this direction.

Other important issues related to some mixed findings among prior research are communication
and trainings. Amoako-Gyampah and Salam (2004) illustrate their positive influence on shared
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beliefs about ES benefits. Bueno and Salmeron (2008) demonstrate their positive impact on co-
operation. Lee et al. (2010) show that communication positively influences ease of use, while
training has a positive impact on ease of use and perceived usefulness. Nevertheless, in the model
proposed by Sternad and Bobek (2013) communication and training are insignificant variables.
In general, communication and training are fundamental mechanisms of change management and
their role appears evident for older workers in order to help them to accept organizational change
associated with ES adoption.

Computer self-efficacy is another important issue whose role is differently illustrated by prior
research. In particular, computer self-efficacy significantly influences intention to use ES (Shiv-
ers-Blackwell & Charles, 2006), perceived ease of use (Shih & Huang, 2009), attitude toward
ES use (Shivers-Blackwell & Charles, 2006), and was a significant control variables in Kwahk
and Lee’s (2008) model. Nevertheless, computer self-efficacy did not influence perceived use-
fulness in the study by Shih and Huang (2009) and was an insignificant variable in Sternad &
Bobek’s (2013) study. Overall, it appears that computer self-efficacy plays an important role
in the light of self awareness of older workers about their limited ICT skills.

The positive influence of perceived benefits of ES on several variables was illustrated by two
studies. In particular, perceived benefits positively influenced perceived usefulness and perceived
ease of use in a study by Amoako-Gyampah and Salam (2014). Also, perceived benefits had
a positive impact on all variables in Shivers-Blackwell and Charles’ (2006) model except for
a variable intention to use. The importance of perceived benefits of ES appears vital for older
workers in the context of their usually limited ICT knowledge and skills.

Two prior studies illustrated positive influence of readiness for change on several variables.
This variable positively influenced perceived usefulness (Kwahk & Lee, 2008), perceived ease
of use (Kwahk & Lee, 2008; Shivers-Blackwell & Charles, 2006), and attitude toward ES (Shiv-
ers-Blackwell & Charles, 2006). The importance of readiness for change for older workers
is illustrated by mentioned earlier their often negative attitudes towards change and difficulties
in adapting themselves to change.

The last interesting issue, computer anxiety, was investigated by two prior studies (Shih &
Huang, 2009; Sternad & Bobek, 2013). It is worth noticing that these studies did not reveal a sig-
nificant influence of this variable on any other variables. This somewhat surprising fact suggests
that the role of computer anxiety deserves further research, especially in the light of greater
computer anxiety revealed by older employees as compared with their younger workmates.

6. Conclusion

The current study investigated the most important models of technology acceptance in the con-
text of enterprise system (ES) implementation and evaluated their significance from the per-
spective of an ageing workforce. The findings illustrate that the most important issues related
with ES acceptance perceived from the older workers viewpoint are: perceived compatibility/
fit, attitude toward ES, communication and trainings, computer self-efficacy, perceived benefits
of ES, readiness for change, and computer anxiety. The current study’s results illustrate the need
for future research into the role computer self-efficacy, computer anxiety, and communication and
trainings. The role of these issues appears especially interesting in the light of an ageing workforce
and mixed findings revealed by some prior studies.
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Chapter 2 2

Selfcontrol in Workplaces

Anna Misiaszek

1. Introduction

One of the basic management functions is control. It has to provide appropriate employees
actions which should lead to achieve corporate goals. Recently huge importance has control
of human resources because it is one of the most relevant resources in each enterprise. Control
of human resource is a huge challenge for managers. Frequently this function is skipped or ne-
glected because of difficulty with fulfilling it. Excessive control discourages employees and
reduces their effectiveness. One of the solutions for this problem, which is used by the employ-
ers, is fulfillment of control through motivational function. In this concept employers look for
the ways that will improve selfcontrol of employees. Selfcontrol is a skill that affects efficiency
and productivity. It help to focus on single activity and a goal which should be achieved. This
article aims to investigate and systematize the factors that have positive and negative influence
on selfcontrol in workplace.

2. Basic types of control in enterprises

Control is in addition to planning, organizing and leading one of the core business management
functions. In accordance with this, the organization is moves in the right direction and develops
better. It also helps to find the answer for the questions “where are we?” and “where are we head-
ing?”. Control helps organization to adapt changes in environment, reduces cumulative errors,
cope with the complexity of the organization and minimize costs.

The simplest division of control types in organizations is division into organization resources.
It is control of material resources, human resources, information resources and finance resources.
Control of material resources consists of inventory control, quality control, equipment control.
Their main goal is to keep optimum level of inventory, equipment and buildings. Additionally,
control optimizes the production process and appropriate quality. Control of human resources based
on proper selection and positioning. Apart from it, the control contains training, development and
remuneration of employees. The resource control consists of any forecasts and analysis that help
with organization’s development. It also takes care of confidentiality and the use of each information
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provided to the company. In financial controls, there should be taken care of confidentiality and
optimal organization debt. It is not welcomed to have excess debt as well as its total deficit.

Other organization control division is division for the rung in the system. There are opera-
tional and finance levels, structural level and strategic level. At operational and finance levels,
core processes, that leads to the final product version, are controlled. Structural level ensures
that organizational structures are in line with its strategy and main company’s goals. Strategic
control refers to the impact of organization strategy on achieving key objectives. People who are
responsible for control in organizations are called managers. In smaller enterprises, the control
performer team consists of company owners and in bigger, where it is possible, control team
consists of designated person that are responsible only for control tasks.

To perform control in organization, people who are responsible for control performers, have
to set the standards for the process which will be reviewed. Then standards can be compared with
control results, what can be measured and assessed. The comparison allows to create recommen-
dations for further actions. Based on the assessment, management is able to starts change process
that will improve team’s functionality, as designed (Griffin, 2009, pp. 654-664).

3. The main obstacle in control of human resources

Among the company’s control one of the biggest and the most important challenge for
managers is control of human resources. People are called “organizations resource” due to their
knowledge and experience that helps with organizations gain as well as competitive superiority.
Knowledge and experience are specific resource because they are inside of each person. Reali-
zation of employees control is very important challenge for manager, its importance underlines
the fact that human resources let the organization to maximum use of remaining resources which
are in enterprise. How organization will use its capabilities depends primarily on the employees,
whereas their effectiveness is shaped by many factors.

Thomas Davenport defines human capital as ratio of sum ability and behavior, effort and
time. From this definition follow the statement that control of human resources should take care
about selection of employees (it should be focused on ability and behavior), effort which is put
into individual duties and time which is needed to make specific tasks. Selection is under control
only whilst recruitment is open. The others factors should be controlled all the time. So when
employee is controlled, special attention should be given for time control, quality of work and
its result. Over the years, management practices have developed a number of ways to control
an employee. From attendance lists to logs in the systems and arrival and exit time cards.

In spite of the development of the ways of exercising control, there is still no ideal way of con-
trolling the worker (Lukasiewicz, 2009, pp. 12-23; Krol & Ludwiczynski, 2008, pp. 5060). This
is due to the difficulty of finding the best way of control. In one hand it seems that managers should
put pressure on the control but on the other hand it is not so easy because employees do not feel
comfortable during open control process. Lack of freedom has an influence on lowering efficiency
and in many cases also loyalty to the employer.

Equally bad solution is hidden control. This type of control usually gives employee a feeling
of surveillance. So the question is, how should managers accomplish the function of control for
human resources when in one hand it is basic function of management and on the other hand
if it is performed in the wrong way, it creates huge danger for operation of the company?
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4. Selfcontrol as form of control in enterprises

Due to difficulties with finding optimal solution for employee’s control, employers very
often limit this control to minimum. They try to replace realization of this function by putting
more emphasis on implementation of remaining basic management functions. One of that kinds
of trying is to motivate employees in order to increasing selfcontrol. Selfcontrol in narrow sense
is the control of own reactions. In relation to organizations, selfcontrol is an observation and
control own work and independent analysis own activities and their effects with compare them
to requirements.

These days lots of employers resign from complex control form and they would rather build
trust and collaboration in their enterprises. This trend is becoming more and more popular, when
employees feel freedom of making their tasks and feel trust for them they, increasing their effec-
tiveness. Very often selfcontrol become alternative way to complex form of control. That system
generates huge costs for company and usually is not so effective as expected. Increasingly, em-
ployers see that freedom support activity, innovation and responsibility.

The question is, if only intensity of control have influence for increasing or reducing self-
control of employees? Certainly not, there are a lot of factors which have influence on this. One
of the prove for that statement is management theory which is called Managing by Values (MBV).
Formerly values issue was classified as soft issue and it cannot be seriously management theory.
Over time people have noticed that value systems for employees and enterprise should be con-
sistent, because it leads to join fulfillment of employees needs with main goals of enterprise.
A man who has complementary values and goals with company feels double motivation to work
and increases selfcontrol.

The above examples are not all factors which have influence for selfcontrol. All kind factors
which have this influence could be shared for two groups. First are internal factor, second are
external. Internal factors are the factors on which employers do not have or have very small
influence. They depend mainly from internal characteristic. When employers want to enhance
selfcontrol for their employees, they focus on enhance it by external factors. Some people
claim that selfcontrol is the strongest form for the control. In subsequent chapters of this ar-
ticle there will be systematized basic internal and external factors which have influence for
increasing or reducing employees selfcontrol (Motyka & Pawlak, 2012, pp. 56-57; Hamrol,
2015, pp. 339-348).

5. Internal factors which have influence for selfcontrol in work
place

Internal factors are factors on which employers do not have direct influence. They are ad-
dicted to employees and their motivation for work on themselves. Amongst the internal factors,
special place have personality and character. Each person has individual character which is in-
dependent and innate. Everyone can fight with this features and try to work on it but this fight
is very hard. In literature there are a lot of divisions of people because of their personality. One
of the most popular is division for four types of temperament: spitfire, melancholy, sanguine
and phlegmatic. More prone to selfcontrol are sanguine and melancholy (Gros, 2012, pp. 28-37;
Michalak, 2012).
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Personality is not the only internal factor, Dr Travid Bradberry, who is emotional intelligence
researcher, lists 11 actions which could help people in fight for better selfcontrol. These factors
are all addicted from willingness and commitment. They are the factors on which employers could
have influence through external factors.

For this 11 factors belong (11 cech..., 2016):

1. Forgiveness

We cannot focus on mistakes which we made, to achieve success we have to be able to accept
defeat. We cannot live the past, it only takes our strong.
2. Denying

We cannot afraid denying and say “yes” when we are not sure. A problem with denying in-
tensifies stress and sometimes can lead to depression.
3. Lack of perfection

Our aim cannot be perfection because it does not exist. People who want to be perfect are al-
ways not happy from effect of their work, it have influence for their motivation in the future.
4. Focus on solving

Focusing on problems reduce selfcontrol by negative emotions. The best way is to focus
on what we can do. Positive attitude has influence for better quality of our effects.
5. Avoid the question “what if?”

Worrying different options reduce selfcontrol, we lose the time and the energy which we can
use for better productivity. It is worth to have emergency plan, but it is not worth worrying too
much.

6. Positive attitude

It is easy to be optimist when everything is in accordance with the plan. It is more difficult
when we are in a crisis. Excessive pessimism reduces selfcontrol and motivation to work. When
we are in crisis it is worth to keep our mind on positive thinking, emotions and memories (for
example we can think about what we have done so far).

7. Good food

Regular meals and sugar can affect the increase of selfcontrol. The brain consumes calories
during the selfcontrol ant it needs them.
8. Rest

When we want to keep selfcontrol, we have to rest. Selfcontrol is related to our sleep. When
we sleep, our brain rest and can sort out our minds. Fresh brain lets us to increase selfcontrol, our
attention and memory. Additionally, when we do not have enough sleep, we are more stressed
and it has influence for reducing selfcontrol and motivation.

9. Exercises

It could be only ten minutes for all day to wake up our brain in order to better control of human
impulses.

10. Meditation

Meditation (it could take 5 minutes for focusing on calm breath) could increase selfcontrol
and reduce tendency to detach from work.
11. Suppressing internal negative dialogue

We cannot be under the influence of negative thoughts, especially, when they are not facts.
When we start negative thinking, it is worth to have a break from the work which we make in that
moment.
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6. External factors which have influence for selfcontrol in work
place

External factors are factors which let employers to encourage employees to increase engage-
ment into work for better selfcontrol. These factors occur during implementation motivational
system in company. Motivational system could be shared for 3 divisions. First of them are wages
motivators, second benefits in kind and the last are intangible assets.

To wages motivators belong for instance: remuneration, Shares in profits, bonuses and periodic
commissions, allowances for salaries, bage suplements. Benefits in kind are primarily medical
care, company cars, social benefits, flexible working time, loans and credits in preferential con-
ditions, life insurance, pension funds and refund of medical expenses. To intangible assets belong
personal and skills development, lifestyle, possibility to self-realization, promotions, mentoring,
coaching, decentralization, recognition and prestige, integration and access to information, trust
and freedom of duty (Wozniak-Sobczak, 2010, p. 235).

Appropriate motivation entourage employees to work on selfcontrol and to make it better and
better. A lot of employers resign from improving direct control and money that they will spend on it,
they spend on making better motivation systems for employees. If the team has to be well motivated,
employers should start improving the system from making audit of motivation system. This audit
could help to understand employers what can they do to increase employees selfcontrol.
Factors that should be checked (Daniecki, 2015, p. 150):

Is the company attractive for employees (do they want to stay in it)?

Does the company have competitive job offers (if new employees want to join it)?

Does the company provide with employment security?

Does company have clear rules for making basic wages (is it customized for labor market,

understandable and transparent)?

Does company have clear rules for awarding mobile remuneration components (for example

bonuses)?

Does company provide good atmosphere in work place?

Does company provide non-pay benefits, for example Christmas bonuses?

Does company provide self-development for employees?

Does company provide social benefits?

Does company use cultural motivators (for example multisport, discount movies)?
After verification this categories employers should create strategy that will allow to continuous
improvement of motivation system in company.

b S
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7. Questionaire about what have positive and negative influence
for selfcontrol

Each of motivators have influence for level of employee’s selfcontrol, but the question which
is still open is question about what has the biggest influence for selfcontrol increase. To achieve
this knowledge, there was made short questionnaire study. Respondents consisted of 60 people,
who live in province Matopolskie in Poland and people who are active professional. Respondents
had to answer to one question: “Which of below factors have influence (positive or negative) for
your selfcontrol?”.
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Motivators which have the biggest influence to selfcontrol in workplace are remuneration,
bonuses and periodic commissions, allowances for salaries, personal and skills development, possi-
bility to self-realization, promotions, trust, freedom of duty and flexible working time. So the most
positive influence for selfcontrol employers could have through wages motivators and intangible
assets. In the forefront of factors on which employers should be focused are promotions, trust
and freedom of duty (Fig. 1, 2, 3).

Figure 1. The influence of promotions on employee selfcontrol in respondents opinion
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Figure 2. The influence of trust on employee selfcontrol in respondents opinion
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Figure 3. The influence of freedom of duty on employee selfcontrol in respondents opinion

no opinion
10.0%

no influence

8.3%

very big impact

very little impact

0. /%

moderate impact
5.0%

huge impact

35.0%

Source: own study.

On the other hand, the three factors behind the mediocrity of which the employer practically
does not affect the increase of selfcontrol of the employee are pension funds, loans and credits
in preferential conditions, life insurance (Fig. 4, 5, 6).

Figure 4. The influence of pension funds on employee selfcontrol in respondents opinion
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Figure 5. The influence of loans and credits in preferential conditions on employee selfcontrol
in respondents opinion
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Figure 6. The influence of life insurance on employee selfcontrol in respondents opinion
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8. Conclusion

Nowadays, due to the difficulty of performing the control function in enterprises, selfcontrol
has a higher and higher importance. The above reflections show the essence of such selfcontrol.
Employers, seeking the most effective way to control employees, often decide not to improve
control systems and focus on develop motivate system which help them reinforce selfcontrol of em-
ployees. Supporting selfcontrol in the workplace has become a substitute for control. Significant
impact on the level of selfcontrol in the workplace has primarily employees themselves.

In the first place, the level of selfcontrol of the employee depends on his character and per-
sonality. The next one is internal factors, which rely on the constant work of employees habits.
The employer, in order to influence the selfcontrol of the employee, could only encourage him
to work on selfcontrol. Such reinforcement is made primarily through the external factors.
As indicated by the survey, employers should focus first on intangible motivators, in the opinion
of employees they are most effective in supporting their selfcontrol (what is interesting they are
not wages motivators). The most effective ways to reinforce employee selfcontrol are promo-
tions. Besides, it is important for employees to have trust and freedom of duty. The factors that
employers should not use to increase selfcontrol are pension funds, life insurance and loans and
credits in preferential conditions.

The reflections discussed above are about selfcontrol in the workplace and can provide a set
of guidelines for employers who want to reinforce and control employees selfcontrol in workplace.
However, in order to make the conclusions of the above considerations more credible, the number
of participants in the survey should be increased.
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Chapter 2 3

Examination of Commitment and
Organizational Awareness of Medical
Staff in Public Hospitals in Poland

Piotr Lenik

1. Introduction

In Poland, at the beginning of the economic transformation after 1989, in the environment
of theoreticians and managers of health protection there was a discussion about the opportuni-
ties to perform positions of hospital managers by persons from outside the medical community,
because such solutions were rare in the system of a centrally planned economy. Today, the belief
that the most important criteria of employing hospital directors should be their professionalism
and managerial competences seems to be quite common.

It should be noted that the medical Staff has a fundamental impact on the management
of resources and expenses generated in various entities providing health services. This problem
in Poland seems to be very important in the case of public hospitals, which unlike private entities,
function in the full range of services, including cost-intensive and unprofitable services that are
often underfunded by financial resources from health insurances. Hence, the majority of public
hospitals in Poland have negative financial results, which are annually covered by their public
founding authorities.

It is worth mentioning that the organizational situation, but above all financial situation of hospi-
tals depends largely on economic results of individual hospital wards, which make up the financial
result of the entire entity. Therefore, it seems that the commitment of the medical staff to work
for the hospital can have a measurable impact on the organizational and economic situation
of the entity (apart from an extremely important issue of reputation), but vice versa — the financial
condition of entities has a considerable influence on human behavior. These relationships are ex-
tremely difficult to quantify. That is why, it is recommended to increase the level of commitment
of medical personnel that can translate into the rationality in the range of operational and tactical
management (Walshe & Smith, 2011).

The aim of this article is, on the basis of the available source literature and scientific knowl-
edge, the presentation of own research results concerning the commitment of employees of public
hospitals in Poland and the synthetic analysis of data obtained during these researches. The tests
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were conducted in a large multidisciplinary public hospital on a representative group of employees
with the use of the author’s questionnaire tool (Lenik, 2017).

2. Literature review on selected methods for testing the level
of employee commitment

The commitment is a concept of a very wide sense, and simultaneously almost ethereal. This
characteristic reflects, among other things, passion, active participation in something through
the conscientious and accurate completion of all responsibilities. Moreover, this is an “intellec-
tual and emotional commitment to the organization or the amount of effort invested in the work”
(Saks, 2006).

Management of the employee’s commitment is an approach that based on the impact of the per-
sonnel on actions in favor of the organization, on its development policy and its effectiveness.
The source literature describes various approaches in the area. It indicates, among others, a pos-
itive relationship between the commitment and productivity (Rich, Pepine & Crawford, 2010),
economic results (Xanthopoulou et al., 2009), organizational trust and quality of the working
environment (Lewicka, 2012; Lewicka & Ksigzek, 2015), organizational effectiveness (Kruse,
2016; Meyer & Hersovitch, 2001), satisfaction originating from the performed work and fluctuation
(Johnson, Groff & Taing, 2009) or subordination (at least partial) of own life goals to the inter-
ests of the entire organization (Seligman & Csikszentmihalyi, 2000). On the other hand, the low
commitment is associated, among others, with the increased likelihood of unethical behaviors
(Luchak & Gellattly, 2007), deterioration of profitability and productivity, and even accidents
at work (Bates, 2004; Gallup Institute, 2016).

The main determinants of employee commitment in the functioning of the organization are
(Armstrong, 2004): stabilization (desire to belong to the organization), identification with organiza-
tional objectives and values manifested in the professional passion (compatibility of the work’s con-
tents with interests, personal characteristics and aspirations), and finally effective operation for
the organization — in physical, emotional and intellectual dimension. The commitment may also
be characterized by the accumulation of three components (Schaufeli et al., 2002): vigor, dedi-
cation and absorption. In this perspective, the vigour includes energy and resistance to physical
and mental fatigue, the dedication — weight, and even pride of work, while the absorption of work
— concentration on the performed tasks and the sense of a rapid passage of time.

Furthermore, the division of a widely understood commitment into three main components
is well known (Meyer & Allen, 1991): emotional attachment to the organization (affective com-
mitment), consequences of the expected costs of changes in a current situation (continuance
commitment) and commitments (normative commitment). The above-mentioned concept gave
rise to multi-dimensional models of organizational commitment researches. Here, it is worth
mention, among other things, the impact of commitment on the organization’s results (Bates,
2004; Ditchburn, 2013; Harter, Schmidt & Keyes, 2003), on the level of rotation and satisfaction
of employees (Harter, Schmidt & Hayes, 2002) or on the level of a general sense of job satisfaction
(Q12 —so-called 12 Gallup’s questions).

The selected methods for testing the employee commitment were presented in Table 1.
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Table 1. Selected methods for testing the employee commitment

Author of the method /
tool name

Elementary questions concerning
the examination of employee commitment

The Gallup Organization
/ Q12

For the measurement of a general sense of satisfaction and the level
of commitment, 12 selected questions are used.

Institute for Employment

12 elements are used for the measurement of commitment — with

Studies / IES the possibility of limiting to the five basic elements:
* positive attitude towards the organization, pride of work
in the organization,
+ faith in products/ services of the organization,
« perception that the organization allows a good work for the employee,
« willingness to altruistic behaviors and being a good member of a team,
« understanding of higher purposes and willingness to act beyond
the required working standard.
Development Dimensions | 20 questions related to three areas are used for measuring the commitment:
International / E3 ¢ individual value,
e defined direction of work,
e support from the environment.
Three aspects are examined:
e rational (cognitive),
* emotional,
* motivational.
The questionnaire includes three components and each of them consists
of six elements:

Towers Perrin / ISR

J.P. Meyer and N.J.
Allen / Organizational

Commitment Scale « affective,
e rational,
e normative.

W.B. Schaufeli, A. Bakker
et al. / Utrecht Work
Engagement Scale

The questionnaire takes into account the frequency of feelings (six-stage
scale) against 17 elements.

Source: own study on the basis of: www.employment-studies.co.uk, www.ddiworld.com; www.gallup.com,
www.researchgate.net, www.towersperrin.com, www.towerswatson.com, www.wilmarschaufeli.nl (access:
2016, January 30).

3. Questionnaire survey concerming the commitment of staff
in public hospitals in Poland - research results

In addition to the use of the presented methods that serve to test the commitment of employees,
including the most commonly used research tools in the practice, it seems possible to perform
the survey, which is based on sets of “eclectic” questions. The aim of these questions is to gain
knowledge about the organizational awareness of employees, their self-esteem in terms of com-
mitment, initiative and awareness, as well as a subjective evaluation of other members in the or-
ganization or coopering individuals.

An exemplary research tool developed for hospitals, which takes into account the specific-
ity of the sector and the organizational culture of such entities, includes a set of 22 questions.
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Answers to these questions are given with the use of a five-point Likert scale (from 1 — “strongly
disagree” to 5 — “strongly agree”). Researches with the use of the above-mentioned tool were
carried out on a representative group of employees in a large public entity. The statistical
analysis was conducted at a significance level of alpha 0.05. In order to assess the significance
of differences between five tested professional groups, i.e.: doctors, remained higher medical
personnel, nurses and midwives, other middle level medical personnel, administrative and
service employees, the author took advantage of the Kruskal-Wallis test (a rank statistical test,
which compares distributions of the variable in more than two groups/populations). For detailed
comparison, the Mann-Whitney U test was used (a test connected with the ranking of results for
the dependent variable (from the smallest to the largest) in the examined groups, which are then
compared with each other).

The structure of the examined sample generally reflects the structure of people employed in pub-
lic hospitals in Poland. In this type of entities, women (approx. 4/5 of the tested group), including
nurses and midwives, play a dominant role. They usually constitute nearly half of the entire staff.
According to the age structure, the dominant age range among respondents is the age between
35 and 55 years (about 3/4 of respondents). Among the employed persons, people with higher
education (I and II degree) constitute the majority. They represent 2/5 of the estimated group.

Individual differences, including the most important, between particular professional groups
are shown in Table 2.

Table 2. Statistics of differences between the examined professional groups

Question Chi-square | df p
1. I get involve in the realization of my duties. 10.340 4 0.054
2. !Employee:s frgm my organgtlonal unit are involved 16.356 4 0.003
in the realization of their duties.
3. !Employegs from otr_]er grgamzatl_onal _unlts in the company are 4892 4 0.299
involved in the realization of their duties.
4. | do not like, when someone is not involved in his or her duties. 4611 4 0.330
5. I react when | see that someone is not involved in his or her duties. 7.461 4 0.113
6. My salary in comparison with other professional groups 37154 4 0.000

in the company is proportional to the range of duties.
7. My salary in comparison with other employees in my group
in the company is proportional to the range of duties.
8. My direct supervisor adequately informs me about the expected
range of my work.
9. My direct supervisor sufficiently informs me about the current
objectives standing before my organizational unit.
10. My direct supervisor sufficiently informs me about the current
targets standing before the entire company.
11. My direct supervisor adequately informs me about tasks and

23.253 4 0.000

5.482 4 0.241

5.295 4 0.258

6.698 4 0.153

expectations determined by the board of directors/management 7.404 4 0.116
in relation to my organizational unit.
12. I am interested in the future of my company. 3.374 4 0.497

13. I am aware of the financial limitations concerning the development

1.932 4 0.748
of my company.
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14. The financial situation of my company also depends on the efficiency
of my organizational unit.

15. I have my own ideas different kinds of improvements
in the company.

16. | present my direct supervisor my own ideas about different kinds
of improvements in the company.

17. 1 would like to get more information about the current objectives
standing before my organizational unit.

18. 1 would like to get more information about the results achieved

14.315 4 0.006

9.980 4 0.041

7.607 4 0.107

13.527 4 0.009

e . 7.045 4 0.134

by my organizational unit.
19. If | get the change, | will work more effectively. 8.804 4 0.066
20. | know expectations concerning my job. 3.496 4 0.479
21. The most important facto rat work is the amount of remuneration. 22.234 4 0.000
22. Patients in my company are served at the appropriate level. 13.722 4 0.008

Source: own elaboration.

In the opinion of respondents, employees of the higher medical personnel are the least en-
gaged in the performance of their duties (average — 4.1). The highest result in this question was
obtained by the other medical personnel (average — 4.7). The result of nurses and midwives was
at a comparable level (average — 4.6). In this question, doctors and administrative/service em-
ployees obtained an average result of 4.3.

It is pointed out that in this study all professional groups got the results, which should be con-
sidered as high. All examined professional groups have a high or even very high self-esteem.
The evaluation of own commitment is often close to the perfect note. However, administrative
and service employees evaluate their commitment slightly more critically. In turn, the assess-
ment of the level of commitment among colleagues from the same organizational unit (although
still high) is lower. Even lower estimation is assigned by respondents to employees from other
organizational units.

Such results may be characteristic for organizations or professional groups, in which
self-esteem is high, self-criticism virtually does not function, but the critical evaluation
of other groups seems to be more common. Therefore, the analysis omitted the own assessment
the respondents’ commitment. This commitment received an average of 4.8 with a standard
deviation in the amount of 0.4. Indeed, statistically, doctors are the most satisfied with the sal-
ary in comparison to other professional groups in the context of proportionality to the range
of responsibility (average — 3.1). On the other hand, other professional groups think that
the salary is not adequate to the scope of their responsibilities and duties (averages from 1.6
to 1.9). Furthermore, doctors are the most satisfied professional grounds in terms of the sal-
ary (average — 3.5), taking into account the average in other professional groups at the level
of 2.1-2.4. Statistically, employees of the higher medical personnel usually identify the fact that
the financial situation of the company also depends on the effectiveness of the organizational
unit, in which they work (average — 4.6).

Assessments in a group of doctors are at a slightly lower level (average — 4.1). The average
or the worst result in this matter was presented by administrative and service employees (average
—3.5); other professional groups within the limits of 3.8-4.0. Doctors are a professional group that
evaluates at the highest level the need to learn current objectives facing their organization (aver-
age — 4.5). After doctors, there is the following order of groups: other higher medical personnel
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(average — 4.2), other intermediate medical personnel (average — 4.2), as well as nurses and mid-
wives (average — 4.1). The above-mentioned need is the least popular among administrative and
service employees (average — 3.9). In turn, for administrative and service employees (average —
4.2) and intermediate medical personnel (average — 4.2), the amount of remuneration is the most
important factor at work. For nurses and midwives (average — 3.7) and doctors (average — 3.4),
this factor is also more important than in the case of persons included in higher medical personnel
(average — 3.2). Employees of the medical staff other than doctors declare the provision of services
for patients at the highest level among all examined groups (average — 4.6). Worse results were
obtained by nurses, midwives and other intermediate medical personnel (average — 4.2), then
doctors (average 4.1) and administrative and service employees (average — 3.7). In case of other
questions, researches did not show any particular differences between individual groups of employ-
ees. This means that these groups relate to other issues covered in the questions in a comparable
way. It was confirmed by the averages >3.5.

According to the survey, the lack of commitment of other employees is the most irritating for
doctors. The least critical about the lack of someone else’s lack of commitment seem to be ad-
ministrative and service employees. Furthermore, doctors are employees, who comparatively give
the highest note to the relation of the amount of their salary with responsibility at work and this
relationship to other employees. In this respect, they definitely stand out against the background
of other groups of employees (the difference usually exceeds an average of one pint). The lowest
assessment concerning the righteousness of salary in relation to the scope of responsibilities and
remuneration of other people was presented by employees of the intermediate medical personnel.
On the basis of researches, a group of administrative and service employees makes an impression
of the most passive group, which does not believe in the success and their own role in the cre-
ation of a company’s success. It presents itself as a group, which is not conscious of targets
in the organization. Moreover, this is the least informed group. The described group shows poor
results in the identification of its position and work with the possibilities of improving efficiency
of the hospital’s functioning, and simultaneously, it evaluates the range of patient care at the lowest
level. On this basis, it can be concluded that in the opinion of “support” employees, the responsi-
bility for the current state of affairs and possible improvement of the hospital’s efficiency should
be attributed only to doctors (most likely) and other medical employees. This group of employees,
as well as representatives of the intermediate medical personnel also clearly indicate that the re-
muneration in their work in a priority. It seems that this factor is possibly the least important for
the higher medical personnel. Higher indications were obtained in the following order: doctors,
nurses and midwives, intermediate medical personnel and administrative and service employees.
The highest organizational awareness, according to the researches, is demonstrated by employees
of medical personnel, who are not doctors. In turn, the lowest organizational awareness is observed
among administrative and service employees. In the case of ingenuity related to the organizational
improvements, this situation is identical.

Furthermore, the researches show some nuances and interesting patterns. On the basis of data
obtained from respondents, it is possible to formulate a thesis that demonstration of concern for
the company’s future increases with age, and a verbally communicated need of knowledge about
the company’s goals generally increases with education. However, the increase in education
is connected with the decrease of demonstrating the salary as a key motivator at work. Men are
more likely to admit that the relation between the amount of their salary and the range of duties
and responsibilities in relation to other employees is fair.
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4, Conclusion

It is recommended to carry out the above-presented questionnaire researches for the self-esteem
of the level of commitment and the state of awareness among managers and other employees,
among others, in the initial phase of the introduction of organizational changes, including within
the framework of a deliberate process of economic and organizational restructuring. Such tests
should be repeated from time to time and deeply analyze in terms of the obtained results. How-
ever, the author points out that these researches are burdened with many imperfections. The fact
that a certain employee perceives himself as a committed person does not mean that he is such
a person. The opinion of such an employee about his co-workers or managers also should not
be regarded as an objective and reliable index. According to the attribution theory of F. Haider
or the self-perception theory of D. Bem, each person has a subjective assessment of the envi-
ronment, as well as himself. Everyone assesses on the basis of own perspective, usually with
the conviction about his objectivity. He often overestimates the evaluation of himself, while
underestimating other people.

It happens that employees are confident of a high level of their competences, their infallibility
and values. Sometimes, finally, their self-esteem is almost inversely proportional to the actual
situation. It is hard to find an employee in the organization, who would think that he is ineffective
and unnecessary and incompetent, regardless of his actual and objective usefulness. This causes
that all survey tests concerning the assessment of a certain employee or other employees must
be subject to the risk related to the lack of objectivity. In other words, the assessment of own
commitment, commitment of other employees, as well as individual environmental factors by re-
spondents must be treated as a subjective judgment. Therefore, they should always be treated
with caution.
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Chapter 24

The Value Proposition: An Existing Parallelism
Between the People Management Within
the Organizations And the Brand Management

Camillo Manlio Giovanni Manera

1. Introduction

The concept of leadership has been described along the years in many different ways,
within many different disciplines, by the scientific community. It has been associated to phys-
iological skills of those individual, able to communicate successfully to others. The fact that
the organization have always pursuit the goal to establish leadership to the belonging group
of people, is due to the fact that accepting the leadership means even accepting the rules. Once
the leadership has been accepted by the community, the organization, perceived and accepted
as institution, can share the established objectives with the community itself. But the scientific
community did not stop its analysis to the effective communication skills; it has been proved
by several researches that the acceptance of the leadership corresponds to the sharing of com-
mune values. However, an organization in order to share its value proposal with the belonging
group of people, might be able to: 1) identify its values, at the bottom of its social actions; 2)
behaving in the manner that these values identified, are reflected by the actions of the organ-
ization itself; 3) the organization must be able to communicate, transmits and clarify these
values to the group of belonging people, in order to share them. If this process is successful,
the belonging group of people become a community that share the values proposed by the in-
stitution, and, therefore, the objectives. In the brand management, the value proposal is a key
factor in order to differentiate a certain product or service from others. This happens because
in the market there might be many similar products that match the customers’ needs thanks
to their functional requirements. But, when a brand is able to create a commune field in which
the customers understand and accept the value proposition, then the brand has the chance
to be differentiated by the others.

The leadership in the organizations as the leadership in the market of consumers cannot leave
aside the fact that there must be the three steps of values proposition and acceptance by the commu-
nity explained before, in order to success with the established objectives. Together with the studies
related the leadership, the scientific community achieved important knowledge related the origin
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of the emotions into the individuals; This happened because as the leadership can happen to make
pursuit a commune goal, some theories explain how an emotional communication can drive
or deviate positively the individual’s decision making. Therefore the technique of the emotional
communication opens another important dimension, in which the word leadership still assumes
a different meaning.

2. The leadership for the scientific community, understanding
the commune objectives

Since the 1980s the scientific community started to experiment methodologies related the per-
ception of leadership. Sometimes the scholars were using these methodologies with actors trained
in high communication performances. The outcome of these experiments demonstrated the strong
correlation between factors as face expressivity, adequate voice tone, proper hand gestures — but
more in general — good communication approach and emotional communication, with the lead-
ership perception (as charisma, visionary leadership, etc.) (Groves, 2006).

Gary Yukl (2006) defines the word leadership as: “the process of influencing others to understand
and agree about what needs to be done and how to do it, and the process of facilitating individual
and collective efforts to accomplish shared objectives”. This definition highlights how the term
leadership might be considered as a process, rather than a behavior, or an individual attitude.
Furthermore, starting from the assumption, when we refer to the word leadership, it should not
be left aside the fact that, the acceptance of a leadership is directly connected with shared objectives
between the leaders and the community. Generally, people refer to the word leadership as an im-
portant asset, in the more general field of “good management” (Carmichael et al., 2011).

Therefore, it is possible to assume that what it is driven with no leadership, cannot be consid-
ered as “good management”; consequently, the leadership corresponds to an important asset for
managers, once called to accomplish strategic — people driving — decisions.

A consequence of these assumption is that, the studies that focus their analysis on strategic
management for companies, are referring at the leadership as a main factor in order to achieve
the an organizational success (Hernez-Broome et al., 2004). If Burns in the 1978, was affirming
that most of the publications related the leadership topic, were focusing on the psychoanalysis
(Burns, 1978), along the years, scientists tried to observe the leadership factor a variable, both
dependent and independent (Amit et al., 2009). But the scientific vision related the concept
of leadership changed, progressing with the direct testimonies of the managers (Bennis, 1989).
So if traditionally, the leadership has been always considered as an individual skill, something
acquired a priori, innate, then, the people from the scientific community and the managers coming
from their own experiences, started to explain mythologies, through which it is possible to em-
power the leadership on groups of people (Day, 2001).

3. The steps to increase the leadership in the good management

Paul Kirkbride (2006) describes the steps of leadership, determining precise and specific
steps, from “non-leadership” to “acceptance of leadership”, in other word, from no shared ob-
jectives, to the good management in which the objectives are shared and the way of obtaining
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a good result is pursuit together. He defines the steps as the following: 1) Laissez Faire, that
constitutes the moment in which the individual of the group, belonging to the same organiza-
tion, do not recognize the organization as institution; the manager does not have leadership
at all. Therefore, the group of people or the individual that are involved, will pursuit personal
objectives, rather than a share one. It could mean that the personal objectives, not only are
not matching with the organization’s ones, but they can be crashing too. On the Laissez Faire
there is not leader as explained. Then the author describes the other steps: 2) Management
by exception, 3) Contingent reward, 4) Individualized consideration, 5) Intellectual stimula-
tion, 6) Inspirational motivation, 7) Idealized influence. The name of this journey is called
in literature: “full range leadership model”, which consists in describing the full field in which
the leader should act well, in order to obtain the maximum level of leadership (Avolio, 1999;
Bass, 1999).

At the last step, “Idealized influence”, the leader complete his transaction, as the author ex-
plains: “such leaders are often seen as being high on morality, trust, integrity, honesty and purpose”
(Kirkbride, 2006). At this point of the analysis, it is clear how the believing of the individuals that
are involved in the shared goals set by the organization, might correspond to the moral values
proposed by the leaders. These moral values must be perceived by the individuals themselves:
in other words, if between the individuals and the leaders there is a recognized commune field,
in which the subjects involved share moral values, therefore, will be possible for the leaders
to “sell” an idea (or make an objective accepted). This idea will correspond to a commune ob-
jective to be pursuit indeed. In this scenario will be possible to achieve the 7" step, the “Idealized
influence”.

4.The individual needs: how the theories related the Limbic
System of the neurosciences can help leaders in reducing
the leadership gap

Focusing the analysis on the individuals need, the word leadership might constitute a pro-
cess in which the managers make the organization’s need as a share objective to be satisfied
together with the community. Indeed it is possible to affirm that one of the key goals of the “as-
piring leaders” is to understand, highlight and pursuit the solutions in order to fulfil the needs
of the organization, through the good management (Leslie, 2015). Many recent studies reported
their findings related to the people’s needs, both rational and irrational; the neurosciences tried
to explain the origin of the emotions, from a chemical and scientific point of view. It has been
discovered that the emotions are generated by sort of external input and they are elaborated
by the emotional intelligence of the individual, which consequently generates an output (Kidwell
et al., 2011). The neurosciences explained that the feelings have their origin in the Limbic Sys-
tem, a part of the individual’s brain in which is placed the Hypothalamus. However, the theories
related to the Limbic System are still incomplete, and there is not a precise and scientific defini-
tion of what Limbic System is: in other words, it is not possible to define yet where the Limbic
System starts and where it ends (LeDoux, 2003). The theories explained by the neurosciences
helped managers to address the origin of the feelings as such as fear or the stress; the part
of the individual’s brain most involved has been discovered to be the Amygdala (LeDoux, 2003).
All the findings among the Limbic System related to the theories on the emotional feelings,
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helped the marketers to understand deeper the individual’s behavior once called to accomplish
choices. However these theories have been applied more to disciplines such as marketing, brand
management and value selling, it becomes really important to understand how the individual
might chemically react, after receiving rules or/and objectives to be achieved. The individu-
al’s approach to the established objectives might be positive and proactive if these rules are
understood, accepted and shared. For instance, in case an individual shared the same objectives
with an organization or institution, he/she would feel bad in case he/she would not accomplish
these objectives. To clarify this point: understanding the fears, the changes of the emotional
status into the individual, can constitute an important asset for the leaders, once called to de-
velop their leadership, on a certain group of people. One of the key goals of the theories related
to the emotional feelings of the individual, is to provide to the marketers some scientific tools,
in order to help them in strengthening and maintaining the relation with the customers (Gronroos,
1994) after the purchases. The customers are considered as such as companies’ assets indeed
(Yaghoubi et al., 2011). These theories can be applied in the field of good management too:
in particular, they can constitute an asset in order to strengthen the leadership between the leaders
and the group or person managed. Consequently, it could constitute an asset for the leaders, being
able to leverage to the techniques that are able to modify in a certain percentage the individual
emotional status. The goal of these techniques would be to “create a commune shared space”,
in which the objectives become a point to be reached together with the community. This pro-
cess would empower the leadership of the organization, reducing the leadership gaps between
the people and the organization itself.

5.The companies’ leadership and the brand
management’s communication

It is a current topic the values proposition related the brand management in the marketing
scientific literature. Some of the main goals of this literature constitutes in acquiring leadership
in the market, and — consequently — increasing the brand’s market share. But the communication
among the brand’s values cannot leave aside the companies’ values, rooted in their missions
and visions. Through several scientific analysis, the companies’ association have been divided
in two specific kinds: “corporate ability” (Brown, 1997) and “corporate social responsibility”
(San et al., 2006). And when scientists refer to the concept of corporate social responsibility,
they mean the field in which the company expresses its own values, within the society. There-
fore, it has been proved that those companies that spend their energies, and invest part of their
strategy on actions of social relevance, get benefit from their stakeholders and their customers
(San et al., 2006). But how can a company invest time, money and people in actions of social
relevance within the society, but, in the main time, not acting ethically within the company?
This would result in a big contradiction on its own value proposition in the market. It has been
proved scientifically and trough quantitative methodologies that when charismatic leaders
of the companies, especially Chief Executives Officers (CEOs), are recognized by the com-
munity as interpreters of common values, the companies themselves get economic benefits
(Waldman et al., 2001). As explained in the introduction, the companies cannot satisfy the 1%
step of “leadership journey”: identify its values, at the bottom of its social actions, but not
the second: behaving in the manner that these values identified, are reflected by the actions
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of the organization itself. Therefore, a contradiction between what the company propose and how
the company behave with its own community might constitute a strong imagine deficit, which
could result in a possible loss of business. To clarify a possible disambiguation of these two steps
it might be useful an example: if company A communicates to the market its way of respecting
diversity, and include in its mission a fight against discriminations, therefore it might conse-
quently acting on this purpose internally at the company. If — for instance — the women of this
organization feel differently treated by the men, however belonging to the same community,
and if this perception would have a negative connotation (Holck, 2016), therefore the company
would no match the 1t step and 2™, as explained previously. The result of this discordance
would result in a strong damage of the imagine of the organization in front the all the subjects
involved: the belonging community (if it is a company it is possible to include the stakehold-
ers and the customers too), and — more generally — all the people involved in the acceptance
of the organization’s leadership.

6. The emotional perception of the individual

It is mandatory to understand how shared moral values create the space for a good manage-
ment strategy; the result — at the end — consists in an effective leadership. Starting from this
assumption, it must be considered that every individual is made of personal needs, rational and
irrational, that will drive his/her choice (Slovic et al., 2004). Therefore it is easy to understand
how complicate might be, for a big organization, to match the organization’s needs with the in-
dividual’s ones. Rather than complicate, it is possible to affirm that there is no chance that all
the organization’s needs match all the individual’s ones. Furthermore, through this analysis,
it is possible to define that there is a huge statistical chance that some of the individual’s needs
will be contrasting the organization’s ones. But observing the management from the prospective
of the needs will not help the analysis, to understand a good methodology of leadership. This
concept is more clear if applied to the discipline of marketing: in business — to — consumer (b2c),
how can a certain product match a very huge demand, through a singular offer? The answer
cannot be by only the functional requirements of the product. There are many studies aimed
to develop methodologies among the brand management, adopting emotional methodologies
indeed (Consoli, 2010). “The emotional perception” of a certain product/service, can drive
the lead’s decision, in order to become a customer. And later, this perception might consolidate
the relation between the customers and the product, obtaining what is defined as: customer
loyalty (Yaghoubi et al., 2011). Here is the field in which the brand’s communication shares its
values with the consumer. Therefore, referring to a commune values prospective, the finding
is that the leadership management might find this commune space of shared values. Conse-
quently the individuals, after recognizing a commune value shared space, would be following
the leader. It is now evident how can be done a parallelism with the brand’ s customer loyalty
process.
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Table 1. Individual needs in relation with the organization’s and brand’s ones, through the value
proposition
Individual/

Organization needs
— Brand Objectives

Organization Needs/

Brand Objectives Effects Result

Acceptance of the rules/

values Pronosition Recognizing Themselves Leadership/Customer
P in Values/ Understanding Loyalty
the Values
Individual Needs -, No understanding of the rules/ | No Leadership/
No Values Proposition .
No values perception no Customer Loyalty
No Leadership/

No Values Proposition/ Contrasting the rules/Not

Wrong Values Proposition | sharing the values no Customer Loyalty

/no Purchase

Source: own elaboration.

7. Conclusion

It has been shown how an organization, composed by — for instance — a huge number of in-
dividuals, cannot match all the individual’s needs. This happens due to the fact that the many
subjects involved have many different needs. And these subjects might be each one much different
and — consequently — with very different needs. Therefore it becomes a goal of the organization,
finding a commune field in which the subjects involved share values, that are proposed and pursuit
by the organization itself. It has been explained that an organization able to establish a leadership
with the community, is able to achieve the established objectives. This happens due to the fact that,
once the community accept the leadership, therefore accept the rules established by the organization,
and share the objectives with the organization itself. This successful leadership process, has been
proved to be one of the key assets in the business too. It has been shown that those companies
that aim to be recognized as institutions, and have a clear value proposition, can achieve better
economical results. In the brand management the value proposition is — another time — a key factor
for the success. As explained previously, it is possible to delimit a parallelism with the organization
leadership process and the brand management, from a need prospective; both cannot match all
the needs of people involved by only functional requirements, but, in order to success, they must
find a commune field in which the subjects involved share the value proposed.

These values must be reflected by the actions of the organization, internally and externally,
in order to not create contradiction, that would ruin the company’s public perception. Furthermore
it has been shown how the individual’s emotional intelligence plays an important role in leadership
process. Once the individual accept to share the values, and — consequently — accept to pursuit
the shared objective, not behaving accordingly would constitute a status of stress for the individual
him/herself. This studies fortify the idea that individual if strongly motivated, might put much
effort in achieving the established objective, due to a real physical need.

A good management into a good organization that aims to be recognized as an institution
by group of people that — consequently — becomes a community, cannot choose a internal and
externa strategy in which the value proposal is not clearly defined and pursuit by the actions.
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Chapter 2 5

CRM System as a Keystone
of Successful Business Activity

Tetiana Girchenko, Yana Ovsiannikova, Liudmyla Girchenko

1. Introduction

During the destruction of traditional competitive division forms, relationships between
business and clients become much better. Company’s success depends on orientation on cus-
tomer’s needs, which are changing quickly. To deal with it, company needs to have much
information about each customer: his interests, requests, behavior etc. This necessity deter-
mines using unique and personalized clients’ base to track the history of customer interaction
and sales forecasting. Huge part of such kind of information needs to automate the process
of collecting, organizing and analyzing this data. According to this, individual approach is im-
plemented and because of such approach level of customer’s trust, number of key clients and
company’s revenue become higher. To reach these goals, each company needs to implement
system of CRM strategies.

2. CRM system concept

CRM system helps companies to manage their work with customers successfully, to streamline
and plan it in order to increase sales, optimize marketing and improve customer service by storing
customer information and history of relations with them, establish and improve business processes
with further analysis results.

The main idea of CRM concept is achieving by the company competitive advantages with
providing, supporting and developing long-term profitable relations with customers by under-
standing their individual needs. CRM - is the concept, which is aimed to build strong business
relations with clients that has client-oriented method as a core. Such strategy is based on the ad-
vanced management and information technology, through which company collects information
about its customers at all stages of their life cycle (attraction, retention, loyalty), receives from
it a knowledge and uses this knowledge for the benefit of their businesses by building mutually
beneficial relationship. It aims to optimize revenue, profitability, lower operating costs per user
and customer satisfaction.
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The result of the application of CRM strategy should be an improving the competitiveness
of enterprises and increasing profits because just properly built relationships that are based
on a personal approach to each client can attract new customers and help retain existing ones.
The human orientation is very popular in modern business. It is the bilateral concept that means
the personalized approach to the customer service from the one side and, in the same time,
the customer’s desire to see the company’s face in another side (Girchenko & Ovsiannikova,
2016).

We can say that CRM is not technology, not “boxed” software product or set of products. First
of all, CRM is a direction to build a sustainable business concept and business strategy, the core
of which is a client-oriented approach. As a modern technology CRM is a set of application
related to business logic only and integrated into the corporate IT environment of the company
(often in the form of add-on ERP) that is based on an original database. Special software allows
to automate relevant business processes in marketing, sales and service. In terms of business
management of enterprise CRM is a system of the front office organization (units that directly
interact with customers), focusing on customer needs (Lishchynska, 2015).

Today the most popular CRM systems used by global businesses are Salesforce, Microsoft
Dynamics CRM, Pegasystems, Oracle, Zendesk, bpm’online, CRMnext, SugarCRM, Freshdesk,
Eptica, mplsystems, Verint, Lithium, SAP, NetSuite and others. Some of them are already fixed
in the market, other ones are just gaining popularity, but all of them have either their own ad-
vantages and or drawbacks. Thus, every separate system suites in the best way for certain types
of business.

As it was said earlier, the core of CRM is the customer oriented principle, which is implemented
through measures ensuring the construction of effective marketing strategies, marketing system
and customer service. To achieve these objectives there is using a system of collecting, storing
and analyzing information about customers, partners, suppliers and internal processes etc.

Development of CRM-strategy contains from these blocks:

1. Database with information about company’s clients.

2. The way of analyzing the information from this database.

3. The strategy of analysis implementation for better learning of customer needs and identifying
future clients.

4. Data collection to discover if the strategy is effective (Customer..., 2013).

The necessity of full information about the user for predicting his actions involves the deploy-
ment of CRM on the following basic principles:

» Availability of the customer base as a single source of information containing data about
interaction with customers,

» Using of multiple interaction channels, including services of retail outlets, phone calls, emails,
events, appointments, registration forms on websites, advertising links, chats, social networks,
etc.,

» Analysis of collected information about customers and preparing data for decision making
(selection of priority market segments, forecast of customer response to certain actions and
proposals of the company).

Therefore, CRM technologies use the wide variety of channels for improving company’s in-
teraction with client, examine its requests and predicting his actions.

In addition, it is necessary to understand that the operational and analytical CRM are funda-
mentally different systems.
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Analytical CRM is a management tool, which is based on accumulated data about customers,
history of their service and interaction with the bank that can analyze it from different perspectives.
This system can detect patterns that help to draw conclusions on the causes, consequences and
predict decision to change the product mix by adjusting the sales process, marketing strategies
of companies and so on.

Modern business, especially retail banking is very dynamic. Analytical CRM in it is vital for
finding causal relationships between actions of the bank for sale and their results. For the suc-
cess of this analysis CRM should recycle a huge amount of information is often fragmented and
unstructured.

Analytical CRM is the closest to the Business Intelligence (BI) technology. All required data
is actually loaded into the repository, and, based on Bl tools using OLAP technology (Online
Analytical Processing) group reports are created (produced, for example, scenario analysis). This
implementation of analytical CRM — Bl-based storage — is typical for many banks. The typical
example of the effective using of analytical CRM is job segmenting customers and sales analysis
in terms of products, regions and segments, analyze the effectiveness of marketing activities and
many others.

Operational CRM, focused on the automation of customer interaction. It is particularly effective
in those business segments where there is a multi-funnel sales, long sales cycle, accompanied
with voluminous document and so on.

While CSM technologies are designed for collecting, organizing and analyzing comprehensive
information about the consumer, they are doing a wide range of tasks related to various aspects
of the company.

In terms of the marketing CRM is designed for market research surveys to determine consumers’
needs or search for potential clients to determine their needs and preferences.

The objective of CRM in terms of sales is to take all measures to ensure the timely execu-
tion of orders, allowing to create an archive of all orders, facilitates the paperwork required for
the sale.

To improve customer interaction CRM enables to compile a database of every client, which
includes contacts, customer name, archive requests implemented orders and more.

In the service sector, CRM includes all aspects of service, delivery, complaints, requests etc.

For the company’s performance evaluation CRM collects data about the working on customer
interaction in all directions and evaluates the effect of business with the possibility of future using
the results to develop a strategy.

CRM integration provides the ability to exchange information between components of the sys-
tem with other systems.

According to these objectives, we can formulate the main benefits of using CRM systems:

» Fast data processing and decision making process,

» Improving the quality of service, loyalty and retention,

» Saving time by reducing the costs of searching for information,
* Individual marketing and marketing efficiency measurement,

» Reducing the cost of customer service,

» Improving the quality of service.

So, using of CRM technology not only simplifies the process of finding and analyzing infor-
mation about customers, but also allows to organize efficiently the company management and
increase customer loyalty.
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Development CRM strategy is a company’s time investment, which will pay off in long-term
period. Creating the strategy allows to set the direction for CRM-initiatives and ensures that
the company’s investment aims are promoting closer relations with customers.

CRM is designed to make work with large amounts of data easier for employees. On aver-
age, 9 out of 10 workers are losing sales opportunities because of too much information. Three
of four workers believe that would conclude more transactions by using a technology of large
data amount management. According to research, employees spend 24% of their time searching
for the information.

CRM is the fastest growing segment of business software. In 2015, the level of use of CRM
has grown from 56% to 74%. Global spending on CRM was up to 23.18 billion USD (of which
78.6% are spending Europe and America). According to forecasts, the cost of CRM in 2017 will
amount to 36.5 billion USD (Integros).

According to researches, ROI (Return on Investment — ratio, which evaluates profitability,
given the amount of investments) on the implementation of CRM systems is 5.60 American dol-
lars in average for every dollar spent. However, this efficiency is not achieved at once: the total
amount of time required for ROI is 3-5 years.

Thus, the benefits of working with CRM systems are:

*  74% of users reported that CRM system improved their access to client data,

* CRM increases sales for 29%,

* CRM improves customer retention for 27%,

* CRM reduces the cost of sales and marketing for 23%,

* CRM improves forecasting accuracy for 42%.

* Per one vendor, CRM can increase profits for 41%.

* 75% of companies are not engaged in growing leads, for them it makes CRM system (Inte-
gros).

Evaluation of the impact of CRM system on basic business processes is shown on Figure 1.

Figure 1. Impact of CRM on business processes (Retail CRM)
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Source: retrieved on 05/02/2017, from: http://www.retailcrm.ru/.
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One of the main advantages of using the CRM is the individual approach to customers based
on his previous actions. Thus, 34% of consumers don’t use brand longer products because of re-
ceiving irrelevant messages. In addition, 33% of consumers have complained that the messages
they received were too formulaic and went all in a row. So using CRM enables customer to keep
and increase its loyalty to the company (Harris ..., 2014).

Aspects of business are most affected by the implementation CRM:

» Maintenance of consumers (47%),
e Customer satisfaction (47%),

* Income from sales (45%),

e Cross-selling (39%) (Capterra).

Necessity of using CRM aware of the most modern companies. In particular, 65% of compa-
nies have started using CRM system in the first five years after its foundation, and 11% of them
are not satisfied with the existing CRM system at all (Fig. 2):

Figure 2. Time, after which companies start to use CRM (Capterra)
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Source: retrieved on 05/02/2017, from: http://www.capterra.com/.

More than important task is the integration of CRM with other software. For example, through
the integration with accounting software CRM system gives to business a complete picture
of customers, systematizing huge amounts of data and automatically outputting the results.

Nowadays the most used properties of CRM by business are: calendar management (52%),
e-mail-marketing (50%), management proposals (46%), automated integration of marketing (44%)
and leads accounting (44%).

The most desirable characteristics of CRM for modern companies are monitoring social media
(25%), the retraction contact social profiles (24%), mobile application (19%), tracking loyalty
of consumers (19%), integration of e-commerce (16%), assignment territory (16%).

Despite all these benefits, one third of enterprises faces difficulties with implementing CRM,
and 43% of employees use less than half of the proposed CRM functions (Clinchpad).

The reasons for the failure in using CRM-systems shown on Figure 3.
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Figure 3. Reasons for failure of CRM-systems (Moxie)
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Source: retrieved on 05/02/2017, from: http://www.gomoxie.com/.

1. Strategy problems: inadequate deployment of strategic methodology (40%) incorrectly identi-
fied business requirements (25%), failure to achieve organizational purposes alignment (18%)
and inability to tightly regulation the cost of the program (18%).

2. Difficulties in complying with customer focus: technical (integration) difficulties in main-
taining the company’s processes (48%), poor design of business processes (31%), the need
to configure solutions to meet unique organizational requirements (21%).

3. Technological drawbacks: functional deficiencies found in the vendor (30%), lack the neces-
sary skill set required to implement the solution (23%), problems with data (19%), shortage
of system performance (19%), difficulty of use (8 %).

4. Human factors: the slow adaptation of users (40%), inadequate attention paid to change man-
agement and training (30%), difficulties in the coordination of organizational culture with new
working conditions (15%).

By automating the process of entering data into CRM, the company can increase sales for 5
thousand per year and increase profits for 2 million American dollars (Accent, Sales enablement
platform).

Consequently, preconditions of CRM functions expansion with the inclusion of sales are
in automation the process of entering sales data, data visualization, analytics sales, and the abil-
ity of workers to have access to all data of sales through CRM, dynamic recommendations
to the employee in the sales process and the possibility of divisions collaborate freely on one
platform.

CRM is developed over decades and will continue to evolve with new technological advances
that increase opportunities, through which business can interact with clients. Companies should
be prepared to adapt their CRM initiatives to meet new customer behavior in a market that is de-
veloping dynamically. There are some basic CRM trends on the horizon, to which enterprises
should be ready.

1. Mobility. Thanks to the development of technologies smartphones and tablets becoma more
popular, as customers increasingly use the Internet at any time of day. These new mobile
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technologies create a sense of immediacy between client and business like never before. CRM

strategy must be aligned with the new needs and expectations of customers who have ongoing

access to data and tools to express their opinion.

2. Integration of CRM into business processes. A huge amount of information about customers,
sales trends and other information that affects business is made by available using modern
CRM. From sales and marketing to customer service and executive management, CRM should
be integrated into all of the business processes spheres.

3. Experience in customer relations. Customers affected by a huge number of brands and choice
necessity today. If companies want to attract and retain customers, they have to do more than
just provide the information they need to make a lasting emotional impression. New CRM
tools give businesses the information they need to understand their customer and find the right
approach for them (Technopedia).

Social CRM (SCRM) strategy extends the customer relationship management in social media
by using social networks and instant messaging.

The spread of social media is changing business landscape, offering new channels for a more
personalized search and communication with clients. New CRM solutions make it possible to take
advantage in this area. By 2017 82% of companies planned to increase their use of social media
during the sales (Forbes).

Experts estimate that 45% of consumers engage with brands via social media. The main
causes of consumer interaction with brands via social media is the purchasing and discounts
system (TrackVia).

Therefore, social CRM is the leading trend in the development of enterprise software. Social
CRM is a philosophy and a business strategy supported technology platform, business rules and
workflow, designed to attract customers to interact in order to ensure mutual benefits within
a trusted and transparent business environment.

3. Gartner Magic Quadrant

As a large part of the market software, CRM systems could not stay unnoticed by major research
companies such as Gartner. This is a public company, which is a research and consulting center that
deals with regular monitoring of the market of information technologies and software. Analysts
of Gartner define the Magic Quadrant concept, maturity cycle technology and ERP (Enterprise
Resource Planning) — organizational strategy of integrating production and operations, human
resources management, financial management and asset management that is focused on continuous
balancing and optimizing enterprise resources. Gartner Research results are published regularly
in such prominent publications as the Financial Times, The Wall Street Journal, The New York
Times, The Register and others.

One of the main components of Gartner’s research is a variety of CRM systems used by modern
business. Most of market researchers conducted on the principle of Magic Quadrant — specific
analysis of any segment of the distribution of manufacturers indicated quarter. Manufacturers
sometimes notice their own hit in the quadrant with separate press release as market recognition
of their achievements (even when the company is in a niche players quadrant only).

Thus, the most common Quadrant for CRM-systems as of the second quarter 2016 by Gartner
research is shown on the Figure 4.
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Figure. 4 Gartner Magic Quadrant for CRM-systems analysis in May 2016 (Gartner)
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Source: retrieved on 05/02/2017, from: https://www.gartner.com/doc/reprints?id=1-32AE-
ZIA&Ct=160331&st=sb.

4, CRM in the bank

Nowadays, CRM systems are used in all areas of global business: production, sales, consult-
ing, financial services and others. In addition, speaking about the last one should be noted about
the specific use of CRM systems in commercial banks.

According to conclusions of different analysts, soon digital technologies will become the main
channel of communication and interaction client and the bank (Girchenko & Kossmann, 2016).
Thus, using of CRM systems within a bank becomes more and more useful, necessary and easy,
because of automatic filling it with needed information. The most part of banks managements
take course to introduction of CRM systems when it recognizes the need to provide the compli-
ance with product and service expectations of customers and interact with them took place based
on individual characteristics of the client.
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However, if the implementation of CRM systems in the bank is focused on registration
of information about clients only, the goal will not be achieved. For the purpose of any business
organization — and the bank is not an exception — to increase profits. Therefore, CRM technology,
first of all, should help bank to meet the challenges of increasing customer profitability.

Given the fact that 80% of the revenue is made by just 20% customers, CRM system should
help the bank to “know their heroes”, that means these 20%. Thus, managers will focus their
action on conservation and enhancement of the “golden fund”.

As with any business, there are a range of specific features with the integration of the system
into the commercial bank’s work.

In the term of modern banking as a business relationship, it requires a change in the or-
ganizational structure of the bank, and models of business, formation of skills of employees
working with clients. A significant step forward in this direction have had one Spanish
bank Santander and the Singapore unit of Citigroup. The bank Santander all departments
was sending weekly list to clients, which, according to the system of processing data sets
(similar to software CRM), may be interested in specific products, such as insurance house.
The system finds the customers who recently purchased property — i.e. a transaction carried
out on a significant amount of money and bank employees, offering related services allowing
for the account first. By the same principle the Singapore representative of Citigroup offers
a special discount service: tracks the time of day, location and purchase history patrons,
whereby forming individual offer.

Thus, a number of problems may be solved:

« Hiring new employees and their adaptation,
» The transfer of the client base of the other (new) manager,
» Interchangeability of managers for the holiday period or in case of illness and others.

Thus, CRM system — is not just a single database of customers, but the mechanism is able
to maintain, and most importantly, optimize the ratio “80x20” by the Bank with the right used
business processes, procedures and their implementation signals CRM system.

New business trend is the use of cloud-based CRM systems. Sellers realize that should
be as mobile as their buyers already are. The transition from installed CRM system offers cost
savings, scalability and flexibility (IBM). This explains the rapid growth of cloud software:
6 years ago, only 12% of companies was using cloud CRM system, in 2016 their number has
increased to 87%.

The benefits of cloud software:

» Access from anywhere,

e Zoom in or out depending on needs,

» Integrated mobile apps for Android and iOS,
» Integration is easier to initiate and support,

» Collaboration and accounts via mobile devices,
» Backup data from more than one location,

» Simple documentation of social interaction,
» Reducing the cost of software,

» Support “green” initiatives,

» Better understanding of the customer,

» Setting up a specific business,

» Track the full life cycle of the consumer,
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* Increasing sales, improving customer service, internal communications, customer reten-
tion, etc.,
* Increasing productivity for 14.6% (Matrix Consulting).

Thus, the boom of smartphones and the development of mobile broadband Internet access around
the world plays a crucial role in the development of mobile CRM technology. Over 80% of compa-
nies plan to increase the using of mobile applications. Overcast software is becoming increasingly
popular and offers a cost-effective way to collect customer data for business. Cloud CRM system
should minimize TCO and IT costs, and facilitates the integration of data from other sources.

5. Conclusion

CRM - is not only a system for collecting information of customers. CRM involves using
technology to collect the knowledge that is necessary to provide improved support and services
to customers. Therefore, CRM uses the information for better satisfying the needs of existing
customers and identifying new customers, resulting in increased profits for the company. The fac-
tual efficiency of involving CRM into day-to-day business activity depends on the initial goals
of it. It means that CMR does not function just for providing simple current operations (like
accounting or data base holding), but it serves to optimize global business scores regarding its
clients. In addition, today on the global 1T-market there are many different CRM systems, which
are separately suitable for different business areas. Thus, another way to provide effective CRM
using is to choose “right” system exactly for this kind of enterprise and its targets.
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Chapter 26

The Impact of CRM Strategy
on Business Outcomes'

Dagmar Lesakova

1. Introduction

Customers are a strategic asset and a source of competitive advantage (Porter, 1985) and
therefore development of strategies for managing customers is crucial in boosting business growth
(Chakravarthy et al., 2003).

At the beginning of customer relationship management (CRM) formation (1991-2000) com-
puter science played a key role, with customers viewed as an “object” that can be managed better
with the help of information and communication technology (ICT) (Nonaka, 1995). The literature
on customer management(CM) in an IT perception considered knowledge as an object that can
be managed by information technology tools, like intranet, data warehouses, document manage-
ment systems or decision support systems (Gummesson, 2003).

In the expansion stage (since 2000), there was a shift in CRM from “IT as databases”
to “IT as an interaction and communication technology”. Repositioning CRM as an “IT concept”
to CRM as a “social process” emphasized the feedback aspects of customer management (Brown
& Duguid, 2001). This approach views customers as a key resource that can create competitive
advantage (Vera & Crossan, 2003).

An integration based CRM occurs when customers are involved in the value chain of the com-
pany and freely interact with its employees (Easterby-Smith & Crossan, 2000). Academic literature
offers plenty of definitions of customer management. Most of existing CRM definitions were focused
on a special particular aspect, because they were rooted in different disciplines. The information
technology discipline viewed CRM as a technical activity of providing IT, which stores the cus-
tomer information. Researchers in the organizational economics viewed customers as an asset and
emphasized the need to utilize it. The research in organizational learning stressed the importance
of communication, collaboration and learning (Bhatt, 2001). However, little effort has been made

! The paper was developed within a Research project VEGA 1/0224/15 “Consumer Behaviour and indi-
vidual consumption in the periods of unemployment and relative deprivation of population: implications
for decision taking bodies and business”.



266 Dagmar Lesakova

to integrate these different perspectives. This could be one of the reasons why much of the CRM
concepts adopted an IT approach and the needed focus on mutual learning was missing.

Our paper explores different approaches to the focus in customer relationships management
and how it affects the company performance. The principle goal of our research is to determine
the impact of the effects that different focus in CRM exhibits on company performance.

Recently academic literature does not differentiate between “customer relationship manage-
ment” (CRM) and “customer management” (CM) and employs both terms as synonymous (Payne,
2006). The CRM in our paper is understood as a business approach that seeks to create, develop
and enhance relationships with carefully targeted customers in order to improve customer value
and corporate profitability (Payne, 2006). It is a set of processes to bring benefits to both customers
and a company (McDonald, 2002).

This definition comprises three aspects: a) developing, and enhancing relationships with custom-
ers, b) improving customer value, and ¢) improving corporate profitability. Equal emphasis is put
on satisfying customers and enhancing their value. By adopting an integration focus to the CRM,
it emphasizes the importance of mutual learning (Brown & Duguid, 2001).

Several literature sources (Schiuma, 2012) examined the relationship between customer
management and performance outcomes (Zack et al., 2009). In contrast to the general views
assuming that CRM automatically generates better business performance, we only postulate that
customer management could facilitate and simplify managing customers. We do not automatically
presume performance gains. The question of CRM impact on company performance is the core
of our research.

2. Three types of focus in CRM

Three types of focus in CRM are examined in our research: ICT focus, interaction focus, and
integration focus. Each of the three named focus categories highlights a different component
of CRM. Although these three focus types differ from each other, they could complement each
other in managing the different aspects of customers and providing company benefits.

Companies following ICT-focused customer management install technical infrastructure and
rely on technology to deliver CM. Such organizations expect that processing customer data auto-
matically leads to customer management. However, providing technological tools is only a passive
approach based on the idea that customer relationships will be managed when the technology
is used (Nonaka, 1995). However, information technology can only inspire, but cannot create
effective customer management, because this requires all three elements of a triad: technology —
people — processes (Liao & Wu, 2009).

In an interaction-focused CM, the company focuses on collecting feedback through recording
and storing it in data warehouses in order to be accessible and reused in the future by the em-
ployees. Firms that use an interaction-focused customer management, view it as a tool to retain
their existing customers and to develop an organizational memory (Ziglidopoulos & Schreven,
2009) They store documents in repositories. However, in all the repositories only the explicit
component of customers’ feedback information can be recorded. The interaction-focused
CM does not manage tacit knowledge, because tacit dimensions of knowledge are present
only in social interactions. The aspects of tacit knowledge transfer are managed in the integra-
tion-focused CM.
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Integration-focused CM is guided by the idea that mutual learning is crucial to managing rela-
tionships with customers. Integration-focused approach puts an emphasis on mutual learning that
arises from mutual interaction between customers and company employees. It enables to leverage
customer knowledge and improve company’ processes (Peterson & Wilson, 1992). By creating
appropriate strategy and culture this integration focus stimulates the process of innovation and
creating new knowledge (Christopher et al., 2002).

Each of the three examined categories emphasize different component of CRM. Technol-
ogy is a prerequisite for interaction and interaction facilitates integration with effects of mu-
tual learning. Learning processes become more effective when technological infrastructure
facilitates communication and transfer of information between company employees and
customers (Bhatt, 2001). As a result, these three management approaches can be considered
as complementary.

3. Goals and methods

The goal of our paper is to explore the effects of different focus in customer relationships
management on company performance. The principle question we raise in the research is focused
on the determination of the effects generated by different CRM focus on business performance.
To come to the conclusion, we formulate relevant research hypotheses.

Several authors (Vera & Crossan, 2003) document that a mere focus on technology is not
sufficient to manage customers and thus create performance benefits. ICT-focused CRM focuses
primarily on delivering infrastructure and does not develop systems and processes to enhance
customer relationships.

Companies that emphasize interaction, create repositories in order to store, manage and dis-
tribute the customer feedback information. By emphasis put on collecting feedback information
they can benefit from accumulated experience/expertise and save the costs. However, because
of fast environmental changes, new competitors and fast business development, these benefits
may be only short-term.

Relying on exploitation of feedback information may weaken innovation and offensive customer
strategies. Mere reliance on feedback information prevents companies frequently from product and
process innovations that are necessary for growth. Therefore we state following hypotheses:
H1: Interaction-focused CRM will result in a higher level of performance than ICT-fo-

cused CRM.
H2: Integration focused CRM will result in a higher level of performance than Interaction-fo-
cused CRM.

By providing suitable conditions and processes, the integration-focused management facilitates
the creation of customer value and provides performance benefits (Cronin et al., 2000). Gener-
ating performance effects through customer integration into value-chain process of a company
is resource intensive and also time-intensive process.

Performance measure used in the research was explored based on several indicators identifying
processes ensuring long-term success and survival of a company such as ability to respond to ex-
ternal changes, innovativeness of a company, relationships to customers and employees, ability
to identify new opportunities. Multi-indicators measures were generated on the constructs used
in the research (ICT-focused CRM: 3 items, interaction-focused CRM: 3 items, integration-focused
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CRM: 4 items, performance measure: 5 items). 7-point scale was used to assess the particular
indicators, with mean values calculated for every construct.
The indicators used for the questionnaire are given in Table 1.

Table 1. Constructs and their indicators

Constructs and indicators

ICT-focused CRM

Implementing ICT-focused CRM in our firm is important for managing customers
Developing ICT-focused CRM is responsibility of specially appointed managers

Our firm uses technology as a principal instrument for managing customers
Interaction-focused CRM

Our firm emphasizes recording and collecting customers’ feedback in data repositories
Our firm stores customer feedback for future use

Storing feedback information prevents our firm from losses when employees leave
Integration-focused CRM

Our firm emphasizes involving customers into value chain as an instrument of mutual learning
Customers share their experience with the employees in the firm

Systems in place to motivate integration of customers into a value chain of a company
Customers participate in critical decisions made by the company

Long-term performance (Company processes ensuring long-term success)

Our company is able to respond quickly to changes in customer needs

Our company has a potential of fast innovations

Our company is able continuously to identify new business opportunities

Customers of our company are loyal

Our company has a potential to ensure future performance

Source: own composition.

The sample for empirical research consisted of 105 companies from 5 industry sectors:
machinery (43), electronics (18), food production (23), wood processing (11) and construction
(10). Regarding the focus of CRM, 18 companies employ ICT-focused customer relationship
management, 63 companies follow interaction-focused customer relationship management and 24
companies adopt integration-focused customer relationship management. Companies were asked
to assess every indicator (see Tab. 1) on a 1-7 point scale (1=strongly disagree, 7=strongly agree).
Following, semi-structured interviews were conducted with eight companies. The interviews
covered a range of questions clarifying the concept of CRM in the company.

4. Results and discussion

The hypotheses were tested using one-way ANOVA. Testing for the significance was done
by using F-tests.

Hypothesis one proposes that Interaction-focused customer relationship management is associ-
ated with higher performance than customer management focused on ICT. An analysis of variance
(ANOVA) was undertaken to test the difference. The one-way ANOVA results show that the mean
performance for ICT-focused management is significantly less than the mean performance for
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interaction-focused customer management (M (ICTCM) = 3.81 <M (IntCM) = 4.88; F = 14.801;
p <0.001). Hypothesis H1 is supported due to the fact that an interaction CRM will result in a higher
level of performance than ICT-focused customer relationship management.

In hypothesis two a positive difference in performance level was hypothesized between the ef-
fects of integration-focused customer relationship management and interaction-focused customer
relationship management. The result of the ANOVA confirmed this suggested difference, indicating
that the mean performance level associated with integration-focused CRM is significantly higher
than the mean performance level of interaction-focused CRM (M ItgCM =5.22 > M IntCM = 4.88;
F =34.084; p < 0.001). Thus the H2 is supported.

The variance testing revealed that both the hypotheses were supported. In other words,
the difference-relationships associated with the focus of customer management were statistically
significant.

Interviews with firms supported these findings and suggested that the role of ICT in the perfor-
mance gains is limited. ICT focus in customer management is unlikely to provide any significant
performance benefits. Facilitating the information flow was mentioned by companies as a main
benefit of ICT-focused management, however with no direct influence on performance. These
findings are in line also with other research studies (Payne, 2006).

It was also reported that mere reliance on usage of feedback information weakens the ability
to generate new ideas and create new solutions.

Companies following interaction-focused CRM mentioned in interviews such performance
benefits as openness in access to databases, fast response or retaining of important knowledge.
These are, however, no long-term performance aspects. Both the questionnaire data and interviews
suggest that interaction-focused CRM has only limited effects on long-term performance.

The original contribution of our research rests in investigation of differences in customer relation-
ship management focus. We apply a structured approach distinguishing among three distinct types
of customer relationship management approach. Most of existing studies do not explore the particular
forms and focus of CRM approach and consider it as a whole. Results from our analysis reveal
the hierarchy of different CRM focus and indicate that integration-focused CRM has a higher pos-
itive effect on long-term performance than both interaction-focused CRM and ICT-focused CRM.

5. Conclusion

The original contribution of the paper rests in examining the impact of different focus types
in CRM on company performance. We found that integration-focused customer relationships
management supports long-term benefits better than ICT-focused and interaction-focused customer
relationship management.

The analysis of the three different focus alternatives in managing the customers confirmed their
hierarchical nature. On the lowest-level is the 1T-focused CRM, delivering IT tools in the com-
pany with the expectation that it will facilitate and foster information flow. On the middle-level,
the interaction-focused CRM encourages feedback information from customers to be codified
and stored in the databases. At the highest level, the integration-focused CRM encourages mutual
learning and knowledge exchange between customers and a company.

The hierarchical effect was found also in the impact of the three customer focus strategies
on company performance. The ICT-focused CRM has lowest documented effect on performance,
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the interaction-focused CRM has moderate positive effect on performance, and the integration-fo-
cused CRM has a highest positive effect on performance. It was documented in the literature (Aydin
& Ceylan, 2009) that mere focus on technology and storing information does not generate long-
term benefits. The interviews with managers indicated that adoption of interaction-focused CRM
does not support the creativity. Relying on IT tools can reduce the face-to-face social interactions
necessary for mutual learning and creativity. As a result, the lower level customer relationship
management styles produce weaker performance benefits.

Today, the need to find new ways to competitive advantage is driven by changes demanding
more customer-oriented perspective. Competitive advantage can be gained by utilizing knowledge
of customers’ expectations, preferences and behaviour. This involves creating an ongoing dialogue
with customers and exploiting benefits from integration customers in the value-chain of a company
(Gummesson, 2002). Systematic attention to the customer relationship management can help com-
panies to achieve competitive advantage through mutual learning, which is one of the resources
for growth and competitiveness in fast changing world. Further research in the relevant area will
continue also within the research project VEGA 1/0224/15 funded by Ministry of Education,
Youth and Sport of Slovak Republic.
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Chapter 2 7

The Evaluation of the Application CRM Tools
in Online Companies — Survey Research

Katarzyna tukasik

1. Introduction

Customer Relationship Management (CRM) is a concept for managing a company’s interac-
tions with customers. It also involves using technology to organize, automate, and synchronize
business processes. Moreover, the objectives of CRM are to enhance profitability, income,
and customer satisfaction. To accomplish the CRM, many organizations use set of tools, pro-
cedures, and technologies to support the relationship with the customer and then to enhance
sales. Therefore, CRM is an issue of strategic business and process rather than a technical one.
The company should not ignore the significance of customer satisfaction. It is necessary to put
the customer at the centre of the business according to its processes, events and strategies.
In fact, it is easier and more profitable to sell something to present customers than to find new
ones. Nevertheless, it is so important for the organizations to set themselves strategies in order
to ensure customer retention, and change their employees to be more customer-focused and
service-oriented.

The empirical analysis presents the impact of CRM on the customer satisfaction and it’s based
on survey questionnaire (online survey). With the results obtained through the analysis, the main
aim of this paper is the presentation the complexity of the CRM together with the potential of it and
also its influence on the customer satisfaction and loyalty during the online shopping. The study
proceeds to present how the companies should use the CRM in order to influence the buying
decision and meet customers’ requirements.

2. Definitions of Customer Relationship Management (CRM)

The media of the 21% century have an inevitable influence on people’s lives. It is wholly justified
to assume that the Internet is going to be a leading force within a lot of areas, especially business
ones. E-business is considered to be one of the easiest and fastest way to promote or sell the prod-
ucts and services. However, the worldwide success of e-business would not be possible without
one of the rapidly developing branches of management — Customer Relationship Management
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(CRM). In the age of globalisation, the business conducted over the Internet is flourishing due
to the fact that thanks to CRM a majority of consumers are more and more satisfied and willing
to buy something via the Internet.

CRM is a management philosophy which is helpful for companies to better meet customers’
needs and increase their satisfaction. What is more CRM is defined as a computerized system for:
identifying, targeting, acquiring, and retaining the best mix of customer. CRM is also considered
to be a new approach, a new way of thinking, a new management concept. The essence of this
philosophy is to manage new technology, processes, information resources and people to create
such an environment which help, especially entrepreneurs, to have a full view of their customers
(Kotorov, 2002, pp. 218-32).

CRM’s environment is not the easiest one. It requires new way of thinking, organizational
changes and vision of the business, just think out of the box (Brige, 2006, pp. 24-33). Addi-
tionally, CRM focus on managing customers in such a way to attract new ones and retain them.
Thanks to it, companies improve their competitive ability. CRM deals with both customers and
employees. So, creation of such an environment in which all employees take care of custom-
ers’ behaviours, needs and abilities is essential in this process. It is very significant, especially
in electronic commerce, where is no possibility to have face-to-face contact with the clients
(Scullin et al., 2004, pp. 410-415). According to Kotler, Wong, Saunders and Armstrong (2005,
pp- 165-167) the cost of attracting a new customer is five times more maintaining an existing
one. Moreover, the CRM is literally connected with establishing customer relationship for a long
period of time.

CRM creates a complete view of the customers to make right decision about offer, messaging,
delivery channel and many others (Sheth et al., 2000, pp. 118-119; Krishnamoorthy & Srinivasan,
2013, pp. 151-161).

It is undoubtedly that reliable customer relationships are at the heart of every business success.
So, it is worth mentioning that thinking about CRM only as technological terms is a mistake.
It is much better to think about CRM as a strategic process. The best companies understand this
difference.

3. The role and importance of CRM on the customer satisfaction
3.1. The Internet and CRM

In daily lives, it is observed the big influence of the Internet on the customer retention and
satisfaction. Hence, thanks to appropriate usage of the Internet and CRM companies may affect
the customers’ decisions, behaviours and attitudes. It is all conducted behind social media, mo-
bile phones, big data and the clouds. As people, places, things and services become increasingly
strongly connected to the Internet and as the price of the products and services that connect them
continue to decline, there will be a surprisingly increased need for marketing, sales and customer
service teams to sell, promote and support these new things (Franklin, 2014).

Thanks to all these devices, which begin to help business to collect large amounts of data
for every potential customers, for every individual, there will be a new opportunity for compa-
nies to use that data to sell their products and services to clients in real time based on their past
attitudes and behaviours. The biggest challenge for the Internet in order to support the CRM
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will be collecting, managing and analysing the real-time data output of the devices (Kennedy,
2006, pp. 58-69). All of the collected data will need to be stored, most likely in the cloud, and
in any time be available for different users inside the companies, especially by sales, marketing
and customer service teams in order to build and maintain strong and durable relationships with
the consumers. To achieve CRM objectives it exists the application of Internet-based technolo-
gies such as emails, websites, chat rooms, forums and other channels, which is called Electronic
Customer Relationship Management (E-CRM).

According to Kennedy E-CRM can be considered as strategic technology relationship marketing
business framework (Kennedy & Coughlan, 2006, pp. 516-528). Shan and Lee say that (2006,
pp- 95-99): “(...) E-CRM expands the traditional CRM techniques by integrating technologies
of new electronic channels, such as Web, wireless and voice technologies, and combines them
with e-business applications into the overall enterprise CRM strategy”. They further say: “(...)
the ability to capture, integrate and distribute data gained at the organization’s Web site throughout
the enterprise”. “The purpose of E-CRM is to serve the customers in better way, retain valuable
customers and enhance analytical capabilities in an organization” say Fjermestad and Romano
(2003, pp. 572-591).

E-CRM is helpful for businesses to track all sales and marketing activities easily, so in that
way they can clearly see targets and make commitments and adjustments in new their products
and services. Some of the benefits of E-CRM is to improve customer service, retain the constant
customers, gain the new ones and to assist in analytical capabilities. Meanwhile, CRM is also
an infrastructure which provides strong support to valuable customers for companies to remain
loyal. What is more, E-CRM comprises of software, hardware, processes and applications
to manage all these issues. In order to compete the opponents businesses need to create durable
multichannel hub which can gather appropriate information from recognized customers, use
them and make a single view of customers. The fact that around 70 percentage consumers who
purchase at a given website will never do a second purchase, is just the wake-up call for all
companies that there is a huge not only a service gap in online channels (Dyche, 2001, p. 173;
Rahman et al., 2014, pp. 57-66).

E-CRM describes the broad range of new technologies used to support companies CRM strategy.
It is easily observed the connection between traditional CRM and different types of e-business
applications (Mahajan, 2015, pp. 1548-1550).

Another essential e-technology offering businesses new opportunities for managing customer
interactions is voice response systems. They are very useful in the brands which need to have
the services available 24/7. Otherwise, voice response systems may lead to increasing customer
service quality, better understanding customers’ needs and behaviours and differentiating the com-
panies in a very competitive marketplace.

The strong correlation between the Internet and CRM can observe within the new area —
the Internet of Things (IoT). According to DuBravac Shawn, the Internet of Things (10T) can
be described as the start of another industrial revolution and will rival past technological advances
such as the printing press, the steam engine, and electricity (2015, pp. 69; 75-77). The Internet
of Things (lIoT) represents the new network of items, physical objects — vehicles, devices,
buildings and other items — each embedded with software, sensors, and network, which are
associated to the Internet. This connection enables these objects to collect and exchange data
(Internet..., 2017). The term Internet of Things is not so popular yet in Poland, however in light
of above expectations, CRM and Internet of Things will be inseparable connection in the near
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future. However, the essence about the Internet of Things (1oT) is that it embraces not only
a “thing” but also all kinds of devices, software and networks from objects to domestic appliances,
vehicles to infrastructure and so on. These objects will be able to acquire, analyse and transmit
huge content of data that arise from the activity of companies and individuals. It is undoubtedly
that CRM solutions play a crucial role not only now but especially in the future. Thus, no matter
how business profile companies conduct, all of this data and interaction points must be take into
consideration in order to make business sense.

10T is undoubtedly the future of CRM and data acquisition systems. Nowadays, more and more
intelligent devices relies on technology. All companies who want to be a leader should engaged
in CRM together with 10T and use this changing trends to their advantage.

3.2. The impact of CRM on the customer satisfaction and customer loyalty

Customer loyalty is described as a customer commitment to deal with a particular company,
and buy their products and services. A loyal customer not only encourages others to do business
with the particular company but also constitute the most important assets of it. Thus, more loyal
customers means long-term profit for the organization. From a business point of view, loyalty
is: “(...) a psychological awareness process or the observable reaction of a consumer, where in-
tentional and factual retention or intensification of the relationship is based on specific reasons”
(Keaveney, 1995, pp. 71-82). Moreover, loyalty requires both a positive and negative attitude
of the consumer towards the firms and their products and services. Customer loyalty can be achieved
through a successful CRM implementation, as CRM helps business in process of creation long-
term relationships with their consumers.

Figure 1. The Effects of CRM on Customer Satisfaction and Customer Loyalty
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The Figure 1 shows the effects of CRM on customer satisfaction and customer loyalty. As it pre-
sented below, there are different CRM factors such as reliability, customization, customer attraction,
customer retention, IT, responsiveness, customer orientations and commitment. All these factors
influence on management and customer relationship. If the factors are used in an appropriate way
with well-thinking strategy the customer will be satisfied. Then, when the level of the satisfaction
is very high, customer start to trust a particular company, buy their products and services, just
create customer loyalty.
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CRM helps to render the greater number of customers loyal. Thanks to gathered information
from different sources, the level of loyalty can be observed by the frequency of visits website,
buying behaviours, needs, and expectations (Kogoglu & Kirmaci, 2012, pp. 282-291). Today,
it is much easier for consumers to find products or services which are interested in. Before
choosing a given brand, customers take a look of the price, accessibility, post buy service,
newness, innovations, and other additional services. It is easy to observe such a situation
in which customers’ loyalty to the products or services decreasing, when in the same time
the alternatives increasing. This is the simplest reason for importance of the customer satis-
faction and customer loyalty. It is happened because of the fact that the clients have almost
infinite offers with products and services. Different companies compete with each other within
the level of price, extended warranty, additional services and so on. Thus, it is so important
to know the customers and their expectations as much as the company can and render customers
more loyal. Only in that way, the company is able to prepare such a product or service that
interested future customers.

4.The analysis of the impact of the CRM on the customer
satisfaction

The main aim of this paper is the presentation the complexity of the CRM together with
the potential of it in each companies, no matter how big it is, and also they influence on the cus-
tomer satisfaction. The materials used for the analysis were gathered throw the online survey.
The main tool of research was a questionnaire, which was completed by different respondents
on the internet platform.

During the research was completed 30 questionnaires. The study involved 30 people: 16
women and 14 men. Respondents are divided into four age groups: from 18 to 25, 26-40, from
41 to 55, 60 and more.

It is commonly believed that men cope better with computers, the Internet and discovering
the virtual world. It turns out, however, that online shopping — just like in the real world — is dom-
inated by women. On the basis of conducted survey there can observed that as many as 53%
of women do online shops. Nevertheless, the group of men (47%) is also big. It means that both
women and men want to save their time and just buy online.

When it comes to the age, more than 40% of respondents are aged 26-40. It is easy to observed
that also respondents aged 41-55 are eager to do online shopping. The smallest group consists
of elderly people, who cannot be able to handle the Internet as fast as younger people. Very often,
elderly people ask for help while doing online shopping, especially grandchildren or someone from
the family. Nevertheless, more and more elderly people buy via the Internet. One of the important
fact that can influence on it is door-to-door delivery, which can be a great advantage for people
living far away from the city. It is also difficult to expect that young people between 18-25 years
old have enough money to buy a lot, not only online but also in real.

The next questions presented below are connected with the online shopping. The main aim for
those questions is examination of the frequency of online purchase, attitude of the buyers, factors
affecting the purchasing decision and impact of CRM on the customer satisfaction (Fig. 2, 3).
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Figure 2. How often do you buy products over the Internet?
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Source: own study.

Considering the question “How often do you buy products over the Internet?” (Fig. 3)
the biggest group of respondents answered more than once a month (53%). The difference be-
tween answer: at least once a week and more than once a month is not so big as it may seem.
The smallest group of respondents answered never (7%), but this group also exists. It indicates
that online shopping in Poland becomes more and more popular, but still some group of people
do not use this form of shopping. They prefer traditional shopping with ability to see the product
before buying.

Figure 3. Do you issue a comment about purchased products in store or online auction after purchase?
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Source: own study.

Analysing the above question (Fig. 3) — most of the respondents answered “yes” (62%).
It means that opinions from buyers are not only important for the other customers but also have
a significant impact on the online store. The positive opinion is a good marketing tool, as it can
inspire the confidence of other buyers, as well as recommendations from friends or acquaintances.
Consumers are more likely to choose stores that have a good reputation in the network. Additionally,
important for the store are also opinions on the quality of service. Consumers expect an efficient
and rapid implementation of the order. Positive opinions provide high-quality services. Satisfied
consumer becomes not only a regular customer, but happy to recommend the store to others.
Many customers choose to describe positive experiences on the Internet, arguing for purchases
of other users.
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Simultaneously, considering the question “Do comments about products posted by other
customers influence on your future decisions of buying a product?”, the answers which were
given by respondents in 78% pointed how big influence on purchasing decisions has other buyers
opinions. A large number of negative comments (22%) exposes the weaknesses of the online
stores: the sales process, the level of service or quality of the products. Together with opinions
received from customers, sellers receives also feedbacks on the functioning of an online store.
Many online retailers systematically analyse customer comments and take them into account
when implementing new functionality. Additionally, for several years the value of online re-
views is increasing. Thus, if a potential customer finds negative opinions on the desired product,
he or she can be effectively discouraged to buy. Unfortunately, many e-shops underestimates
the strength of anonymous comments, but on the other hand they do not have influence on this
situation.

In respondents opinion the most important factors which are essential during online shopping
are price (42%) and quality (31%). These are one of the most mentioned features also during
traditional shopping. For 12% respondents the Internet service quality is also important. Sur-
prisingly, delivery time is not so important as it may seem (10%). Nowadays, the customer has
a lot of form of delivery, so it is so much easier to adjust it to his or her individual requirements.
Adjusting the offer to individual needs is the least important for the respondents (5%). It is just
means that within the Internet, customer has a lot of different offer so, he or she can choose which
offer suit the best.

Analysing the question about level of the customer service (knowledge, competence, politeness,
interest in solving problems, complaint) significant group of customers say “yes”. It could mean
that when some problems or questions occur, they are immediately explained with the customers.
Only 12% of respondents say that they are not satisfied with the level of customer service during
they contacts with the chosen company.

When it comes to the response time to inquiries and orders — the customers are satisfied with
it (91%). The companies tries to answer the questions and solve the problems as soon as possible.
The customer has constant access to the history of the order at each level. Considering the 7%
of answer “No”, the most probable scenario is that this situation regard in large part to the clients,
who ask for something very early or lately, or just without need.

Similarly to the previous question, most of the customers are satisfied with the support ser-
vice and received information. Almost 90% think that received information from service support
is technical and helpful when they needed them. Only 9% think differently. However, in many
cases the clients are very stubborn or just do something immediately, right now, so some confu-
sions may occur.

Considering the last question (Do you plan to use the online store in the future?), 69%
of respondents answer “yes” answer. It means, that the companies try to react on the changing
market and customers’ needs. All small things such as quick answer, support service, warranty
and so on show that the customer is important for the company. In this way, the customer will
remember the company, thus he or she will be returned to it, and — what’s more — recommend
the company to others.
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5. Conclusion

The above analysis has shown that more and more people do online shopping. As it can be seen,
E-commerce is a rapidly growing market. Consumers are mostly wealthy individuals, young and
well-educated. People more eager buy online mainly due to availability 24/7, door-to-door delivery,
attractive prices, possibility of comparison of different offers, and bigger selection. Nevertheless,
online shopping includes a lot of different aspects which should be constantly observe and ad-
just to the changing market and customers’ requirements. One of the biggest mistake of online
shops is taking a neutral attitude towards the customer who is not fully convinced to additional
purchases. Still only a small number of online stores take such a test, but those who are breaking
thanks to the small steps rebuild customer confidence.

It could be said that CRM is the most efficient approach in maintaining and creating relation-
ships with customers. CRM is not only pure business but also creation of strong personal bond-
ing within people. Thanks to development of this bonging, it is much easy for the organization
to identify the actual needs of customers and to serve them in a better way. Besides, the online
companies should put more emphasis in the two elements which are behaviour of employees and
relationship development.
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Chapter 28

Strategic Management and
Advanced Marketing 4.0

Werner Fees, Lutz H. Schminke

1. Industry 4.0: The 4* Industrial Revolution

Radical breakthroughs in business and economy have already taken place in the past. The first
industrial revolution happened at the end of the 18" century: water- and steam-power was used
to operate machines. The second transformation took place around 1870, when the first assem-
bly line was used, driven by electric energy. This was the starting point for mass production.
At the beginning of the 1970s the next quantum leap happened: the third industrial revolution
arose from the development of electronics and information technology ending in automation
technology.

In the year 2012 the term Industry 4.0 was created in Germany. German government introduced
this wording (Platform Industry 4.0), highlighting the digital transformation. Other buzz words
are Digitalisation or Internet of Things IoT.

This 4th industrial revolution is characterized by Cyber-Physical-Systems, consisting of inter-
connected equipment, machinery and movable objects that transfer information and data through
IT and the Internet. The “technological foundation is provided by intelligent, digitally networked
systems that will make largely self-managing production processes possible” and “production and
logistics processes are integrated intelligently across company boundaries to make manufacturing
more efficient and flexible”. Additionally, value-creation chains will become smart and enable
producers to monitor products throughout all phases of their life cycles (German Federal Ministry
for Economic Affairs and Energy).

Research and implementation programs concerning the 4" industrial revolution are nowadays
dominating discussions worldwide in the political, economic and also in the social area.

Meanwhile there exists plenty of literature with regard to the 4" revolution. However, most
or nearly all of these articles are discussing technical, especially IT issues. In this article, we are
focusing on a business perspective. The question is how far Strategic Management and Ad-
vanced Marketing concepts are influenced by the digital transformation, and which new aspects
have to be considered in order to gain benefits and to achieve an advantageous position for
a company.
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2. Strategic Management 4.0

“Some have suggested that the internet of things “changes everything”, but that is a dangerous
oversimplification. As with the internet itself smart, connected products reflect a whole new set
of technological possibilities that have emerged. But the rules of competition and competitive
advantage remain the same. Navigating the world of smart, connected products requires that
companies understand these rules better than ever” (Porter & Heppelmann, 2014).

Porter and Heppelman (2014) analyze how smart products are transforming companies and
competition. On a general level, they are also question the implications for strategy. They conclude
that the rules of competition remain the same, but managers have to understand the rules of new
business models. As a consequence, they have to think about a new strategic orientation for the com-
pany. So the main elements of Strategic Management have to be analyzed for revolutionary impacts.

Figure 1. Strategic Management Process
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Source: own creation.

2.1. Strategic objectives and vision

Strategic objectives and vision statements are concerned with the aspired future state of an or-
ganization. Questions to be answered are:
*  What do we want to achieve?

*  What business are we in?
* How do we make a difference?
*  Why are we doing this?

Due to the high uncertainty about the consequences of the digital transformation for a certain
industry it is quite difficult to formulate a precise definition of a company’s future target position. All
of the four questions may be answered completely differently compared to the current objectives.
Before a premature new positioning towards digitalization a due diligence is necessary, forecast-
ing expected developments on macro- (e.g. based on a PESTEL-analysis) and micro-level (e.g.
based on a 5-forces analysis). Based upon an objective assessment of the external challenges and
of the internal requirements it has to be analyzed if the company is able to build up the necessary
capabilities for moving into a new (revolutionary) position.

A new setup of the company can lead to existential challenges:

» E.g. moving from a production oriented company with long tradition into a service-oriented
firm, making business not mainly through physical products but through IT-based services
from usage of big data.
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» E.g. moving from an independent company towards being a part of a horizontally and vertically
integrated value creation network, meaning that the freedom of decision-making is reduced
to a minimum.

Those radical changes are not only an issue of hard facts, but they require a change in the over-
all business culture of the organization. Due to possible business myopia the new positioning
process can hardly be done by the “old” organization. Proven external experts should be used
to overcome the psychological limitations through orientation towards the past, leading to the un-
learning of the dominant logic. Modern methods like future and trend research, design thinking,
co-creation and scenario technics should be used (Hasso-Plattner-Institute).

2.2. Corporate level strategy

Strategic decisions at corporate level focus on the question:

“What sort of business should we be in?”

Based on the assumption of a fundamental orientation towards digitalization the corporate
strategy has to state more precisely in which business segments the company wants to invest.
The usage of creativity methods like design thinking and co-creation is recommended. Moreover,
a systematic innovation management process should be employed. In order to open the search
field also an Open Innovation approach can help to overcome internal barriers and blindness.

At a corporate level it should also be analyzed if existing or future gaps can be closed through
cooperation or merger & acquisitions.

It should not be forgotten that the move towards completely new business segments represents
an “(un-)related diversification”, which is very often connected with a huge risk. A similar warning
comes from the use of the Boston-Consulting-Portfolio: here the entry into a new market with high
growth rate and low relative market share stands for a position in the so-called “Question-Mark”
field, which is combined with very high investments, a bad position on the experience curve, and
therefore a tremendous risk of losing huge cash flows.

2.3. Business level strategy

Strategic decisions at a Business Level have to deal with the question:

“How to compete in a particular Product-Market-Segment?”

Main elements in the creation of a business strategy are first the precise definition of the targeted
markets/customers and the product/service — or better the “value” — which is delivered to the cus-
tomer. Second it must be very clear, why customers should prefer our product, and not the products
of competitors, i.e. there should be a significant and sustainable competitive advantage.

Defining the product-market concept requires a systematic market analysis, resulting in the defi-
nition of Key Success Factors, which are building the benchmark for the evaluation of the com-
pany’s strengths and weaknesses compared to competitors. The process of digital transformation
is influencing the methodologies of market analysis, as well as the procedures for internal analysis
and strategy formulation.

Analyzing the market will be supported by new digital technologies. The systematic evaluation
of huge and complex data volumes is providing insights, which have never existed before. But
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it is not only the volume: it is also the high velocity (real-time processing) and high-variety (not only
well-structured transactional data, but also unstructured behavioral data) that turn Big Data-Technology
into to a revolutionary research tool. By means of “Advanced Analytics” it will be possible to analyze
behavioral patterns of customers and to provide tailored value propositions. In this way very detailed
market segmentation can be made. In the extreme case each customer is handled as an individual mar-
ket segment. Through cloud-based customer-relationship-management a direct, real time contact can
be created with all customers. The basic concepts for assessing the attractiveness of market segments
will be unchanged: Porter’s five forces have to be used as before. However, the contents of the in-
vestigations will be very different, e.g. new supply chains, service offerings, and platform strategies.
After all the key success factors — which may show a revolutionary shape — have to be identified.

The internal analysis of the companies is interdepending with the strategy formulation: the value
chain has to be analyzed and restructured along with the options of the generic strategy:
* Adaptation vs. New Game?

* Cost Leadership vs. Differentiation?
* Niche vs. Full scope?

Adaptation means finding the optimum position in a given industry structure (which could also
be digital). New Game means the creation of a new industry structure with new rules and new
key success factors. This way in particular represents the chances-and threads- of new strategies
coming along with the industrial revolution.

Changing the rules — that’s exactly what the protagonists of the digital transformation are
trying. Most famous examples are uber or airbnb. Business history shows that these strategies
are often very successful, e.g. in the case of IKEA, introducing a new way of doing business 50
years ago. However, the example shows also that despite IKEASs triumph also companies with
traditional strategies survived within their “old-fashioned” market. The same is true for areas
like bookselling, travel agencies etc. One could assume that there will also be survival strategies
outside the new digital world.

The decision between Cost Leadership and Differentiation is heavily influenced by digitalization.
Surveys with managers show enormous expectations with regard to higher efficiency and produc-
tivity, based on faster time-to-market, cost reductions, additional sales, higher quality etc. Besides
potential for cost reductions digitalization provides significant opportunities for differentiation.
Unique value propositions are often combined with new business models. Industry 4.0-models are
typically associated with service offerings, e.g. Value-as-a-Service (offering an added value prop-
osition), Modules-as-a-Service (providing hardware or software units for implementing the value
proposition), Platform-as-a-Service (cloud based computer environment to support App development
and usage), and Infrastructure-as-a-Service (providing infrastructure for platforms and modules).

Differentiation and cost reduction potentials based on digitalization can be found in nearly all
activities of the value chain, but also in linkages with value chains of other companies. In the ex-
treme case the company no longer relies on its own value chain, but on a value network, which
includes a vertical and horizontal integration of a plenty of companies.

The creation of new business models can be done using the Canvas model (Osterwalder &
Pigneur, 2002): Nine blocks are taken to identify the key activities of a company: customer seg-
ments, value proposition, channels, customer relationships, revenue streams, key resources, key
activities, key partnerships and cost structure.

Digitalization has an impact on and is able to change all of them. However, the change is mostly
of an improving nature, rather than radically disrupting the individual building block. It is difficult
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to identify a building block that has the most disruptive influence on a business model. It can
be assumed that the building block “key partnership” has vast potential of influencing company
activities. Entering into strategic alliances to defend market shares, creating competitions and
channeling research activities in joint ventures might become essential to stay competitive and
flexible in a rapidly changing business environment. Saying digitalization mostly just improves
processes or building blocks does not necessarily lead to the conclusion that it is not possible
to radically influence the business model as a whole. New combinations of building blocks that
lead to new business models can be a result of the improvements.

Porter states that there must be a clear decision: either differentiation or cost leadership,
otherwise you are “stuck in the middle”. Digitalization may change this rule: due to possibil-
ities of mass customization Hybrid Strategies are possible, combining individualization with
low costs.

Last not least: Niche vs. Full Scope. Using digitalization is expensive, needs enhanced resources
and broad competences. For a stand-alone niche company it will be hard to compete on this base.
Nevertheless, it is possible for a niche firm to market a narrow product- or service-line with a high
volume, e.g. based on online channels.

A way to compete against full-scope competitors is also to enter a value network with a big
number of partners.

2.A4. Core competencies

Core competencies are the company’s collective knowledge about how to coordinate diverse
production skills and technologies, based on collective learning in the organization.

It was mentioned before that a revolution might need to unlearn the traditional dominant logic.
l.e. core competencies of the past may be no longer relevant, if the company moves to a hew
business model. Before giving up historically grown core competencies one should seriously
check if this revolution is really necessary. Building up new competencies, which are probably
extremely different, is a highly risky path and takes a long time.

2.5. Strategic control

Besides the classical feedback control, measuring the realization of planned targets. a strategic
control is needed, analyzing the validity of the strategic plan itself. In this way it tries to compen-
sate the selectivity and uncertainty of strategic planning (double loop learning). Strategic control
should be viewed as a counterbalancing activity to strategic planning and question of whether
or not the strategic plans are still valid should be asked continuously.

Going through an industrial revolution means an extreme degree of complexity and uncer-
tainty. So, implementing a strategic control system seems to be as important as the implementation
of the strategy itself.

The system of strategic control should comprise three steps:

* Premise control: are the assumptions of the chosen strategy still valid?
» Implementation control: is implementation proceeding as planned or should the whole course
of action be changed in the light of past events?
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» Strategic surveillance: are there any inside or outside events (not related to premises or im-
plementation), which are likely to change the course of action?

New digital technologies help to execute these control areas. Advanced analytics, modern
creativity technics, fast/real-time availability of data enable an ongoing strategic control. So,
together with strategic planning a system is provided to overcome the dangerous obstacles
of the industrial revolution.

Figure 2. Digital Marketing World

“Business 37 NTAC U building
strategy

sCommunlCatlonpfoducts

futurey’ =Ty 1= ' 9“”

ol (= : challenge

t|me... order g

Level . part

mformatlon .
“methodsmight tra eg|C|ndustr|al .3
-additional = “distribution

Source: own creation.

3. Advanced Marketing

An ongoing challenge in Marketing is to take advantage of new technologies, media and
IT- tools for communication and customer related processes. The upcoming 4.0 World will
have an enormous impact on Marketing, accelerating the process of using available data and
continuing the individualization of marketing actions. New approaches and elements will
be added to and complete current Marketing programs and tools, only some of those will
become obsolete.

As mentioned above, Big Data means more information is available, this not only about ex-
isting customers but also about prospects (prospective customers). The main issue is to filter and
to retrieve meaningful data, correlations and inter dependencies through data mining and advanced
analytics; artificial intelligence may come into the game as well. Big Data will become Smart
Data and thus will be the platform for Data Based Marketing at a higher level of sophistication.
The responsible use of data has to respect legal barriers and privacy.
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Going along with this is the increased velocity and reach of communication. New media and
improved applications are available; especially Social Media will have a big impact with buzz words
like Content Marketing and Viral Marketing. In some cases, there are different rules: especially
regarding: who controls communication? In Social Media, companies (or other senders) have
to consider the loss of control about information; all users can generate content. Organizations are
a part or member of the communities and networks; they have to earn respect and confidence.

Different categories of Social Media can be distinguished. A differentiation in communication
(e.g. Blogs, Twitter), sharing (e.g. YouTube, Instagram; including wikis) and social networks (e.g.
Facebook, Xing, LinkedIn) is useful. With media in different categories, different objectives can
be achieved. Those earned media are competing concerning budgets with other media categories
like owned media (e.g. the homepage of a company) and paid media (e.g. advertising in TV and
Print; but also online media like banner ads). Depending on the communication objectives, a mean-
ingful mix between those categories and the choice of the right social media is the issue.

Going along with 4.0 there are new alliances and co-operations.

3.1. Specific areas of interest

Based on the availability of data, which is gathered along all touch points Customer Relationship
Management CRM will get an enormous push. Information about customers from internal and ex-
ternal sources will be used for an increased individualization and personalization of communication
between companies and their customers. This One on One Approach is forced by the application
of improved instruments and media of communication in Print, Telephone and Online.

There is an opportunity for local-based services. Passing by an outlet of a company the cus-
tomer can get an individual special offer in conjunction with a personalized coupon (via Bluetooth
technology). Today it is very common to use Smart Phones, so Mobile Marketing and Online
Marketing have become similar.

Automated recommendation systems for individualized suggestions for additional purchases
(as it is practice already at Amazon) will become usual. This possibly in conjunction with pre-
dictive shipping, based on expected orders by specific customers to optimize the supply chain.
May be predictive production will be possible at the end of the road.

A better and deeper understanding of customers (especially consumers) is a result of analyz-
ing the Customer Journey and Customer Experience. A detailed analysis of relevant touch points
in the online area seems to be relatively easy applying available instruments. The challenge
is to integrate offline touch points as well. This is possible by using response codes or very popu-
lar QR codes. The overall objective is to get customer or Consumer Insight. This is the platform
to understand customer’s behavior and to deliver the right Marketing impulses in time.

By analyzing data, it is possible to model certain customer types and to use this as a basis for
cross- and up-selling.

In addition, this modelling is helpful for new customer acquisition. On the one hand the company
knows what the new customer should look like, on the other hand analysing (public) available
data, it allows profiling a prospective customer. This method — Micro Targeting might be combined
with modelling of customer types.

All in all Direct Marketing, which has become Dialogue Marketing might be called Databased
or Data driven Marketing in future.
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The availability of data has a big impact on Market Research as well. Opportunities are great
and challenges are similar. Market research institutes will have to complement their existing toolset
by appropriate methods in the online area, which is a complex issue.

3.2. Impact on the Marketing-Mix
3.2.1. Product

Concerning Product there is an impact on new product development. Via Crowd Sourcing Web
2.0 is the platform to use the Crowd Intelligence for new product development as a specific form
of Open Innovation. Within open innovation the process of new product development is based
not only on internal sources, but also various external sources are integrated.

Using the interactive Web Mass Customization has become reality. Consumers can design
their own sports shoe at Adidas or Nike. At Dell and car manufacturers, customers can tailor
their individual models. Based on data out of performance tracking and user profiles a product
configurator can recommend individualized products for customers including appropriate value
added services.

Having new technology available might have an impact on the entire business system. Video
leasing shops became obsolete by video on demand. Instead of CDs and DVDs, we have online
streaming of music.

3.2.2. Price

Concerning price there is a higher degree of price flexibility using online media (e.g. e-com-
merce) compared to the traditional mail order business based on printed catalogues. Besides this
flexibility to set up prices on a daily basis, there is the opportunity for a high variety in discounts
and the issuing of individualized coupons. Couponing has achieved a higher level of sophistication
using online media.

At the end individualized pricing, which is quite common in B2B, might be feasible in B2C
as well.

3.2.3. Place

The web based distribution channel E-Commerce has recently become available. This is a big
area to grow as a single distribution channel, as an additional distribution channel — on the way
to multi-channel distribution — or as an alternative distribution channel. Especially in retail, we can
observe a strong shift from brick and mortar (local) shops to online sales. Recent developments
are relevant for the grocery industry. Supermarkets and discounters will have to compete with
online distributors. Amazon is entering the market at this time.

Established businesses have to consider adding this new distribution channel. This issue is very
closely related to shipping and delivery, where digitalization and automatization are changing
the rules as well.

Regarding Sales or Personal Selling the higher availability of data will have a positive impact
on the Sales Funnel and the process of the sales conversation. More information leads to better
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preparation, to more detailed argumentation and to a higher degree of automatization. Other
aspects like modelling have been already mentioned.

The Sales Funnel describes the process of targeting in sales. Starting with the entire universe
of prospects through screening and analytical methods this is a systematic way to identify pros-
pects with a high probability of becoming a customer. This enables concentration of forces and
focus on hot targets and holdouts. Dividing a sales conversation into different phases provides
a certain logic and it is helpful to concentrate in different phases on specific aspects (preparation,
appointment, small talk, need identification, value story, discussion of concerns, closing the deal,
follow-up contact are common differentiations).

In the Internet world Affiliate Marketing as a form of distribution is quite common. Companies
all placing advertising on the webpages of other institutions and organizations preferred with high
traffic. This additional touch point is hyperlinked with the homepage of the company. If a sale
is generated through this contact, the partner company gets a fee. Affiliate marketing provides
an increasing reach of the distribution network.

3.2.4. Promotion

Some major impacts in the field of Promotion or communication (especially CRM) and the trend
tol:1 communication has already been mentioned. New media are available for communication,
going along with a new perspective on and categorization of media. Other new phenomena are real
time communication and the symmetry of communication. Real-time communication happens,
when sender and receiver are online at the same time and having a chat for example. Symmetry
of communication stands for a similar level of information. Having access to information both
sides the sender and the receiver (company and customer) have the opportunity for a similar
or an increased informational background.

Using especially Social Media there are no media cost, which is a big advantage for companies
(and other users). On the other hand, to be present, to deliver and to monitor the information flow,
personnel is necessary along with cost for human resources. Maybe artificial intelligence in com-
bination with machine to machine M2M communication we will overcome this situation.

A major activity in the online word is Search Engine Marketing SEM. On the one hand,
we have Search Engine Optimization SEO. Companies try to configure the content of their home
and landing pages according to the (estimated) search algorithms of search engines like Google
etc.; which is an ongoing challenge. There is a risk of violating rules (cloaking), with possible
negative consequences (temporary banning).

Due to various aspects Search Engine Advertising SEA (e.g. Google ad words) is becoming
more popular. The (paid) links of companies will be listed, when a user is looking for specific key-
word. This goes along with highly sophisticated targeting mechanism being offered by the search
engines. There is an expectation of a higher reach to the target audience by the company doing
paid advertising.

Various meaningful payment models are in place (e.g. price per click, real-time bidding)
which allow companies to be present and to control their budgets. On the negative side: ad block-
ers — software packages — are available and used by an increasing number of users, to suppress
advertising messages.

Another way of paid communication is Influencer Marketing. This is a specific form of digital
Word of Mouth WOM Communication. Companies are paying so called influencers in the Internet
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hemisphere for positive recommendations. Those mechanisms are working quite well and be-
coming more popular.

3.2.5. Service Marketing

Enlarging the perspective to Service Marketing with additional three P’s, we look to People,
Presentation (physical evidence) and Process.

Concerning People there is a challenge of new job profiles appearing with increased digital-
ization. These have an impact on selecting, training and motivating employees, especially those
who have direct contact with the customer in service and sales.

In the area of Presentation, there are new opportunities — not only in Service Marketing —
through technical devices like Augmented Reality and Virtual Reality.

Augmented Reality is the mechanism, being in the real world and providing additional in-
formation through various access mechanism to the virtual world — the Internet. This enables
companies to enrich the presentation opportunities for services and products. For example, how
a new piece of furniture will look like in the living room of the customer can be configured.

Virtual Reality stands for the process of providing visual access to another word by using
technical devices. With virtual reality glasses in the higher end version or putting a smartphone
in a specific holder, the customer can see and imagine another world.

Finally, Process, blueprints how services are created or products are delivered or monitored,
can be subject of automation, Machine to Machine M2M communication or even robotic.

4, Conclusion

Digitization and Internet Connectivity will be a part our future (business) life and will influ-
ence the management of companies. New approaches and methods will complete the existing set
of strategies and tools. There is a realistic estimation on increasing speed and acceptance. This
is not only for Strategic Management and Advanced Marketing.

A meaningful implementation process and good roadmap for implementation seems to be es-
sential for big companies as well as for SME. One issue might be: do I have to redefine my busi-
ness or create an entirely new one? Uber and Airbnb are good examples for highly innovative
approaches; service companies without any assets.

Different or new management styles might be required; do we need Digital Leaders? What
will be the impact on KSF and KPI? With highly integrated business processes there will be new
relationships with our business partners.

Google, Facebook, telecommunication companies and others will accelerate data collection
and strategic co-operations and alliances.

Nearly all industries will be affected: production by automation and connectivity, distribution
and logistics will become digital as well and will use robots and automated, autonomous driving
or flying machines. Retail is affected not only by e-commerce, the payment at the cash register
will turn in a data collection process.

What will be the future of Smart Fridges, Smart Homes or Smart Cities? How will science
be affected? What will be the impact on the Knowledge Management within a company, business
and the society?
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Chapter 2 9

The Issue of Trust in the Concept
of Socially Responsible Consumption.
The Outline of the Problem'

Grazyna Plichta

1. Introduction

Consumers make their purchasing decisions conditional on various information about
the goods they are interested in. We can observe that more and more often they attach impor-
tance to information about the conditions in which the goods were produced and consider ethical
standards in the process of their manufacturing. This type of socially responsible behaviours
with regard to transactions concluded on the market are related to a dynamically developing
phenomenon of Socially Responsible Consumption. Responsible consumption also means
ensuring that needs are met adequately to their scale. Food is an example of a good which nu-
merous consumers cannot manage in a responsible way. Social responsibility within that scope
can consist in aiming at a decrease in the amount of wasted food and a more aware approach
to buying food goods.

The factor of trust is the basis of conscious consumption. We can adopt the thesis that in the sit-
uation of uncertainty and perceived risk, the lack or too low level of trust directly affects decisions
taken on the market by consumers.

It should be emphasised that trust plays a special role when a purchasing decision concerns
food products which were produced as a result of genetic modifications. In spite of the lack
of univocal evidence for their harmfulness, they arouse a number of controversies as for their
impact on consumers’ health. Consumers notice a risk related to the purchase of genetically

! The publication was financed from the statutory research funds of the Department of Market Analysis

and Marketing Research of the Cracow University of Economics.
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modified food. The risk often arises from ambiguous messages concerning the manufactur-
ing process (e.g. ingredients included) or conditions in which they are produced, and may
be negatively correlated with the acceptance and a wish to buy those products. So-called
effective risk communication may be the means to limit the perceived risk. Active (preventive)
communication contributes to the growth of trust, whereas late (retroactive) communication
decreases this trust. In Europe (also in Poland) risk communication is hindered by distrust
to achievements of genetic engineering and relatively scarce trust to organisations and in-
stitutions which exercise supervision and control in this area. A special role in proper risk
communication is played by a substantial dimension of trust, namely transparency. Actions
consisting, among others, in placing transparent information about the presence of geneti-
cally modified ingredients on product labels may limit distrust. A consumer having reliable
information about, among other things, the amount of such modified ingredients in the prod-
uct, their origin and the method and place of manufacturing the product is able to make
a conscious choice/purchase, and the institution which is the source of information will not
inspire distrust.

The paper presents problems concerning the social dimension of consumption and attempts
to show the role of trust in the process of purchasing genetically modified products. In order to show
the issue thoroughly, a survey was conducted, as a result of which empirical data were obtained
which were subject to adequate analytical procedures. The analysis of the obtained results was
conducted with the use of factor analysis.

2. Socially responsible consumption versus trust to genetically
modified food - the outline of the problem

Responsible consumer behaviours with regard to transactions concluded on the market are
identified, among others, with purchasing decisions which consider consequences brought
by the production, use and disposal of products. Activities undertaken by consumers, con-
sisting in a conscious boycott of products and firms violating ethical, environmental or social
standards are an effect of the adopted attitude which arises from the possessed knowledge
in respect of the significance of such actions. Responsible actions undertaken by consumers
mean simultaneous care about the environmental, economic and social dimension on the in-
dividual level and with regard to the whole society. Successive education, dissemination
of knowledge and activities consisting in propagating good habits influence the consolida-
tion of consumers’ belief that consumption has a social dimension and it is important for
it to be responsible.

Responsible consumers are often identified with people who are ethically sensitive, con-
cerned about the natural environment and interested in healthy food. The responsible social
attitude of consumers understood in this way has a special dimension in the case of making
decisions about buying food which was produced with the use of modern biotechnology, namely
transgenic food products. In Poland, social acceptance for this type of products is not high and
despite the lack of reliable data on threats arising from their use and univocal evidence for their
harmfulness, they arouse a lot of controversies in consumers. Consumers notice risk connected
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with the purchase of genetically modified food products2. According to the research conducted
by the Centre for Public Opinion Research (Centrum Badania Opinii Spotecznej — CBOS),
the Poles display a lot of distrust to the achievements of genetic engineering®. The negative
attitude of respondents to genetically modified products or those including genetically modified
organisms is confirmed with respondents’ declarations concerning purchasing decisions if they
had a choice between a much cheaper genetically modified product or the one including modified
organisms and a much more expensive product but not modified and not including genetically
modified organisms. A great majority of respondents, namely 72%, when having a choice, are
inclined to buy a product which would be not genetically modified and not including GMO, even
if it were much more expensive than the product including GMO. It should be emphasised that
almost half of respondents (49%) were explicit about it. Moreover, as a result of statistical analyses
conducted (Test T, ANOVA), it was found out that respondents’ declarations were not influenced
by their social status, including material status, but by their beliefs only — religiosity measured
by the frequency of religious practices, as well as their opinions on the impact of Poland’s mem-
bership in the EU on the safety of Polish food. It should be emphasised that a possibility of buying
food including GMO is most definitely rejected by people convinced about the negative impact
of adjusting the EU standards on the safety of food available on the Polish market and their beliefs
about possible negative consequences of GMO plant cultivation (CBOS, 2013).

The Polish society is sceptical about the application of modern biotechnology techniques
in food production, and year by year the support for the use of biotechnology in the food industry
is decreasing (Filimonow & Berger, 2005, pp. 39-41). It seems that one of the reasons of the lack
of acceptance of the Polish society for transgenic products is the lack of objective and transparent
information about benefits arising from the achievements of biotechnology and possible risks related
to the use of genetically modified organisms. It may be also an effect of insufficient dissemination
of knowledge about procedures and safety measures used when launching a product. Uncertainty
resulting from the lack of knowledge can be minimised in a way, for example by placing a clear
list of genetically modified ingredients, information about their amount, origin and the product
manufacturing method on products. It should be emphasised that the applicable regulations of law
oblige to mark genetically modified food (Act 2001A; Act 2001 B), and consumers’ access to in-
formation about products is regulated by legal regulations. And the information about the product

2 The definition of genetically modified food is included in Regulation (EC) No 1829/2003 of the European
Parliament and of the Council of 22 September 2003. According to that legal act, it is “food and feed con-
sisting of, containing or produced from genetically modified organisms” (Official Journal of the EC L 268
of 18.10.2003, as amended); The term genetically modified organisms (GMOs) is defined as organisms
in which the genetic material has been purposefully altered in a way that does not occur naturally with the use
of genetic engineering methods. In the whole European Union (including Poland) there is an obligation
to mark GMO products. In the US genetically modified products do not have to have the information that
they are modified. in order to launch them to the market it is enough when they are approved by the FDA
(Food and Drug Administration). Therefore, one cannot be sure that, e.g. corn or soy from the US which
find their way to the European market are not transgenic products.

8 The research carried out by CBOS and entitled: “Aktualne problemy i wydarzenia” (“Current Problems
and Events”) (271) from 30 November — 6 December 2012 on a representative random sample of 1,135
adult Polish citizens; CBOS survey report “Polacy o bezpieczenstwie zywnosci i GMO” (“The Poles about
Food Safety”), BS/2/2013, Warszawa, January 2013.
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a consumer is buying or is going to buy, governed by legal regulations, may influence the limitation
of the perceived risk and a decline in uncertainty, yet it will not eliminate them. Risk and uncertainty
may be in a way overcome by trust. We can assume that a specific level of consumers’ trust may
be a factor determining a purchasing decision made by consumers. The presence of trust between
an organisation/firm and a consumer during the conclusion of a transaction is significant because
the relation between them is characterised by great asymmetry. Most often the organisation has a lot
of advantage over a consumer (e.g. the information, financial, technical one). Building trust between
those parties is based on the conviction that the advantage will not be used against the weaker party
(the consumer). Keeping the above in mind, the issues related to relational (mainly interpersonal)
and transactional context of the occurrence of trust come to the fore. According to Hardin, the exist-
ence of trust is conditioned by benefits the parties to the exchange are to achieve, but what is most
important, they are accepted and treated “as their own” by both parties (Hardin, 2009, p. 26). Such
an approach indicates the existence of a relation between the level of the acceptance of the other
party’s interest and the level of trust to it. According to D. Harrison, L.L. Cummings, N.L. Chervany
(1998), trust forms based on the mutual influence of five forces which can be described in five
dimensions: personality, calculative, institutional, perceptive and knowledge-based one. In the case
referring to a specific transaction, we can talk about independent trust and context dependent trust.
In the case of trust independent of the context, an individual “A” assumes that another individual,
“B”, will behave in a specific way and will perform and action on which A’s interest depends,
subjectively expected by A. In the other case, trust is a level to which a given individual “A”,
in a specific situation, with belief in relative safety, is willing to depend on the other individual, “B”
(e.g. a person, an organisation, etc.), despite the fact that negative consequences of such dependence
are possible (Plichta, 2013). Building trust between the parties to a transaction may be fostered,
among others, by the overall attitude of a consumer, a consumer’s previous positive experiences,
the producer’s or the sales person’s professionalism, emotional relation between the consumer and
the producer or the sales person and the level of legal and institutional protection of the consumer.

3. Trust and purchasing decisions of consumers
on the genetically modified food product market in the light
of the survey

The presence of trust is substantial when taking every purchasing decision. As it has been
already mentioned, it plays a special role when a purchasing decision concerns food manufactured
with the use of genetic modifications. We can assume that trust is an important factor influencing
the purchase of such products.

An attempt to verify the above statements was made on the basis of the results of a sur-
vey which was carried out in Matopolska Province with the use of the direct survey method.
Quota sampling considering respondents’ gender and age was applied* (the proper survey

4 The survey was conducted from May to June 2016. 162 survey questionnaires were obtained which were
verified then. It should be emphasised that at the initial stage of the research, the examination of a bigger
number of respondents was assumed, however, the limitations which occurred and objective obstacles brought
about the necessity to limit the number of respondents.
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was preceded by a pilot study). As a result of the conducted survey, a considerable number
of data was obtained. When taking a decision about the choice of the method of their analysis,
their considerable correlation was taken into account, therefore, factor analysis was chosen.
It should be stressed that the application of this method is particularly justified when a re-
searcher is concerned about the reduction of the set of variables strongly correlated to each
other to a smaller number of non-correlated factors. An additional premise justifying the pur-
posefulness of its application is the fact that it can be used to present variables in the space
of new factors. The factors provide a substantial part of information included in primary var-
iables and at the same time each of them brings new substantive contents. Thus, in addition
to the reduction of the number of variables describing a studied problem, the applied method
enables to analyse the studied phenomenon from the point of view of new dimensions created
by the isolated main factors.

The main aim of the research findings presented in this paper was to obtain information
and provide knowledge about the significance of trust when taking decisions on the genetically
modified food products market. The measurement of such empirical phenomena usually takes
place with the use of a Likert’s — like scale which is a series of statements to which a respond-
ent has to assume an attitude by marking answers. In the survey the respondents expressed
their opinions on food produced with the use of genetic modifications by marking answers
from the provided continuum — from “strongly disagree” to “strongly agree”. The answers
were given in a 7-point scale of intensity. The assumption was adopted that such a scale has
the status of a metric scale. At the same time it was assumed that a respondent is ready to give
his or her opinions on a given subject and his/her opinion is a really existing attitude which
is expressed by indicating the adequate position of the scale. As a result of the conducted
survey a considerable amount of data was obtained. When taking the decision about choosing
the method of their analysis, their considerable correlation was taken into account and that
is why factor analysis was chosen. Then, in accordance with subsequent stages of the factor
analysis, the collected data were analysed (Churchill, 2002, pp. 805-826; Gatnar & Walesiak,
2004, pp. 186-245; Sagan, 2004, pp. 172-187). To analyse the data, a module of the factor anal-
ysis available in the STATISTICA programme, version 10 was used. The method of isolating
factors consisted in the principal component analysis of the main components (Morrison, 1990,
pp. 393-416). In the factor analysis, including the principal component analysis, a few methods
are used to establish the number of factors which should be adopted for a substantive analysis.
The most frequently used ones include: the Kaiser-Guttman criterion (WLB), the Cattell scree
test, and the “own value higher than one” method. As a result of the application of the “own
value higher than one” method, three factors which in total explain 84.39% of the variabil-
ity of the whole set of output variables were chosen for further analysis (in accordance with
the adopted assumption that the factors considered in the analysis should explain at least 80%
of variability). In order to obtain a relatively simple structure of factors, enabling a substantive
interpretation, a Varimax rotation was used, which enabled the simplification of the structure
by the minimisation of the number of variables needed to explain a given factor. The factor
loading matrix after the rotation is presented in Table 1.
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Table 1. The factor loading matrix (The principal component analysis; Varimax rotation) for
the scale of attitudes towards genetically modified food

Adopted . Factor 1 Fac.tor 2 Factor 3
. Variable Optimum Improvement
marking Safety oy . .
composition in quality
zmg1 | Genetically modified food 0.795344 0.282130 0.266930

is safe in trade

Genetically modified food
ZMG 2 is safe for people and 0.885261 0.318817 0.148072
the environment

No influence of genetically

ZMG 3 modified food on human genes 0.896882 0.058266 0.190652

MG 4 | Genetically modified food 0.201278 0.252054 0.913832
is food of better quality

zmGs | Jenetically modified food 0.135679 0.904856 0.099791
is food of optimum composition
Genetically modified food

7ZMG 6 is food of better nutritional 0.292394 0.725189 0.295229
values

Explained variance 2.409403 1.592832 1.061732

Share 0.401567 0.265472 0.176955

Source: own study.

Variables with the highest values of loadings in relation to individual factors (bigger than
0.6) were isolated from the factor loading matrix. An analysis was performed with regard
to common features of their names, and then they were defined. As a result of the procedure,
factor 1 was called “safety”, factor 2 “optimum composition”, and factor 3 “improvement
in quality”.

Three variables were qualified in factor 1 (called “safety”):

* No influence of genetically modified food on human genes,
* Genetically modified food is safe for people and the environment,
* Genetically modified food is safe in trade.
Factor 2 (“optimum composition”) is formed by two variables:
* Genetically modified food is food of optimum composition,
* Genetically modified food is food of better nutritional values.
Factor 3 (“improvement in quality”):
* Genetically modified food is food of better quality.

In the next part of the analysis, an attempt was made to isolate groups of respondents ho-
mogenous in terms of the attitude towards genetically modified food. For this purpose, k-means
method was used — the cases were grouped. In the assumption, the method enables maximum
similarity of elements within a given cluster, and minimum similarity among the elements
belonging to various clusters. The isolated principal components/factors were treated as new
grouping variables.

The result of the analysis of variance (F statistic, probability value) prove that the three factors
differentiate the obtained clusters (Tab. 2). The chart of mean values for the isolated clusters are
presented in Figure 1.
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Table 2. The results of the variance analysis obtained for three clusters (k-means method)

Variance analysis
Intra-SS | df | Internal SS df F p-value
Factor 1 — Safety 96.74092 | 2 62.2591 157 | 121.9768 | 0.000000
Factor 2 — Optimum composition 22.93100 | 2 136.0690 157 | 13.2292 | 0.000005
Factor 3 — Improvement in quality | 76.56299 | 2 82.4370 157 | 72.9065 | 0.000000

Source: own study.

Variable

Figure 1. The chart of means obtained for three clusters

o A chart of means for each cluster
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Source: own study.

Cluster one was called “Optimists” (47.0% of all respondents). This group achieved high
realisation of safety variable and improvement in quality variable. Keeping in mind the specifica-
tions of variables making up individual factors, we can assume that those were people with least
sceptical (in comparison with other clusters) attitude towards genetically modified food.

The second group, including 26% respondents, which was called “Pessimists” was made
up of people with relatively low realisation of safety and optimum composition variables, and
even lower realisation of improvement in quality variable. In their opinion, genetically modified
food does not have positive qualities and is not better quality food. We can assume that the cluster
was formed by people rejecting in particular positive statements concerning modified food.

The third group, which was called “Cautious ones” (27.5% of the total number of respond-
ents), is characterised by high realisation of improvement in quality variable, a little lower level
of optimum composition variable and definitely low realisation of safety variable. According to this
group, genetic modifications improve the quality of food, it may have better nutritional values than
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functional food, however, one cannot say that it is safe for people and the environment because
information about it is insufficient.

The structure of the surveyed group in respect of the percentage share of the isolated clusters
is presented in Figure 2.

Figure 2. The structure of the surveyed group considering the isolated homogenous groups
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Source: own study.

A demographic variable differentiating the obtained homogenous groups on the statistical
significance level alfa=0.05 is gender. In the “Optimists” group, namely the respondents least
sceptical about genetically modified food, men prevail (43%). Male respondents are more op-
timistic in their declarations. In the “Pessimists” cluster, they are in minority (13%). Among
respondents with sceptical attitude to modified food women prevail (28%). They are more “aloof”
to possible advantages of such products. On the other hand, in the “Cautious ones” cluster, there
are equal numbers of the representatives of both sexes. The same group of respondents (regard-
less of gender) needs more objective information about food produced with the use of genetic
modifications (Fig. 3).

Keeping in mind the characteristics of the distinguished homogenous groups with regard
to the attitude towards genetically modified food, trust to these products was assessed then in in-
dividual groups of respondents. It was found out that trust to food products manufactured with
the use of biotechnology is generally not high and probably it is an effect of scarce knowledge
of respondents about food modifications. The highest trust to genetically modified food was declared
by the respondents called “Optimists” (57%), whereas the lowest was found in the “Pessimists”
cluster (38%). In the homogenous group called “Cautious ones”, trust to food produced with
the use of genetic modifications was declared only by 40% of respondents, and thus, their opinions
differed relatively little from the opinions of respondents who were called “Pessimists”.
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Figure 3. Gender of respondents versus the membership in individual homogenous groups (clusters)

Categorised histogram: GROUP x gender
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Source: own study.

4, Conclusion

Social acceptance of products based on transgenic products is rather low. Consumers show
a lot of distrust to the achievements of genetic engineering, which translates into low inclina-
tion to buy such goods. The conducted survey proves that trust to food products manufactured
with the use of biotechnology is not high and it is probably the effect of little knowledge of re-
spondents about food modifications. What results from the research carried out in the EU is that
about 53% of the Europeans (that is, more than a half of the studied population) do not trust
food products of the new generation. They see the risk related to eating transgenic food and
arising from the release of genetically modified organisms to the environment. What may also
be the source of the dislike is the attitude of reputable non-governmental organisations, e.g.
Greenpeace, according to which the spread of genetically modified products is destructive for
the environment (Filomonow & Berger, 2004, pp. 36-38). It seems that one of the reasons for
distrust is the lack in so-called public space of objective and transparent information about bene-
fits coming from the achievements of biotechnology and about possible treats and consequences
which may occur in the future and which are related to the use of genetically modified organ-
isms. It has unquestionable impact on socially responsible behaviours of consumers, consisting,
among others, in conscious attitude to buying food products. It should be emphasised that today
ensuring the safety of food products is a priority, and limiting risk and building consumer trust
is acommon task of European agencies and institutions, international organisations and domestic
bodies responsible for health safety.
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Chapter 3 O

Actual and Declared Customer
Behaviour Toward Functional Food'

Irena Sliwiriska

1. Introduction

Nowadays food producers offer a variety of goods and the awareness of consumers regarding
beneficial effects of healthy eating is still growing (Gutkowska et al., 2014, pp. 80-81; Sobczyk,
2014, pp. 93-95). The Internet plays a significant role in this process, as it is used not only
as a source of information about proper nutrition but also as a means to exchange knowledge
about healthy eating among its users. However, not all the information found on-line is reliable
and the declared attitudes do not always reflect purchasing choices made by the consumers.

The aim of this paper is to gain knowledge on consumer declarations on functional foods
in terms of perceived benefits and threats associated with its consumption as well as exploring
market behaviour towards health aspects. Do the factors such as knowledge of food safety,
knowledge of food ingredients, attitudes towards new foods and the awareness about the impact
of nutrition on health, have influence on Polish customers’ behaviour? Does the change in con-
sumer behaviour result in searching for healthy food and functional food with proven beneficial
effects on health?

2. Functional food as a new product for Polish customers

Functional food represents a relatively new category of food in Poland, which is still not
widely known among consumers. The concept of functional food appeared in the world literature
in the early 1990s and since then many attempts have been made to define it2. The most commonly
used definition is the one established within the scope of the European research program FUFOSE

1 This work was carried out with the aid of the Polish Ministry of Science and Higher Education. Research
grant No. 028WZ-KAR/02/2016/S/6028.

2 Among others: (Bloch & Thomson, 1996, pp. 73-82; Goldberg, 1994; Hasler et al., 2004, pp. 814-815;
Pszczota, 1993, p. 92; Reily, 1994, pp. 121-123).



306 Irena Sliwifska

(Functional Food Science in Europe)®. Considering the definitions proposed in the scientific lit-
erature, functional foods should have the form of traditional food, constitute a part of a standard
daily diet as well as should be consumed regularly and in normal quantities. Therefore, no dietary
supplements or other nutritious substances in the form of capsules, tablets, etc. can be included
in this category. In addition to the above mentioned features, the most important aspect is the ben-
eficial impact on the human body that has been documented by clinical trials. Functional foods
are also called designer foods or tailored foods. In this category one can distinguish:

a) natural unmodified conventional foods containing bioactive substances;

b) modified foods:

» fortified products — where naturally occurring substances have been fortified (e.g. orange
juice with additional vitamin C),

» enriched products — enriched with additional nutrients (e.g. dietary fibre) that naturally
do not occur in these foods,

 altered products — where undesirable substances (e.g. salt, sugar, fat) have been reduced,
removed or replaced with other beneficial ingredients,

» enhanced commodities — improved to increase digestibility and bioavailability (e.g. through
cultivating crops under certain special conditions to obtain optimum levels of desired
substances), (Hydzik, 2016, pp. 714-717; Functional Food, 2010; Maurice, 2017; Spence,
2006, pp. 4-6; Swiderski, 2003, pp. 27-36).

Despite being the subject of multiple studies and wide availability of this type of food on the mar-
ket, its legal status has not been regulated yet. As far as EU legislation is concerned, a significant
proportion of functional food could be classified in the category “foodstuffs for particular nutritional
uses” (Kolarzyk, 2016, pp. 25-31). However, since 2016, after the Regulation (EU) No 609/2013
of the European Parliament and of the Council of 12 June 2013 entered into force, the term, defi-
nition and category “foods for particular nutrition uses” is not legally binding. Functional foods
are now subject to the same rules as the entire food market, apart from additional regulations for
enriched food*. Lack of additional labelling makes it difficult for consumers without sufficient
knowledge to identify products including bioactive ingredients with proven beneficial effects
on health (gis.gov.pl).

3. Research methodology
The study was conducted® in the second half of 2016 in the Malopolskie Voivodship using

direct survey method. Quota sampling was applied based on gender (two categories) and age (three
categories). Data published in Statistical Yearbook of the Matopolskie Voivodship® (Statistical

% Full definition: (Diplock, 1999, p. 26).

* In EU: Regulation (EC) No. 1925/2006 of the European Parliament and of the Council of 20 December
2006; In Poland additionally: Regulation of the Minister of Health of 16 September 2010 on enriching
substances added to food (J.L. 2010 No. 174, item 1184).

5 By the Department of Market Analysis and Marketing Research of Cracow University of Economics.

¢ Status on 31.12.2014.
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Office in Krakow, 2015, p. 99) were used in the study. The analyses presented in this paper were
based on responses obtained from 161 respondents.

Principal Component Analysis (PCA), which is one of the methods of factor analysis, was
chosen for the declaration and investigation of respondents’ behaviours with regard to the food
market. The factor analysis model assumes existence of relationships between real data sets
(observed variables) and a collection of fewer unobserved factors (generated during carrying out
analysis procedure) (Strzyzewska & Roszkiewicz, 2002, pp. 285-289; Stobiecka & Wardgga,
pp. 137-141). PCA simplifies the data structure by specifying several latent variables (principal
components) that adequately explain the interrelations between many observed variables. Prin-
cipal components are continuous variables, formed by original input variables. They are always
independent of each other. By reducing the number of variables, it is possible to sort the cases per
assumed characteristics (Abdi & Williams, 2010, pp. 3-4; Cheba, 2012, pp. 27-36; Zakrzewska,
1994, pp. 30-55).

A Likert scale was used in the questionnaire to obtain input data (observed variables). The re-
spondents were expected to express how much they agree or disagree with a given statement.
Responses to both sets of questions (one relating to the declaration, the other relating to behaviour)
were measured using a 7-point Likert scale, ranging from “totally agree” to “totally disagree”,
with a point in the middle “hard to say”.

Aset of 6 items used in the questionnaire on functional food declarations is presented in Table 1.
When constructing this question, two latent theoretical dimensions were laid down in advance:
threats and benefits. Variables D1, D2 and D3 refer to threats, while variables D4, D5 and D6
refer to benefits obtained from functional food consumption.

Table 1. Observed variables on respondents’ declarations about functional foods

d:lsil:i?)l:ilsn Observed variable
D1 Consu_mption of functional foods by children, the elderly and people suffering from
allergies may pose a threat to health.
D2 Active substances contained in functional foods can be easily overdosed.
D3 Functional foods should only be eaten under the supervision of doctors and dieticians.
D4 By eating functional foods, you can avoid many diseases.
D5 Functional foods have better health properties than conventional foods.
D6 Thanks to functional food, it is possible to improve the health of poor people.

Source: own study.

Items on consumer behaviour related to health aspects are summarized in Table 2. In this case
no latent dimensions were assumed.
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Table 2. Observed variables about the actual behaviour of consumers related to the health aspects

Varl.ab.le Observed variable
description

B1 I try to b_uy products of natural origin, I avoid those that were produced with the use
of chemicals.

B2 I try not to buy goods suspected of being harmful to my health.

B3 I try to buy goods that do not contain any preservatives, additives and artificial colours
or which contain only small amounts of these substances.

B4 Before purchasing, | check the composition of the product and the standard markings
affixed to purchased goods.

B5 If the product is harmful to health, I share this information with other people (e.g.
friends, family).

B6 I try to avoid buying goods that endanger other people’s health.

Source: own study.

In this article the following description of variables will be used: D symbol indicates variables
which relate to the declaration (D1, D2, D3, D4, D5), while the symbol B indicates variables
which relate to the behaviour (B1, B2, B3, B4, B5).

To show the structure of attitudes and behaviour of consumers in the market, the analysis
of k-means clustering was used. This method allows for the formation of clusters (homogeneous
groups) with high degree of dissimilarity. Optimal number of clusters is not known in advance
and should be calculated based on available data. The method allows for grouping the cases (re-
spondents) with similar attitudes and behaviours (Sagan, 2004, pp. 188-198).

All analyses were performed using Statistica software, version 13.

4, Attitudes towards functional foods

This analysis includes 6 input variables. Based on the scree test (Fig. 1) and the Kaiser criterion’
for further analysis, 2 factors (principal components) were qualified. Table 3 shows the eigenval-
ues obtained for each factor and the variance for each of them. These factors account for 66.7%
of the total variance of the input variables.

" Only factors with eigenvalues greater than 1 can be retained.
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Figure 1. Scree plot of eigenvalues obtained for attitudes toward functional foods
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Table 3. Characteristics of principal components qualified for analysis of customer declarations

. Percentage Cumulated Cumulated
Component Eigenvalue . .
of variance eigenvalue (percentage)
1 2.1167 35.2782 2.1167 35.278
2 1.8856 31.4191 4.0018 66.697

Source: own study.

The next stage of the statistical analysis involved disclosure of latent dimensions by using
factor loadings that represent the saturation degree of a variable by the component. Components
have been subjected to Varimax normalized rotation to minimize the number of variables needed

to explain a given factor. The results are shown in Table 4.

Table 4. Factor loadings obtained by performing PCA after Varimax normalized rotation for

attitudes towards functional foods

Variable Component 1 Component 2
D1 0.1779 0.7049
D2 -0.009 0.8558
D3 -0.089 0.7978
D4 0.8278 -0.186
D5 0.8575 0.0685
D6 0.7765 0.1856

Source: own study.
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The analysis of Table 4 shows that the first component consists of observed variables D4, D5
and D6, and the second component consists of observed variables D1, D2 and D3. It confirms
the preliminary assumption about latent variables. The items highlighting the benefits of functional
food consumption were incorporated into the first component, while items relating to the threats
in the second component. The new continuous variables resulting from PCA analysis were used
to isolate groups with very similar attitudes towards the analysed food. Cases were grouped ap-
plying k-means clustering algorithm. With the two predefined clusters, both variables (perceived
benefits and threats) differentiated the clusters at p = 0.001, what was interpreted as satisfactory
result. Figure 2 shows average values for each cluster.

Figure 2. Plot of means for each cluster
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Source: own study.
In order to illustrate differences in the responses of the representatives of both groups, the mean
values (items on Likert scale) obtained for each observable variable were presented in Table 5.

Table 5. Differences in responses to attitude related questions regarding functional foods (mean
values and standard deviations)

Cluster 1 Cluster 2
Variable description N=47 N=114
Mean SD Mean SD
D1 5.6 1.35 34 1.12
D2 4.9 1.13 3.5 0.83
D3 5.1 111 34 1.20
D4 4.6 1.23 4.3 0.91
D5 4.4 1.28 4.0 1.17
D6 5.0 1.27 4.2 0.94

Source: own study.
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Cluster 1 — “pessimists” includes 47 people. Respondents in this group generally do not
see the benefits of functional foods, but they perceive threats. Most respondents — 114, belong
to the second cluster — “cautious optimists”. This group does not perceive functional foods
as products potentially posing a threat to health, but is not convinced about the potential benefits
of using these products.

Then, homogeneous groups were profiled in terms of demographic characteristics®. Statisti-
cally significant difference (p < 0,05) occurred only in case of the variable “gender”. In cluster
1 the majority of respondents constituted men (57%), as opposed to cluster 2, where women
represented 58% of the respondents (see: Fig. 3).

Figure 3. Cluster aggregation by gender
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Source: own study.

5. Structure of consumer behaviour in the food market

To gain insight into the consumer behaviour in the food market including health aspects, PCA
procedure was applied. The research procedure is analogical to the one used in Part 4 of this article.
Out of 6 input variables, two components were qualified for further analysis. These components
explain 65.5% of the total variance of all variables. The decision was made based on the scree test
(Fig. 4) and the Kaiser criterion. The principal components are shown in Table 6.

8 Respondents were asked about: gender, age, education, professional status and declared financial con-

dition.
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Figure 4. Scree plot of eigenvalues obtained for behaviour towards health aspects

Source: own study.
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Table 6. Characteristics of principal components qualified for customer behaviour analysis

. Percentage Cumulated Cumulated
Component Eigenvalue . .
of variance eigenvalue (percentage)
1 2.9117 48.5277 2.9117 48.5277
2 1.0199 16.9985 3.9316 65.5262

Source: own study.

Table 7 shows the factor loadings, which revealed two latent dimensions (two components).

Table 7. Factors loadings generated by PCA after Varimax rotation for behaviour towards health aspects

Variable Component 1 Component 2
B1 0.8016 0.0357
B2 0.6292 0.2236
B3 0.8684 0.1551
B4 0.7940 0.1776
B5 0.4009 0.6570
B6 0.0084 0.8995

Source: own study.

The first component composed of variables: B1, B2, B3 and B4. These variables represent

avoidance of artificial additives that might have a negative effect on health. The second component
composed of variables B5 and B6, which concern care about other people’s health. The obtained
principal components have allowed for separation of two homogeneous groups in relation to con-
sumer behaviour in the food market regarding health aspects. The results of k-means clustering
are shown in Figure 5. The mean values calculated for each item of the scale (observed variables)
for particular clusters are shown in Table 8.
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Figure 5. Plot of means for each cluster
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Table 8. Differences in responses to behaviour related questions regarding the health aspects

(mean values and standard deviations)

Cluster 1 Cluster2
Variable description N=97 N = 64
Mean SD Mean Mean
B1 4.0 1.33 5.7 0.99
B2 5.0 1.27 6.5 0.66
B3 4.1 1.27 5.8 0.86
B4 4.1 1.19 5.7 1.21
B5 3.8 157 5.8 0.91
B6 4.2 1.84 5.9 1.25

Source: own study.

Cluster 1 — “passive” — represents respondents who do not pay attention to whether the food
contains artificial additives or not, and have a neutral attitude when it comes to taking care about
other people’s health. This group includes 97 people, 41% of women and 59% of men. Cluster 2
— includes people who do not buy products with artificial additives and who care about other
people’s health. This group was called “active”. It consists of 64 people in total, the vast majority

being women (78%).

The final step of this work was concerned with compilation of results (four homogeneous groups)
in a cross-tabulation table to show the relationship between consumer behaviour in the market
in terms of health aspects and their declarations on functional foods.
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Table 9. Relationship between actual customer behaviours and declarations about functional foods

Homogeneous group Declared
A . T Total
Pessimists Cautious optimists
Passive 31 66 97
from the column 65.96% 57.89%
= |fromthe line 31.96% 68.04%
£ [Active 16 48 64
< [ from the column 34.04% 42.11%
from the line 25.00% 75.00%
Total 47 114 161

Source: own study.

The relationship shown in the Table 9 appeared statistically insignificant (p=0.34). But
the positive aspect of the study is that the group of cautious optimists includes as much as 75%
of active and 68% of passive consumers. Such distribution, in which most respondents (71% of all
surveyed) express positive attitude towards functional foods, means that the market for this type
of products in Poland has quite a large potential.

6. Conclusion

Based on the results obtained, we can conclude that the functional food market in Poland
is still immature. Cautious approach of the consumers as well as lack of conviction that func-
tional food produces health benefits constitute a significant obstacle to the development of this
part of food market. It may result from limited availability of the knowledge as legal provisions
do not provide the definition of the functional food. The positive aspect of the study is that
most respondents (71%) have a positive attitude towards this type of food and consider it safe
for health.

Proper communication about the beneficial effects on health including reduction of the risk
associated with contracting illnesses is necessary to develop functional food market in Poland.
Providing reliable information to consumers should reinforce positive attitudes towards functional
foods expressed by “cautious optimists” and convince the group of “pessimists”.
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Chapter 3 1

Asymmetry of Information
on Consumer Credit Market!'

Ewelina Pawtowska-Szawara

1. Introduction

In times of rapid globalisation, information plays a significant role in making financial de-
cisions for all economic operators. The phenomenon known as information asymmetry is one
of imperfections of the market and it means uneven access to information for various subjects, also
in bank- client relations. The party which possesses informative advantage can use it to increase
its benefits at the expense of the party which is less informed. Currently, various regional and
international institutions get more and more interested in diagnosing the areas where information
asymmetry is present on financial markets. They are also interested in reducing it as it has nega-
tive effect on the stability of financial and economic systems. Asymmetry of information is one
of the causes of market failure, as well as of ineffective allocation of resources and it requires
state intervention. One of the effects of information asymmetry is that some of transactions are
not carried out. This harms the whole economy, which then functions ineffectively.

Customers should be provided with true, honest and extensive information not only when
entering into a credit agreement, but also when filing the application for subsidy. The interest
in information asymmetry on consumer credit market is dictated not only by cognitive purposes.
Taking up this subject is also brought about because of the possibilities to apply the analyses and
results of studies in the banking sector, together with making use of conclusions about the creation
of information asymmetry on the credit market.

The aim of this article is to determine factors causing information asymmetry on consumer
credit market as well as to suggest the solutions to this problem together with suggesting the areas
of application of conclusions from the studies for both creditors and borrowers. The second chapter
presents the very issue of information asymmetry and discusses its reasons and consequences. This
paper depicts also the problems of adverse selection and moral hazard on credit market in Poland.
Source materials containing the most important publications of domestic and foreign literature
on this subject, reports, databases and normative acts were used.
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2. The notion of information asymmetry on credit market

A developed and well-functioning banking sector is a key factor determining the pace of growth
in the economy of every country. Academic studies in the theory of finances show that there
is a range of negative phenomena on the banking market which distort its functioning (Cizko-
wicz, 2008). Among those is information asymmetry, which implies other adverse processes, like
moral hazard or adverse selection, which will be dealt with later on in this article (Pohulak-Zote-
dowska, 2007).

According to J.E. Stiglitz, distortion and asymmetry of information are common phenomena
in the economy (Stiglitz & Northampton, 2002, pp. 31-40). Vast number of scandals in financial
relationships in Poland (e.g. Amber Gold, policies combined with a deposit, mortgages of banks
in the form of joint stock companies denominated in CHF) proves the existence of information
asymmetry and the intellectual imbalance between markets’ participants. This form of informa-
tion advantage leads to disproportionate enrichment of the stronger subject (i.e. bank- creditor),
at the expense of the market participant which is weaker (consumer-borrower).

Acthreat to interests of the client who is applying for a credit is the result of his relatively weaker
position regarding its financing institution (Forlicz, 1996, p. 5). The credit agreement does not
constitute a contract which is negotiated individually to meet the customer’s needs. On the con-
trary, the choices are limited to the analysis of standard credit offers available on the market
(Szpringer, 2005, p. 20). The bank’s loan offer is a kind of a package which can be modified
to some extent so that it meets the client’s expectations (e.g. the choice of additional products
to the credit, or the so-called cross-selling). From the point of view of the customer, the banks can
take advantage of their privileged position (which is understood as having information advantage)
in the following ways (Instytut Badan nad Gospodarka Rynkowa, 2003, pp. 35-40):

» impeding access to detailed information about the credit agreement, which can result in erro-
neous calculations and make it more difficult to make the right decision,

 deliberately limiting time to think matters over and compare the offers which leads to irrational
decisions,

» imbalance in the number of rights and responsibilities of two sides of the contract (e.g. in case
of delay in interest repayment),

» making the decision whether or not enter into a contract with a client depending on whether
he buys some extra service or product (this can be e.g. opening a new, additionally paid ac-
count, establishing a credit card, buying extra insurance),

* introducing unjustified difficulties and restrictions for clients in pursuing their claims,

» creating difficulties or charging extra amounts of money for termination of the credit contract
(e.g. charging interest for every day after resources have been given to the borrower).

Big complexity and complications of consumer credit agreements bring about information
asymmetry (Kaczorowska & Kurzynska-Lipniewicz, 2009, p. 27). When choosing the credit,
the future borrowers should take into account not only the total annual cost of the credit (Com-
mission Directive from 14 November, 2011), but also the repayment plan (equal or decreasing
installments, the day of repayment etc.), the model of charging interest, additional charges and
commission, the grace period as well as compulsory insurances. All these factors create significant
difficulties for an average borrower as they demand from him having particular expertise. Problems
with comparing the banks’ offers may cause ineffective management of households’ property
and income. Keeping the clients consistently uninformed puts the banks at risk because making
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decisions about granting a consumer credit without enough information may result in accumulation
of losses and, at the same time, can threaten the stability of the whole financial system. In this
context, information can be seen as a particular kind of common good which refers to consumer
credit market (Wilhelmsson, 2004, p. 317).

Information asymmetry does not only happen when one of the sides of the contract (here:
the bank) is a professional and can abuse the fact that the other side (its client) is uninformed.
It should be stressed out that only the borrower is able to assess his real financial situation because
it is only him who has knowledge whether he will or will not repay the credit. The borrower
may effectively withhold some information from the bank. In consequence, the bank may make
a decision which may result in serious losses. The creditors, in turn, charge additional fees to pay
the costs generated by information asymmetry. These fees cover the expenses of monitoring poten-
tial clients and verifying if the credits are paid off on time (Heremans, Bouckaert & Geest, 2000,
p- 954). On the other hand, the holder of a bank deposit usually is not able to assess the financial
condition of the bank or the risk of money loss. This kind of imperfect information in the market
functioning is very common in the banking sector. Rating agencies of all kinds which analyse
the banks’ financial situation do not agree on the assessment of these institutions’ financial con-
dition. However, they speak with one voice when it comes to their opinions about other sectors
of the market (Barth, Caprio & Levine, 2006, p. 24). In anticipation of the line of thought, one
can conclude that information asymmetry in borrower- lender relations is one of main reasons
for the regulation of banking activities.

Transaction costs are indissolubly linked to the functioning of financial markets and they
are as follows: costs of gathering information, monitoring and costs of possible debt collection.
Therefore, information is of key importance in the financial sector, which is also applicable
to the consumer credit market. Prescriptive regulation of consumer protection on the credit market
both before concluding a transaction and during the term of the agreement is a way to eliminate
imperfections of market mechanisms like information asymmetry. On the other hand, introduction
of regulations allowing to gather and exchange information about customers’ credits will make
it possible to reduce costs of transactions and to increase the effectiveness of customer credit
markets’ functioning.

3. Adverse selection on credit market in Poland

X. Freixas and J.C. Rochet consider asymmetry of information in the context of one of its
consequences, i.e. adverse selection (Freixas & Santomero, 2003, p. 37). Adverse selection
happens when information asymmetry leads to the market failure and causes the displacement
of the better product by the worse one (Spence, 1973, pp. 355-374). The consumer credit market
is not perfectly transparent, which is exploited by the banks which have information advantage.
These institutions, knowing that their clients are not able to assess their credit offer, propose
to them a product of average price and quality. Thus, the borrowers who could have obtained more
favourable credit conditions, have to do with the “lower” standard which functions on the mar-
ket and it is the borrowers who are subject to adverse selection. On the other hand, the creditors
neither possess full knowledge about how much information their clients have nor they have
full knowledge about their solvency. They only assess the probable extent of those two variables
(Stiglitz & Weiss, 1981, pp. 393-410).
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J.E. Stiglitz and A. Weiss’ studies show that information asymmetry results in a “returning”
credit supply curve. Above a certain estimated level of interest rate the creditors decrease the supply
because in their understanding the higher interest rates are, the higher risk. Such unfavourable
credit conditions are usually accepted by high-risk borrowers (Stiglitz & Weiss, 1981, p. 394).
The expected rate of return from the loan constitutes the decreasing function of its risk. Lack
of transparency on consumer credit market affects the way the banks behave because they do not
possess full information about the level of risk of credits provided to consumers, or about the cli-
ents’ solvency. In practice, obtaining such information is not only difficult, but it also generates
high costs. Credit institutions can only assess the risk of credit repayment. Creditors actually
do not possess any tools for the selection of debtors on consumer credit market, where there
is much diversity in the level of credit collateralisation. Asymmetry of information on consumer
credit markets does not allow the creditor (i.e., the principal) divide the borrowers (agents) into
the “better” and “worse” ones because it is impossible to determine their intentions as to the credit
repayment.

For these reasons competition on consumer credit market is of a quantitative, not qualitative
nature. Bank offers are constructed on the basis of general regulations and conditions of agreements
(Szpringer, 2005, p. 22). In result of adverse selection, subjects which are better informed drive
other subjects out of the market. Also, adverse selection brings about increased activity of sub-
prime borrowers, who only make an impression of being reliable. An increase in credit interest
rates has more effect on credible borrowers, who, when faced with such increase will resign from
the transaction and rather look for a cheaper credit in some other bank (Bertola, Disney & Grant,
2006, pp. 12-13). Based on this, the banks” market offers are created- they in fact base on general
conditions of agreements, regulations and master forms. Then, reliable customers obtain credits
for an artificially high price, whereas “worse” clients get relatively better conditions (Danitowska,
2008, pp. 38-46). This leads to the lowering of quality of credit offers and to situations when
the “worse” crediting conditions drive out the “better” ones. At the same time, some people, e.g.
students, the unemployed or workers with low income may be at all deprived of access to the credit
market (Jeziorska, 2004, pp. 133-152).

There are a number of ways to prevent adverse selection, e.g. creating advanced scoring models
by crediting institutions, as well as creating a database where all information about the borrowers
and their credit history is included. In economy, such activities are known as screening and they
are understood as gathering information about the borrowers’ no observed qualities. Especially
in least developed countries, since 2003, when the World Bank, together with its agency, IFC
(International Finance Corporation), launched a “Global Credit Bureau Program”, the situation
has been changing rapidly. The programme was aimed at speeding up the development of credit
information exchange’ systems. All help and instructions given by this programme covered various
fields, for instance technical assistance in the disbursement and development of credit register
or legal assistance (Bie¢, 2011, p. 102). Registers of credit information exchange continue to evolve
and are subject to many changes which are directly connected with clients’ ever-changing needs
and requirements, as well as with the implementation of new regulations and other legal solu-
tions aimed at main participants of the market, i.e. banks. New information and communication
technologies also have a significant impact on the development of credit registers (Kurklinski &
Markowski, 2012, p. 13).
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4. Moral hazard on credit market in Poland

Moral hazard constitutes yet another malfunction of the market. It is connected with infor-
mation asymmetry which happens both when the transaction is carried out as well as during its
length. It may happen on credit market in a situation when the credit is secured with the property
at an artificially high price. What is more, in some cases, the borrower may delay the payment
of credit installment knowing that the bank would agree to make concessions to him in hope to get
at least some payment back. Moral hazard occurs when contractual relations are permanently
distorted by the regulations in favour of one of the parties of the consumer credit agreement.
Excessive protection of customers’ rights may not only lead to the claimant attitude, but also
to lack of feeling of any responsibility.

Moral hazard is one of the most severe problems in modern banking both on domestic and
international scale. It also happens when the sustainable financial safety net is built (Ruding, 2002,
p. 15). Taking into account examples of financial institutions’ collapse, one must find an answer
to the question whether they can encourage other credit institutions to take risky loans in the future.
The borrowers could come to the conclusion that they would not have to take full responsibility for
the loss or deal with it only on their own. Credit institutions take the risk of lending, and the increase
in the amount of credit of higher risk usually means a possibility to generate more revenue (Wittman,
2006, p. 296). Moral hazard is intensified when the banks give considerably risky credits while
not entirely realising the fact that in case of any problems with customers who fall behind with
their repayments, they could not be able to cover their losses. Depositaries, tax payers and other
stakeholders often have to take the risk of the credit institutions’ wrong decisions (Summers, 2007).

Some economists claim that moral hazard brought about the lowering of credit standards
in the USA, which in turn induced the financial crisis of subprime credit market in 2007. Each link
in a credit chain which generated profit was “sure” that it is not them who take the risk, because
they all shifted the risk to the next link in the chain. Credit institutions which resold their credits
offloaded the risk on the investors. Investment banks, after they had obtained such credits, divided
them into “smaller parts” in the form of mortgage-backed securities (MBS). It is worth noting
that some of these securities were more risky than the other ones. Investors purchased securities
and by concluding a hedge transaction they protected themselves against the risk of insolvency
as they pushed the risk further on. Moral hazard is not only the consequence of the so- called
large banks, but it also reflects previous mistakes of government policy towards such banks and
what is meant here is their unwarranted interventions. International organisations have taken
some measures to deal with moral hazard of large banks as well as with faster increase of assets
in the banking sector and cross-border relations between large banks. On 4 November 2011,
the Financial Stability Board published the list of cross-gender banking corporations (G-SIBs)
which are subject to additional inspections. Works of Financial Stability Board (FSB) and Basel
Committee on Banking Supervision (BCBS) from October, 2011 resulted in the strengthening
of legal underpinnings which determine international cooperation in terms of information flow
and making mutual decisions about organized liquidation of financial institutions, as well as about
the rules of determining additional, minimal capital requirements for G-SIBs in accordance with
the “additional ordinary shares as a percentage of risk weighted assets” formula. The capital
requirement for G-SIBs from 1% to 3.5% of risk weighted assets is set based on a scoring model
(Kwasniak, 2011, p. 10). The list of biggest cross-border bank corporations (so called G-SIBs,
Global Systemically Important Banks) is updated every November.
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As mentioned earlier, the risk of moral hazard results to a large extent from information
imperfections that happen on the financial market. Introduction of strong supervision may solve
the problem only to some extent, and at the same time it may hamper the development of the whole
banking system. Therefore, introducing regulations imposing on banks the disclosure of information
about their activities seems to be more effective (Freixas & Santomero, 2003). Thanks to such
regulations, the market is able to more successfully monitor the risk which particular credit institu-
tions take. This way, the market mechanism is not replaced with regulations. Not only that- thanks
to this its effective operation is increased. An example of such stabilisation of market mechanisms
is the requirement to provide the borrowers with detailed information about the costs of credit
agreements as well as to create such rules of banks’ functioning which aim at limiting the risk
(e.g. the requirement to possess capital reserves accurate to the degree of risk involved)2.

5. Conclusion

To sum up, the significant risk of malfunctions on the market is the main reason for the ne-
cessity to regulate the consumer credit markets by the state. Disruptions of market mechanisms,
in turn, are of importance for the social wellbeing. For these very reasons credit services, and,
in particular, relationships between professionals and consumers, were regulated. Reasons for more
strict regulations of consumer credit markets must not be limited only to reinforcing protection
of the consumer, who is the weaker side of the transaction. Also, the protection of the lender’s in-
terests should be taken into consideration. They, too, are at the risk of falling prey to market
malfunctions. Safety and stability of the credit market should be guaranteed by proper regulations
and proper supervision. Credit instruments which are offered to clients are becoming more and
more complicated and rapid development of information technology and telecommunication
as well as financial innovations and globalisation processes affect the size of the credit market,
too. Increasing availability of credit products for consumers, which are more and more often con-
sidered as one of instruments of monthly budget management, results in the increase in the debt
level of households.
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Application of Crowdsourcing
in the Polish Fashion Industry'’

Iryna Manczak, Katarzyna Sanak-Kosmowska

1. Introduction

The concept of crowdsourcing has been functioning in the global marketing literature for
more than a decade. Therefore, it can be concluded that it is not a new category or little known
concept. On the contrary, it is an example of economic activity which is increasingly being
discussed by researchers and practitioners. First and foremost, this is due to the change of pace
resulting from the development of information technology (Pukas, 2014; Krawiec, 2014).

Crowdsourcing is often perceived as an extremely flexible term that can take many forms.
It is worth noting that the above-mentioned perspective does not facilitate analysis. In addition,
there is no agreement among the researchers on the ways of defining it, so various concepts are
presented that show its essence and application possibilities. The studied conceptual category
is analyzed in various sections, including broad and narrow terms. Under the latter approach
emerge new research areas, which correspond with changes in the business environment.

The primary purpose of the article is to identify the possible use of crowdsourcing in the fashion
industry. During the course of the discussion, diagnostic analysis of the literature of the subject
was used. Theoretical discussion is complemented by current examples of national practice
in Poland.

2. Prosumption and its manifestations

For the first time, the term “prosumption” was used in his book The Third Wave by Ameri-
can sociologist and futurologist, A. Toffler (1997). This concept meant moving production from
the sphere of economy officially recognized by economists to the sphere of neglected economy.

! This publication was financed from funds granted by the Ministry of Science and Higher Education

to the Faculty of Management, Cracow University of Economics, on research for young scientists and
doctoral students.
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However, A. Toffler understood prosumption primarily as a shift of certain tasks to the consumer
—in line with the “do it yourself” concept. Increasing consumer engagement involves doing things
that someone else has done for them before. B. Jung (1997) emphasizes that the term “prosump-
tion” comes from the combination of the two words — “production” and “consumption” — and
implies the interpenetrating of production and consumption. Prosumption is the phenomenon
of the intertwining of consumption and production processes until the boundaries between them
become blurred.

According to D. Tapscott (2008), prosumption is expressed by:

» loss of control over the products and their subsequent life-cycle after production and sales,

» to provide customers with the tools and materials they need to create their own products,

» partnership, involving the evolution of customers into business partners,

» sharing the fruits of their work — customers want to, in fact, enjoy the perks of their com-
mitment.

In practice, this engagement of consumers can take the following forms.

Personalization. Consumers have an impact on the final version of the product or service they
buy — they decide on the product’s features that reflect their desires and needs. An example of such
a consumer engagement includes car dealer offers: the customer selects additional features and
the color of the car according to their preference. In the services sector, an increasing phenomenon
are tailor made services, suited to individual customer needs.

Product hacking. Modifying products to improve them to fit customer needs, often without
brand approval, although some companies, knowing their customers, allow them to improve their
products. Examples of product hacking include, for example, IKEA furniture modifications (the ef-
fects of consumer creativity are often posted as instructional videos), or changes in audio-video
equipment (such as iPods).

Collective intelligence. Its concept in the virtual community was brought to life Pierre Lévy
(2006), defining it as “any human group not so much interested in creating a virtual community
but rather one approaching an ideal of collective intelligence, more ingenious, faster, more ca-
pable of learning, inventing than collectively intelligently conducted” (Lévy, 1997 [in:] Jenkins,
2006, p. 31).

Crowdfunding. This is a type of accumulation and allocation of capital that is transferred
to the development of a specific project in return for a specified return service, which involves a large
group of donors. It is characterized by the use of information and communication technologies,
a lower entry barrier and better transactional conditions than those available on the market.

3. The essence of crowdsourcing

The term crowdsourcing was first used by J. Howe in 2006 in the American “Wired” maga-
zine. The author described it as different forms of cooperation of companies with Internet users,
using their knowledge, skills and ideas. According to J. Howe (2006), crowdsourcing can be seen
in several ways:

» common problem solving and suggestion of improvements with the participation of collective
intelligence,

 use of the so-called crowd wisdom and in this particular case the use of the potential of Internet
users,
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* microwork,
 social funding of projects (crowdfunding),
» analysis and selection of the best solutions from the presented proposals.

Underlying the assumption of the theory of crowd wisdom lies the conviction that collective
problem solving by a group of people provides better results than the creativity of individuals.
According to J. Surowiecki (2010), the source of “crowd” advantage is not reaching consensus,
but aggregating ideas of individual participants in a given group by using their proactivity, cre-
ativity and independence.

An attempt to define crowdsourcing was made by E. Estelle-Arolas and F. Gonzalez-Ladron
de Guevara (2012), based on the analysis of more than 40 propositions of definitions available
in the literature. The authors identified this phenomenon as a kind of participatory Internet activity
in which an individual, an institution, a nonprofit organization or an enterprise issued an open
invitation and a voluntary take on a specific task to a group of people. Satisfaction of the per-
son performing the task can be typically economic (financial), social (recognition), individual
(self-esteem, development of skills). In turn, the person who orders the task gets the solution
to the problem (Adamska-Mieruszewska & Mrzygtod, 2012).

It is also interesting to propose a broad and narrow definition of crowdsourcing, as done
by M. Kowalska (2015). Broadly speaking, crowdsourcing means any activity involving any
type of knowledge, skill or financial resources of a broadly engaged crowd (whether paid or free)
specified in an open invitation by a private individual, an organization, an NGO or an enterprise.
Crowdsourcing, in the narrow sense, means the activity of heterogeneous virtual communities,
involving their knowledge, skills or assets to carry out certain activities commissioned in the form
of an open invitation on the Internet.

4. Innovations in the fashion industry

The fashion industry, as well as the textile industry, have undergone enormous changes in re-
cent years. These are compared to the breakthrough that occurred after the World War 11 (Rudny,
2015).

Contemporary fashion is not limited to the social or cultural but also the functional aspects.
Increasingly, modern lifestyle is associated with the widespread access to clothing, footwear and
accessories. As a result, in recent years, the system called fast fashion has grown. Its key feature
is to provide to the market a wide variety of articles, as well as ones with limited availability.
Clothing companies operating in this segment do not limit their collections to two seasons (spring/
summer and fall/winter), offering collections for sub-seasons in return, to match their schedule
to suit customer needs (Sempruch-Krzeminska, 2014).

The production cycle in the fast fashion industry is based mainly on modern systems of pro-
duction and distribution. For example, such a system is a solution offered by Siemiens Software
PLM that allows the customer to manage the life cycle of products manufactured by the fashion
industry (Siemens, 2011). In addition, the business model in the industry requires innovative
solutions that will allow fashion brands not only to reach potential customers but also to interact
with them and build relationships.

New technologies are conducive to acquiring those customers who have concerns about
the purchases made over the Internet. For this group, the application fits.me may be helpful. Such
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a solution allows one to find out whether given clothing items will fit the potential customer without
leaving home (Rudny, 2015). In turn, the Asap24 application is an example of a search engine
to identify the elements of the styling in different people. One simply take a a picture of clothes
and uploads them to the application. The answer will be a list with similar articles along with
a list of their prices. A profiled solution is Stylect, which contains a list of more than 50 thousand
pairs of shoes in various styles. This solution allows the customer to get acquainted with the offer
of skateboarding brands, as well as to make purchases (Jemerced, 2014).

It is worth noting that the fashion industry has been recognized and awarded by the National
Research and Development Center (NCBR). In 2016, INNOTEXTILE contest was launched
with a budget of 60 million PLN. The program included such research areas as personalization
of clothing design, individualization of textile design and custom made production. In its premise,
the contest was primarily aimed at carrying out research and development work on the imple-
mentation of innovative solutions in the textile industry?. In the justification of the competition,
it was emphasized that Polish textile companies have all the potential to promote internalization
in foreign markets. A key facilitation for the implementation of these activities should be inno-
vative technologies.

The modern consumer browsing listings on the Internet has more and more choice. This is es-
pecially true of clothing. In popular opinion, there is a view that in the cited case, the increase
in the quantity of available products is associated both with a variety of designs or styles. What
is more, within a single model, various colors are offered to purchasers (Szymkowiak, 2014).
However, you must agree with the view that, for the contemporary customer, a tailor-made offer
has greater value than one with a wide selection of options (Grzesiuk, 2014). A solution that can
highlight a purchasing decision as well as determine its uniqueness, is personalization. Its primary
purpose is to make the customer feel that the offer is directed to him or her alone (Szwarc, 2010).
It is worth noting that this concept is not a new category, but it undoubtedly takes on a particular
meaning in the fashion industry. Personalization allows consumers to create unique products tai-
lored to their preferences, as well as on the background of mass articles available in commercial
networks.

An innovative solution available for the representatives of the fashion industry is the Demish
tool. The product enables designers and apparel companies offering customers to personalize their
offered articles at their own corporate websites or via a Facebook application. In this way, custom-
ers can create clothes or accessories that best fit to them and reflect their style (http://www.offer.
demish.com/pl/#, 6.04.2017). A featured example should be considered as a solution for product
development in accordance with the expectations of their potential users.

Innovative activity in the fashion industry still remains crowdsourcing, which allows one to keep
an open dialogue with consumers in order to improve products or to adapt them to the needs of po-
tential users (Our Top..., 2012). A broader view on crowdsourcing shows that there are different
varieties in the Polish fashion industry, which largely derive from the adopted business model.

2 More information on: http://www.ncbr.gov.pl/fundusze-europejskie/poir/konkursy/konkurs112-2016in-

notextile.
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5. Crowdsourcing in the fashion industry — case studies

Handbags by Zuzia Gérska — “made to measure”

Zuzia Gorska’s workshop is a small manufacture in the village of Odrzykon in the Podkarpackie
Province in eastern Poland. Its main activity is based on designing and sewing of bags, purses,
clutches and accessories (m.in. toilet bags, pencil cases, bracelets, cases). The largest selection
of products is available in the category of handbags. All products are made of natural leather and
fabrics. Each of the purchased articles can be personalized by selecting the outer color, lining
and embroidery.

The primary source for information about the workshop is a website (https://zuziagorska.pl/),
as well as a profile on Facebook. What is important, according to owner, the only and effec-
tive marketing activities carried out by the company are taking place in the social network.
The profile features mainly photo articles, as well as information about promotions and dis-
counts (Wawrzyczek, 2013). After reading the information on the website it can be stated that
the owner is very passionate about her work and she is trying to treat her potential customers
very personally.

Delivery time is 25 business days. Such a long time of order realization should be justified
in that each article is created individually at the customer’s request. Most models available
are available in a completely different colors than those shown in the pictures. On request,
the color of the surface, type of material, leather and lining pattern may be changed. The intention
of the workshop owner is to create unique handbags as well as to match the preferences of their
users. Consequently, any personalized embroidery in the form of initials, inscription or simple
graphics can be ordered for free. The manufacturer can place the embroidery anywhere on the ar-
ticle as well as in any color.

Wislaki — the first fashion crowdfunding in Poland

The Wistaki brand was the first fashion brand in Poland which was created thanks to crowd-
funding. Its foundation has supported 145 individuals and media support was provided by more
than 40 editors including Newsweek, Forbes, Glamour and more. The raised funds allowed
to implement the project of establishing the Wistaki brand. In December 2014, the first col-
lection of clothes was created. The collection included clothing for children and adults as well
as accessories. The protagonists of the collection, presented in the form of copyrighted works,
are protected animals of the Vistula banks, including the cormorant, the white-tailed eagle and
the beaver. The brand’s mission is to promote eco-conscious fashion and environmental education.
What is important, 5 zt from the sale of each clothing item is transferred to the National Society
for the Protection of Birds as a support for the protected species. The clothing can be purchased
in the online store® and during fashion fairs (e.g. Slow Fashion). Wistaki are also present abroad
— in the offer of stationary and internet stores in Belgium, Germany, Denmark, the Netherlands
and Switzerland and the UK.

The brand carries out marketing communications primarily through social networking sites and,
in particular, Facebook and Instagram. On the affiliate Facebook page of the brand — in addition
to promotional entries — photos of fans in the exclusive clothing can be found.

®  More information on: http://wislaki.com/strona/wislaki.
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Risk made in Warsaw

The Risk made in Warsaw brand was established in 2011 in Warsaw. The founders, Antonina
Samecka and Klara Kowtun, design their own collections and organize the production of clothes.
The clothes are sewn in Poland and the materials used are made to order by the two designers.
Currently, Risk made in Warsaw offers women’s, men’s and children’s collections. The company
started selling from Internet commerce through their website and fashion websites, and now also
has one stationary store in Warsaw. Risk made in Warsaw clothing is also available in boutiques
throughout Poland and abroad: both online and at stationary stores in Finland, Germany, Swit-
zerland and Italy.

Figure 1. Publication on the affiliate page of the Risk made in Warsaw brand

.E")‘F‘j RISK made in warsaw with Alicja Adamska.
=P, April 21 at 6:00am - €

Nasz ostatnio ukochany projekt powstat wiasciwie na facebookowe
zyczenie. Bo najpierw byta prosba "o Rzymskie Wakacje do biura" - i tak
powstata Ciao Bella. A potem "skoro to taki vintage fason, to moze by tak
w retro rézu?" @
https://www.riskmadeinwarsaw.com/t/wh.../wy-mowicie-my-szyjemy - tu
jeszcze wiecej rzeczy z cyklu "Wy méwicie - my szyjemy" .

Source: retrieved on 24/04/2017, from: https://www.facebook.com/riskmadeinwarsaw/.

Marketing communications the brand is dominated by openness to dialogue with consum-
ers, according to the motto “You say-we sew”. The customers have an influence on which
models are present in the permanent brand collection. Risk made in Warsaw has active ac-
counts on social networking sites (Facebook, Instagram) and the brand’s affiliate page com-
municates with customers. The publications of the Internet users are dominated by requests
for the restoration of a selected model, changing its shape or incorporating new colors into
the offer. It should be emphasized that the brand meets the customer’s wishes and is open
to their suggestions. An example is the idea by one of the online customers — the “Ciao Bella”
dress model (Fig.1).

6. Conclusion

In conclusion, it should be emphasized that crowdsourcing allows companies not only to build
relationships with their customers but to use their knowledge to improve their own products
or create new solutions. This is particularly true of the fashion industry, which is constantly
looking for inspiration, and increasingly focuses on products tailored to the needs of their po-
tential users.

The examples selected for the discussion show the different varieties of crowdsourcing. Each
of them is part of a wider apprpach to the analyzed concept. Zuzanna Gérska is trying to personalize
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her products, so she invites her customers to comment on how to adapt her purses to their needs.
The Wistaki project, on the other hand, is an example of the first initiative in the country, which
was created within the framework of crowdfunding. The founders of the Risk made in Warsaw
project sew clothes for customers’ orders and to a large extent use their knowledge in creating
new collections.

On the subject of discussion, it can be concluded that Polish fashion representatives are trying
to build their business models using crowdsourcing. This concept may not always be the guiding
theme of all business decisions. However, the analysis of selected examples proves that crowd-
sourcing is applicable in the national fashion industry.
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Anna Krakowiak-Bal, Pawet tukasik, Bogusz Mikufa,
Janusz Niezgoda, Urszula Ziemianczyk

1. Introduction

The concept of sustainable development presupposes striving to meet economic and social needs
while at the same time caring for the environment. The Europe 2020 strategy, which is a comprehen-
sive economic policy agenda, is based on three priorities: smart, sustainable and inclusive growth
(Carayannis & Rakhmatullin, 2014; European Commission Europe 2020). Under the post-industrial
economy, the development mechanism is based on the creation, exchange and use of information
and knowledge, the use of advanced technology, innovation and creativity (Ziemianczyk et al.,
2013). Therefore knowledge management is a tool supporting development activities.

Knowledge and knowledge management are the factors that determine innovation capacity
of an enterprise (Krsti¢ & Petrovi¢, 2012). Moreover, innovation is an idea, which can stimulate
knowledge creation through knowledge exchange to facilitate “learning and unlearning” within
innovation system (Casaramona et al., 2015; Lockett & Johnston, 2008). Knowledge management
is a concept developed in order to increase the competitiveness of business entities. Knowledge
management is a tool for making better use of available knowledge resources and for eliminating
knowledge gaps through the absorption of knowledge and its creation, and this inter alia leads
to the development of the organization’s functioning, improves economic performance, reduces risk,
develops relationships with the environs, acquires innovative organizational solutions and product
innovations. The scope of applying knowledge management in companies aroused interest in this con-
cept beyond business activity. For example, determining the potential use of knowledge management

1 The research is a part of the project “Knowledge management in the process of building competitiveness
and innovation of rural areas according to the rules of sustainable development — empirical verification
on an example of the Malopolska voivodeship”, financed by the National Science Centre under Decision
No DEC-2011/01/D/HS4/05909.
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within the rural development framework in Poland. The first results of the research are inter alia
shown in studies conducted by A. Krakowiak-Bal and U. Ziemianczyk (2016), in which knowledge
transfer in 25 selected communitieswas analysed and the sources of knowledge used by the entities
involved in rural development were studied (Ziemianczyk & Krakowiak-Bal, 2017). Knowledge
management involves executing management functions oriented on the resources of the organization,
the processes involving knowledge and conditions of their course. As part of knowledge management,
it is important, among other things, to properly plan, organize and control the course of core processes
involving knowledge within the organizational system and between the system and its environs.

The aim of this article is to present the research results and conclusions regarding the scope
of implementation of selected processes involving knowledge (operational tasks of knowledge
management) executed within the rural development framework. Attention was paid to the pro-
cesses of identification, transfer (acquisition, disclosure, dissemination and sharing of knowledge),
collection, creation and application of knowledge.

2. Characteristics of research subject and research hypotheses

The rural development framework is a compound of interrelated institutions executing rural
development tasks in a way that enablesto achieve economic, social, production and ecological
goals. The study covered the following institutions: MARD (MRiRW) — Ministry of Agriculture
and Rural Development, ARMA (ARiIMR) — Agency for Restructuring and Modernization of Agri-
culture, AMA (ARR) — Agricultural Market Agency, AAC (CDR) — Agricultural Advisory Centre,
LAG (LGD) — Local Action Groups, AAC (MODR) — Agricultural Advisory Centre in Matopolska
Region, LAACs (ODR) — Local Agricultural Advisory Centres, District Offices (POW), MO (UG)
— Municipal Offices, UMWM — Marshal’s Office of the Malopolska Region, University of Agri-
culture (UR). These institutions are key elements of the rural development framework in Poland.

It is assumed that the knowledge management system is a compound of rules, methods,
resources, information sets, people and networks, their interrelations which allows to adopt and
implement knowledge management strategies and tasks to achieve organizational goals (Mikuta
2011). The processes (Mikuta, 2011) were the subject of the study:

1. Identifying knowledge that is the localization of knowledge inside and outside the organization.

2. Knowledge transfer which consists of the following processes:

» acquisition of knowledge — gaining knowledge from various resources (internal and ex-
ternal),

» knowledge disclosure — a reverse process to knowledge acquisition that is knowledge
transfer aimed at specific people,

» dissemination of knowledge — a developed form of knowledge disclosure aimed at creating

a publicly accessible resource from a given knowledge domain,

* knowledge sharing — mutual knowledge transfer in the communication process,

* collection of knowledge — systematic collection of knowledge in codified and (or) well-es-
tablished form.

Creation of knowledge — the process of creating new knowledge.

4. Knowledge application — this is the use of knowledge. Creating visions and concepts of the or-
ganization, creating products and services as well as technology and its application, solving
daily problems and executing current tasks are the main areas where knowledge is applied.

w
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It was assumed that despite the lack of official findings in knowledge management in the in-

stitutions in question and the lack of knowledge management system under the rural development
framework, knowledge management occurred and knowledge processes were executed, but both
of these elements might have been incognisant to the employees.

1.

e A i

=

The following research questions were acknowledged:

What are the primary sources in which employees seek knowledge to carry out rural devel-
opment tasks?

Where do the institutions of the rural development framework acquire the knowledge necessary
to perform the tasks?

What are the basic impediments in acquiring the knowledge needed to perform the tasks?
What are the most commonly used methods of knowledge disclosure?

What are the most common methods of knowledge dissemination?

What are the most common ways of collection of knowledge?

Which processes most often result in creation of new knowledge?

What influences employees’ behaviour during execution of tasks?

The following hypotheses were proposed:

Knowledge which enables employees to accomplish tasks is most often sought on the Internet.
Legal acts are the most common source of knowledge necessary to execute tasks in the area
of rural development.

The main impediment in the process of acquiring knowledge indispensable to accomplish
tasks are the recurrent changes in legislation.

Phone calls and electronic mails (e-mails) are the basic means of knowledge disclosure with
others.

Web sites development is the most common method of knowledge dissemination.
Knowledge is mostly gathered in a codified form in electronic documents.

New knowledge is most often created while executing projects connected with the development
of rural areas and creating conditions for the development.

Knowledge is the basic factor that drives employees during execution of tasks.

The survey in electronic form was adopted as the research method. 168 representatives

of the institutions in question participated in the study (Fig. 1).

Figure 1. The structure of respondents participating in the survey
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Source: own study.
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3. The research results

In order to answer the first research question, an attempt was made to determine the rudi-
mentary knowledge sources that employees use to perform assigned tasks. The results are shown
on Figure 2.

As the results of the study illustrate, 63% of respondents indicated that documents in their
own institutions were the most commonly used source of knowledge. Frequent (54%) use of gov-
ernment websites is also noteworthy. This may prove that they were more and more valuable
source of knowledge in the form of information on websites, data in databases, documents from
document databases, etc.

Figure 2. The most frequently used source of information indispensable to complete the tasks (%)

documents in own institution

the websites of government institutions

other webpages found through search engines on
the Internet

the right people in own institution

the right people in other institutions

websites of non-governmental organizations

newsletters issued by other institutions

Source: own study.

Search engines were the third most commonly used way of finding knowledge which probably
resulted from the need to identify the organizations’ websites where necessary materials were
disclosed. It is worth noting that both the government institutions and other organizations’ web-
sites were the most commonly used source of knowledge. The bewildering fact is that amongst
often used sources, people in the same institution or in the environs came only fourth and less
than a half (44%) respondents resorted to such methods.

Similarly, in the case of acquiring information from people from other institutions, only 39%
of respondents often used such information source. Newsletters were the least frequently used
source of knowledge.

Knowledge acquisition can take place from different sources and using different methods.
Figure 3 shows the sources that were considered in the study.

Nowadays, acquiring knowledge requires the use of multifarious sources. Some of them are
used frequently, others intermittently.
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Figure 3. Important sources of knowledge acquisition (%)

Acts and Regulations

Personal knowledge and experience
Website of the Marshal's Office

Ministries websites

Persons in own institution

External training

Specialized/professional press

Databases/IT systems

In-house training

Service recipients, subordinate area residents
Conferences, Fairs

State advisory organizations (AAC, LAAC)
Personal studies and development
Universities

Social advisory organizations (NGOs)

Source: own study.

In investigated institutions in order to acquire knowledge the following sources were often
used: acts and regulations (70%), personal knowledge and experience — personalised knowledge
(68%), Marshal Office websites and telephone contacts (57%), ministries websites including
the Ministry of Agriculture and Rural Development ones and telephone contacts (52%), employ-
ees of the same institution (34%).This shows that in the aforementioned institutions knowledge
was obtained mainly from the zop that is from superior institutions and from legal acts. A crucial
role was also played by a kind of retrospection which enabledto gain knowledge from experi-
ence. The results of research and development studies carried out in the institutions in question,
universities, commercial companies, residents of villages, non-governmental organizations were
undervalued sources of knowledge during the process of knowledge acquisition and were rela-
tively seldom exploited.

Acquiring knowledge was also related to various problems that are indicated in the Figure 4.

Most respondents indicated that the basic problem of the knowledge acquisition process
were recurrent changes in legislation (78% responses in total). Another problems were: the lack
of the competent persons (77%) and information chaos (72%). Apart from this, the outdated infor-
mation on websites (75%) and impeded access to the Internet (61%) were indicated, however such
problems should not have occurred in the type of institutions in question. The limited knowledge
sources (only 18%) were identified as the least frequent problem.



340 A. Krakowiak-Bal, P. Lukasik, B. Mikuta, J. Niezgoda, U. Ziemianczyk

Figure 4. Knowledge acquisition problems (%)
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Source: own study.

The other side of knowledge transfer is its disclosure. The scope of using various knowledge
transfer methods in this area is presented in Figure 5.

Of the knowledge disclosure tools presented in Figure 5 (including knowledge sharing methods),
most of the surveyed entities benefited to a limited extent from seminars and conferences. The use
of the remaining tools ranged from 61 to 76%. Among these, meetings and individual consulta-
tions (76%), emails (74%) and telephone conversations (73%) were often applied. It indicates,
that personal contacts are important in the process of knowledge disclosure. In the group of used
methods, there were also gatherings (67%), traditional mails (65%), and workshops (61%).

Another process of knowledge transfer is the dissemination of knowledge in the environs. The use
of knowledge dissemination tools (including knowledge sharing) as a percentage is shown in Figure 6.

Figure 5.The scope of the use of knowledge disclosure methods (including knowledge sharing) (%)
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Source: own study.
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Figure 6. The methods of knowledge dissemination (including knowledge sharing) (%)
Websites

Direct meetings with people/residents
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Source: own study.

The collective use of particular methods of dissemination of knowledge pointed to the great
activity of entities in this field. Over 70% of the studied institutions exploited websites and direct
meetings with residents. While the first method seems quite obvious, the frequent use of meetings
with residents in order to disseminate knowledge is a remarkable phenomenon and proves large
social capital of the investigated institutions. Articles in journals (65%), nationwide conferences
(53%), book publications (44%) were knowledge dissemination methods used by a minority
of the studied institutions.

In order for knowledge to be communicated and disseminated it must primarily be collected.
Knowledge collection is also essential for creation of new knowledge resources, e.g. by pooling
existing resources. The use of different forms of collected knowledge in the studied institutions
is shown in Figure 7. As it can be seen from the collected data, the most common way of knowledge
collection was saving documents in electronic form on computer disks. Some of them were undoubt-
edly databased. On the other hand, traditional methods of knowledge collection in the form of notes
(atotal of 72%) and printouts as well as copies of documents (74% respondents) were also applied.

Figure 7. The scope of use of various forms of collection of knowledge (%)
Electronic documents
Printouts, copies of documents
Handwritten notes
Own database

Scientific publications, library collections

50 60 70 80

Source: own study.
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Figure 8. The processes that create new knowledge for rural development
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The execution of knowledge creation activities in the investigated institutions is presented
in Figure 8.

New knowledge created in studied institutions was most often localized in projects that created
conditions for rural development and, albeit slightly less frequently, projects directly supporting
this development. Creation of new knowledge while writing articles and books was much less
frequent not to mention instructions and bylaws for residents of subordinate area which appeared
to be rare.

Figure 9. Factors determining the performance of tasks in practice (%)
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In total, while performing tasks, the employees of the institutions in question most often were
driven by work ethics and substantive knowledge (76%), followed by experience which was
mentioned by 75% of the respondents, then procedures (73%) and intuition (70%) (Fig. 9).
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4. Research conclusions

As for the first research question, it was hypothesized that employees performing the tasks
would look for the necessary knowledge mostly on the Internet. This hypothesis was positively
verified. The study, however, highlights the fact that the places where the required knowledge
sources were sought, were scattered and that there was no systematic approach in this area. News-
letters seemed to be a kind of assistance to workers, but it is evident that their effectiveness was
limited since they were rarely exploited.

The second research question was: “Where do the institutions of the rural development frame-
work acquire the knowledge necessary to accomplish tasks?”. Here, as expected and hypothesized,
it was confirmed that these were legal acts. In Polish conditions (that is the bureaucratization
of the system) it should be considered as a healthy situation.

While searching for reasons for impediment in the acquisition of the knowledge needed to carry
out tasks within the rural development framework, it was found that the primary barrier were
the recurrent changes in legislation. This positively verified the hypothesis and came as no surprise
due to the fact that in Poland recurrent change in legislation applies to other areas of social and
economic activity making a serious impediment to the entities in the implementation of tasks and
development activities.

The next hypothesis referred to knowledge disclosure and knowledge sharing and was as fol-
lows: “Phone calls and electronic mails (e-mails) are the basic methods used to share knowledge
with others (people, institutions)”. It was also positively verified. It is worthwhile, however, that
face-to-face contacts took place and knowledge sharing was very common during direct inter-
personal communication in the investigated institutions.

Regarding the research question related to the knowledge dissemination methods, the hypothesis
proposed that the transfer of knowledge was most often accomplished via websites. It was posi-
tively verified. A widely used method of knowledge transfer were direct meetings with residents
which is a great asset. It fosters interactions and knowledge sharing.

As for the ways of knowledge collection, the hypothesis proposed that knowledge was
mostly collected in a codified form in electronic documents. It was positively verified, but
substantial part of knowledge was collected in a traditional way (printouts and copies of doc-
uments, notes). It is difficult to infer whether the methods were a remnant of former methods
of knowledge collection or whether they were the result of low level of computerization of work,
or whether they resulted from the fear of losing electronic documents, e.g. due to computer
breakdowns.

As part of the penultimate research question, the hypothesis that the new knowledge was most
often created when executing projects related to rural development and creating conditions for
the development was confirmed. This came as no surprise, as the remaining processes considered,
which should trigger knowledge creation, were much less frequent in the examined institutions.

The last research question was truly fascinating, because it dealt with factors that influenced
employees’ behaviour during execution of tasks. The hypothesis put forward, as recommended
by literature, was: “Knowledge is the primary drive during the execution of tasks”. That should
be the case anyway. It can be assumed that the hypothesis was positively verified (this was
also verified by responses relating to experience which is a component of knowledge, too), but
the results of the study showed that work ethic, procedures, common sense and intuition played
a significant role, too. One can therefore formulate another research question: ‘Should fixed
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procedures, in practice, be a significant factor conditioning the action or should action be adjusted
to the situation?’.

It is beneficial, however, that work ethics and common sense were taken into account and that
these factors were so strongly emphasised by respondents.

5. Conclusion

All hypotheses were positively verified. The way they were formulated was based on critical
thinking and experience of the research team. The lack of systematization of knowledge manage-
ment system and its solutions concerning methods of implementing basic knowledge processes
is evident. The knowledge management system is dispersed and practically it does not have
supported in the tasks’ realization by dedicated IT tools designed to handle knowledge-driven
processes. This is proved by responses related to knowledge acquisition from IT systems data-
bases. The frequency of their use is low. This may indicate either a low level of their functionality
or a high degree of specialization. Knowledge management system practitioners use the most
commonly available online sources of knowledge (for example, acts published in Public Information
Bulletins). It should therefore be concluded that there is much to do in this regard, which would
certainly help to better execute tasks and make better use of the large amounts of EU funding for
sustainable development of the country and for rural development.

Respondents significantly highlighted the problem of co-workers’ incompetence. This incompe-
tence, on the one hand, results probably from the term of office of the authorities in the institutions
managed by the local governments and on the other, from prevalence of occurrenceand tolerance
of pathology in the management of human resources in Poland. This is indicated by a wide range
of empirical studies (see: Janowska, 2011; Mikuta, 2014). The studies showed that inappropriate
employee selection was quite common. Therefore, lack of knowledge about the possibilities of using
computer technology while performing tasks and hiring incompetent employees, grateful for
employment and being compliant and obedient to superiors are quite common phenomena.

In conclusion, it should be noted that the knowledge management system functioning in rural
development requires in-depth research followed by a comprehensive approach in its redesign
and adaptation to existing conditions.
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Chapter 3 4

Knowledge Sharing in Organizations Supporting
Rural Development — Research Results!

Anna Pietruszka-Ortyl, Urszula Ziemianczyk,
Anna Krakowiak-Bal, Bogusz Mikuta

1. Introduction

The most significant increase in interest in the knowledge management concept took place
in the 1990s. So far the development of this idea has extendedinto several stages — most often
three generations of knowledge management are identified. The current third generation
of knowledge management focuses on knowledge for the future and involves the democrati-
zation of knowledge while at the same time considering the distribution of knowledge which
allows for evolutionary development. It is based on creation of common contexts, and inter-
dependence, context, content and level of abstraction are the key to knowledge sharing (Fic,
2012, pp. 371-383). From the perspective of the organization, some of the most advantageous
knowledge management strategies, leaving the conditions of their implementation aside, are
those based on the creation of new knowledge and its transfer.The use of these strategies
is only possible if open-minded individuals who work for an organization are willing to share
knowledge with other employees and the organization or when a company engages in cooper-
ative learning in order to share knowledge at an inter-organizational level.Hence, nowadays
organizations seeking to enter the position of knowledge-based enterprises are making efforts
to analyse and diagnose the factors that influence openness in knowledge sharing at each and
every level.

The aim of the article is to present and interpret research results on knowledge sharing solutions
and knowledge recipients in organizations supporting rural development. The data was obtained
through questionnaires using CAWI (computer assisted interview with the use of the web).

1 The researchis part of the “Knowledge management in the process of building competitiveness and
innovation of rural areas according to the rules of sustainable development — empirical verification based
on the example of the Matopolskie Voivodship” project. The project was financed by the National Science
Centre under Decision No DEC-2011/01/D/HS4/05909.
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The questionnaire referred to knowledge management tasks and was addressed to 168 persons

working in institutions supporting rural development in the Malopolskie Voivodship.
The following research hypotheses were put forward:

1. the type of organization determines the target audience/recipients of the knowledge of the or-
ganization,

2. different actors supporting rural development share knowledge resources with each other,

3. knowledge sharing is a frequent process within entities (organizations), regardless of the type
of institution,

4. face-to-face meetings are the most commonly used knowledge sharing tool,

5. lack of a knowledge sharing system is evident in the analysed entities.

2. Theoretical foundations of knowledge sharing

The importance of knowledge sharing is significant — tacit knowledge sharing is the initial phase
of the ideal organizational model of knowledge creation according to I. Nonaki and H. Takeuchi
(2000, pp. 110-116). Knowledge transfer and sharing are perceived as the most crucial activities
in the knowledge management cycle proposed by Walczak (2009, p. 5). Knowledge sharing based
on retrieving and finding and then communicating and explaining the knowledge possessed by in-
dividual members of a community functioning within the social community is also the first stage
in the cycle of creation of knowledge of community according to M. Kodama (2009, pp. 236-237).

In a very narrow sense, knowledge sharing is reduced to transmitting/communicating infor-
mation. However, this process should be perceived as much more complex, since its essence
is the transmission of ideas and common understanding of information. Hence, the precise
term for knowledge sharing is internalisation of knowledge at the recipient level or re-creation
of knowledge (on the sender side) (Fazlagic, 2011, p. 8).

E.Z. Taylor and U.S. Murthy (2009, p. 154) define knowledge sharing as a process that leads
individuals through thinking or using their own knowledge to help others transform their own
knowledge resources to solve problems that arise from specific circumstances.

Knowledge sharing?, then, is a process that is based on the mutual transfer of personalized
overt and tacit knowledge. It can take place through a process of communication or through mutual
cooperation via direct contact through a dialogue or observation or cooperation resulting in shared
experiences. The essence of knowledge sharing in an organization is a process that is at least two-
sided, in which individuals exchange their knowledge and at the same time create new knowledge.
This is a necessary process in transforming individual knowledge into organizational knowledge
(Kozuch & Lenart-Gansiniec, 2016, p. 306).

It is also worth stressing that knowledge sharing is by nature a voluntary and often spontaneous
process that is difficult to be included in job descriptions and to be appropriately rewarded due to its
intangible and immeasurable character. This is the result of individual interdependencies between
individuals, at a keystone of which are mutual congruence, personality and competence match as well
as task match, and the individuals relationships with organizations that are influenced by the degree
of involvement in the enterprise and the extent of participation in decision-making (Lin, 2007, p. 458).

2 A detailed review of the definition of knowledge sharing is presented by Rudawska (2013).
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As a consequence, controlled knowledge-sharing, being under the influence of business man-
agers, can only take place at the organizational level. At an individual and team level, knowledge
sharing should only be considered in shaping the right context for communication openness.

The implementation of the knowledge sharing process at an individual level is connected
to the exchange of knowledge through personal contacts and in terms of functioning in the social
network, which is perceived as the basic plane of knowledge circulation. The biggest challenge
in this process is building trust and relationships between parties of the process (Dohn, 2016, p. 84).

To conclude, the following factors determine the tendency to share knowledge, both in the in-
dividual, team and organizational sense (Fazlagic, 2011, pp. 8-9):

* network membership — entities that are members of network, supply chains, business organi-
zations and associations are more likely to share their knowledge within their own community
than non-affiliated entities,

» physical distance between entities — contacts between companies and employees are more
intense if they are closely located,

* institutional similarity — companies that are organized in a similar way are more likely to share
knowledge,

» similarity of knowledge resources — if the sender and receiver have similar knowledge its
exchange is facilitated,

 relational similarity — people and companies with similar biographies/histories are more likely
to share knowledge.

Determinants of knowledge sharing efficiency can be analysed in more detail at employee and
organizational levels. Then, from the employee level, motivational factors based on the integration
of the individual with the objectives of the organization and the behavioural factors based on good
will and altruism are identified.

From the level of organisation, structural (directly related to the structure of the organization),
cultural(as a derivative of the knowledge-sharing culture), communication, technological and
management factors are considered (see: Kozuch & Lenart-Gansiniec, 2016, pp. 310-311).

As a result of launching knowledge-sharing factorsappropriate for organizational context,
the company gains tangible results in the form of (Rudawska, 2016, pp. 99-100):

» ahigher level of dissemination of knowledge,

» greater common knowledge leading to a similar understanding of reality, which stimulates
cooperation by providing the basis for innovative solutions,

e mutual learning,

» improved cooperation between departments,

» development of existing knowledge resources,

» keeping employees in the organization.

3. Knowledge recipients in rural areas

To identify and specify rural knowledge recipients, the relevant question was addressed to those
involved in the development of these areas. The structure of the investigated entities that identified
the recipients of knowledge of their institution is presented in Figure 1. Representatives of local
government units that is the municipal offices and the Marshal’s Office comprised the largest group
of respondents. Employees of the Agricultural Market Agency, the Agency for Restructuring and
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Modernization of Agriculture, the Ministry of Rural Development and Agriculture, Agricultural
Advisory Centres were the representatives of government institutions. Employees of the Local
Action Groups, actively involved in rural development, were the representatives of non-govern-
mental organizations. County governors and universities comprised the group of others.

Figure 1. Structure of the analysed entities (institutions and organizations)
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Source: own study.

The structure of the investigated units determines to a large extent the type of knowledge
recipients made available by these units.

Figure 2. Recipients of the knowledge resources of the analysed entities
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Source: own study.

Residents (65% of respondents indicated them as the main recipients of their knowledge), entre-
preneurs (29%), other governmental and local institutions (42%), farmers (25%) and co-workersof
the same organization (19%) comprised the main groups of recipients to which knowledge re-
sources were addressed (Fig. 2).

On the other hand, when analysing the recipients of knowledge, according to the types of the sub-
jects examined, a considerable variation was observed. Governmental institutions shared their
knowledge mainly with farmers. Residents acquired knowledge from both local government units
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and NGOs. This is related to the basic tasks of these institutions which are primarily concerned
with the needs of the local community.

Figure 3. Recipients of knowledge according to different types of subjects
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It can also be observed that various types of institutions are reciprocal to their knowledge
resources. This demonstrates the cooperation of these institutions, knowledge transfer between
them and justifies the possibility of building a knowledge management system among institutions
involved in rural development.

It was also found that in the local government units and non-governmental organizations,
the recipients of knowledge of these institutions are also employees of these institutions.

4. Tasks in the knowledge management processes and
knowledge sharing in practice in the investigated organizations

Knowledge management processes can be analysed at an inter-organizational, organizational,
team and single post level. Table 1 presents data of respondents’ activities related to the different
knowledgesharing processes. The respondentswere employees of rural development support units.

Table 1. Actions carried out at a given post as part of knowledge management processes

Activity Yes | No | Hard to say
1. Location of information, search for knowledge 73| 0 27
Finding solutions, creating new knowledge 67 | 2 31
Downloading files, documents, information, knowledge; holding
conversations to gain the required knowledge 7410 26
4. Disclosing knowledge to people concerned via conversations, trainings,
consultations, etc. (the recipient is known) 69 | 2 29
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5. Wide promotion, dissemination of knowledge through publications,
articles, web pages, etc. (recipient is unknown) 60 | 11 29

6. Collaboration based on close contact with another person (other people)
and conscious sharing of knowledge resulting from experience (mostly

in conversations) 70 | 2 28
7. Collection, selection, saving, printing, updating the acquired knowledge | 72 | 0 28
8. Use of knowledge resources to accomplish tasks required by the job 70 | 2 28

Source: own study.

It can be concluded from the data presented in Table 1 that most of the people employed in rural
development organizations primarily acquired knowledge in their daily work by downloading
files, documents, information and knowledge (74%), by locating information and searching for
knowledge (73%), by handling collection, selection, recording and updating knowledge (72%),
by cooperating with other people and sharing knowledge resulting from their own experience
(70%), by using knowledge resources to perform tasks assigned to them (70%), by disclosing
knowledge to interested people through conversations, trainings, consultations (69%), by find-
ing solutions and creating new knowledge (67%) and by widely propagating and disseminating
knowledge through publications, articles and web sites (60%).

Due to the awareness of positive effects of knowledge sharing in the organization, the research
conducted on the implementation of the concept of knowledge management in the subjects
supporting rural development also focused on the analysis and diagnosis of internal knowledge
sharing systems in the investigated entities.

Only 38% of respondents identified an internal knowledge sharing system. Some respondents
explicitly emphasized that existing knowledge sharing mechanisms couldhardly be called a system,
but noted that specific practices existed and if in place they were widely utilized.

Both the level of individual knowledge sharing between individual employees and the meso
level of knowledge sharing between the employee and the organization were identified. At the in-
dividual level, the following forms of knowledge sharing wererecognised:

» cyclic (weekly, monthly, quarterly) meetings of employees to share information and experiences

(73% of indications),
 substantive support of experienced staff to newly appointed employees (34.5%),

» permanent, ongoing exchange of information and mutual support in the atmosphere of coop-
eration and mutual trust (18% of indications),

» team consultations in case of emergency assignments (7.5% of indications).
As part of the knowledge sharing employee-organization setup, the respondents listed:

» employees contacts as part of cooperation between institutions(9% of indications),

* in-house trainings (7.5% of indications),

 reporting on the trainings and forwarding materials to organizations and to other workers who

did not take part in them (6%).

The following knowledge sharing tools were identified as a result of the analysis of respond-
ents’ replies: conversations at workplace (91% of indications), e-mails (7.5%), intranet (1.5%),
e-learning platform (3%) and broadcasts in local media (1.5% of indications). It was noted that
knowledge sharing was often informal — respondents more often indicated substantive support
than internal training. Tacit knowledge sharing seem to be more valuable and stimulating. Clearly,
however, the need for greater use of IT sharing support is evident.
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5. Research conclusions

The presented research results allowed for positive verification of the research hypotheses.

In essence, the type of organization (i.e. governmental, local government, non-governmental
organization) determines the target audience of knowledge of the organization. This is largely due
to the tasks assigned to these entities and allows for avoiding the duplication of activities of these
entities. Governmental organizations, due to the implementation of agricultural assistance programs,
share knowledge especially with farmers. In turn, local government and non-governmental units
share their knowledge mainly with residents and entrepreneurs.

The next positively verified hypothesis was the occurrence of knowledge transfer between
different types of the analysed entities. There is a horizontal and vertical flow of knowledge
between subjects.They share knowledge with each other. Governmental units share knowledge
with local governments and non-governmental units (horizontal) and with other governmental
entities (vertical). Employees of non-governmental organizations are particularly active in sharing
knowledge with other entities. The fact that knowledge transfer between individuals is bilateral
seems to be important. Entities learn from each other.

By analysing the instruments used in the knowledge sharing process in subjects supporting
rural development areas, it was found that face-to-face conversations were the most commonly
used knowledge sharing tool. Solutions using new technologies (intranet, e-learning) were inter-
mittently utilised.

At the same time the research indicated the lack of internal organized systems of knowledge
sharing in the analysed entities. Knowledge sharing processes were unstructured and sometimes
carried out inadvertently.

Referring to the results of the research conducted and suggesting directions for improvement,
it should be emphasized that one of the basic purposes of knowledge management in the investi-
gated units should be the construction of knowledge sharing system. Managers should be aware
that in order to share knowledge effectively at the organizational level, it is primarily necessary
to identify the outcomes to be achieved that will be the starting point for selecting the desired
knowledge management strategies and appropriate attitudes as well as behaviours which need
to occur if knowledge is to be shared.Sequentially, depending on the preferred activities, condi-
tions should be created to encourage individuals to share their knowledge. It must be noted that
studies show that the tendency to share knowledge is limited by personality due to psychological
barriers (Maliszewska et al., 2010, p. 277).

Another important challenge should be the development of a knowledge sharing system that
takes into account its inter-organizational dimension. It is necessary to stimulate knowledge shar-
ing between the analysed units. The more so, the links between them indicate the characteristics
of network structures and relationships.

However, creating organizational culture based on affirmation of knowledge sharing should
be the starting point in the investigated units.

As part of operational solutions that motivate employees to share knowledge, managers can use
the following solutions (see: Trenkner, 2010, pp. 796-797; O’Neil & Adya, 2007, pp. 418-422):
» emphasizing the approach of employees who willingly share their knowledge with others

as positive and praising such employees in the presence of other workers,
 disseminating the rankings and statistics that register a person’s contribution to the construction

of knowledge resources of the organization,
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» aperiodic assessment system that takes account of (and rewards) employee attitudes related
to knowledge acquisition, creation and sharing,

 trainings supporting the development of teamwork-based structures and developing skills for
knowledge transfer and its dissemination,

» outsourcing the best employees and instructing them to play roles such as a teacher, a mentor,
a master or a coach,

 trainings for managers aimed at knowledge sharing,

« referring to the inner moral obligation of the employee and the care of the common good rather
than the self-interest (this attitude changes the specialist perceptionof knowledge as a private
resource towards common source of the organization),

» encouraging spontaneous, informal meetings aimed at exchange of ideas, insights, sugges-
tions, improvements, or at discussing ways to solve problems encountered at work (through
communication systems, information technologies, etc.),

» creating places allowing forfree exchange of ideas e.g. large kitchen areaswhich would en-
courage informal meetings for meals or coffee,

 using narrative techniques such as storytellingwhich contributes to revealing tacit knowledge,

 creating a climate that supports the networking of practitioners,

« various formal solutions having organizational character e.g. conferences, seminars at work,meet-
ings of quality circle members, innovation groups meetings, practical workshops, autonomous
groups, creative teams, employee meetings focussing on problemsthey have encountered.

Table 2. Barriers hindering the flow of knowledge in the organization

Organizational structure People Management methods
Rigidity Resistance to change Fear of giving power by delegation
Fragmentation Lack of time Resistance to questioning how
of the organization No motivation to share a company operates
Separation of functional knowledge Inability to create the atmosphere
departments Inability to cooperate of free exchange of ideas
Dominance of top-down Staff turnover Inability to build relationships based
communication Insufficient emphasis on trust and sense of community
No or minimal use of teamwork/ | on the process of on boarding | Inability to build teamwork
no bottom-up initiatives Lack of encouragement
Lack of flexibility and autonomy of communication which would lead

to knowledge exchange

Source: (Gruszczynska-Malec & Rutkowska, 2013, p. 59).

When considering the selection of appropriate instruments to stimulate knowledge sharing,
managers should also be aware of specific barriers to knowledge flow in the organization. They can
be identified, for example, in the organizational structure, people and in management methods (Tab. 2).

6. Conclusion

The importance of knowledge sharing increases as the significance and availability of knowl-
edge in the modern economy grow. However, this process is strongly linked to social skills of em-
ployees. Therefore knowledge sharing that involves teamwork, communication and continuous
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development of individuals and organizations seems important and valued in a knowledge-based
economy and dynamically changing environment.

Individual engagement of each member of the organization in continuous development and
knowledge expansion is absolutely vial. This will be possible when every member of the organi-
zation discerns the value of acquiring and sharing knowledge in the organization. The knowledge
sharing culture is important for knowledge broadening and exchange of information both inside
and outside the organisations supporting rural development and is a prerequisite for their inno-
vative and dynamic development.
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Chapter 3 5

The Role of Organizational Culture
and Ethical Standards in the Financial
Institutions Management in the Light
of the Subprime Mortgage Crisis

Pawet Podolski, Filip Wnek

1. Introduction

The crisis of 2007-2009 was an impulse to start discussions about the stability and safety
of the finance sector. The indicated irregularities in the functioning of banks and financial institu-
tions, such as brokerage houses, pension funds and investment funds, including hedge funds, have
contributed to the loss of trust for the financial markets by ordinary people as well as entities active
on the market. In many academic and scientific publications attempts have been made to indicate
the genesis of the crisis and conditions for making extremely risky investment decisions by the par-
ticipants of the market. On the 10" anniversary of the 2007-2009 crisis outbreak it seems worthwhile
to perform such an analysis especially as regards the impact of the culture of an organization and
ethics of the employees on the functioning of financial institutions in the situation of crisis.

2. World economic crisis of 2007-2009 as an axiological crisis

The crisis, which began in 2007 on the financial market of the USA and spread very quickly
on the world market, subsequently penetrating the real sphere and public finance, has a systemic
character. Bearing this in mind, it is necessary to go beyond the pure financial aspect of the anal-
ysis and take social and economic factors into account. The fundamental reason for the crisis
seems to be the separation of the economic sphere from its original, ancillary function to the real
sphere of the economy. This is due to the fact that the finances constitute all the phenomena
related to human economic and social activity through which the allocation of resources occurs
in the economy, which creates conditions for economic processes to occur, as a result of which
social needs are satisfied.

The reasons for the increasing dysfunctionality of the economic sphere and the outbreak
of the financial crisis are primarily an incomplete process of globalization and liberalization
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of the financial market, as well as the existence of dysfunctional institutional structures. The genesis
of these processes seems to be the deeper and deeper ethical and axiological crisis of the entities
in the area of finance, including financial holdings and international organizations as well as in-
dividual employees.

2.1. The process of incomplete globalization and liberalization of financial
markets

Globalization is defined as all the processes leading to bigger and bigger interdependence
and integration of counties, societies, cultures and economies, whose effect is the creation
of “one world” and world society (Kempny, 1998), constituting a more and more unified culture,
in which traditional norms and beliefs of societies are being replaced by values of a typically
consumptionist character. Because of the fact that they play the role of criteria of choice for
general, social aims, the above seems to be one of the reasons for the outbreak of the crisis and
its dramatic course.

Additionally, at its current stage, the globalization seems to be incomplete due to uneven
globalization of particular markets, which can be distinguished based on the subject of circula-
tion. The financial market is regarded as the most globalized, in contrast to the labour market
for example (Rymarczyk, 2013). In the case of the financial market, due to continuing processes
of liberalization and deregulation, a free flow of capital has been achieved globally, in a situa-
tion in which the institutional bases for the creation and execution of world regulations, as well
as implementing boundary conditions and standards have not occurred.

Actions taken since the 70s of the XX century in order to deregulate and liberalize the finan-
cial markets were supported by the neoliberal ideology developing since that time. The belief
in the absolute primacy of the market mechanisms, not limited by any regulations has become
an axiom (Zyzynski, 2010). The main arguments for the neoliberal economic policy were the ne-
gation of the role of demand in the economy as well as the deregulation of the market economy
accompanied by minimal taxes and limited role of the state, whose primary aim should be en-
suring budget balance and limiting inflation even at the cost of an increase in the unemployment
rate or undermining the stability of economic growth. In the period of crisis of 2007-2009, these
assumptions have not prevented those supporting the neoliberal doctrine from expecting help from
the weak and previously attacked state for the entities existing on the financial markets which
were abusing their freedom earlier.

The result of neoliberal economic policy has been the continued process of gradual delegation
of power from the state to the capital managed by market oriented institutions (Wolf, 2008), caused
by the dependence of states on capital flows. Competition among the states, whose subject was
capital and investments, among others by offering subsidies as well as tax reliefs and exemptions,
often not available for domestic SMEs, leads to the monopolization of the economy on the national
and international level, resulting in the concentration of economic power in the hands of a lim-
ited number of international corporations (Barney, 2008). Their influence, caused to a significant
extent by realizing particular interests and gaining short term profits, seems to be far away from
the declared ethical norms and negative for the majority of the society, and in the long run for
the functioning of the economy.
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2.2. Dysfunctionality of institutional structures

The structures of financial institutions existing at the time of the outbreak of the crisis seem
to have been dysfunctional, i.e. not adapted to performing their functions on the financial market,
as well as providing financial services for the entities in the real sphere of economy. In the period
preceding the economic crisis, the problems were mainly an underestimation of the risk related
to newly issued assets, the lack of transparent presentation of derivative financial instruments
in the balance sheets of financial institutions, strong domestic and international correlations
of the financial institutions and high leveraging in the financial system (Blanchard, 2009).

As regards the crises of 2007-2009, one of the most important factors indicating the dysfunc-
tionality of a part of financial institutions can be the development of the a new banking model
— arms-length financing, with the lack of control of credit risk of the moneylender by the bank
at its basis. The banks and other financial institutions transferred the risk to other participants
of the market instead of managing it (Stiglitz, 2004). It was assumed, wrongly as it later proved,
that risk mitigation was not possible through differentiation. This was due to the fact that moral
hazard premises appeared in the functioning of the “loan chain” — entities engaged in granting
loans, theoretically safe from risk, involved in selling more and more risky loans than in the sit-
uation when they were exposed to risk themselves.

It seem that the real crisis began when, after a rise of interest rates by FED at the end of 2006,
it turned out that financial instruments related to subprime loans can be worthless in most cases.
D.M. Smick (2009) seems to be right claiming that the direct cause of the market crash was not
the lack of financial solvency of subrpime loan-takers, but the crisis of trust to the financial sys-
tem itself, caused by its common lack of transparency and a shock caused by the level of abuse
gradually coming out.

3. The role of ethics in managing financial institutions

It seems to be important to ask a question why abuse on the financial markets happened and
still happens to such a large extent on the financial markets. Within the 10 years since the crisis
outbreak, a smaller or bigger catalogue of causes related to organizational and legal factors has
been presented in many works (e.g. Bootle, 2009; Szymanski, 2009). It seems necessary to transfer
the analysis to a more general level and answering the question about the proper relation of ethics
and management style, the organizational culture of financial institutions, as well as moral values
of people employed in such institutions.

3.1. The role of organization culture in managing financial institutions

The culture of an organization constitutes a system of thinking and acting patterns as well
as norms, shared among the employees, which have been strengthened in the social environment
of the organization and which influence the setting and realization of its formal goals (Schein,
2010). The culture of an organization not only increases its stability and coherence, but reflects
the dominating beliefs and is a source of not fully conscious and often not coded acting principles
applied at the place of work (Cameron & Quinn, 2010). In shaping the behaviours of employees,
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such elements of the culture of an organization as its basic norms and values play a special role
(Schein, 2010). The basic assumptions, including the ideological bases and ways of perceiving
various situations, seem to influence behaviours indirectly. The norms and values seem to have
amore direct influence, but not the declared ones (ethical codes and codes of conduct), but the real
ones. In cases of many financial institutions there should not exist a conflict between these cate-
gories (Swieszczak & Swieszczak, 2013).

The dysfunctionality of a part of financial institutions seems to be conditioned by the dominating
culture of the organization to a large extent — an extreme form of the market culture (Cameron
& Quinn, 2010), whose aim is to maximize profit in the short run and achieving stock exchange
indicators satisfying the shareholders. All the elements of the organization are oriented at realizing
these aims. In a market culture organization, the environment is perceived as competitive and
requiring continuous competition and the institution itself functions like a micro market, based
on the competition among the employees and money exchange.

An important problem is the detachment of ownership and management as well as the crisis
of corporate supervision especially visible in the areas such as risk management, remuneration
system, functioning of the board of directors and the influence of shareholders on shaping
the strategy of a company (Samborski, 2011). The absence of financial liability of the managers
seems to facilitate taking unethical actions. People in the boards of directors are evaluated in ac-
cordance with the value based management, which contributes to the acceptance of excessive risk
(Nieborak, 2010) and the domination of short-term goals (Clarke, 2011).The role of investments
and organizational changes seems to be underestimated, these can be costly in the short run, but
enable achieving a competitive advantage as well as a stable, long-term growth of a company.

There was another ethical issue that influenced the markets’ behaviour. This was “market
automation”, which was based on employees called “quants” who were preparing automatic
trading systems for an institution. Those systems are known as “algorithmic trading” and the aim
is to try and settle a set of transactions based on listed criteria as set by quants, the algorithm’s cre-
ators. So although quants had the opportunity to set favourable (for them) assumptions to allow
the possibility of increasing their profit, this increased the number of risks to the company. Prior
to 2007, quants had set a series of assumptions that meant exceeding acceptable risk thresholds
— one of the factors that accelerated the collapse of a number of financial institutions. Because
they had created unrealistic forecasting models, quants were happily putting stakeholders’ money
at irrational risk for possible profits. When it comes to being a professional manager, this was also
unethical. The effects of the quants’ actions was spread around by brokers, because they were
selling various derivatives with different underlying instruments. But these were always connected
with risks from the real estate market.

Taking up excessive risk by the managers of financial institutions may also be facilitated
by the centralization of risk management. Due to a large number, diversification and dynamics
of the changes of the situation on the markets, the centralization may make the proper risk assess-
ment in particular market segments difficult. The level of risk, set correctly for all the financial
institutions, may prove not to be appropriate for particular local markets, which may lead to local
imbalance. Moreover, a cumulation of different kinds of risk may not always be taken into account
in the analyses, e.g. the risk of granted loans and sold insurances for the same customer by various
companies belonging to one holding (Lobejko, 2012).
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3.2. Ethics and morality of the people involved in finance in the light
of the Kohlberg theory

3.2.1. The L. Kohlberg theory

The functioning of financial institutions in an ethical way is conditioned by the perception
of particular social norms by the people involved in these institutions. A special responsibility
is placed on the managers of medium and higher level, as well as on investors and owners of sub-
stantial capital, who actively cocreate the strategy of functioning of those institutions. An impor-
tant role, however, is also played by the ways of acting of employees implementing the worked
out solutions and representing financial institutions in the direct contact with the customer.

In this study, an analysis of the role of morality of people employed in such organizations has
been performed on the basis of the theory of moral reasoning proposed by L. Kohberg. An important
subject of the Kohlberg theory is the structure of moral judgement, related to the characteristic
for each of the three distinguished levels of moral development social-moral perspective, which
constitutes the characteristic view point for approaching moral problems and forming moral
judgements (Czyzowska, 1993). The social-moral perspective regards the relations of human
and social-cultural rules and norms as well as other peoples requirements and expectations.

In the theory of L. Kohlberg morality is complex and polymorphous. First of all, three levels
of moral development are distinguished, the preconventional, conventional and postconventional
morality. For those representing preconventional morality, an egocentric and individual perspec-
tive is specific, in the case of which social rules and norms are not internalized and are external
to a person. Due to a very limited understanding of the role of social norms as well as limited
sensitivity to the expectations of other people, the behaviours are mainly a subject of external
control. Conventional morality is a result of the internalization of social rules and norms of the en-
vironment in which a person lives and with which it enters into mutual interactions. In the case
of postconventional morality, the subject understands and accepts the social rules and norms, but
the dominating role in the interactions with the environment is played by following general, abso-
lutely binding moral rules, such as justice, equality or respect for life and dignity of human.

The moral development is dependent on the cognitive development level and the existence
of proper environmental influences. According to L. Kohlberg, the influences of the environment
need to be regarded in the categories of adopting roles and the circumstances suitable for their
adoption, i.e. situations in which an individual has a chance to adopt attitudes of other people
engaged in a particular process and incorporating it into the mechanism of his or her own conduct
(Czyzowska, 1993).

3.2.2. Homo pecuniosus

The concept of hiomo pecuniosus, meaning “money man”, has been proposed by J. Filek (2010)
first of all in relation to people responsible for the creation of the sphere of finance — the management
of medium and higher level of the financial institutions, investors and owners of large capital.

The money man is focused on calculating. His relentless tendency to calculate the value
of everything and everyone is conditioned by the unlimited strive for ownership and power.
According to J. Filek (2010), the money man is totally not free, because his/her need to possess
makes orientation on others, treating them as subjects rather than objects or behaviour in line
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with the socially accepted norms impossible. He/she is indifferent towards ethical values, which
seems to be a result of treating a human and the whole society like an object, as well as the lack
of ethical reflection caused by the lack of empathy and adopting the roles of other people.

In line with the above it seems that the money man represents the preconventional level of moral
development, for which an egocentric and individual perspective is specific, related to the primacy
of satisfying individual needs and concentrating on individual interests as well as moral heter-
onomy depicted by following the rules only because of substantial sanctions in the cases of not
following them, which became apparent in the times of the 2007-2009 crisis.

3.3. Shared responsibility

Financiers, economists, regulators, governments and common citizens believe that they
are something special in their approach which gives them an advantage when getting a piece
of the stake in the profits that lie in the market. Unfortunately, this conventional way of thinking
is illusionary and is combined with a lack of rationality that comes from a lack of ethical stand-
ards. If there is a counterparty that takes risks in a particular market, then the risk is real. But
this market participant is making the assumption that its decision-making process allows them
to rapidly escape from any precarious event before being pushed into having to account for a loss.
This means that the majority of market participants are led into the belief that they possess more
intelligence than everybody else and are only one of several market participants, so in that way
they alone cannot be held responsible for destroying the market solely by their decisions. All
this comes to the statement that the first ethical issue to be disregarded during an economic crisis
is a lack of personal ethics.

For a top-down methodology, it is important to look at individuals who have committed many
“ethical crimes” within financial institutions in the past. One of the best known was Nick Leeson,
an employee of British Barings Bank, who was a junior trader. In the course of his duties, he was
making arbitrage transactions, but in his case his trading was leading to several losses. Despite
being denied permission to do so, he then decided to try and make amends for the situation
by making further transactions. These fraudulent activities in the bank’s trading account were
not investigated until the losses reached the extraordinary level of $1.25 billion. His behaviour
is an exact example of a lack of personal ethics, along with an organization that was not being
managed well and a company that had no efficient risk management systems (Allen, 2012).

Another obvious example was the case of John Rusnak, who was an employee of the Allied
Irish Bank (AIB), and who committed a similar financial crime as Leeson. The only difference
was that Rusnak was hiding his losses by making confirmations for imaginary trading, while
Leeson was manipulating the back-office’s employees by getting them to not report his losses.
John Rusnak led AIB to a loss of approximately $700 million (Allen, 2012).

In the more recent past it is possible to find another example of a lack of personal ethics. One
of Société Générale’s employees was also a junior trader who was smart enough to realize how
to conduct unauthorized transactions. He was creating fake trades because he wanted to offset
current trading positions. He was aware of the techniques that were required to cheat the control
systems and because of that, his trading results were losses of $7.1 billion (Allen, 2012).

It is important to realize that such establishments are made up of people who are gathered
together to make an organization’s aims and goals real. It can be said that the first ethical motive
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is “shared responsibility”. This phenomenon is decisive in the economy, and as stated in the previ-
ous paragraph, market participants may well make their financial decisions alone, but every single
market transaction has an impact on the whole market. If such procedures go further, the more
irresponsible participants who proceed with such appalling decisions, then the bigger the collapse
of the whole economy. The financial markets are divided into many parts which in turn leads
to a shared responsibility, but in the end all market participants are responsible. Unfortunately
not everybody pays the costs that arise through a period before a crisis.

4, Conclusion

Looking back with hindsight, it can be said that there have been a few lessons that should
be learned from the crisis. The first is that human psychology plays an important role in financial
markets. The process of managing a financial institution should include looking for evidence of ir-
rational exuberance and that an assumption should never be made that a market will be infinitely
rising. Second, correlation coefficients are not the same during a crisis and a period of prosperity.
As it can have been observed in the subprime crisis, correlations strive for a value equal to one,
which has made previous calculations of a portfolio’s risk management inefficient.

Transparency in financial markets should be provided by the application of deliberate rules
and processes without exception because it is important for a well-functioning financial market.
It should be strengthened by trader bonuses aligned with the interests of their employers. Bonuses
should be paid over several years and should be cancelled if, in the course of their activities, a trader
makes a loss. This would eliminate some ethical temptations which result in making transactions
that would be deemed too risky, because then a trader will not receive that highly sought-after
sum of cash at the end of the day: their bonus (Hull, 2015).
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Chapter 3 6

The Importance of Cooperation
in the Network in the Process of Learning
of a Public Organization'

Angelika Wodecka-Hyjek

1. Introduction

A more and more diverse context of undertaken problems may be seen in the current discourse
regarding the efficiency and effectiveness of the functioning of public sector organizations. The focus
on the customer, accountability, increase in responsibility for results as well as a number of changes
taking place inside the organization become dominant. The organizations are changing from bu-
reaucratic to flexible and open to the process of learning. When public governance was separated
as a sub-discipline of management sciences, the need for a professional and modern organization
management in this area was indicated (Sudot & Kozuch, 2010). However, opinions regarding
the possibility of proper management for business organizations of the public sector stress the need
to allow for clear differences the most important of which refer to generating public value, and not
earning profit as well as functioning in a specific environment of formal-legal and political conditions
(Sudot, 2007, pp. 40-42; Kozuch & Sutkowski, 2015, pp. 29-31). According to B. Kozuch (Kozuch
& Sutkowski, 2015, pp. 28-29), contemporary public organizations undertake actions for the public
interest and achieve their goals mainly by establishing a cooperation relationship with other organ-
izations or other participants of the social and economic life. An interesting concept in this respect
focused on cooperate resulting from the growth of interdependences towards the challenges of a di-
verse environment is cooperation in the network, in particular the concept of networks governance
which is the model of an intentional management of actions of many entities, not being a strictly
political concept — like governance — because it refers to methods used to achieve social and eco-
nomic coordination (Czakon, 2008, p. 7). Defining network governance directly corresponds with
the interpretation of the notion governance which is the prism of new public governance. The notion
governance does not have one equivalent in the Polish language and is translated as:coordination
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of collective actions”, co-management or participatory governance in which governmental, semi-gov-
ernmental and non-governmental structures participate (after: Kopycinski, 2009, p. 7). Extensive
deliberations regarding the governance of a network as a learning organization in the public sector
allow T. Cooper and M.O. Stephenson (2012, pp. 11-12) to notice that learning opportunities have
a significant meaning among the numerous benefits offered to participating organizations by network
structures, apart from increased capacity, increase in flexibility as well as increased responsiveness.

The purpose of the study is to present the importance of cooperation in the network in the pro-
cess of learning of a public organization. The assumptions of the network approach in governance
as well as in models of public governance are presented in this respect, the special character
of the functioning of public organizations is displayed and attention is drawn to the context of or-
ganizational learning. The context of the implementation of cooperation is presented on the basis
of an example a platform model of learning in networks, as are the benefits and limitations as well
as key issues regarding the experience of cooperation in the network. The review of the current
literature on the subject was the basis for the analysis and the conclusions.

2. Paradigm of the network and the development of the public
governance concept

Networks for contemporary organizations, also in the public sector, are a modern and a de-
sired form of mutual relations between cooperating entities. One of the three meanings is attrib-
uted to networks (Czakon, 2013, pp. 64-65): structural, organizational and coordination. From
the structural perspective, they are a system of peaks and relations between them the structural
properties of which contribute to the explanation of phenomena and processes significant for
management sciences. From the organizational perspective, it is emphasized that networks
create entities separate in formal and legal terms collaborating in creating value, while the basic
feature of such network organization is the lack of hierarchy. From the coordination perspective,
the issue of the organization of cooperation between entities forming the network is raised, and
attention is paid to the simultaneous existence of coordination mechanisms: market, hierarchy
and society. The institutional frames of exchange in networks reflect the model of an intentional
management of actions of many entities and they are defined as network governance. According
to W. Czakon (2008, p. 7), the issue of network governance is one of the important challenges
of strategic management related to such phenomena as: deconstruction of the chain of values,
inducing the need for cooperation with others; hyper-competition, forcing flexibility in actions
as well as networking, consisting in creating large groups of cooperating units.

The specific network perspective in governance of organizations from the public sector was
emphasized in the evolution of the public governance concept which was accompanied by such
processes as: decentralization, pursuit of an increase in the quality of public services, use of out-
sourcing, public and private partnership as well as development and growth in the importance
of non-profit organizations in implementation of tasks previously entrusted to the public sector.
Because the inefficiency and the wide range of criticism of the assumptions of the Weber’s model
were demonstrated, the concept of New Public Management was established in the 1980s. Its
essence is the adaptation of the managerial approach to management as well as the privatization
of the public sector. The particular care for effectiveness in spending public funds, customer sat-
isfaction, the transparency of actions and the responsibility for results undoubtedly prove the fact
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that the need for cooperation in the network is indicated. The critical reflection on the theory and
practice of reforms postulated by NPM made it necessary to redefine the role of the state (Wo-
decka-Hyjek, 2016, p. 138). The concept of governance emerged as a result of the discourse. This
concept emphasizes the “soft” formula of public governance as a process based on non-forced
cooperation of independent entities cooperating on the basis of trust and mutual responsibility.
Governance notices the issue of power dependences between institutions involved in mutual actions;
it applies to autonomous, self-governing networks of players; its basis may be seen in the sociology
of organizations, the concept of the pluralistic state and the theories of the network (Stocker, 2008;
Osborne, 2006; after: Kulesza & Szescito, 2013, p. 116). The assumptions of the governance model
and its wide interpretation became the basis for defining the new model of governance in the public
sector — network governance. P. Kopycinski (2009, pp. 8-9) notices that network governance may
refer both to relations between companies as well as to interactions taking place in the public sec-
tor. In the case of companies, it is interpreted through the prism of specific processes taking place
in a permanent and internally orderly group of independent companies (as well as other non-profit
organizations), these entities take part in creating products and services, formal and informal pacts are
used to adjust the conditions of the environment as well as to coordinate the processes of exchange,
and contracts established in such pacts become binding as a result of a social contract, rather than
legal regulations. In turn, in the public sector it is understood as interactions taking place among
various social and political conditions players who implement co-management processes. E.H.
Klijn and J. Koppenjan (2016, p. 11) define network governance as the set of conscious steering
attempts or strategies of actors within governance networks aimed at influencing interaction pro-
cesses and/or the characteristics of these networks in one of the latest publications in this respect.
Through the prism of such criteria as: focus, objectives, core ideas/management techniques, politics
and complexity in society, they characterize the most important attributes of Network Governance
as compared to the assumptions of the New Public Management model (Tab. 1).

Table 1. Attributes of New Public Management and Governance Network

Criterion Assumptions
New Public Management Network Governance
Internal functioning of governmental bodies | Relations between governments and with
Focus . . .
and contractual relations. other actors (inter-organizational focus).
Improving effectiveness and efficiency Improving interorganizational
Objectives | of public service delivery and public coordination and quality of policymaking
organizations. and service delivery.
Using business and market instruments Using network management: activating
Core ideas/ | (modern management techniques, market actors, organizing research and
management | mechanisms, performance indicators, information gathering (joint fact-finding),
techniques | consumer hoards) to improve service exploring content, arranging, process
delivery. rules, and so forth.
Politicians set goals. Policy implementation | Goals are developed and negotiated
and service delivery is done by independent | during interaction processes, with
Politics agencies or market mgch_anisms on the basis no sharp dist_inction betvyeen formatio_n,
of clear performance indicators. implementation, and delivery of policies
and services. Politicians are part of these
processes or facilitate these processes.
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Complexity requires the setting of clear goals | Complexity requires interaction
and allowing implementers discretionary and network relations given
. space to realize outcomes. Keep away from | interdependencies. Taking part
Complexity - . . . . . . : .
in societ the complex interactions with society. Use in complexity by interacting with
y market incentives to govern implementing actors in society is unavoidable and/
units. or necessary to reach effective and
supported outcomes.

Source: prepared on the basis of (Klijn & Koppenjan, 2016, pp. 9-10).

3. Specific character of public organizations and organizational
learning

Public organizations are defined on the basis of management sciences as units of the pub-
lic sector covering state and local government institutions as well as their organizational units
performing public tasks Kozuch (2007, p. 127). A public organization is a social and economic
system the subsystem of objectives and values of which, the psychosocial, material-technical
and the structural subsystem and, above all, the management subsystem as well as relations with
the external environment are characterized by an audience as an immanent feature distinguishing
them from other types of organizations. The specific character of management of public institu-
tions, also known as the audience of organizations, is manifested in four dimensions: the rela-
tions of public organizations with the environment, distinctive objectives, the structure as well
as values Kozuch (2004, pp. 89, 96). In consequence, the methods of operation used to achieve
objectives may be different than in the case of organizations focused on profit. Public institutions
seem to be open to the influence from the environment to a greater extent. The environment is,
at the same time, more complex and less stable than in the case of commercial organizations.
The pressure from competitors is also smaller — the government administration and the local
government are established by the state and, as a consequence, the benefit from the revenues
to the state budget to a certain extent which is essentially not present in the case of commercial
companies (Wytrazek, 2011, p. 324). S. Sudot (2007, pp. 41-43) established significant differ-
ences regarding the management of public and commercial organizations stressing that public
management is implemented by public authorities, namely authorities of the local government,
the central and regional state administration, while management in organizations is implemented
by the management boards or other forms of managerial instances; management within a single
organization applies to particular elements combined with a mutual objective, while in public
organizations it applies to a set of institutions the objectives of which do not need to harmonize
with one another and these institutions do not contribute to the success of the whole; the right
to management in economic organizations which are the main objects of management sciences
results from the property right, while in public management it results from the control of the state
or local authorities or from the right of supervision over social units with a legal personality;
the organization is managed by its management body, following its individual good, while public
management is always about the good of the community; as opposed to economic organizations,
institutions of the public life cannot be assessed on the basis of the shaping of profit or their
market value; the prime role in the management of public units is played by social policy as well
as political reasons; public organizations perform tasks entrusted to them by way of administrative
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acts by superior units, while economic organizations, covered by the principles of general man-
agement, define tasks for themselves; the activities of organizations in the public sphere are
regulated by the administrative law, while the activities of economic organizations are regulated
by the rules of the commercial and civil law.

The current discussion regarding organizational learning stress its shaping in the public sector.
They contest that the learning of an organization is the condition for the implementation of changes
and achieving the expected results. The detailed review of literature in this respect made by Pol-
ish researchers (Olejniczak et al., 2012, pp. 74-76) stresses the multi-aspect context of analyses
which is dominated by the statement that organizational learning is a dynamic process in which
four elements composing a cycle may be distinguished: actions of the organization, gathering
impulses and information, interpretation/reflection, adaptation/change.

Actions of the organization are based on coded routines expressed in procedures of conduct.
Organizations are focused on objectives and their actions depend on the difference between the as-
sumed objectives and the reaction of the environment expressed in achieved results. The crucial
role in this respect is played by relations with the environment which provides feedback about
the effects of the organization’s actions. It is also the point of reference and a source of informa-
tion about the results. The organization tries to adapt to the changing environmental conditions
by analyzing the feedback. It should be stressed that organizational learning is something more
than regular adaptation. Adaptation is the ability to undertake intensive adaptation activities
being the result of changes in the environment. In turn, adaptation in organizational learning
needs to be preceded by reflection on the observed results, their interpretation by the employees,
the understanding of phenomena and their conversion by the organization. The effect of learning
is a change which closes the cycle of learning of the organization.

Functioning in the network enables access to extensive knowledge which constitutes an important
resource for any organization. Members of the network become more creative, learn from others
and use their experience by extending the knowledge base and increasing the range of operation.
In addition, they gain a huge information potential which may be acquired at relatively low costs.
Networks which effectively distribute knowledge may be well prepared for innovations in areas
which are of mutual interest to their members. The awareness of sharing knowledge itself sug-
gests the possibility of unprecedented innovation (Cooper & Stephenson, 2012, pp. 11-12).

4. Organizational learning in schools as seen in the case
of a platform model of learning in networks

The basis for showing the importance of cooperation in networks in the process of learning
of public organizations is the example of a platform model of learning in networks described
in the literature on the subject by K.P. Schulz and S. Geithner (2010). The platform model of learn-
ing in networks is an institutionalized form of knowledge exchange and cooperation beyond
the borders of one organization. Representatives of organizations participating in networks meet
on the platform, excluding the spatial-time gap, exchanging knowledge and experience as well
as considering problems regarding operational activities. Ideas and solutions to problems are
transferred to participating organizations and are used in daily practice. In addition, experience
regarding implementation may provide feedback and be the basis for further discussion on the level
of the platform’s functioning.
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The learning networks constituted part of the program of “a network of innovative schools
in Germany” which was developed and conducted by the Bertelsmann foundation team in order
to assess the network’s results as a whole. 13 “learning networks” took part in the program. Each
of them consisted of three to six schools, and there were sixty two schools in total. In order to in-
tensify the exchange of experience and to pursue the ideas, each participating school appointed
one or two permanent representatives to its network (these most often were the representatives
of the management or people holding key positions). Every educational network developed and
implemented its own method of operation along with a plan of work, a schedule, objectives,
milestones, methods and intended achievements as well as the standards of communication and
coordination, such as regular meetings at the level of the network as well as mutual visits. Every
learning network focused on a specific general topic significant for the participating schools.
The subject matter of works was associated with organizational development or improvement
in teaching and learning as well as the development of the participating school as a whole. The results
of analyses of learning in a network were used for general discussion on the school’s development.
The school’s functioning was developed at the level of operational work (changes in the concepts
of teaching and organization of the school’s work, development of teachers) by reflection and
exchange of experience at the level of the network.

Two levels were distinguished as part of the major actions:

1. Actions at the level of the platform — learning network, covering:

» the exchange of experience and the existing concepts of work in schools,

 the further development of the existing concepts,

 the collective development of new concepts,

» the assessment of cooperation in the network.

2. Actions at the level of operational work — participating schools, including:

» the assessment of current practices with regard to work in schools,

 the transfer and implementation of ideas from the network,

 actions related to the school’s development which included the concept of education and

teaching, the professionalization of teachers as well as the organization of the school’s ad-
ministration.

The research was conducted both by means of standard questionnaires with closed and open
questions, as well as with the use of interviews. Data obtained in the research was analyzed
quantitatively as well as subjected to the descriptive formula.

As a result of the analyses of the obtained research results, the benefits of participation
in a learning network were accordingly identified: for the teachers and for the school as a whole
(Tab. 2).
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Table 2. Benefits of participation in a learning network

Benefits of participation in a learning network for:

Teachers of schools participating School as a whole
in platform works
— exchange of experience in order to acquire |— exchange of experience, problems and difficulties,
new ideas, — contribution to the development of the school and
— acquiring knowledge about other schools, school curricula,
— motivation, support, gaining self- — learning new approaches, improving used teaching
confidence, methods,
— further education, — implementing new approaches acquired from
— assessment of one’s own work and self- partners in the network,
reflection. — further education,

— self-assessment and reflection,

— partnership assessment as part of the cooperation
network,

— building a team and developing the team,

— exchange of materials and mutual development
of partners in the network.

Source: prepared by the author on the basis of (Schulz & Geithner, 2010, p. 76).

The subject of the analysis also included the presentation of the impact of the platform’s activ-
ities on the operational work of schools participating in the network. the benefits and limitations
as well as key issues regarding experience as part of cooperation in the network were characterized
from the perspective of three issues — the motivation to participate and manage the participation
in the network, the cooperation at the level of the platform as well as the transfer of results from
the network to operational practice (Tab. 3).

Table 3. Key issues and problems in cooperation in the learning network

Key conclusions
Motivation to participate Cooperation at the level Transfer of results from
and managing participation of the platform the network
in the network to operational practice
— common motivation — the basis for the exchange — the transfer and
to participate in the network of knowledge was implementation
among the examined schools the discussion of the platform’s work
was identified, on specific problem areas and results is the most important
— participants of the learning the method how to develop aspect of creating a learning
network expect the exchange specific solutions, network,
of experience and ideas — development of cooperation |- the majority of school
by crossing their own and mutual understanding members have a positive
organizational boundaries, as well as strict agreement opinion about the network,
— participants of the network at the level of the platform
are interested in exchanging was observed when discussing
experience with regard practices used in particular
to solving similar problems, schools, the general principles
of learning or the institutional
framework,
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participants of the network
expect the exchange

of knowledge about

the progress of works
regarding similar problems
and actions,

cooperation and
communication between
comparable institutions
fosters changes in their own
organizations,

established communication
forums, such as meetings
and notice boards, did not
bring the expected results

in communication between
the platform and particular
schools, it was necessary

to organize additional
meetings and educational
workshops,

personal communication with
colleagues was the key factor
determining the distribution
of ideas acquired

in the networks in particular
schools.

the atmosphere of work

in the network was very
good,

the majority

of the representatives

of schools actively participating
in the platform’s actions held
managerial positions or other
key positions in the schools,
the problems with resources
were mentioned,

participants of the platform
noticed the fact that their
conceptual work is very time-
consuming, especially when
it comes to development
actions,

due to operational
limitations, they did not have
enough time to communicate
and to analyze the results
obtained from participation
in the network.

it could be noticed in several
schools that network

ideas were eliminated,
mainly due to the lack

of resources and the lack

of adequate methodology for
implementing new solutions,
the representatives of schools
often complained that

they feel left alone with
their ideas and they have

the impression that their
colleagues are not motivated
to become involved

in the implementation of new
solutions,

teachers who did not
directly attend the works

of the network stated

that new ideas were not
understandable for them

and they did not have any
importance in their everyday
work,

the majority of respondents
noticed that the success

in the implementation

of new solutions acquired

by learning in the network
depends on the specific
nature of the functioning

of a given school.

Source: prepared by the author on the basis of (Schulz & Geithner, 2010, pp. 77-79).

5. Conclusion

It may undoubtedly be concluded that the most important advantages of network cooperation
include: cooperation based on strategic partnership; an open system of communication between
partners; making decisions together by all participants of the network which results in a democratic
model of planning and organizing the work of the network; the negotiation method of coordinat-
ing the partners’ actions; flexibility; complementarity of resource and competences, expressed
in the exchange of knowledge, which is not attainable for institutions operating beyond the network
as well as the possibility to acquire new solutions providing the customer with more complex
products and services adjusted to their needs (Flieger, 2016, p. 116).

However, the presented research results also make it possible to notice a number of limitations
identified, in particular, at the stage of translating the experience acquired from participation
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in a learning network to the practice of functioning of particular organizations. The issue of effec-
tive and efficient cooperation in the network seems important in this respect. As seen in the case
of the presented learning platform, effective cooperation requires close relations between the plat-
form and the operating activities of particular units. Despite great motivation and involvement
of particular organizations, the exclusion of teachers in the immediate participation in the plat-
form’s works turned out to be a critical factor and entrusting this function only to heads and
decision-makers was burdened with the risk of failure in the implementation. However, this was
not the only reason for potential failures because the respondents also stressed that ideas acquired
as part of the exchange of knowledge in the network were not used, mainly due to the lack of re-
sources and the appropriate methodology for implementing new solutions. In addition, a significant
issue was the selection of the communication tool between the platform and particular participants
for which the electronic communication forums proved insufficient, and traditional meetings and
educational workshops turned out to be the preferred way of communication.

From the perspective of the improvement of public organizations, learning through cooper-
ation in the network is a huge potential for implementing new solutions, noticing the changing
and diverse needs of stakeholders, increasing the flexibility of functioning, and it may contribute
to the development and the improvement of the communication system, an increase in employee
involvement, building an organizational culture based on learning as well as searching for and
implementing innovations.
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Chapter 3 7

Managing Anniversary Events in Public
Institutions — Case Study'

Beata Palis, Donata Adler

1. Introduction

Following their mission, public institutions assume the responsibility for a number of tasks
such as the management of organization of large events, including anniversary events. The re-
alization of such undertakings is results from the goals assumed within marketing strategies
of cities and regions. Both local citizens and tourists more and more frequently participate
in this kind of events. Their appropriate organization is of particular importance since events
of this kind exert an influence on the image of a given place, determine its brand and identity.
The organization of an event involves a variety of tools, including the appointment of pro-
gramme boards and organization committees. The aim of this article is to analyze the way
in which large anniversary events are managed by public institutions. The authors argue that
an appropriate management of the organization of historical or anniversary events and the se-
lection of appropriate tools determines the success of this undertaking. This thesis is confirmed
by the results of own research works carried out through case studies on the organization
of two anniversary events recently organized on such a scale in Krakow, which took place
in the years 2006-2008.

This article deals with the characteristics of such concepts as: public institutions, territorial
marketing, event marketing, event management, anniversary event, cross-sector cooperation.
The following research methods have been implemented: studies of literature on the subject,
analyses of documents, analyses of secondary data and case studies.

! The publication was financed from the Ministry of Science and Higher Education Grant for the Young

Researchers and Doctoral Students of the Department of Management of the Cracow University of Eco-
nomics.
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2.The concept of an anniversary event in the literature
on the subject

The subject matter related to the management of an anniversary event refers to a number
of concepts related to various areas of science, beginning with public management and territorial
marketing, through tourism, to event marketing. In accordance with the idea of new public man-
agement, public units are active subjects dependent on market mechanisms and orientated towards
the application of a marketing concept in their activities (Pali§ & Adler, 2016, pp. 134-146).
This is especially the case when it comes to the principles of territorial marketing, that is con-
ducting a strategy adjusted to the needs and desires of its stakeholders (Niemczyk., et al., 2014,
pp. 505-513; Sekuta, 2005, pp. 2016-237). According to A. Szromnik (1996, p. 7) “territorial
marketing is a purposeful and systematic activity of the local government administration whose
aim is, through the processes of exchange and influence, to recognize, shape and satisfy the needs
and desires of the local community”. What is important from the point of view of the research
works undertaken in this article is that Szromnik (1996, pp. 17-19) distinguishes five dimensions
of territorial marketing, which is a good reason for the analysis of the issue of the management
of anniversary events also in the context of the following aspects: strategic-operational, coordi-
nation of planning, diversification of activities, informative and philosophical. As it can be seen,
the realization of the goals of the public administration must be addressed to various target groups
of recipients with the help of various activities. The organization of anniversary events is one
of such activities.

Here one should quote the definition of an anniversary event, also known as a jubilee event,
according to which it is “a combination of cultural, educational or promotional undertakings
organized at a defined time in order to commemorate a certain historical event. This event may
encompass both soft-type undertakings and investments” (Palis, 2016, p. 61). According to Jurczak
(2011, p. 10), people are willing to participate in anniversary events because they need a vari-
ety of forms of intellectual, spiritual as well as emotional development. Hence, the importance
of the so-called historical tourism or, broadly speaking, cultural tourism, is increasing, which
creates an opportunity even for small towns or regions.

At present there has emerged a stronger trend, and even a necessity, for the creation of special
projects and tourism products which offer a chance to get acquainted with the regional cultural,
cultural events, also the ones organized as mass gatherings, constituting the core of the sub-
product of the ceremonies and cultural events tourism but also of historical-military tourism,
are phenomena which satisfy the needs of both tourists and local citizens. Satisfying needs, e.g.
of the reception of culture, takes place through the participation in culture (Tyszka, 1999, p. 30,
after: Niemczyk, 2012, p. 94). In the case of places where important historical events take place,
the best way to gain popularity is through the organization of festivals as well as historical and
anniversary events. The categories of events and festivals proposed by J. Jafari (2000, p. 209, after:
Ratkowska, 2010, p. 11) also embrace cultural events, anniversary events, political and national
ceremonies. Tourists arriving to participate in these events also take advantage of other tourist
offers and at the same time visit the region. The organization of events of this type usually con-
stitutes an incentive for the municipal authorities to invest and develop the tourism infrastructure
(Zuromskaite & Katkeviciiite, 2011, p. 8).
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3. The theoretical aspect of the management of anniversary events

In order to contribute to the realization of the intended goals, the organization of an anniversary
event must be appropriately managed. As far as public management is concerned, goals are achieved
through other organizations (Metcalfe, 1993, after: Pali§ & Adler, 2016). Partnership and cross-sec-
tor cooperation constitute a specific method of management and realization of public assignments
which belongs to the catalogue of instruments encompassed by the concept of good governance
(Wygnanski, 2012, pp. 12-13, after: Pali§ & Adler, 2016). The following definition of “the man-
agement of the organization of an anniversary event” may be formulated — it is “the preparation
of an event through the selection of appropriate methods, means and procedures coordinated
in an appropriate place and at an appropriate time. Appropriate bodies should be established for
this purpose, i.e. for example programme boards, which will prepare the content-based agenda for
the event and will supervise its implementation, project teams or organization committees, which
then will be in charge of the organization of the event. At the level of the public administration,
these bodies usually constitute a team of people representing various institutions, i.e. a broad
range of various stakeholders as well as experts. Therefore, anniversary events are usually organ-
ized by many subjects” (Palis, 2016, p. 62). Zuromskaité and Katkevigiité (2011, p. 12) are also
of the opinion that when it comes to the organization of events of this type it is not only a good
location that is of particular significance, but also an appropriate management of the undertaking
as well as the human factor, and especially if and to what extent the local community is involved
in the event. The assessment and summary of the event are also very important. In the literature
on the subject similar undertakings are discussed in “Turystyka Kulturowa” magazine by Pstroc-
ka-Rak and Nowacinska (2013, pp. 5-20) or Tomczykowska (2014, pp. 6-27). The organization
of anniversary events may also be identified with a marketing (promotional) event or the so-
called event marketing, i.e. the management of market processes through events; and with event
tourism, ceremonies and cultural events tourism, city days celebrations tourism (Mazowiecka
Regionalna Organizacja Turystyczna, 2014, pp. 34-46). “Over time celebrations began to change
from often informal affairs to spectacular productions requiring new sets of skills, experience,
creativity, financing, planning and leadership” (Bowdin et al., 2011, p. 45). Event marketing is one
of the forms of marketing communication, whereas events are organized celebrations by means
of which a particular message may be communicated to target groups (Kalinowska-Zeleznik,
2009, p. 431). Kotler and others also indicate the organization of anniversary events and classify
the following elements as marketing means-tools: infrastructure, people, attractions, i.e. natural
environment, objects of cultural heritage, individuals and teams, expositions and shows, celebra-
tions, events and undertakings, legends and tales as well as historical re-enactments (Kotler et al.,
2002, after: Szromnik, 2010). Therefore, it should be noted that the organization of an anniversary
event certainly constitutes one of the tools of territorial marketing.

It should be emphasized that the challenges faced by organizers of events and posed by their
participants require that they accomplish not only attractive but also efficient and safe activities,
frequently ones that would offer diverse benefits (Kalinowska-Zeleznik, 2009, p. 430). From
this point of view, an efficient organization of these events as well as a selection of appropriate
tools are of strategic importance in their management. The successive part of the article contains
an analysis of the way in which two anniversary events which took place in Krakow in the years
2006-2008 were organized.
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4.The management of anniversary events illustrated
on the example of the city of Krakow - case study

In the period February-May 2017 the authors carried out research works of the documents and
analyzed the effects regarding the organization of two anniversary events in the city of Krakow
in the years 2006-2008, i.e. the 750 Anniversary of granting Magdeburg Rights to Krakow, and
in 2008 the 325" Anniversary of the Vienna Victory. The purpose of these research works was
to analyze and compare the tools implemented during the process of the organization of these
events. The analysis was based on the division of key areas of city project management which
were identified in the literature on the subject by L. Arendt (2016, pp. 139-166), namely: the man-
agement of the scope of the project, time, risk and communication. The verification covered:
the selection of tools, the selection of people involved in the organization of the event, the organ-
ization of the event from the point of view of time and other aspects. Two events planned as mass
gatherings, successfully managed, and where 100% of the programme was accomplished were
chosen for the research analysis. 42 documents were analyzed. Table 1 illustrates the analysis
of the programmes of the events commemorating the 750" Anniversary of granting Magdeburg
Rights to Krakow and the 325" Anniversary of the Vienna Victory as well as the analysis of the kind
of accomplished undertakings.

Table 1. Comparison of the programmes of events commemorating the 750" Anniversary of granting
Magdeburg Rights to Krakow and the 325" Anniversary of the Vienna Victory

Name 750™ Anniversary of granting 325" Anniversary
Magdeburg Rights to Krakow of the Vienna Victory
Aim Commemoration of the day of the 5% The main idea behind
of the undertaking | June 1257, when Bolestaw V the Chaste the anniversary was to educate
granted the municipal charter based people about how important
on the Magdeburg Law to Krakow. a role in the battle was played

by King Jan Il Sobieski, who was
the commander in chief of the allied
army, and about the victory which
was achieved thanks to joining forces.
The main aim of the celebrations was
to inform all of Europe about these
events. Moreover, the organization

of the 325" Anniversary of the Vienna
Victory also provided an opportunity
of reminding everyone that in Krakow
museums there are many exhibits
related to that famous event and

of their promotion (www.bip.krakow.
pl, 2008).
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Number of events
in the programme

The programme encompassed
approximately 100 main undertakings

as well as accompanying events. Some
of them were one-time events, but there
were also ones which turned into cyclical
events, e.g. the Festival Cracovia Sacra
or the Krakow Night of Theatres (www.
bip.krakow.pl, 2007, after: Palis$, 2016,
pp. 63-64).

The programme included 28 events.

Kind of events

The programme consisted of groups

of undertakings, such as investment
activities, highlight events, events

of educational character as well

as accompanying events, i.e. investments
(such as the redecoration of Little
Market Square, the rearrangement

of the surroundings of the Wawel Hill,
investment on the terrain of Jordan Park;
the ones which have left a permanent
trace after jubilee celebrations, such

as the realization of a series of historical-
educational programmes, opening

a new Tourist Route of the Florian
Walls, preparing a model rendering

the architectural and urban layout

of the City of Krakow;

highlight events, which were organized
in the period 1-10.06.2007, such as:

the realization of the Silva Rerum

Mural, the convention of European
Brotherhoods of the Rooster, the “Church
Bells Concert”, the “Lutes of the World”
International Festival, the Krakow-Vienna
Ball, the | Festival Cracovia Sacra 2007,
opening the Wyspianski Exhibition and
Information Pavilion, the Krakow Night
of Theatres, other jubilee related events
(e.g. a scientific session in the Historical
Museum of the City of Krakow titled
“Krakow — European City based

on the Magdeburg Law”, an advertising
campaign, a decoration of the city;
additional accompanying events within
Krakow cyclical events.

The programme covered

the 1V International “Week

of Bicycle Tourism” — a bicycle race
“The Relief of Vienna by Bicycle”
and the installation of an information
table depicting Krakow green

trails. A historical and artistic
happening was arranged on the basis
of the painting by Jan Matejko
“Sobieski at Vienna”, a copy

of the painting by Jan Matejko
“Sobieski at Vienna” was made and
exhibited; one arranged museum
exhibitions, the Krakow-Turkey-
Vienna Fair, events at the Jan 111
Sobieski Il High School in Krakow,
competitions, conferences and
scientific sessions, a historical mural
titled “The City Gate of Triumph”.
The highlight events included:

the Parade of the Royal Entourage

to the Main Square, the organization
of the camp of the Sobieski victorious
army on the Krakow Btonia Meadows
as well as a cavalry horse show, and
also the battle spectacle “\enimus,
vidimus, Deus vicit”— (www.bip.
krakow.pl, 2008, following: Palis,

p. 63). An advertising campaign

and a decoration of the city related
to the theme of this event were
realized. Discovery Historia TVN
channel (Palis, 2016, pp. 64-65)

as well as the Wilanow Palace
Museum were invited to cooperation.
The Krakow-Vienna Association
organized the celebrations in Vienna.

Source: own elaboration on the basis of (www.bip.krakow.pl, 2008; Palis, 2016, p. 63).
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The scale of the presented events required an appropriate system of management, which
constituted the subject of this analysis. According to Arendt, “all activities which should be un-
dertaken in order to successfully manage a project are described in the so-called methodologies
of projects management. They constitute a systematic description of how to manage a project...”
(Buktaha, 2007, p. 23; after: Arendt, 2016, p. 146). It is an important fact that the analyzed anni-
versary events were organized before the methodology of projects management was introduced
in the Krakow City Hall. However, in spite of the lack of the methodology, in order to efficiently
realize the above-mentioned undertakings, the city implemented a number of various tools. These
included, among others, the appointment of the Programme Board and the Organization Committee,
the preparation of appropriate documents both resolutions of the Krakow City Council and other

internal documents. The applied tools are included in the table below.

Table 2. Analysis of the tools applied in the management of anniversary events

the personnel of the Programme Board and
the Organization Committee. The following
people were included in the OC: Director

of Magistrate as the Chairperson

of the Committee, Directors of the Krakow
City Hall Departments, Directors

of the Municipal Units, Police and Municipal
Police Chiefs. The Programme Board finally
consisted of 19 people.

Kind 750" Anniversary of granting Magdeburg 325" Anniversary of the Vienna

of document/tool Rights to Krakow Victory

Resolution On 17.12.2003 the Krakow City Council On 21.11.2007 the Krakow City

of the Krakow | adopted Resolution no XXXIV/299/03 Council adopted Resolution

City Council regarding the celebrations of the 750" no XXVII/358/07 determining
Anniversary of granting Magdeburg Rights | the directions of activities for
to the Royal Capital City of Krakow, which | the President of the City of Krakow
determined the celebrations of the750" regarding the organization
Anniversary of granting the Rights to the city | of the official celebrations of the 325t
of Krakow. Anniversary of the Vienna Victory.

Resolution On 1.04.2004 the Krakow City The OC was appointed

of the Krakow | Council Resolution no XLII/401/04 by the decree of the President

City Council established the Programme Board (PB) of Krakow no 229/2008 of 5.02.2008.

/ Decree and the Organization Committee (OC) The OC included the representatives

of the President | of the Jubilee, whereas Resolution of the organizational units

of Krakow no XLV/442/04 of 12.05.2004 approved of the Krakow City Hall,

of municipal units, the Krakow City
Council as well as a team of advisors.
Apart from the preparation

of the programme of the celebrations
and its realization, the OC was

also in charge of the development

of the programme of promoting these
events. 4 thematic teams were created
with responsibilities for: highlight
events, promotion, education as well
as the protocol and foreign contacts.
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Rules 24.06.2004 is the date of the first meeting Dedicated offices set up within
of procedure/ of the Programme Board. On 6.07.2004 the Krakow City Hall Bureau
organizational the PB approved its “Rules of procedure”. of Tourism were responsible for
structure The Chairperson and the PB Secretary were | dealing with the OC. At the beginning
appointed. Units dedicated to the celebrations | a timetable was developed for
of the 750" Anniversary of granting the realization of activities,
Magdeburg Rights to Krakow were created | according to which the programme
within the structure of the City Hall, and of celebrations was elaborated.
their tasks were, among others, to deal with | The programme comprised 35
the PB and the OC. undertakings, including 11 ones
proposed by the 11 High School
in Krakow. The undertakings were
divided into: highlight events,
accompanying events, educational
undertakings and other activities,
including promotional ones.
Instruction/ On 28.09.2004 “the instruction for
project form those who submit and realize projects”
as well as the scheme of issuing positive
or negative opinions on the projects were
approved. “Project forms” were approved.
The invitation to submit programme
applications was placed on the “Magiczny
Krakéw” internet page for many months.
Press conferences were organized, which
resulted in the publication of press articles
which informed about the possibility
of submitting jubilee projects. The instruction
for those who submitted projects applications
included the definition of the Jubilee,
the form to fill in by projects applicants
as well as the criteria of their assessment.
Teams for thematic analyses were created
whose task was to give negative and positive
opinions and make an initial selection
of projects. Approximately 230 applications
were submitted, and then they were verified
by particular teams.
Programme On 15.11.2005 the PB accepted in the form | Official Order of the President
of events/ of a table the Programme of the Jubilee of Krakow no 10/2008 of 11 July
Resolution together with the costs estimate for the years |2008 regarding the realization
of the Krakow | 2006-2008. On 15.03.2006 the Krakow of the programme of nationwide
City Council / City Council adopted the Resolution celebrations of the 325" Anniversary
Official Order regarding the approval of the Programme. of the Vienna Victory.
of the President | An attachment of the resolution listed
of Krakow coordinators and implementers of particular
jubilee assignments.
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Logo
of the event

On 12.10.2004 the logo of the Anniversary
of Granting Rights to Krakow was approved
in two versions: for common use as well

as for the use in special magazines and

by specific publishers.

Logo of the event was approved

Decree

of the President
of Krakow
regarding
highlight events

The Decree of the President of Krakow

no 584/20 of 19.03.2007 regarding

the appointment of the Task Team responsible
for the audience organization during highlight
events.

Decree of the President of Krakow
no 1182 of 17.06.2008 regarding
the appointment of the Task Team
in charge of the preparation and
realization of the open-air cultural-
educational spectacle.

Additional
competitions

Competitions were organized, e.g. ...“Jubilee
Souvenir — Jubilee Symbol”, “Jubilee Cakes”,
“The oldest Krakow business still working”,
“Family with the oldest Krakow history”.

Additional tools

The official order of the President of Krakow
no 1/2005 of 13.01.2005 regarding
activities related to the celebrations,
which were scheduled for 2005. The order
of the President no 457/2007 of 5.03.2007
regarding the approval of celebrations
sponsors’ activities consisting in placing
spatial elements, advertisement media and
advertisements as not subject to charges.
The order of the President no 588/2005

of 14.04.2005 regarding the appointment
of the Task Team in charge of investments
related to the jubilee.

Manner of work

In the period between 2004 and 30.06.2007
the PB arranged 40 sessions, over 150
sessions and meetings within the scope

of work of the thematic teams and individual
meetings with subjects making programme
proposals. The members of the Programme
Board worked on a voluntary basis.

In the years 2004-2007 the OC participated
in approximately 21 meetings. Finishing
their work the thematic teams appointed

by the PB produced lists of events and
jubilee-related activities. The OC issued
opinions on the possibility of the realization
of events. Opinions, proposals and decisions
of the Committee were successively
presented during the following sessions

of the PB.

Cyclical meetings of the Organization
Committee

Source: own elaborations based on Reports on the activities of: the Programme Board of the celebrations
commemorating the 750" Anniversary of granting Magdeburg Rights to Krakow and the Organization
Committee as well as the Organization Committee of the celebrations commemorating the 325" Anniversary
of the Vienna Victory (Mys$liwy, Krakow City Hall, 2008).
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The data illustrated in Table 2 lead to the conclusion that a range of tools was implemented
in order to organize the celebrations commemorating the 750" Anniversary of granting Magdeburg
Rights to Krakow and the 325" Anniversary of the Vienna Victory, principally in the form of doc-
uments, both internal as well as resolutions and orders of the President of the City of Krakow.
The organization of both undertakings was supervised by appointed teams, such as the Programme
Board and the Organization Committee, which included city officials, representatives of the mu-
nicipal units and external experts. The management of both the events started a long time before
they started, and more time was needed in the case of the celebrations commemorating the 750"
Anniversary of granting Magdeburg Rights to Krakow, due to the scale and significance of this
undertaking. All of the organizational activities regarding the work of the teams were coordinated
by specially appointed and dedicated for this purpose units in the structures of the department
in charge of the promotion and city tourism. However, the realization of particular undertakings
which constituted parts of the programme of events was a responsibility of departments/units
which were in charge of the organization of particular tasks. As for the organization of the 750"
Anniversary of granting Magdeburg Rights to Krakow, there existed interdependencies as well
as interrelations between the Programme Board and the Organization Committee. The Programme
Board and the Organization Committee commemorating the 325" Anniversary of the Vienna
Victory included, among others, people who worked on a voluntary basis. Therefore, cross-sector
cooperation was of crucial importance in order to succeed with these undertakings. In both cases
a schedule was elaborated in the form of a table. Also other additional forms or helpful instruc-
tions were important in the process of the management of the events. Moreover, e.g. in the case
of the 325" Anniversary of the Vienna Victory, the large open-air spectacle was treated in a special
way and an additional separate team was appointed to handle its organization. The Programme
Board of the 750" Anniversary of granting Magdeburg Rights to Krakow, however, appointed
a thematic team which was responsible for the success of highlight events, and which was headed
by the art director. A special form of the preparation of the investment also played a significant
role, and hence in the case of the 750" Anniversary of granting Magdeburg Rights to Krakow
a special team was appointed for the coordination of investment undertakings.

Having analyzed the statistical data regarding the described events (Tab. 3) one may draw
the conclusion that they were managed in a successful and efficient manner. The organized events
constituted a form of marketing communication with the surroundings, which was received with
a high degree of interest both on the part of local citizens and tourists. At that time Krakow was
visited by 5% more people and they stayed relatively longer in comparison to the similar time
in the previous year. These facts are a result of a well prepared way of the management of these
anniversary events.

Table 3. Numerical data

750" Anniversary of granting Magdeburg Rights to Krakow
From 1 to 10.06.2007 over 1,500 artists performed on Krakow stages and approximately 240,000 spectators
participated in the cultural events. Overall, there were 68 official guests. 21,966 people in total stayed in 57
accommodation establishments between 1 and 10 June. Approximately 95,000 tourists are estimated to have
stayed in Krakow accommodation establishments during this time, i.e. about 5% more than at the same
time in the previous year.
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325" Anniversary of the Vienna Victory

According to the data supplied by the head of security:

1) 8,500 people visited the camp of the victorious Sobieski army and the cavalry show on the Krakow
Blonia meadows between the noon and 3 p.m.

2) 14,000 people were present on the premises of the “Venimus, vidimus, Deus Vicit” historical spectacle
on the Krakow Btonia meadows on 13.09.2008, and additional 5,000 people saw the spectacle from
the outside. The triumph of King Jan 111 Sobieski — the Vienna Victory — the march and the spectacle
on the Main Square on 14.09.2008 were seen by 30,000 spectators.

Source: own elaborations based on Reports on the activities of: the Programme Board of the celebration
commemorating the 750" Anniversary of granting Magdeburg Rights to Krakow and the Organization
Committee as well as the Organization Committee commemorating the celebrations of the 325" Anniversary
of the Vienna Victory (Mysliwy, Krakow City Hall, 2008).

5. Conclusion

As it can be seen from the conducted own and secondary research works, the organization
of events is becoming a more and more frequently utilized tool in the marketing of the public
sector (Niemczyk et al., 2014, p. 510).

Events commemorating the 750" Anniversary of granting Magdeburg Rights to Krakow and
the 325" Anniversary of the Vienna Victory are large scale undertakings possessing the charac-
teristics of social marketing projects in tourism for the reason of their large size and the target
groups to which they were addressed. The analysis of documents and the conducted research
enable one to draw a number of conclusions. Firstly, the programmes of both these events
were 100% realized. The tools selected in the process of event management accomplished
their role and also made it possible to efficiently and successfully manage these events in spite
of the fact that they were not realized within the project management system (Adler & Palis,
2016)2. At present undertakings of a similar kind should be further equipped with additional
tools which are available through the project management systems and which were absent
in the years 2006-2008, i.e. for example a Gantt chart, which would indicate the time dependen-
cies of particular activities. Above all, similar undertakings should be realized within the project
management system, but the tools utilized within the management of these events may certainly
be adapted as well as constitute precious inspirations for the application of similar instruments.
Secondly, an efficient organization of the described events may be related with various areas,
such as an efficient and successful management of the city and its image, local investments,
tourism, involvement of the local community. As it can be concluded from the analysis of doc-
uments, the management of the scope of the project was well planned, including the division
of roles, competencies and responsibilities. Cross-sector cooperation as well as an appropriate
selection of partners, including institutions and individuals as experts, were utilized as a tool
of management. As it was mentioned before, in the management of these projects an emphasis

2 The project management system was formally introduced in the Krakow City Hall in 2011 on the basis
of the PMI standard (Project Management Institute) (Dgbogorska- Rusak, 2013, p. 37, after: Adler & Palis,
2016, p. 342).
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was placed on the involvement of volunteers. The participation of people working on a voluntary
basis constitutes, on the one side, a proof of the involvement of the local community (identifi-
cation with the city) and on the other side, the care for the budget of public finances (organizers
and local citizens). Moreover, as far as the 750" Anniversary of granting Magdeburg Rights
to the City is concerned, every individual, organization or institution was entitled to submit their
own project to be realized.

Planning of the described events was efficient as far as timing and results are concerned.
The programme comprised cyclical events taking place in the city, which constitutes a proof
of an effective utilization of the potential and a rational management of the resources and budget.
What is more, in the area of the management of the project communication, the events were
a tool for marketing communication with stakeholders and played an educational role in the for-
mation of patriotic attitudes, communicated a message based on the history. They may be de-
fined in the category of media pretexts of media impact on the national and international scale.
The issue of the emotional involvement of the participants of the anniversary events also deserves
attention since this aspect distinguishes a product of this kind against the background of others
in the management of events and the management of social projects. The indicators referring
to the tourists visiting the city, effects of the promotional and media campaigns as well as a series
of investments made for the reason of the organization of the described anniversaries constitute
a measurable effect. To sum up, the conducted research is well combined with the issues related
to the direction of the development of events management. One can observe that “celebration
evolved into a business as well as a growing and vital global industry with new demands, needs
and challenges every day” (Bowdin et al., 2011, p. 45). Anniversary events, which are gaining
popularity in the field of event tourism, require an adjusted and dedicated methodology of man-
agement, which is analyzed in this work.
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Chapter 3 8

Management of Sustainable
Events — Case Studies'

Donata Adler, Beata Palis

1. Introduction

This article deals with the issues related to the management of sustainable events. Due to the fact
that the principles of sustainable development correspond well with the strategy of the functioning
of present-day organizations, these issues also exert an influence on the organization of sustainable
events, meetings, conferences.

The purpose and assumption behind the organization of an event in a sustainable manner
is to minimize the negative impact of the meeting on the environment. The event may be organ-
ized not only in an ecological but also a socially-responsible way. The arrangement of a confer-
ence in accordance with the assumptions of CSR, taking into consideration social, ethical and
ecological aspects during its realization is an innovative approach since this activity may bring
numerous benefits to every organization. The benefits are visible not only for the environment but
also for the image of the company as well as a higher prestige of the organized event. Moreover,
this constitutes a positive contribution to the social development, and the cooperation with social
partners, non-governmental organizations may lower the costs of the organization of the event
(Oczyp, 2017). Such a perspective raises the value of the described issue for the process of decision
making in the management of a company (compare: Porter, 1991).

The purpose of the article is to analyze the manner of the management of sustainable events
and to examine what tools are implemented by subjects for their organization. The research works
were focused on the manner, course and compatibility with the norms of the organization of “green”
events as well as the impact of such an activity on other issues related to the organization man-
agement. It contains information about how to achieve such an effect, that is what is important
from the point of view of the organization and management of a socially responsible event. Both
international and Polish norms and certificates regarding sustainable events have been analyzed.
Scenarios of good practices have been presented on the basis of case studies.

! The publication was co-financed from the Ministry of Science and Higher Education Grant for the Young
Researchers and Doctoral Students of the Department of Management of the Cracow University of Economics.
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The following research tools have been utilized: an analysis of the literature on the subject,
analysis of documents, analysis of secondary data, participant observation, free interview and case
study. As far as the management of sustainable events is concerned the conclusions correspond
well with the modern concepts of management and the concepts of sustainable development
in the management sciences. A sustainable approach bears its significance from the point of view
of the management, including the attitudes of investors for whom more and more frequently the fi-
nancial results only are not enough when it comes to making strategic decisions (Ratajczak, 2010,
p. 78), but instead they take into account all of the responsible and ethical activities undertaken
by the management personnel.

2. A sustainable event — basic theoretical assumptions

The purpose and the assumption behind the organization of an event/conference in a sustainable
manner is to minimize the negative impact of the meeting on the environment. Nowadays more
and more companies pay attention to the ecological aspects since the principles of sustainable
development correspond well with the strategy of the functioning of the company. These issues
should translate into the organization of ecological, sustainable meetings, or conferences and
other celebrations (Oczyp, 2017).

Per aspera der astra (through hardships to the stars) is a Latin saying which corresponds
with the idea of sustainable development which is already referred to in Art. 5 of the Constitution
of the Republic of Poland, which reads “The Republic of Poland shall safeguard the independence
and integrity of its territory and ensure the freedoms and rights of persons and citizens, the secu-
rity of the citizens, safeguard the national heritage and shall ensure the protection of the natural
environment pursuant to the principles of sustainable development” (The Constitution..., 2008,
p. 7). The right to the clean environment is strongly correlated with the obligation resulting from
Aurt. 86 of the Constitution, which reads: “Everyone shall care for the quality of the environment
and shall be held responsible for causing its degradation” (Ploszka, 2010, p. 23). In accordance
with the Environmental Protection Law Act of 27 April 2001: Journal of Laws of 2001, No 62,
item 627, sustainable development is defined as: “socio-economic development in which a process
takes place that integrates political, economic and social activities, maintaining the biological
equilibrium and the continuation of elementary natural processes, in order to ensure the possibility
of satisfying the basic needs of particular communities or individual citizens belonging to the pres-
ent-day or future generations” (Jurczak, 2010, p. 10). The important role of source documents,
such as Agenda 21, the Lisbon Group Document, the Rio Declaration on Environment and De-
velopment, etc. (after: Piontek, 2002) should also be emphasized. The European strategy assumes
a vision of the social market economy based on intelligent and sustainable development as well
as on social inclusion (Gotgbiowska, 2015, pp. 171-179). In the Polish literature on the subject this
issue is analyzed broadly by B. Piontek in the work “The concept of sustainable and permanent
development of Poland” (2002 and Strategy for Poland, 1999).

Speaking of the organization of events in a sustainable manner we refer to the ethical and
socially responsible principles of management performed by economic subjects on the local
and global scales alike (Adler et al., 2015). The meetings industry is one of the areas of tourism
which deserves special attention. In tourism the concept of sustainable development encompasses
the economic, ecological and socio-cultural aspects. Essentially this is because of the idea that
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tourism should become economically profitable in the long run (for the receiving community),
ecologically neutral and socially justifiable. These three pillars of sustainability refer to the tour-
ism economics, tourism participants (both tourists and the community receiving tourists) and
tourist destinations. All of these aspects of sustainable development of tourism should be treated
with equal importance since combining them together may bear fruit resulting in the creation
and development of sustainable tourism. It is indicated in Agenda 21 that in order to ensure
pro-ecological development of tourism one should take into account both the new regulations
or enhancements of the existing legal means aimed at the protection of health and the environ-
ment but also the organization, at the initiative from the tourism branch, of programmes aiming
to ensure a responsible and ethical management of tourism products (Kazimierczak, 2009, p. 14).
The organization of events in a sustainable manner may also constitute a valuable initiative.
Bearing in mind all of the above theoretical considerations, the organization of sustainable
events should be taken into account from the point of view of the management of organizations
regardless of their industry or branch. This results from the fact that the strategy of sustainable
events, which accounts for the three pillars of sustainable development, is related to the man-
agement through:
» arational utilization of natural resources and the limitation of the negative impact on the en-
vironment,
+ aninfluence on the social development taking into consideration the specific qualities of various
groups,
» economic efficiency and stability.

3. Principles of the organization of sustainable events

Specific principles or norms referring to the organization of events in a sustainable manner
exist. In this case factors such as the selection of local partners, suppliers and subcontractors
should be taken into consideration. There are more and more services and products available
on the market, which are useful when it comes to the organization of green events. Applying
checklists and basing the organization of an event on the existing standards may be helpful
(Janek & Mieszkowicz, 2010). The two principal standards introduced for the implementation
while realizing sustainable meetings are: the BS8901 standard and the ISO 20121:2012 stand-
ard. The BS8901 standard was developed by the British Standard Institution in 2007. It is based
on three priorities: minimizing the negative impact on the natural environment, exerting a positive
influence on the local community, and reducing the costs of production and exploitation (Ger-
win, 2009). The 20121 standard was introduced by 1SO on 15 June 2012, in this way providing
a model of the system of the sustainable management of events based on the Deming cycle
(PDCA) (Oczyp, 2017; Sustainable..., 2012). The management of a sustainable event may also
be based on the following norms: the S.A. 8000 norm, the 1SO 14001 standard, the ISO 9001
standard, Green Events Certification, Green Festivals (Mieszkowicz & Bielski, 2013), Green
Office, or simply an energy audit or an initiative towards reporting (Global Reporting Initiative
GRI) (more: Pali§ & Adler, 2016, pp. 734-755).

In accordance with the standards regarding the organization of this type of events, it is important
to take into consideration the following elements (after: Adler, 2010, pp. 68-71; Mieszkowicz,
2012; Oczyp, 2017):
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1. Location: while choosing a location for an event one should pay attention to the fact whether
a given building is ecological — this criterion is met by many new, appropriately adapted build-
ings. Sustainable buildings may be found in some catalogues which contain information about
buildings realizing sustainable meetings (Buchwald, 2012). It is also a good idea to search
for hotels and conference centres which possess the Green Key sign, awarded to environ-
ment-friendly accommaodation establishments. Starting cooperation with a community centre
or a theatre may also constitute a solution.

2. Catering: one should choose an offer which would ensure ecological dishes, prepared,
as far as it is possible, from seasonal products of local origin. Coffee and tea as well as other
products should have the Fair Trade label. The excess of food which is not consumed should
be transferred to local Food Banks, whose mission is among others to prevent food waste,
so that they could redistribute it. It is recommended to use reusable vessels.

3. Promotional materials and advertisements: one should, as far as it is possible, limit or resign
from printed materials and replace them by the electronic ones. If it is necessary to produce
them, one should pay attention to the fact that they should be made from ecological components
which could be reused, possibly at the time of the successive events. Banners, roll-ups may
be replaced by pictures shown with the help of projectors. It is recommended to use recycled
paper.

4. Cooperation: organizing an event one may start the cooperation with the subjects of social
economy, which may be helpful during the realization, i.e. foundations, associations, social
cooperatives, Vocational Development Centres, whose aim is to create jobs for the people who
face the threat of exclusion or marginalization.

5. Recycling and offset: wastes which may be recycled should be transferred for recycling
by throwing them to appropriate containers which already are popular and accessible. Seg-
regation of wastes is important. Attention should be directed to the issues of neutralizing
our climatic trace, that is reducing the amounts of carbon dioxide generated during the time
of the conference. This may be achieved with the help of a special calculator which calculates
“the climatic trace”, and then the emission of CO? may be neutralized e.g. by planting trees
(Oczyp, 2017).

6. Savings: one should pay attention to the issues of savings, e.g. using paper printed on both
sides, saving water or energy.

7. Trips and transportation: using and promoting public transportation, e.g. buses, coaches,
coaches powered by solar batteries as well as electric ones (Mieszkowicz, 2012, p. 23).

The application of the presented principles in the organization of events in business practice
constitutes the subject of the research works on case studies in this work.

4.The manner of the management of sustainable events — case
studies

In the period between February and May 2017 the authors carried out their own research
works through the analysis of the tools utilized in the process of the management of selected
sustainable events.

The research works were focused on the manner, course, compatibility with the norms of the or-
ganization of “green” events as well as the impact of such an activity on other issues related
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to the organization management. The following research tools were implemented: an analysis
of the literature on the subject, analysis of documents, analysis of secondary data, participant
observation, free interview and case study.

The need for the organization of events in a sustainable manner appeared in the circles of or-
ganizers of competitions and Olympic games because following their organization a number
of negative consequences for both the environment and the local community were noticed. The prin-
ciples of sustainable events were implemented for the first time during the Winter Olympic and
Paralympic Games in Vancouver in 2010. Sustainable events may include scientific, cultural, artistic
or industry-related ones?. Table 1 illustrates selected examples of events organized in a sustainable

manner. The tools implemented within the management of the events have been analyzed.

Table 1. List of events organized in a sustainable manner — case studies

Name of event

Sustainable events
as a chance for

of the event

to the environmental aspects
of the activities of the European
Union. Encouraging persons
responsible for the Presidency
to organize events and

tenders in accordance with
the principles of sustainable
development; organizing
training for the Presidency
Corps on the subject of green
public procurement; preparing
and distributing guidebooks
regarding green events.

internal and external
communication, standards
of projects management.

the competitiveness CSR Fairs
Kind of activity Events related to the Polish of regions — 2012 organized
Presidency in the EU in 2011 the conference by the Responsible
of the Krakow City Hall | Business Forum
and the Aeris Futuro
Foundation — 2010
Management Leading working groups related | Cross-sector cooperation, | In accordance

with the Green
Events certificate
of the Aeris Futuro
Foundation.

Partnerships

Cooperation with non-
governmental organizations
specializing in the area of pro-
ecological attitudes of citizens,
competitions regarding
subsidizing ecological issues.

Public administration,
Polish and English
non-governmental
organization,
entrepreneurs representing
the market of ecological
products.

Greater involvement
of the Fairs
participants.

2 More: www.aerisfuturo.pl.
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Trips and Public and municipal Carpooling, public Thanks
transportation transportation (buses, coaches); | transportation, pedestrians, | to the prepared

coaches powered by solar bicycle, teleconferences procedures

batteries, 3 electric cars.

and on-line transmissions.

transportation needs
were reduced.

Conference
and hotel
establishments

Located in city centres, new

or refurbished ones and adapted
for the needs of disabled
people; as for the decoration

of the establishments — carpets
and furniture made from natural
fibres, non-flammable, reusable
in other establishments;

plants in pots in the rooms,
which were later returned

to the gardening centre;

as for recycling — dedicated
containers for glass, paper,
plastic and aluminium.

Adaptation of a Room
in the Krakow City Hall
—a lower consumption
of water and energy,

a location near the Main

Train Station, labelling
the event in accordance
with the standards

of a sustainable event.

Modern, energy-
saving, conference
establishment
located in the city
centre (Copernicus
Science Centre).

Catering

Preferences for the Polish
cuisine as well as regional
and local suppliers; collective
packaging for foods and
equipment, fresh fruits and
vegetables, planning purchases
and portions on the basis

of the data obtained from

the accreditation, promotion
of healthy foods from
ecological plantations;

a publication promoting

the Polish cuisine based

on local products.

Ecological menu, local
suppliers, entrepreneurs
representing the market
of services delivered

by ecological producers.

Ecological menu,
local suppliers,
entrepreneurs
representing

the market

of services delivered
by ecological
producers.

Communication,
promotion,
education

As for the internal
communication — a system

of exchanging documents

and updates (Extranet); as for
the external communication —
a web page and an electronic
system of accrediting;
teleconferences, telephone
conversations, email
correspondence, reusable
exhibition equipment and
materials; recyclable pencils;
gadgets and presents made
by Polish artists and craftsmen;
promotional publications

in the form of tablet

Electronic materials,

multimedia presentations,

information materials

available on-line, materials

for the participants

on memory sticks, limited

amount of printing
on recycled paper.

One introduced

the Programme

of Reusing

the Materials
which were
distributed during
the event among its
participants. Thanks
to this programme
all the materials
were subject

to recirculation,
selection,
redistribution and
recycling.
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applications, training for 120
employees on the subject

of green public procurement;
organization of 2 conferences
in accordance with the standard
of Green Events.

in flowers and greenery 2011”;
the Ministry of Environment
support for the festival “Day
of green Presidency” (gifts

— 300 pansies representing

the colours of the EU and
Poland); returning the beach
in Sopot back to its original
state.

Wastes Transferring information- Event recycling and Aresponsible,
promotional materials which offset — calculation selective wastes
were not suitable for further of the climatic trace collection was
usage for ecological utilization; | of the conference, planting | carried out
in 2012 planting trees trees in order to neutralize |at every stage
in the quantity corresponding | the climatic trace. of the event (preparing,
to the value of wastes subjected performing,
to recycling; collections cleaning).
of scrap paper, scrap metal and The amount
banners. of the wastes was

optimized thanks
to an appropriate
planning.

Other Focusing attention Fairs with ecological One introduced
on the aesthetics of landscape, | products — commercial the “Carbon
e.g. the Ministry of Foreign partners and non- Offset” programme
Affairs competition “Warsaw | governmental by planting

organizations, promotion
of ecological products
entering the market, e.g.
sanitary items, bicycles
generating electric power,
sleeping bags made from
bottles as well as electric
vehicles.

an appropriate
number of trees
which will consume
an adequate amount
of CO, within

a particular period
of time.

Source: own elaboration on the basis of “Polish Presidency of the Council of the European Union. Final report
on the preparation and performance of the Presidency” approved by the Council of Ministers on 17 April 2012,
Warszawa, pp. 90-92 as well as on the basis of www.zielonewydarzenia.pl, www.odpowiedzianybiznes.pl.

Whether an event is sustainable is determined by its compatibility with the norms in the areas
of the cooperation with the local community, location, catering, wastes management, transpor-
tation, offset, promotion. The presented examples of green events in each of these categories
proposed specified solutions, partly typical ones, e.g. catering based on a local menu, using public
transportation, limiting the amount of printing of promotional materials; and partly unique ones
addressing a particular meeting, in the form of dedicated competitions or references to local
problems or locations, e.g. returning the beach in Sopot to its original state.

To sum up, the presented organizations carry out sustainable events within the management
system in accordance with the existing norms, and their course corresponds with the PDCA model
as well as with the criteria of certificates.
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5. Conclusion

The conducted research works referring to the organization of sustainable events enable
one to draw a number of conclusions. Sustainable management of events is a relatively new
topic, and one may observe a continuous necessity to raise the awareness on the subject
of the implementation of green standards. One should highlight the fact that on the Polish mar-
ket the standards of sustainable events have been implemented at the same time as is the case
around the world (since the years 2007-2010). Such a style of management is compatible with
the strategy of sustainable development — the Europe 2020 Strategy, the direction of the Euro-
pean and global trends.

As can be concluded from the analyzed material, organizations carry out the presented
events in accordance with the guidelines of the BS8901 norm, the 1SO 20121 standard or Green
Events, following the scenario of sustainable activities in the project. Looking for an answer
to the question of how the organization of events in a sustainable manner relates to other issues
of the organization management, one may conclude that the adoption of the model of managing
events in a sustainable manner:

» is compatible with the mission and the strategy of socially-responsible organizations,

* permits to rationally manage own resources and the resources of the surroundings — to evaluate
the incurred costs,

» helps with the integration within the team through shaping responsible attitudes,

» contributes to the creation of the image of a responsible employer,

» exerts an impact on the local natural and social environment.

Analyzing particular tools of the management of an event of this type it is difficult not to em-
phasize important issues in the changing environment, which support these activities. Hence,
the popularization of new technologies constitutes a chance for the development of sustainable
events. The emergence of the idea of the smart city requires that the local community, including
business units, assumes the responsibility for the quality of life in the city and for the implemen-
tation of social and environmental innovations, including sustainable events. A broader range
of the obligatory social reporting signifies a calculation of the impact of the organized events
on the surroundings, an evaluation according to the PDCA model. The organization of events
in a sustainable manner results in an increase in the competitiveness through the quality of services,
attractiveness of the offer, interest of the media. Cross-sector cooperation as the management
of relations signifies a selection of sustainable stakeholders in the chain of supplies. As a result,
one promotes the infrastructure of sustainable suppliers, establishments, partners and supports
the local entrepreneurship and good green practices.

In the long term, the organization of sustainable events signifies an innovative and competitive
economic development, a high quality of life in the clean environment, safety and health of various
social groups (Mieszkowicz, 2012, p. 10). Taking into consideration the organization manage-
ment, the introduction of green events reduces the risk related to business activity, prepares for
the coming unavoidable changes in the legal system resulting from the necessity of the protection
of the environment.
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Chapter 3 ;

Reliability Determinants of the Value of Transport
Company Fixed Assets Components'

Stanistaw Mtynarski, Jarostaw Kaczmarek

1. Introduction

We can talk about rational management of fixed assets use when with given resources the max-
imum value of output (products or services) is reached. Consequently, rational management
of fixed assets can be done in two ways. These are: maximisation of the output value employ-
ing the given resource, i.e. production technical means, and by minimising the costs of the use
of fixed capital resources (machinery and vehicles) to produce goods (Kaczmarek & Mtynarski,
2012, pp. 191-204). The execution of these two postulates can be sought by way of the utilisa-
tion of production means that satisfy high reliability requirements and standardised service life.
In the considerations on the rationality of management and effectiveness of assets components,
on the other hand, one of the most significant factors is the value of assets components that are
used as production technical means. The value of these components match the benefits derived
from possessing them, and these are directly proportional to durability and reliability of their func-
tioning (Byrski & Luchter, 1972, pp. 22-24; Kaczmarek & Mtynarski, 2006, pp. 259-274).

The level of operation reliability depends on physical and technological factors of the given
component of the fixed assets, which is associated with its physical and economic wear and de-
terioration of technical condition.

A natural effect of the use of machinery and vehicles is the occurrence of their failures (Magiera
& Piec, 1994). The earliest to be revealed, as early as testing of the prototype, are design errors
induced failures (Fig. 1, characteristics 1), a little later — those caused by technological problems
(curve 2). The failures represented by curve 3 result from incorrect operation and natural ageing
(degradation) processes to which structural and so-called operational (e.g. lubricating greases)
materials are subjected. A machine of well-developed design and technology and used properly
behaves after model 4 in Figure 1.

! Publication financed by funds granted to the Management Faculty of Cracow University of Economics

under the scheme for subsidising university research potential.
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Figure 1. Regularities occurring in the use of mass products (causes of failure)

f(t)

Notes: causes of failure: 1 — design related; 2 — technological; 3 — use—related for objects of prototype design
(immature); 4 — use—related for objects designed correctly and used correctly.
Source: own elaboration based on: (Magiera & Mtynarski, 2003, p. 327).

The higher the technical and technological advancement of the producer the slenderer curve 4
(minor dispersion of reliability distribution), and the further away from the scale origin its maximum
(this indicates high service life) (Magiera & Mtynarski, 2003, pp. 325-335). A well-developed
design should include the durability of all the components of the structure specified and foreseen
by the producer. Such a case, concerning a structure refined reliability-wise, is shown in Figure
2B, where the components (sub systems) of an object have a statistically similar durability.

Figure 2. Components up times of object

A B

f(t)

f(t)

00 t t

Notes: A—underdeveloped object in respect of reliability; B — structurally mature object of similar durability
of components. Subassemblies: 1, 2, 3, 4.

Source: own elaboration.
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Such properties of an object are difficult to achieve even with the current state—of—the art and
calculations potential. Design engineers and producers of mass goods such as cars enjoy favour-
able conditions since to improve the quality of their products they have at their disposal reliable
statistical, operation—based data on failures. The case of the production of large technical objects
structurally intricate manufactured individually is more complex. Designing of reliability level
only on the basis of operation—based data is then ineffective. Such objects require construction
methods that enable the estimation (forecasting) of future behaviour of the object (Oprzedkie-
wicz, 1995). The knowledge of object’s future failure is of considerable technical significance for
the prevention of some failures by way of preventive actions and applying this information to newly
designed machinery and vehicles. In respect of economy this knowledge seems to be much more
important. This is related to several factors that affect the incurred expenditure on the purchase
of ineffective machinery, which entails the costs of failing to execute a contract and expenditure
for repair works. Since the actual (intrinsic) value of a machine as a production means depends
on the benefits from possessing it, there is a clear relationship between the reliability of the machine
and its intrinsic value. Therefore, searching for and analysing these relationships for the estimation
of the value of the technical means of production and the management of the company’s fixed
assets are self-evident. The impact of reliability on the production potential and the value of fixed
assets components executing the production tasks is very significant in the activities of transport
enterprises. In what follows the problems of the analysis of costs associated with the estimation
of the assets components from the group of transport means.

2. Technical-economic reliability indicators of transport means

Reliability of a technical object is a property that defines the quality of the execution
of the tasks by the given object considering random changes of its functional characteristics.
Quantitatively the object’s reliability is expressed by measures called reliability indicators.
Their type and number are selected adequately to the given object and task (Borowiecki et al.,
2004, pp. 155-167).

The technical-economic indicators of vehicle reliability can be divided into two groups:

1. indicators characterising vehicle reliability in the technical aspect in the period of operation.

These include:

— )\ —failure rate,

- T —amount of work done,

2. indicators characterising vehicle reliability in the aspect of waste of resources, materials loss
and resulting cost indices. These include:

— vehicle repair expenditure factor (1):

K, =— (1)

where:
A - vehicle acquisition cost,
E, — repair cost and spare parts cost during tests.
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— availability factor (2):

T
K g = £
I.-1, (2)
where:
T, — operation time,
T, — repair time,
— factor of vehicle technical use (3):
T -n
KW = -
4 3)

where:

T, — mean time of vehicle repairs during operation period,
n — number of failed elements in a period of time (0,...,t),
t —time of observation.

The proper use of reliability indicators has an impact on the determination of the economic
time of operation period. In the majority of real life situations the vehicle reliability reduction
leads to the reduction of the likelihood of reaching high economic effects from its functioning.
Conversely, an increase of vehicle reliability will increase — within some boundaries — the prob-
ability of reaching favourable economic effects (Czarnek, 1982).

An increase of the probability of reaching favourable economic effects, however, is not
the only result of reliability increase. If out of the total sum of the costs of system construction
and operation some part that directly determines the system reliability were separated out, an in-
crease of these costs might be noticed in some cases, provided the reliability increases. The group
of costs in question can be called “reliability costs”. These include, inter alia, the costs of repairs
and maintenance, the costs of upgrading the staff’s qualifications and the costs of improving
the quality of components and the whole system of operation (Ciesielski & Sudrowicz, 1993;
Copeland et al., 1997; Siudak, 2001).

The interdependencies between reliability, operation costs and economic effects of company
fixed assets utilisation are not easy to identify. The knowledge of them gives an opportunity
to compare the effectiveness of objects of various reliabilities on the basis of which the value
of fixed assets components can be estimated (Mtynarski & Kaczmarek, 2009; 2015, pp. 4954-4971).
The possibility of comparing assets in this aspect is a starting point for assets valuation and
optimisation of company’s expenditures. For a transport enterprise one of the major investment
expenditure is the acquisition of transport technical means (vehicles). Therefore, next to the in-
formation on the price, the information on the reliability indicators of vehicles offered for sale
is a basis for specifying the fundamental techno-economic values that determine the effective
functioning of an enterprise. The calculation of the costs of technical servicing and indispensable
post failure repairs can be done using the presented formulae.

The mean cost of technical servicing can be calculated from empirical data as:

— mean cost of a single maintenance operation (4):
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— mean cost of maintenance per 1000 km mileage (5):
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where:

C;’T — cost of /—th maintenance operation on an j—th vehicle,
n;” — number of maintenance operations on an j—th vehicle,
lj — mileage of an j—th vehicle,

N(0) — number of vehicles.

(4)

()

The mean repair cost represents an expected value of repair costs E(C,) or vehicle maintenance
costs E(C,). To estimate the mean repair cost (O7) the sum of mean labour costs and the costs

of spare parts used for the identification and removal of the failure should be calculated.

The indicator of mean repair cost OT of a vehicle per mileage unit can be presented as (6):

Cﬂ = Cr + CCZ
Mean labour cost is (7):

~ 1000
C =vw ZZC(” [2t/1000 km]

Jj=1
Mean cost of spare parts is expressed by formula (8):

1000 YO,
cz = N(O) ZZC;C ) [Z{/]OOO km]

Jj=1 i=1
2,
j=1

(6)

()

(8)
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where:
C, - mean repair cost per 1000 km mileage,
Cl;,") — labour cost of ith repair on jth vehicle,

C;fz) — cost of spare parts in ith repair on jth vehicle.

The presented indicators are determined by the vehicle reliability properties and they are
also indicators of operation costs. Also, operation costs have a degressive impact on the final
value of the benefits derived from the use of the assets and are an important factor in developing
the actual value of the assets.

3. Fixed assets life cycle cost and modelling its value

Maintaining transport costs within reasonable limit is particularly important for the rational
functioning of a business. The requirements of modern transport generate increased investment
expenditure and operating expenses. The expenditure to acquire new vehicles is a substantial part
of these expenses. To a large extent operating costs depend on the vehicle correct design which
defines its durability and reliability as well as maintenance labour consumption, or traction and
fuel energy expenditure. These factors always considerably affect the vehicle’s value. It is a case
of a kind of inversely proportional relationship — the less expensive the operation the higher
the vehicle’s value (Borowiecki et al., 1997, pp. 74-75; Janasz, 1991).

These circumstances have induced transport enterprises to use an indicator that covers both
investment expenditure (acquisition cost) and vehicle operation costs. Such strategy clearly indicates
the interdependence between operation costs and vehicle’s value. The indicator can also be applied
to vehicle individual assemblies, justification of introducing new materials or technologies. It can
also be a basis for the company to forecast the costs of operation and service life optimisation. LCC
(Life Cycle Cost) of a vehicle represents the objective function in costs optimisation. A scheme
of the hierarchy of procedure elements is shown in Figure 3 (StrauR, 1999).

Figure 3. Vehicle life cycle cost management

Particulars of LCC management

Innovations i Output
management LCC management from user’s perspective management
1
1. stage 2. stage 3. stage 4. stage
Przetarg i Acquisition Verification Use
ocena ofert Operation means
Data: Data: Data: Data:
target values reference data from tests from operation
prognoses set of rules actual data files actual data files

Source: (Strauf, 1999).
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It should, however, be noticed that the use of this indicator can be applied only to vehicles
or their assemblies of identical main operating parameters. It is not reliable in case of, for in-
stance, various series of vehicles or modernisation that modifies the main performance properties
of a vehicle or its assemblies.

3.1. Components of assets life cycle cost (LCC)

The vehicle life cycle cost can be defined by the formula:
LCC=K +K +K, 9

The group of investment expenditure K, covers the costs of acquisition of the vehicle, set of spare
parts (initial lot of corrective maintenance), workshop instrumentation (including diagnostics
tools), technical documentation, instructions for use and servicing, modernisation and additional
investments in workshop facilities. This group also includes the costs of vehicle decommissioning
and disposal or resale.

The group of maintenance costs K covers the costs of implementation, preparation of vehicle
for use, the costs of inspection, scheduled and routine repairs. Costs K cover the costs of use
of the vehicle, i.e. together with costs caused by the vehicle impact on transport infrastructure
as well as expenses on energy for transport purposes.

Costs K and K should actually be referred to the entire period of vehicle use. For modern
designs this period is adopted in the range of five to twenty years depending on the type of vehicle.
In some cases shorter periods are adopted, for instance when after this period the vehicle’s basic
systems are replaced. In some calculations the interest rate in discounts and the averaged price
increase index are also taken into account.

In practice, simplified LCC calculations are sometimes done, disregarding some cost components
that have a minor effect on the result, or those similar to comparable alternatives. For example,
a limited number of cost components can be taken into account as follows:

+ among costs K, —the price of vehicle, spare parts, documentation,

+ among costs K — costs of inspections and costs of scheduled and corrective repairs,

* among costs K — expenses on energy used for transport purposes (the costs associated with
the vehicle impact on infrastructure are usually neglected as difficult to determine particularly
in case of a new vehicle that has not been used for long).

3.2. Fixed assets LCC factorisation

The life cycle cost of a technical object used for increasing the company’s assets consists
of cost fractions derived from various factors depending on the type and rate of assets component
utilisation. Each of these fractions has its characteristic properties which individually affect the cost
of functioning of the component as a production means. Moreover, these fractions have a specific
and sometimes not explicit effect on the creation of assets components value. Vehicles used for
transport are a generic group sensible to these factors (especially to some costs fractions). High life
cycle costs disqualify such vehicles from operation in transport tasks (Swatler & Falkiewicz, 1989).
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Investment costs K,

The main constituent of these costs is the cost of the vehicle itself. For a new vehicle it is de-
cided by the seller — manufacturer. Until recently it was a standard procedure based on the anal-
ysis of costs of materials, components, labour, energy necessary for production, general costs,
marketing policy of the company. Once LCC evaluation became necessary, the optimisation
analysis became indispensable, as early as the stage of vehicle design, i.e. the alternative be-
tween more expensive materials and technologies, which increased the mileage between repairs,
and cheaper materials and technologies, which increased the maintenance costs but reduced
the manufacture costs. At present the process is additionally determined by fast advancement
in technology and planned reduction of the durability of machines and vehicle. In each case
the vehicle cost should be shaped created with the other vehicle life cycle cost components
taken into consideration. The spare parts cost is specified on the basis of experience with other
vehicles. The other costs in this group such as workshop equipment and investments in the fa-
cilities are negotiated in consultation with the operator. They can be disregarded in the case
of similar requirements for the evaluated vehicles of the same intended use and their relatively
insignificant scope, or significant use of the existing equipment. The costs of vehicle decom-
missioning, its scrapping or the costs of neutralisation of operational materials are sometimes
taken into account.

Maintenance costs K

The main item in this group of costs are the costs of inspections and scheduled and corrective
maintenance. The first group is specified on the basis of vehicle inspections and scheduled—pre-
ventive maintenance cycle included in the engineering design phase. It is developed by way
of the analysis of adopted construction solutions referred to the data obtained in vehicles oper-
ation. The expenses on materials, spare parts or maintenance labour consumption are evaluated
in a similar way. In the case of completely new design the results of trial operation of the vehicle
or its subassembly. Maintainability can be estimated by simulation operation on the prototype
model.

What is relatively most difficult to estimate is the cost of corrective maintenance. In the case
of vehicles of new design it is necessary to confirm the assumptions by collecting data on un-
availability over a longer period of operation. As the operation practice shows, unavailability
level stabilisation (with correct vehicle design and technology) is reached after ca. two to three
years. Only then is it possible to assess whether the vehicle reliability assumptions conform
to reality.

Operation costs K

The basis cost in this group is the cost of energy used for transport purposes. To specify it,
it is necessary for the buyer to present the vehicle operation conditions. To do this establish operation
routes or lines (scheduled speeds, stopping frequency, expected load) should be specified.

Energy expenses on heating, ventilation or air conditioning are also interesting. This estimate
is based on averaged climatic conditions of vehicle use.

Energy expenses on both aims mentioned above can be defined with sufficient accuracy
by computer simulation. Their practical verification during prototypes testing is not excessively
difficult, either.
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4, Conclusion

The synthesis of company’s assets components value confirms the argument of inseparable
heavy interdependence between the value and reliability of technical means of production. Invest-
ment decisions on the acquisition of modern vehicles must be preceded by the technical research
of the market offer and an analysis of all the costs of transport vehicles. The vehicle purchase
price is merely an initial value of the assets acquired. The component acquires the real value
from the benefits derived from its operation. To be able to obtain economic profits on the basis
of LCC estimation it is necessary to use an adequate model that in the costs estimation represents
faithfully vehicle technical parameters such as, for instance, reliability, availability, maintain-
ability, safety (RAMS). The model is used as a tool so it must present digital data and facts
in their interdependence to enable taking strategies that decide of investments in the acquisition
of new vehicles and their value for the company, determined by the quality of transport tasks
performed.

Reliability of calculations and employment of LCC results depends decisively on the specifi-
cation of the calculation basic model and adoption of its main parameters such as costs of energy,
labour, vehicle use mode. Only then will LCC results be comparable for various acquisition variants,
and then the estimation of the value of the acquired vehicle will be possible. The practical verifi-
cation of the employment of vehicle life cycle cost is an important problem. Taking the decision
of buying a new vehicle and next during the vehicle operation the transport enterprise verifies
whether the LCC data given by the tenderer were reliable. The verification procedure covers
primarily the trial operation, if it is feasible.

It should be highlighted that vehicle life cycle components may reveal certain dynamics over
the subsequent years of operation (labour, materials, energy). To make necessary comparisons
possible a theoretical model on which life cycle costing is based should be presented to enable
recalculations in real time.
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