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Abstract
This paper is a case study about location and migration patterns of university spin-offs. In this case study 1179
spin-offs of the University of Twente in the eastern part of The Netherlands have been identified and classified
according to the definition of Pirnay et al. (2003) into four different types. These spin-offs have been
longitudinally tracked throughout their existence, so that developments and migration patterns can be observed.
There are interesting differences between different types of spin-offs in terms of their location: The spin-offs that
received more explicit support from the university (for example in terms of coaching, providing of finance, IP
protection, introduction into networks etc.) are more likely to stay in the region Twente, compared to the spinoffs of which the entrepreneur only got some implicit support (for example a general entrepreneurship course or
maybe got in touch with inspiring entrepreneurs from existing spin-offs). Another issue explored in this paper is
the often mentioned “brain drain” of spin-offs from non-core regions, as an analogy of brain drain of higher
educated people from such regions. Even though firms in general are less mobile than people, it is indeed
striking to see differences in firm growth in number of employees, among companies which migrate from
economic non-core regions to core-regions. Migrating spin-offs from Twente to large agglomerations in The
Netherlands grow on average three times faster than companies that stay in the region of origin. Still,
knowledge intensive patent-based spin-offs tend to stay close to the parent university, likely because of
knowledge spill-overs from the university. These findings can help university administrators to increase
effectiveness of their entrepreneurship support systems, by investing in supporting different types of spin-offs
with access to regional business networks, to help also less visible and lower tech spin-offs to root more in the
region.
Keywords: spin-offs, university, entrepreneurship.
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Introduction
The last decade there is a growing interest among researchers about the role that
regional contexts play in stimulating or discouraging entrepreneurship, as well as the effect of
entrepreneurship on regions, especially on knowledge intensive university spin-offs. This is
however a very broad and fragmented subject and several directions of research into this
subject can be identified, since the field is still considered “to be moving towards a more
theory-driven research” (Rothaermel, Agung, & Jiang, 2007). Three directions of research
related to regional influences on entrepreneurship are mentioned here: One direction of
research is about the influence of (regional) culture and business/entrepreneurship education
in influencing entrepreneurial intention, in order to increase the number of start-ups or at least
the percentage of students/graduates interested in starting their own business (See for
example: Carsrud & Brannback, 2011; Krueger, Reilly, & Carsrud, 2000; Luthje & Franke,
2003; O'Shea, Allen, Chevalier, & Roche, 2005; Shinnar, Giacomin, & Janssen, 2012). This
type of research has often been plagued by low predictability scores for entrepreneurial
intention, as well as an underdevelopment in theory in this field (Krueger, 2009). Empirical
studies among successful entrepreneurs show that they are usually not exactly linear thinkers
who have a clear plan in advance (Sarasvathy, 2001; Sarasvathy & Venkataraman, 2011).
Therefore, policies aimed to increase entrepreneurship among students or graduates via
influencing entrepreneurial intention have often yielded limited results (Krueger, 2009), or
otherwise said, the link between intention and action is not (yet) well understood (Bird &
Schjoedt, 2009). A second direction of research into supporting entrepreneurship is about the
institutional support context, meaning here the effects of different facilities from either
regional governments or universities in supporting entrepreneurship, ranging from
coaching/mentoring to business incubation and financial support (See for example:
Benneworth & Charles, 2005; Duma, 2014; Etzkowitz, Webster, Gebhardt, & Terra, 2000;
Koopman, 2013). Etzkowitz and Leydesdorff (2000) speak of a “third mission” for
universities, the mission to valorise new knowledge, next to the traditional missions of
education and research. The successful application of this third mission of universities
involves a central place for entrepreneurship within the university, this third mission idea has
5
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been one of the influential ideas leading to increasing numbers of regional entrepreneurship
support ecosystems (Arbo & Benneworth, 2007; Goddard & Chatterton, 2003; Parmentola &
Ferretti, 2018). As a third direction of entrepreneurship research, a growing number of
publications is dedicated to the effects of entrepreneurship on the regional of knowledge
intensive spin-offs from universities and/or research institutes. Armstrong (2001) observed a
strong tendency of clustering of knowledge intensive spin-offs in what he calls “totemic sites
of the new economy”, a relatively small number of places with a lot of attraction for these
types of business. This makes it difficult for universities in more peripheral regions without a
well-developed support infrastructure for knowledge intensive enterprises to understand and
measure what is exactly their real effect (Benneworth & Charles, 2005; Harrison & Leitch,
2010), since knowledge intensive start-ups might move away from the region in which they
originated, or students and/or recent graduates from universities in such regions may decide
to start their business in another region altogether. Therefore, looking at the costs and benefits
of entrepreneurial support programs, one might for more peripheral regions very well come to
the conclusions that the costs of such programs may outweigh the benefits (Hughes, 2010).
To take also effects of such programs, on other regions into account is a virtually
insurmountable methodological problem, however it is possible to track start-ups after their
official establishment, and it is possible to see if they are indeed moving out on a large scale
or not. This paper consists of a case study of university spin-offs related to the University of
Twente, located in the eastern part of The Netherlands (see figure 2). A related study on spinoff location, and migration intention (not actual migration) has been done for Saxion
University of Applied Sciences, another higher education institution in the same region (Van
der Meer, Van der Meer, & Bijleveld, 2010). The goal of this paper therefore is to add to the
debate of effectiveness of entrepreneurship education by identifying what happens with startups after they have been established, in terms of locational pattern and company growth (in
terms of company size). A longitudinal study such as this one may help to add knowledge to
the behaviour of university start-ups in more peripheral regions of Western Europe.
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Theoretical framework
To provide clarity, it is necessary to define and discuss a number of concepts and
theories related to the location patterns of university spin-offs. First of all it is needed to
define the concept of university spin-off, because there are a lot of different definitions
around for university related start-ups, ranging from Robert’s (1991) very wide definition,
which includes all companies started by staff and (former) students of a university, to a
narrow definition by Shane (2004) about spinoffs

being

established

to

commercialize

intellectual property that was created based on
research results by a university. These different
definitions

obviously

between

different

exercise.

Pirnay

et

make

comparisons

studies

a

complicated

al.

(2003)

therefore,

formulated a framework with four types of spinoffs (see figure 1), which is largely used in this
study, with the additional suggestion of

Figure 1: A typology of University Spin-offs (Pirnay,
Surlemont, & Nlemvo, 2003)

Cocorullo (2017) to distinguish between more
high tech and low tech spin-offs. The first spin-off type (Type I) that Pirnay et al. identify
closely resembles Shane’s definition of a university spin-off and consists of the
commercialization of new research technology, usually protected by using patents. In this
study, patent-based spin-offs will also be called Type I spin-offs. Type II spin-offs are based
on commercialization of research results, but without patents. Most of these spin-offs are
service based and profit from the available tacit knowledge within the university. In this
study, these research-based spin-offs are also classified as Type II spin-offs. The spin-off
Types III and IV of Pirnay et al. are student spin-offs, of which type III are the more
explicitly supported ones and type IV the more implicitly supported ones. In the before
mentioned study of Cocorullo, type I and II are usually the more high-tech spin-offs and type
III and IV usually more low-tech spin-offs. Sometimes the type IV companies are even called
“lifestyle companies” (Timmons & Spinelli, 2008) or an “alternative to the paid labour
market” (Harrison & Leitch, 2010) to distinguish them from the more research based
7
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companies. The majority of the spin-offs of this Type III and IV remain small and several
authors therefore do not consider Type III and IV to be true spin-offs (See for several
discussions on spin-off definitions for example Djokovic & Souitaris, 2008; Mustar et al.,
2006; Pirnay et al., 2003; Roberts, 1991). On the other hand, there is in the Dutch region
Twente (the object of this study), and especially at the University of Twente already a long
experience with entrepreneurship education and support for all its students (Bazen &
Bijleveld, 2012; Benneworth & Hospers, 2007b; Pirnay et al., 2003; Van der Sijde & Van
Tilburg, 2000; Van Tilburg & Van der Sijde, 1998), which is a good reason to still include
Type III and IV spin-offs in this study. Since there can be quite a substantial time-lag
between scientific research and the commercial application of it (Müller, 2010), the definition
of spin-off in this study includes the businesses that have been started up to 5 years after the
founder left the university either as staff member or graduated as student.
The question why in some regions more spin-offs are generated than in other regions
is often explained by the university policies regarding entrepreneurship (Di Gregorio &
Shane, 2003) as well as the so-called knowledge spill-over theory. This theory explains that
people are more likely to start a business if they have access to knowledge spill-overs from
university research and can turn those into profit bearing opportunities (Acs, Braunerhjelm,
Audretsch, & Carlsson, 2009; Audretsch & Lehmann, 2017; Romer, 1990) and it also
explains why such spin-offs are found geographically in close proximity of the university that
they originate from (Roberts, 1991). The knowledge spill-over theory has been criticized and
nuanced by Down (2010, pp. 153, 157), who suggested that even though knowledge spillovers may exist, it is also clear that small businesses can get their knowledge from whenever
where and not necessarily from the university that they are located next to. Even though this
is a plausible nuance of the knowledge spill-over theory, the theory still explains the location
patterns of knowledge intensive spin-off companies and is therefore used as explanation in
this study as well. Still, when taking knowledge spill-overs in mind, it remains to be seen if
more peripheral regions like Twente, produce enough knowledge spill-overs to remain
attractive for university spin-offs in the long run. This is all the more important, because of
the ongoing process of globalization and the need for developed countries to specialize in
knowledge intensive activities in order to stay competitive with the rest of the world (Maskell
8
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& Malmberg, 1999). Audretsch and Lehmann (2005) studied firm birth rates in Germany and
observed that the highest firm birth rates coincided with the most densely populated regions,
with a high population growth, the lowest unemployment rates, the highest amounts of skilled
workers and a strong presence of small businesses. The fact that there still seemed to be
ample room for starting new businesses can be explained by the abundance of knowledge
spill-overs, which occur from among others university research (Audretsch & Lehmann,
2005, 2017). The existence of many knowledge spill-overs can lead to the formation of
business clusters (Porter, 1990), which can offer strong reasons for companies to locate
themselves in a certain region (Wever & Stam, 1999). In addition, the availability of a
creative workforce has been mentioned as important factor to increase the attractiveness of
those kind of regions even more (Florida, 2002, 2008). The problem of less densely
populated, more rural and peripheral regions is that the knowledge spill-overs and available
business clusters, if any at all, tend to be weaker than in core regions (See for example Bode
(2004) for a case study about German regions). Harrison and Leitch (2010) conclude that in
the peripheral region that they studied, IP-based spin-offs (The type I spin-offs) usually stay
small, and are just there exploiting one or more patents, without much desire as well as
potential to grow. On the other hand, Benneworth and Charles (2005) remark that it has (so
far) never been proven that the activities of spin-offs hurt in any way the regional economy,
although they may be operating globally instead of regionally. This could however, also
mean that such companies would find better opportunities for growth elsewhere and would
probably be interested to move out from such regions.
Peripheral regions in Western Europe: Case study of Twente
The concept of core and periphery originates from the economic dependency theory,
formulated at the end of the 1940s by Singer and Prebisch, and was developed by Wallerstein
(1974) into the broader world system theory, which stated that unequal economic exchange
between core and periphery works to the benefit of the core, and would lead to amassing
wealth (and knowledge) there. Therefore, the periphery is needed to support the core, but the
unequal exchange causes the periphery to remain relatively underdeveloped. A special case
of peripheral regions in Western Europe are the so-called industrial restructuring regions,
9
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formerly heavily dependent on one or two types of (usually heavy) industry (Hospers, 2015).
Competition with low-wage countries has often led to a strong decline in industrial
production in such regions, especially in the regions without too many innovative industries.
These regions are sometimes plagued by institutional lock-in (Grabher, 1993) which greatly
hindered and in some cases still hinders access to global innovative investments and are at
risk getting into a vicious circle of further disinvestment and restructuring (Benneworth &
Hospers, 2007a; Tödtling & Trippl, 2005). National governments of Western European
countries began to support the development of entrepreneurship, to generate new élan in the
regions and as one of the ways to avoid Grabher’s institutional lock-in (Benneworth &
Hospers, 2007b; Hospers, 2015). When zooming in on such regions a bit more and looking at
the available literature on innovation policies in post-industrial regions, it becomes clear that
a lot of studies are available on this subject for different regions. Baumgartner, Pütz, and
Seidl (2013) provide an extensive overview on the available literature on this subject. To
mention just a few interesting findings of studies of specific regions related to the goal of this
study: Specific challenges of regional innovation systems in the North-East of England in
bridging the gap between university and business (Goddard, Robertson, & Vallance, 2012),
the importance of the science parks in the development of university spin-offs in several
Spanish regions (Fernández-Alles, Camelo-Ordaz, & Franco-Leal, 2015), the vibrancy in
terms of spin-off activity in Western-Ireland because of local freedom to deal with IP,
compared to a more centralized and hierarchical situation in Spain, requiring strong
entrepreneurial leadership within universities there (Guerrero, Urbano, Cunningham, &
Organ, 2014), the importance of not to blindly copy innovation policies from other regions in
a study about the applicability of the triple helix model in Wales (Pugh, 2017), how the
limited market, absence of investors and discouraging behaviour of universities can seriously
hinder the development of spin-offs in Southern Italy (Parmentola & Ferretti, 2018) and
finally the importance of community development in a comparative study on 18 European
peripheral regions by Terluin (2003). Such case studies can shed light on the reasons behind
the observed migration patterns of university spin-offs.
As written before, the object of this study is the migration pattern of spin-offs in the
region Twente in The Netherlands. The Twente region industrialized in the second half of the
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19th century and specialized in textile industry. Currently the region has around 625 000
inhabitants, the largest city (and location of the University of Twente) in the region is
Enschede. Due to globalization and the outsourcing of work places, the region has lost almost
all companies operating in the textile production business. It falls outside the scope of this
study to discuss the history of this region in great detail, but more on the emergence and
development of the textile industry in Twente can be read in the work of Boot (1935). More
detailed information on the collapse of the textile industry during the 1960s and 1970s, and
the economic consequences for Twente can for example be found in Bazen and Bijleveld
(2012). To deal with the economic problems, one of the measures was investment in
knowledge intensive entrepreneurship. Twente was one of the regions in which the dominant
university (University of Twente) focused early on (since the beginning of the 1980s), on
teaching entrepreneurship and valorisation of innovation, in order to help reinforce the
economic structure of the region (Benneworth & Hospers, 2007a, 2007b; Lazzeretti &
Tavoletti, 2005; Van der Sijde, Vogelaar, Hoogeveen, Ligtenberg, & Van Velzen, 2002).
Clarysse, Wright, Lockett, Van de Velde, and Vohora (2005) identified the entrepreneurial
mission and subsequent entrepreneurial spirit of the University of Twente as the most
important trigger for the establishment of its spin-offs. The key idea of the regional
government and the university of Twente was, just like in the previously mentioned studies
on other regions in Europe, to support high tech, knowledge intensive entrepreneurship, in
order to support high growth firms, that would in turn create high qualified jobs for the region
(Van der Sijde & Van Tilburg, 2000), allowing alumni to find suitable workplaces, thus
contributing to regional development. A survey however, among graduates of universities
from several more peripheral border regions in Western Europe (including graduates of the
University of Twente) indicated that around 75% of all graduates are leaving these regions
(Institute for Work and Technology Westfälische Hochschule, 2014). This is a high
percentage of “lost” human capital for these border regions. Still, when alumni do migrate
elsewhere, it doesn’t mean that all is lost: There is evidence that alumni who were born or
studied in a certain region have more ties with that region and therefore have a larger chance
to migrate back, than people who are completely unfamiliar with that region (David &
Coenen, 2014). The question is, if this pattern of alumni migration also applies for the
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university spin-offs. In case that it does, peripheral regions like Twente can be birthplaces
and “incubator regions” for spin-offs, but as soon as they are growing (in terms of job places
and/or turnover) they will leave the region in search for better opportunities, thereby
supporting the already existing core-periphery structure.
The subject of firm migration has been somewhat under researched, as there are
numerous studies on the establishment of enterprises, on growth as well as closure, but rather
few on relocation of firms. It is evident that for well-established knowledge intensive
university spin-offs it is not very convenient to migrate, as they are usually well connected in
a network with their parent university, as well as the fact that moving the business is a costly
operation (Atzema, Lambooy, Rietbergen, & Wever, 2002). Still, companies move, and it is
interesting to observe patterns. One of the reasons that there has been relatively little research
on firm relocation is that there are no clear theoretical concepts found behind the company
migration. Mäkelä and Maula (2005) found some evidence that companies with venture
capital investment tend to move towards the country in which the venture capitalist investor
is located. Although not statistically significant because of the low numbers, such a pattern
might be also present among venture capital backed companies in Florida in the USA (Plant,
2007). There is however no widely established theory for company migration, which may be
one of the reasons why this field is somewhat neglected (de Bok, 2004; Van Wissen &
Schutjens, 2005). Nonetheless, firm relocations are certainly of interest, as it is a ‘showcase
of entrepreneurial decision making’ regarding the place from which it is best to do business
(Pellenbarg, 2005). In the same paper, Pellenbarg identifies the main and secondary motives
for companies to relocate. He found that “lack of space for growth”, “business economic
reasons” (meaning among others a search for lower wages, more qualified staff, proximity to
investors and customers) and “accessibility” were the most important motives for moving.
There is a clear distinction between company size and motives to move: Small businesses
usually move because of lack of space, whereas large settled (industrial) firms tend to
relocate more because of “business economic reasons” (Pellenbarg, 2005; Van Dijk &
Pellenbarg, 2000). It must be noted that these firm relocations are about all firms in The
Netherlands, not just about university spin-offs. Van Wissen and Schutjens (2005) studied
migration patterns of companies in The Netherlands extensively and concluded that Dutch
12
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companies are in general rather sedentary (not surprising given the small size of the country)
and that firm relocations, if they happen, are generally on small distances. A comparative
study within 21 countries on firm relocations by Brouwer, Mariotti, and Van Ommeren
(2004) showed that most company relocations in Europe were the consequences of mergers
and takeovers, but also here, the data is about all companies and not specifically about
university spin-offs. Still these observations are valuable to compare with the migration
patterns of the university spin-off companies from the region Twente.
Methodology & results
This paper consists of the results of a longitudinal study into all – identified –
university spin-off companies of the University of Twente. All companies have been tracked
throughout their existence and put in a yearly updated database, containing the following
variables:
1. Founding year
2. Location of origin
3. Location (yearly updated)
4. Number of employees (yearly updated)
5. Main activity type (Based on NACE/ISIC classification)
6. Spin-off type (I to IV, based on Pirnay et al. (2003)).
The database with university spin-offs (all 4 types) consists of 1179 companies in
total, of which 822 are reported to be active in 2017 by the Chamber of Commerce. The
oldest spin-off in the database has been established in 1973 (The University of Twente is a
young university dating back only to 1961), and the data has been updated until 2017. The
data about the spin-offs has been partly obtained Business & Science Park organization
Novel-T in Enschede, from business developers, spin-off data from the University of Twente
and finally also a Linked-in search with search terms like “founder, CEO, entrepreneur” etc.
and “studied/worked at the University of Twente”. In all cases only companies which are
founded less than five years after the entrepreneur was leaving the University of Twente have
been taken into consideration. All companies found have been checked by consulting the
trade register of the Chamber of Commerce, in which all legally active companies are
13
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included. The entry in the trade register also includes the number of workplaces of each
company, either based on the company’s yearly account statement, or an estimate by the
Chamber of Commerce. In terms of reliability, Pellenbarg (2005) argues that it is hard to
track company movements, and employment data in The Netherlands, due to unreliable
company data in the trade register of the Chambers of Commerce. After 1998 the situation
has certainly improved, but given this unreliable source, no employment data before 1998
will be taken into the analysis. There are no cases in the database of companies moving
abroad. This doesn’t mean that all University of Twente spin-off companies stay in the
Netherlands, but rather that these companies usually get de-registered from the Dutch trade
register and therefore appear to cease to exist, although they in fact only disappear from the
data source. It is therefore with the trade register data set not possible to find out how many
spin-offs moved abroad. It is assumed that this number is relatively low.
All spin-offs have been grouped into 4 types, based on Pirnay et al. (2003).
-

Type I consists of knowledge intensive patent-based spin-offs (usually started by a
staff member of the university for the valorisation of research findings).

-

Type II are spin-offs which are based on the results of research but without patent
(Pirnay et al. call this type of spin-offs the ones which are based on tacit knowledge).

-

Type III are student spin-offs that have gotten in one way or another concrete support
from the entrepreneurial ecosystem, such as advice or were part of the business
incubator. Often these spin-offs have gotten support from the University of Twente
TOP-support

program

“Tijdelijke

Ondernemers

Plaatsen”

(Temporary

Entrepreneurship Scheme). See for more details Van der Sijde et al. (2002) and
Benneworth and Charles (2005).
-

Type IV are all other spin-offs of both staff members and students which may have
gotten some form of entrepreneurship support in the form of entrepreneurial courses
in the university or were inspired by other spin-offs.
In terms of division of the spin-offs into four categories, the following picture (table 1

& 2) emerges in terms of the total number of identified spin-offs and the active number of
spin-offs in 2017, as well as some data about the total amount of workplaces in these spinoffs and the average number of workplaces per spin-off.
14
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Table 1: Number of different spin-off types (until 2017) of the University of Twente
Spin-off types

Total number of identified Active number of spin-offs
spin-offs
(in 2017)

Type I

37

31

Type II

150

104

Type III

477

302

Type IV

515

385

Total

1179

822

Table 2: Employment in the different spin-off types of the University of Twente in 2017
Spin-off types

Active number of Total amount
spin-offs
workplaces

of Average number of
workplaces

Type I

31

233

7.5

Type II

104

676

6.6

Type III

302

2985

9.9

Type IV

385

3941

10.5

Total

822

8078

9.0

In terms of the average number of jobs per spin-off in table 2, it must be noted that
this figure is highly skewed, with 54% of the total active spin-offs being sole proprietors and
the 15 largest spin-offs being responsible for providing approximately half the amount of the
jobs and none of these 15 being Type I or Type II spin-offs. These findings are partly similar
to the findings of Timmons and Spinelli (2008) and Harrison and Leitch (2010), when talking
about the on average small size of most of the Type III and IV spin-offs. It cannot be seen (at
least not from the number of work places) if the Type I and Type II spin-offs are faster
growing and generate more impact in the regional economy as Timmons and Spinelli predict.
The observation about the low number of workplaces of the Type I and II spin-offs seem to
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fit more with the ideas of Hughes (2010), Harrison and Leitch (2010) as well as Down
(2010), about the limited impact of university spin-offs in the regional innovation system.
Still, from this data it cannot be said for certain that these companies only play a limited role,
because even small high-tech companies could play a crucial role in different supply chains
as technology provider. There is however little evidence from these numbers, to conclude that
the ambitious goals for regional development of Twente, as described by Van Tilburg and
Van der Sijde (1998), with the help of creation of high tech university spin-offs have been
reached by now.
Now, after discussing some basic information of the different types of spin-offs, it is
possible to focus on the actual spin-off migration patterns. The data about the spin-offs in
table 1 and 2 consists of the aggregate data of all spin-offs. When looking at the location of
the different spin-offs in table 3, 64% of the spin-offs is in Enschede or the rest of the region
Twente, consistent with what could be expected from the knowledge spill-over theory. This is
specifically the case for the type I spin-offs. The other categories consist of all other places
within the region Twente outside of the city of Enschede, the top-5 largest agglomerations in
The Netherlands (Amsterdam, Rotterdam, The Hague, Utrecht, Eindhoven), and a rest
category of all other regions in The Netherlands.
Table 3: Locations of spin-off companies of the University of Twente (2017)
Spin-

Total

Enschede

Twente-region

off

(Excluding

type

Enschede)

Other regions
(Excluding
Top 5 largest

Top
cities

5

largest
in

Netherlands

cities)
Type I

31

100% 21

68% 6

19%

3

10%

1

3%

63% 12

11%

21

20%

6

6%

302 100% 153 51% 77

25%

60

20%

12

4%

385 100% 113 29% 77

20%

159

41%

36

10%

Type II 104 100% 65
Type
III
Type

16
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IV
Total

822 100% 352 43% 172

21%

243

30%

55

6%

The data in table 3 doesn’t automatically imply that the 36% of spin-off companies
located outside of the region Twente have all migrated from Twente or Enschede. On the
contrary, most companies in the database are quite stable in terms of firm location, consistent
with the conclusions of Van Wissen and Schutjens (2005). Most of the spin-offs belonging to
the 36% located outside of the region have been established from their start outside of the
region Twente. Still, there are several company movements registered in the spin-off research
database. These company movements or firm migrations have been classified as intraregional or inter-regional movements. The regional level which is used to classify the
company migrations is the EU NUTS-2 level (with the exception of Twente, a NUTS-3
region within the NUTS-2 region of Overijssel). Intra-regional migrations are firm migrations
within the same NUTS-2 region, and inter-regional migrations means migration to a different
NUTS-2 region (again with the exception of Twente).
When analysing the firm migrations present, 177 intra-regional migrations have been
observed, and 156 inter-regional migrations. 62 of the inter-regional migrations were sole
proprietors, compared to 56 of the intra-regional migrations. The average age of the spin-off
at the time of the recorded inter-regional migration is 10 years, which means that most
companies that move to a different region, do so after they have reached a more “mature”
state. The average age of a spin-off at the time of the recorded intra-regional migration is 9
years, also outside the first “start-up” period in the company’s lifecycle. For all specific
company migrations the observations of Pellenbarg (2005) have to be taken in consideration:
The used dataset of the Chamber of Commerce may be unreliable. What is more, a firm
migration does not automatically mean a loss of workplaces in the region that the company
moved out from. Sometimes it just represents an administrative move of the official company
location (just the relocation of the company headquarters, while production remains where it
was). Still in such cases, even though it means no or little job loss for the region of origin, it
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still shows a changing “centre of gravity” towards a new region for such a company. Table 4
shows the migration numbers of companies to and from the region Twente and Enschede.
Table 4a. Migration of Type I spin-offs
Spin-off type I

Established
in Enschede

Established in Established in Total Net
Twente region other regions
migration
balance
(Excluding
Enschede)

Located in 2017 18
in Enschede

2

1

21

0

Located in 2017 0
in Twente region
(Excluding
Enschede)

4

0

4

-2

Located in 2017 3
in other regions

0

3

6

+2

Total

6

4

31

21

Table 4b: Migration of Type II spin-offs
Spin-off type II

In
2017
Enschede

Established
in Enschede

in 56

Established in Established in Total Net
Twente region other regions
migration
balance
(Excluding
Enschede)
5

4

65

-7

In
2017
in 6
Twente
region
(Excluding
Enschede)

6

0

12

+1

In 2017 in other 10

0

17

27

+6
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regions
Total

72

11

21

104

Table 4c: Migration of Type III spin-offs
Spin-off type III

In
2017
Enschede

Established
in Enschede

in 144

Established in Established in Total Net
Twente region other regions
migration
balance
(Excluding
Enschede)
5

4

153

-35

In
2017
in 24
Twente
region
(Excluding
Enschede)

50

3

77

+17

In 2017 in other 20
regions

5

47

72

+18

Total

60

54

302

188

Table 4d: Migration of Type IV spin-offs
Spin-off type IV

In
2017
Enschede

Established
in Enschede

in 107

In
2017
in 7
Twente
region
(Excluding
Enschede)

Established in Established in Total Net
Twente region other regions
migration
balance
(Excluding
Enschede)
4

2

113

-25

69

1

77

-3
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In 2017 in other 24
regions

7

164

195

Total

80

167

385

138

+28

Table 4a to d show the movement of spin-offs of all the 4 types between the different
regions. It can be clearly seen that both Enschede and the rest of the region Twente have a
negative net migration balance. When looking at the percentages of companies moving out of
the region of origin or staying there (see table 6), it becomes clear that percentagewise the
region Twente (including Enschede) has the strongest attraction for the knowledge intensive
Type I and II spin-offs of the University of Twente. This seems to confirm the ideas of
Roberts (1991), who postulated that knowledge intensive spin-offs would be located in close
proximity to the parent university, in order to profit from knowledge spill-overs (Audretsch &
Lehmann, 2005). At the same time, for the spin-off Types III and IV, the attraction of
relocating to either Enschede or other parts of the region Twente seem to be lower, which
may be caused by their looser connection to knowledge available at the university, or lesser
involvement in regional networks (especially for spin-off Type IV) (Cocorullo, 2017; Pirnay
et al., 2003).
Table 5: Percentages of spin-offs staying and moving out from the regions of origin
Spin-off type

Established in

Established in
Enschede
or
Enschede
or Twente region,
Twente region, now outside the
still
located region
there

Established
outside
Enschede
or
Twente region,
still
located
there

Established
outside Enschede
or Twente region,
now located in
Enschede
or
Twente

Type I

89%

11%

75%

25%

Type II

88%

12%

81%

19%

Type III

90%

10%

87%

13%

Type IV

86%

14%

98%

2%
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Another way of looking at the impact of spin-off migration is to look at the numbers
of jobs involved. Pellenbarg (2005) found that “lack of space to expand” and “business
economic reasons” were main drivers for company migration. Since this study does not
consist of a survey or interviews among the University of Twente spin-offs to question them
about their motives to relocate, there can be no conclusions on the motives itself. Still,
Pellenbarg’s findings suggest that companies that would move to core regions with better
business opportunities, would grow faster than companies that stay in the Twente region.
Company growth is a fuzzy term, and can be defined in different ways, for example in terms
of turnover or number of employees. Since there is no data available in the research database
about company turnover, and since the number of employees is known, number of employees
is chosen as indicator for company growth. It must be noted that the employee numbers may
be slightly inaccurate. In the case of some spin-offs, the number of employees in the Dutch
trade register consists of an estimation of the Chamber of Commerce, instead of information
from the yearly account statement of the company. Table 5 shows the development in number
of job places in the companies that moved out of Twente, as well as the development of
number of jobs in companies that stayed within the region Twente.
Table 6: Migration and company size
Average
company
size
in
number of
workplaces

Established
in
Enschede
or Twente,
remained
in
the
region

Established
in Enschede
or Twente,
moved to any
other region

Established
in Enschede
or Twente,
moved to one
of the Top 5
largest cities
in NL

Established
in
any
other
region and
remained
there

Established
in any other
region,
moved
to
Twente
or
Enschede

Average
N/A
size
the
year before
migration

4.3

7.3

N/A

2.3

Average
size in 2017

14.2

32.7

11.2

7.3

8.2
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Table 6 shows that measured in number of workplaces, spin-off companies on
average profit from migration. Spin-off companies staying in the region Twente grow slower
than the ones established in other regions and the ones moving out from Twente, especially
those spin-offs moving to the five largest agglomerations of The Netherlands. It must be
noted that new recently established University of Twente spin-offs are more likely to start
their operations in the region Twente than elsewhere in The Netherlands, meaning that the
average company size of 8.2 in Twente is somewhat stronger influenced by the smaller size
of recently established spin-offs. The average size of more “mature” spin-offs in Twente is
likely to be a bit larger. Additional research is needed to identify how big this “starters” effect
is. Still, even with that factor in mind, it is clear that spin-offs outside the region are on
average larger in size and it appears as if a location within the region Twente may hinder
company growth (also for companies migrating there from other regions). Another factor that
has to be taken into consideration is the strong skewedness of the sizes of the spin-offs. A
handful of large companies (almost all of them located outside the region Twente), count for
most of the workplaces and do influence the average company size. The vast majority (93%)
of the spin-offs, both inside and outside the region Twente remain small (less than 20
employees). Just over 1% of all spin-offs have more than 100 employees. When looking at
the average size of the spin-offs without these large 1% “outliers”, undoubtedly the
differences would be less big. With the current dataset, without knowing about the motives of
migrating from the individual spin-offs, it is not possible to conclude whether migration to a
different region caused the stronger growth of these companies, further research is needed to
answer that question.
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Figure 2: Location of University of Twente spin-offs as per 2017. The red encircled area represents the region Twente.

Conclusions and discussion
On the basis of the available data can be concluded that the majority of the spin-off
companies do not move and remain in the region where they are originally established,
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similar to the findings of Van Wissen and Schutjens (2005). Even though this study does not
involve any investigation into the specific motives of individual spin-off companies for their
relocation, the most important motives mentioned by Pellenbarg (2005) may very well play a
role, the search for “space to expand” and “business economic motives”, in other words better
business opportunities elsewhere. Even though most spin-offs are firmly rooted in the place
where they are, there are migration movements to more core areas in the Netherlands, out of
the more peripheral region Twente. This movement is especially visible when looking at the
number of job places involved. Spin-offs moving to the five largest Dutch agglomerations
(Amsterdam, Rotterdam, Den Haag, Utrecht and Eindhoven) grow faster than spin-offs that
do not move. A possible explanation for this is that entrepreneurs searching a place within
larger agglomerations may be more ambitious (Van der Meer et al., 2010). The average age
of spin-offs when they migrate is for intra-regional migrations 9 years and inter-regional
migrations 10 years, indicating that on average University of Twente spin-offs migrate after
they leave the first start-up period behind them, consistent with the findings of Atzema et al.
(2002) for companies in The Netherlands in general.
When looking at the spin-off companies in more detail, using the Pirnay et al. (2003)
typology of four types of spin-offs, some interesting difference in spatial behaviour of the
four different types becomes apparent. Type I spin-offs of the University of Twente, the ones
with new patented technologies, tend to stay rather close to the parent university, or are
attracted by it in case of being established elsewhere. This pattern is similar to the
expectations of Roberts (1991) and can be explained by the knowledge spill-over theory
which explains the attraction of these companies to the parent university (Acs et al., 2009),
even if it is located in a more peripheral region with (potentially) limited access to high
skilled labour and investment capital. For Type II spin-offs, the research-based ones, a similar
pattern as for the Type I’s is visible, although the attraction of the university seems to be
slightly weaker. Type III spin-offs, the ones that got formal support from the university, seem
to be the most firmly rooted in the region Twente, likely because of strong local networks,
although the attractiveness of the Twente region for Type III spin-offs established in other
regions is considerably lower. Twente has the lowest attraction as business location for Type
IV spin-offs, the rest category consisting of all students and graduates who started their
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company less than five years after leaving the university and do not fit in one of the other
categories. This category consists of most of the largest spin-off companies, which are not
necessarily high-tech companies, reinforcing the ideas of Down (2010), Hughes (2010) and
Harrison and Leitch (2010) that high-tech spin-offs usually stay small and play a mere
supporting role in the regional economy. At the same time, there is also no sign of spin-off
companies hurting in one way or the other the regional economy of Twente (Benneworth &
Hospers, 2007a), which leads to the conclusion that these companies have a beneficial effect.
When looking at the average sizes of the different spin-off types (Table 2), there is little
evidence that Type III and IV are on average “lifestyle companies” (Timmons & Spinelli,
2008) or just “alternatives to the paid labour market” (Harrison & Leitch, 2010). On the other
hand, it is true that the percentage of sole-proprietors in these two spin-off categories is the
highest, providing some evidence that in some cases these labels could be justified for Type
III and IV spin-offs.
A previous study on spin-off locations of the Saxion University of Applied Sciences
in Enschede has yielded similar results, larger spin-offs are usually located outside the region
Twente, but also here the majority of spin-offs once established in the region Twente, stays
within the region (Van der Meer et al., 2010). The conclusion can be made that, even though
there is a net loss of numbers of spin-offs and workplaces through migration out of Enschede
and the Twente region, these losses in both numbers of spin-offs and workplaces are
relatively small, indicating that there is even in this post-industrial former textile producing
region still a reasonable attractive business climate for most university spin-offs. If these
remaining spin-off companies can cause a serious impact and change in the regional economy
remains to be seen, this is a different discussion of which some of the ideas have been
mentioned earlier in this paper. In any case, for university administrators, the message to take
away from this study is that investment in spin-offs in terms of support in training, providing
with finance and/or introduction to different regional networks can help to keep spin-offs in
the region close to the university: This is visible in the higher spin-off retention percentages
for the Type I to III spin-offs (See table 6). Type IV spin-offs of which the entrepreneurs
have been only implicitly supported, in terms of one or more courses in entrepreneurship
during their study and maybe got inspired by some of the entrepreneurs of other spin-offs,
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have a higher chance of not starting their business in Twente in the first place or are more
likely than the other spin-off types to move their company out of this region.
This study has – with the (in some cases) inaccuracies – of the Dutch trade register,
painted a picture of the location patterns and migration of spin-off companies of the
University of Twente. Further research is required to find out why some of the spin-off
companies decide to leave the region Twente. The motives for spin-off migration are still
sorely missing, despite earlier work on this issue by Pellenbarg about migration motives in
general in The Netherlands. Also, further research is needed to better understand the effects
of business clusters and regional specialization on the attractiveness of non-core regions for
spin-off companies, building further on the work of Baumgartner et al. (2013).
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Abstract
The article deals with the analysis of relationships between tax competition and entrepreneurship development
in Eastern European and Baltic countries during 2006-2017. Incomplete nature of tax systems reforming in
these countries forms preconditions for their participation in cross-country tax competition in investment flows
reallocation. The main instrument of the tax competition includes tax rates, which are defined by convergence
tendencies in the studied countries. Other factors of the research are tax burden levels on the enterprise, tax
administration indices and macroeconomic indicators. The entrepreneurship development at the country’s level
is characterized by a number of new businesses, the duration of their life cycle and their liquidation indices. The
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calculations results show that higher levels of absolute tax rates for enterprises lead to the reduction of their
creation volumes in the country’s economy. High level of the tax burden partially restrains entrepreneurial
activity. Tax administration plays a significant role in the provision of the country’s tax competition. Time to
pay taxes and the number of tax payments have a great impact on entrepreneurship development at different
stages. The hypothesis is proved that tax factors impact on the entrepreneurial activity is reasonable to be
observed within the context of the country’s macroeconomic conditions.
Keywords: tax competition, entrepreneurship tendencies, tax rates, new businesses, tax administration.

1. Introduction
The economic globalization, innovative technologies development and lack of
availability of resources cause the evolution of the economic competition theory from the
level of the competition for production prime factors (land, labour, capital) to the stage where
secondary sources of national economy income (tax revenues bases) are redistributed. It is
shown in the development of tax competition phenomenon, mainly oriented to simplification
of legislative terms to run business, and to a lesser extent, to the reduction of population
taxation, in order to attract foreign sources of tax revenues. The world countries’
governments continue to create various incentives to increase entrepreneurial activity to
provide long-term economic growth (Khan, 2018). Either they focus on the human side of
entrepreneurship, and create a suitable educational background (Lazányi, 2014; Bilan, 2014),
or they concentrate on the hard facts, and utilize macroeconomic measures. One of the most
flexible instruments of the state influence on the entrepreneurship consists in taxation terms
(Lazányi, 2015). It is defined that tax factors do not only find investing processes
development tendencies (Leonov, Vasylieva аnd Tsyganyuk, 2012) but also form general
impact on the institutional regulation quality of the social sector (Vasilyeva et al. 2018).
The tax competition appears while reforming the tax system in order to attract
taxpayers and investments to create additional working places and to stimulate economic
growth (Field, 2003). On the other hand, Teather (2005) defines tax competition as the use of
low effective tax rates by the country’s government in order to involve investments and
business activity to it. It is specific that tax competition appears when the tax system of one
state formation influences the tax system of another one, usually through the impact on
taxation (Goodspeed, 1998).
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The tax competition theory begins to actively develop in the second half of the
twentieth century. Its beginning was an investigation of the regional tax competition, carried
out by Tiebout (1956), who found its positive role since the offer of different services to
regional governments leads to redistribution of households within the country due to their
individual preferences.
Further development of this concept was made by Oates and Schwab (1998), who
observed the problem regarding the reduction of the public services supply efficiency by the
government through the attraction of investors via setting costs below the marginal level. The
next stage was the development of the international tax competition theory. Studies of the
foreign capital taxation carried out in the 60s of the twentieth century by Kemp (1961),
MacDougall (1960), enabled to find out about state’s tax system efficiency increase in case of
non-resident capital taxation by the location of the investor as opposed to tax collection on
the principle of the income source. In that period there were first attempts to define an
optimal level of foreign capital income taxation. The regional tax competition theory,
formalized by Zodrow and Mieszkowski (1986), based on Tiebout’s basic model of the tax
competition, enabled to demonstrate the capital mobility impact on tax rates level, which are
set on the capital income, expressed by the inverse dependence.
In 1990s previous studies regarding international tax competition were systematized
into one theory, which continued to develop in several directions: investigation of the public
welfare level change, influenced by competitive factors, relationships between international
tax competition and economic development rates, and national tax systems efficiency.
At the present time tax competition is an important factor to make investment
decisions at the international level, which, taking into account production integration and
mobility factors level increase, determines entrepreneurship activity at the countries’ level
given the difference of national and abroad taxation terms. Scientific researches confirm the
significance of the tax aspects in the process of key performance indicators identification in
the financial projection Balanced Scorecard (Hrytsenko and Vysochyna, 2012) and in the
formation of the enterprise’s value (Boyarko and Samusevych, 2011) which make necessary
conditions for entrepreneurial activity efficiency.
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Nowadays tax factors are not only components which provide the financial efficiency
of companies, but also define social entrepreneurial development tendencies (CriȘan, Dabija
and Dinu, 2015) and innovative activity of business (Vasylieva and Kasyanenko, 2013).
Given the development of the behavioural economy and business literacy growth at the
modern stage, all entrepreneurial decisions are made with due account for a general list of
benefits and risks in business starting (Prince, 2017) that cause necessity to study economic
and tax factors impact on the entrepreneurial activity.
2. Overview of existing models of tax competition for capital
Study of the tax competition phenomenon leads to the formation of some models,
which demonstrate its existence impact on the economy of jurisdictions-participants. While
constructing the tax competition models, authors mostly observe two factors of production –
labour and capital, mobility level of which is considered by jurisdictions governments under
conditions of tax competition. Table 1 demonstrates other assumptions and consequences,
formed in different models of the tax competition.
Table 1. Tax competition models review

Role of
government

Changes in
jurisdiction
welfare

capital

N/R

welfare
increase

Gordon and
Wilson
(2002)

capital,
labour

the decrease in
governments
waste raises
jurisdiction tax
competitiveness

welfare
increase

Wilson
(1999)

capital,
labour

N/R

Wildasin
(1988)

labour

governments
subsidies raise

The object
Authors
of tax
competition
Hoyt
(1991)

Role of
jurisdiction
size

Changes in Instruments
of tax
the tax
competition
burden

country size
tax rates on
raises its tax
capital
competitiveness
decrease

tax rates on
capital

N/R

tax rates
increase

tax rates,
government
expenditures

welfare
decrease

N/R

tax rates
decrease

tax rates

welfare
increase

N/R

N/R

tax rates and
government
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jurisdiction tax
competitiveness

subsidies
Shifting

capital,
labour

establishment of
optimal regional
tax rates

capital,
labour

governments
subsidies for
new tax objects
placing

Haufler and
Wooton
(2007)

capital,
labour

governments
subsidies for
companies

Bucovetsky
(1991)

capital

N/R

Enss (2008)

Kind,
MidelfartKnarvik
and
Schjelderup
(2000)

Razin and
Sadka
(1989)

Janeba
(2001)

capital,
labour

capital

N/R

welfare
decrease

N/R

N/R

N/R

welfare
integration
increase/
decrease for effects for small
countries
different
countries
N/R

N/R

of the tax
burden from
capital to
labour

tax rates
tax rates and
increase/
decrease for government
subsidies
different
countries

tax rates
decrease

tax rates are
tax rates
proportional to
differentiation
the country size

N/R

tax rates

tax rates and
government
subsidies

tax rates

shifting of the
tax rates and
tax burden
taxation
from capital
principles
to labour

tax rates
country size and
decrease in
development
less
raise its tax
developed
competitiveness
countries

tax regimes
and
subsidies

N/R

N/R

N/R

tax rates
decrease

tax rates,
public goods

small countries
are more

tax rates

corporate tax

Fernandez
(2016)

labour

N/R

imbalances
in public
goods
provision

Bettendorf
and

capital,

N/R

N/R
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Vrijburg
(2010)

labour

sensitive to tax
policy of
competitors

decrease

rates

Shifting
Huizinda
and Nielsen
(1997)

capital,
labour

N/R

N/R

N/R

of the tax
burden from
capital to
labour

tax rates

Note: N/R – not researched by authors
Source: own compilation

Hoyt’s (1991) model focuses on the absolutely mobile capital. Assumptions of the
model provide functioning of the limited number of countries in the global economy, the size
of which enables to influence the international level of net profit on the capital. Every country
sets tax rates, based on the assumption regarding tax rates stability in other countries.
Bucovetsky model (1991) takes into account the country’s size and provides the fact
that global economy is created by two types of the countries – small with an insufficient
number of population and large, where population-level lets to influence the international
norm of net profit on the capital. Other terms of countries’ economies functioning are
identical.
The tax competition model, proposed by Razin and Sadka (1989), provides
functioning of two small countries, which influence the international return on capital. As a
result of the tax competition, there is a symmetric balance, in which zero tax rate on
reputation is acting. The capital taxation is performed according to resident principle,
moreover, if there is no cooperation between countries, the tax burden will be laid from
mobile factors of the capital on the immobile ones.
One should pay attention also to the Janeba’s model (2001), which deals with states’
competition for direct foreign investments location taking into account political stability
factor, which has a great impact on investor’s decision.
Results of the modified model's analysis enable to define positive and negative
consequences of the tax competition impact on the economies functioning of countries39
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participants. On the other hand, the competitive nature of relationships leads to the
improvement of welfare in small countries with a negative effect on big states. At the same
time, the effect of tax competition investing has a critical point, in which its impact direction
is changed. Positive impact on citizens’ welfare after tax burden reduction happens when tax
revenues enable the government to finance the production of public goods to satisfy
inhabitants’ needs since the further decrease of tax rates («race to the bottom» effect) causes
lack of governments’ financial resources to provide realization of its social and economic
functions. However, the competitive character of relationships improves the welfare of small
countries but has a negative effect on big states.
One can also point out that result depends on the level of tax competition terms
stiffness. If there are not many participants and great volumes of the object, for which
competition is held, tax competition will usually lead to the increase of fiscal policy
efficiency, the establishment of optimal tax rates and an increase of public goods production
quality, which together provide the welfare improvement. However, when tax competition
terms are exaggerated, governments of jurisdiction decrease tax burden greatly. It leads to the
lack of financing of the state’s activity or tax burden is laid from some economic actors on
others. Modern models of the tax competition confirm effects of profit shifting for
multinational corporations when countries compete not for an actual location of the firm, but
for the income declaration (Mukherjee, 2018).
Besides, one should mention that the result, which country’s government desires to
achieve, does not always depend only on the taxation terms, because other factors (economy
development level, political stability etc.) influence the jurisdiction attraction for taxation
base location on its territory. That is why, investigation of tendencies and consequences of
tax competition have to consider not only the tax but also general economic aspects, and
differences in sizes and level of countries’ development.
3. National tax systems development in the conditions of tax competition
In the context of the study, it is reasonable to describe some types of taxes and
charges from the viewpoint of their impact on tax competition objects moving between
jurisdictions. The results of the research regarding taxes impact on taxpayers’ mobility,
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carried out by Blöchliger and Pinero-Campos (2011), enable to define that taxes on capital
and on corporations incomes – level of this taxes group influences the company’s and returns
to capital, stimulate shifting in jurisdiction, where profit is taxed to a lesser extent. Under
conditions of the tax competition, this factor is observed as one of the reasons regarding the
great decrease of the corporate tax standard rates on profit nation-wide, and to a lesser extent,
the effective average tax rate over the last 20 years. At the same time, an extension of the tax
base greatly compensates the tax rate reduction. In this context, one should mention, that
corporate tax base mobility is different for various firms. Most business-activity depends on
other factors at the local markets that is why such firms are not interested to be shifted
between jurisdiction borders only from the viewpoint of tax considerations. Besides, many
firms possess physical assets, which are hardly moved. It causes the fact that tax policy is
developed setting higher tax rates in countries/regions, which characterized by a larger share
of real estate companies, than in jurisdictions with high mobility of corporate tax bases.
Goods and service taxes group (consumption tax) is less significant, since there are
local consumption taxes only in some countries, and harmonization of this taxes group in the
international tax environment is very high. On the other hand, indirect taxes, set due to the
origin principle (paid in jurisdiction, where goods are produced), define the result of tax
competition to a greater extent, than consumption taxes, set due to the establishing principle
(taxes are paid in jurisdiction, where goods are consumed), since firms are more mobile than
consumers.
Taking into account the above, corporate income taxes, indirect taxes and social fees,
paid directly by the employer, are chosen for the research. These types of taxes enable to
evaluate the general level of direct and indirect tax burden on the company, which defines its
investment decisions. In particular, on the example of Visegrad countries, scientists confirm
the inverse relationship of corporate income tax rate та FDI inflows (Bobenič Hintošová et
al., 2018), which play a significant role for entrepreneurship increase in the country.
Analyzing features of the tax competition impact on the tax systems development, one
can confirm the fact that its existence result is not only differentiation of taxation terms, but
also tax systems convergence level increase caused by objective limitations regarding tax
competitive benefits (necessity to provide sufficient tax revenues to realize social and
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economic functions of the state) and general vector of tax systems development in conditions
of tax competitive relationships regarding tax burden decrease and taxation process
simplification.
Nowadays there is a number of scientific studies, oriented to evaluate convergence
processes in the international tax environment. In particular, one should point out
investigations of the tax convergence in the European Union countries, carried out by
Delgado (2013) during 1965-2010, which considers the calculation of the fiscal distance
between indices of the country and average level for EU-15 by indicators of general tax
burden and burden by the certain taxes groups. The results of calculations confirm the general
convergence of tax burden in the European Union.
The σ-convergence use as an indicator of tax systems convergence is based on the
variables dispersion indices, which describe the taxation system – a decrease of evaluated
indicators dispersion level proves the existence of the convergent processes. The variation
indices, Gini coefficient, Theil indices, regional asymmetry index, the Atkinson index are
used while evaluating this parameter in the scientific literature. Therefore the optimal and
most convenient index in use is coefficient of variation, because, firstly, it does not depend on
the scale and dimension of variables, secondly, it is possible to interpret the obtained results
either by absolute index or by its dynamics.
Base to carry out research of entrepreneurship tendencies under conditions of the tax
competition are chosen Eastern European countries (Bulgaria, Czech Republic, Hungary,
Moldova, Poland, Romania, Slovak Republic, Ukraine), and the Baltic countries (Estonia,
Latvia, Lithuania). Tax systems of the mentioned countries are being constantly improved
and are characterized by more dynamic rates of changes than tax systems of the developed
EU Member States, which prove their efficiency in accordance with a general vector of these
countries’ economic policy. At the same time, the above countries are donors of the labour
power for Western European countries owing to the high level of the domestic
unemployment (Kleinschmidt, 2017), that also confirms the urgency to orient state regulation
instruments to entrepreneurship development. That is why, one can provide great effects of
the tax competition for the formed list of countries, taking into consideration the
incompleteness of the capital redistribution processes at Europe’s level, and insufficient
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coordination of the economic policy at the modern stage (Lyeonov, Vasylieva and Lyulyov,
2018). It confirms thesis regarding the establishment of the economies’ regulation conception
in the mentioned countries. Besides, previous calculations show that these countries are the
main tax competitors among European countries (Boiko and Samusevych, 2017).
Thus, in order to characterize development tendencies of tax systems in the chosen
countries in the context of their impact on entrepreneurship development, we will analyze
statistic information regarding three types of taxes. Table 2 demonstrates the results of
convergent processes evaluation and pairwise annual comparison of corporate tax rates
variation.
Table 2. Descriptive statistics of corporate tax rates changes in Eastern European and Baltic
countries

Convergence

Pairwise comparisons of means with equal variances

Year

mean

coefficient of variation

contrast

year

2003

21.773

0.383

-

-

2004

18.864

0.393

-2.909

2004 vs 2003

2005

17.273

0.392

2.687

2005 vs 2003

2006

17.000

0.380

-4.500

2006 vs 2003

2007

16.455

0.406

-4.772

2007 vs 2003

2008

16.091

0.394

-5.318

2008 vs 2003

2009

16.455

0.387

-5.681

2009 vs 2003

2010

16.182

0.389

-5.318

2010 vs 2003

2011

16.182

0.389

-5.590

2011 vs 2003

2012

15.818

0.371

-5.590

2012 vs 2003

2013

16.000

0.379

-5.954

2013 vs 2003

2014

15.818

0.374

-5.772

2014 vs 2003

2015

16.818

0.204

-5.954

2015 vs 2003
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2016

16.818

0.204

-4.954

2016 vs 2003

2017

15.818

0.245

-4.954

2017 vs 2003

2018

16.273

0.249

-5.954

2018 vs 2003

Source: own calculations based on https://home.kpmg.com/xx/en/home/services/tax/tax-tools-andresources/tax-rates-online/corporate-tax-rates-table.html [Accessed 04/07/2018]

Let us point out that at the beginning of the analyzed period the coefficient of
variation was higher than 0.33, that shows the non-homogeneity of selection. However, in
general, the corporate income tax rates are characterized by great convergence during the
studied period and as of 2018 variation reach the level 0.249 that proves an essential
convergence of tax systems. At the same time, maximum close rates of the corporate tax in
the studied countries acted during 2015-2016. On the other hand, calculated average values
on selection and their comparison result over years prove the fact that the gradual decrease of
the corporate income tax rates is peculiar for the chosen countries. Such tendency may create
essential motivation to increase the entrepreneurial activity in countries thanks to national and
foreign investors.
Calculations regarding tendencies of indirect taxes change and their level in relation to
different countries confirm the thesis about the maximum degree of the proper taxes
harmonization (see Table 3). At the beginning of the research period, tax systems of the
evaluated countries were characterized by a high degree of the convergence – the coefficient
of variation is less than 0.33. At the end of the research, the variation level was reduced
greatly, and indirect income tax rates were more uniform as of 2009.
Table 3. Descriptive statistics of indirect tax rates changes in Eastern European and Baltic
countries

Convergence

Pairwise comparisons of means with equal variances

Year

mean

coefficient of variation

contrast

year

2005

19.800

0.105

-

-

2006

19.300

0.062

-0.500

2006 vs 2005
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2007

19.300

0.062

-0.500

2007 vs 2005

2008

19.300

0.062

-0.500

2008 vs 2005

2009

19.700

0.056

-0.100

2009 vs 2005

2010

21.200

0.086

1.400

2010 vs 2005

2011

21.500

0.084

1.700

2011 vs 2005

2012

21.600

0.104

1.800

2012 vs 2005

2013

21.700

0.101

1.900

2013 vs 2005

2014

21.700

0.101

1.900

2014 vs 2005

2015

21.700

0.101

1.900

2015 vs 2005

2016

21.300

0.099

1.500

2016 vs 2005

2017

21.200

0.103

1.400

2017 vs 2005

2018

21.200

0.103

1.400

2018 vs 2005

Source: own calculations based on https://home.kpmg.com/xx/en/home/services/tax/tax-tools-andresources/tax-rates-online/indirect-tax-rates-table.html [Accessed 04/07/2018]

The average level of this tax in terms of the period is between 19.3% and 21.7%.
Therefore, from 2005 till 2009 tax rate decrease is peculiar in general in the countries.
Beginning from 2010 they are constantly growing. However, let us point out that the role of
this tax to provide achievements of tax competition has secondary nature. Therefore, changes
in the level of indirect taxation define reasonability to consider this type of the tax while
modelling the entrepreneurship development.
Another type of taxes, which greatly influence the corporate tax burden level, includes
social security taxes, paid by employers. Table 4 shows that, unlike other taxes, during the
studied period, employer social security tax rates were characterized by divergent processes.
In 2009 the coefficient of variation was 0.117. In 2018 it grew three times.
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Table 4. Descriptive statistics of employer social security tax rates changes in Eastern European
and Baltic countries

Convergence

Pairwise comparisons of means with equal variances

Year

mean

coefficient of variation

contrast

year

2009

32.491

0.117

-

-

2010

28.498

0.221

-3.993

2010 vs 2009

2011

27.820

0.229

-4.671

2011 vs 2009

2012

30.010

0.294

-2.481

2012 vs 2009

2013

30.390

0.280

-2.101

2013 vs 2009

2014

30.045

0.271

-2.445

2014 vs 2009

2015

29.551

0.283

-2.940

2015 vs 2009

2016

27.021

0.209

-5.470

2016 vs 2009

2017

26.699

0.209

-5.792

2017 vs 2009

2018

24.640

0.367

-7.851

2018 vs 2009

Source: own calculations based on https://home.kpmg.com/xx/en/home/services/tax/tax-tools-andresources/tax-rates-online/social-security-employer-tax-rates-table.html [Accessed 04/07/2018]

However, it is interesting to observe tendencies to changes of the general level of the
given tax rates. During the investigated period its average level decreased from 32.491% to
24.640%, therefore, reduction tendency was peculiar for the whole period of analysis. Thus,
this tax at the formed selection of countries has great potential as an instrument of the tax
competition.
Besides, variables of the research, which show the tax competition, include effective
rates by separate taxes groups (see Table 5). Taxes for enterprise’s profit, general sum of
taxes on labour, and all other taxes, paid from business, have been separately selected for the
research. Thus, these three indices demonstrate total tax burden on business considering all
existed discounts in the country. On the other hand, one of the aspects regarding the country’s
tax system functioning, which defines its tax competitiveness, is also tax administration
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quality (Samusevych, 2014). So, a group of independent variables include also some
indicators, which show the complexity of the tax administration in the country (Tax time, Tax
payments).
Vasylieva at al. (2018b) confirm that the result of tax competition impact on the
economic processes development in the country depends not only on taxation terms but also
on peculiarities of social and economic development. That is why, control variables, which
show the level of economic development (GDP growth, GDP per capita growth, GDP per
capita), economic stability (Inflation) and formed a level of foreign investors’ trust to the
country (FDI) are selected for the research.
Table 5. Independent variables of research

Variable
name

Variable description

Source

Corporate tax

basic corporate tax rate (reduced rates are not KPMG (2018)
included)

Indirect tax

the standard rate of value added tax

KPMG (2018)

Employer tax

highest employer social security rates

KPMG (2018)

Profit tax

amount of taxes on profits paid by the business – the World Bank (2018)
percentage of commercial profit

Labour tax

amount of labour tax and contributions paid by the World Bank (2018)
business – the percentage of commercial profit

Other taxes

other taxes payable by businesses (include the World Bank (2018)
amounts paid for property taxes, turnover taxes, and
other small taxes such as municipal fees and vehicle
and fuel taxes) – the percentage of commercial profit

Tax time

time to prepare and pay taxes is the time, in hours per World Bank (2018)
year, it takes to prepare, file, and pay (or withhold)
three major types of taxes: the corporate income tax,
the value added or sales tax, and labour taxes,
including payroll taxes and social security
contributions.
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Tax payments

tax payments by businesses are the total number of World Bank (2018)
taxes paid by businesses, including electronic filing.
The tax is counted as paid once a year even if
payments are more frequent

Business cost

the cost to start a business – the percentage of income World Bank (2018)
per capita

Property
registration

procedures required to register property – number

Inflation

inflation, as measured by the annual growth rate of the World Bank (2018)
GDP implicit deflator, shows the rate of price change
in the economy as a whole

GDP growth

annual percentage growth rate of GDP at market World Bank (2018)
prices based on constant local currency. Aggregates
are based on constant 2010 U.S. dollars

World Bank (2018)

GDP
per annual percentage growth rate of GDP per capita World Bank (2018)
capita growth based on constant local currency. Aggregates are
based on constant 2010 U.S. dollars
GDP
capita
FDI

per gross domestic product divided by midyear population World Bank (2018)
in constant 2010 U.S. dollars.
net inflows (new investment inflows less World Bank (2018)
disinvestment) in the reporting economy from foreign
investors, and is divided by GDP

Kozubíková et al. (2015) confirm that SMEs enterprises define Market risk as the
most important group of business risk in running the business. On the other hand, sufficient
financial resources to run a business lead to its further activity efficiency (Belás et al., 2018).
That is why, while evaluating tax factors to start a business by control variables, the model
will also include indicators of complexity and of business creation value at the level of a
certain country (Business cost, Property registration).
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4. The relationship between tax competition and entrepreneurship trends
The main indicators of entrepreneurship in the country include absolute indices of
business creation, the average duration of its life cycle and business liquidation indices.
Pomianek (2018) defines that at the modern stage of developing, small and medium-sized
enterprises make the main business form, which is being started in the world. Table 6
demonstrates the main indicators of entrepreneurship, implemented in the research as
dependent variables.
Table 6. Dependent variables of entrepreneurship

Variable name
New business

Variable description

Source

number of new limited liability corporations registered in the World Bank
calendar year
(2018)

New business number of new limited liability corporations registered in the World Bank
density
calendar year per 1,000 people ages 15-64
(2018)
Enterprise birth the number of enterprise births in the reference period (t) divided by Eurostat
rate
the number of enterprises active in t – percentage
(2018)
Business
growth

net business population growth – percentage

Eurostat
(2018)

Enterprise
survival 3 rate

number of enterprises in the reference period (t) newly born in t-3 Eurostat
having survived to t divided by the number of enterprise births in t- (2018)
3 – percentage

Enterprise
survival 5 rate

number of enterprises in the reference period (t) newly born in t-5 Eurostat
having survived to t divided by the number of enterprise births in t- (2018)
5 – percentage

Enterprise death number of enterprise deaths in the reference period (t) divided by Eurostat
rate
the number of enterprises active in t – percentage
(2018)

Analyzing the generalized tendencies of entrepreneurship development in the Eastern
European and Baltic countries (Table 7), one can point out the essential level of their
variation between countries and in terms of periods, evidenced by standard deviation and
min-max comparison.
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Table 7. Summarize statistics of entrepreneurship variables

Variable name

Obs

Mean

Std. Dev.

Min

Max

New business

119

25242.5

19950.59

4129

102745

New business density

119

5.12646

4.382683

0.466435

20.76074

Enterprise birth rate

80

13.19925

4.109485

3.81

24.88

Business growth

71

2.932817

6.43885

-13.64

35.47

Enterprise survival 3 rate

80

54.47538

10.05047

23.23

90.55

Enterprise survival 5 rate

71

40.80437

8.335042

17.91

70.13

Enterprise death rate

79

11.47177

3.818447

5.77

29.05

Results of new business creation tendencies calculation, influenced by tax factors,
are presented in Table 8.
Table 8. Regression analysis of tax competition influence on new business in Eastern European
and Baltic countries

Variables

Model 1

Model 2

Model 3

Model 4

Model 5

Model 6

Corporate
tax

-848.26*

29.78

556.26

442.22

-205.20

(-1.68)

(0.05)

(0.66)

(0.53)

(-0.60)

Indirect tax

1137.65**

-2046.73***

2127.02**

2275.50***

(-3.37)

(2.66)

(2.84)

-431.84**

-328.17

-128.03

(-2.40)

(-1.00)

(-0.43)

(-1.99)
Employer
tax
Profit tax

320.98
(0.72)

Labour tax

273.75
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(0.62)
Other taxes

-2.39

-15.87

-18.82

(-0.48)

(-0.70)

(-0.83)

69.98*

238.27***

221.88***

(1.75)

(3.38)

(3.16)

-2652.99***

-1160.31***

-576.09

-559.26

-1040.39***

(-4.02)

(-2.83)

(-1.00)

(-0.97)

(-3.05)

5870.96***

6565.99***

-429.16

(4.22)

(5.00)

(-0.37)

Tax time

Tax
payments
Business
cost
Inflation

GDP
growth

226.52

213.22

381.69**

446.09

426.23**

(1.21)

(1.35)

(1.99)

(1.43)

(2.63)

320.22**

277.41

86.59

116.52

312.43**

(2.08)

(1.49)

(0.26)

(0.34)

(2.08)

-190.11**

-194.20**

-25.43

-201.64

-199.55

-20.37

(1.21)

(-2.31)

(-0.22)

(-1.00)

(-0.98)

(-0.54)

294.35*
(1.77)

GDP
per
capita
growth
FDI

_cons

65569.69* 94636.66*** 24583.27***

-44894.12**

34058.51***
53278.08**

(4.10)

(5.26)

(4.89)

(-1.97)

108

75

119

75

75

119

F

16.93

42.74

17.57

88.97

85.56

23.07

Prob > F

0.0046

0.0000

0.0247

0.0000

0.0000

0.0008

Number of
observations

(-2.40)

(3.70)

Note: ***p<0.01; **p<0.05; *p<0.1, z-statistics are in the brackets. Method: GLS random-effects
regression
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Let us point out that the combination of various factorial features in models leads to
differentiation of the obtained results of qualitative impact. Based on the statistically valuable
dependences, one can mention that corporate tax rate increase on the average by 1%
decreases the number of new businesses by 848.26 units, respectively the growth of employer
tax reduces the number of companies by 431.84. At the same time, the indirect tax impact is
ambiguous, comparing different models. Therefore effective tax rates are not characterized
by statistically relevant results, which is quite predictable, considering the fact that owners
focus on formal taxation terms while creating the enterprise.
The effect of certain tax administration indicators is rather interesting. Despite the
assumptions that tax administration complexity destimulates business development, tax time
indicator has a stable positive relation with the resulting variable, confirmed by different
models. On the other hand, the increase of tax payments number, paid by business, leads to
the essential reduction of entrepreneurial initiatives.
Among control variables, one can point out the expected positive impact of such
parameters as GDP growth and GDP per capita growth on business creation, which proves
the important role of economic development level to provide the entrepreneurial activity. One
should take into account the positive relation of inflation and new businesses creation, which
demonstrates the positive impact of creeping inflation on economic development.
The business cost has a positive impact on business creation, that however, can be the
result of different countries’ economies comparative characterization – the analogical
procedures cost in more developed countries exceeds indices of the less developed countries.
FDI growth also limits the creation of new businesses, caused by growing competition
of the companies thanks to the foreign capital inflow, which leads to the increase of the
income market barriers.
One should take into account the results, obtained for a relative index of new business
creation – new business density (Table 9).
According to the table data we can point out that among indicators of the tax burden,
there is a statistically relevant impact for indirect tax and other taxes. Therefore, the indirect
tax rates increase reduces new businesses indices, whereas other taxes are their stimulators
according to the results of calculations.
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There is a small positive impact for tax payments among tax administration
parameters, and there is also the limiting effect of the tax time. One should mention the great
limiting role of complexity indices and business creation cost regarding new business density,
confirmed by calculations.
Table 9. Regression analysis of tax competition influence on new business density in Eastern
European and Baltic countries

Variables
Corporate tax

Indirect tax

Employer tax

Model 1

Model 2

Model 3

-0.07

-0.23

-0.10

(-0.41)

(-1.28)

(-0.59)

-0.36**

-0.53**

-0.42**

(-2.16)

(-2.56)

(-2.60)

0.01

-0.01

0.03

(0.22)

(-0.22)

(0.58)

Model 4

Profit tax

Model 5

Model 6

Model 7

-0.03

-0.02

-0.03

(-0.34)

(-0.27)

(-0.30)

0.05

-0.10

(0.56)

(-1.45)

0.15**

0.14**

0.42***

(2.17)

(2.03)

(3.68)

Labor tax

Other taxes

Tax time

-0.01***

-0.01

-0.00

0.00

(-3.16)

(-0.87)

(-0.14)

(0.33)

-0.00

0.00

0.01*

0.00

(-0.11)

(0.29)

(1.92)

(0.34)

-0.28*

-0.16

-0.19**

-0.16**

-0.17**

-0.37***

(-1.76)

(-0.79)

(-2.60)

(-2.54)

(-2.48)

(-4.50)

Tax
payments
Business cost
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Property
registration

-0.37

-0.04

-0.61**

-0.39*

-0.37*

-0.47*

(-1.14)

(-0.09)

(-2.63)

(-1.80)

(-1.68)

(-1.81)

Inflation

GDP growth

0.01

0.00

(0.20)

(0.07)

0.19***

0.19***

0.20***

0.10***

0.10***

(4.42)

(3.08)

(4.88)

(3.48)

(3.38)

GDP
per
capita growth
FDI

0.09***

0.09*

(3.38)

(1.76)

-0.04

-0.02

(-1.55)

(-0.57)

17.33***

25.08***

17.49***

8.79***

7.79***

6.03*

11.92***

(3.74)

(4.57)

(3.62)

(5.94)

(5.40

(1.87)

(4.06)

75

75

75

119

119

119

119

F

32.06

26.77

31.81

24.21

25.76

25.22

53.95

Prob > F

0.0000

0.0008

0.0001

0.0002

0.0001

0.0003

0.0000

_cons

Number of
observations

Note: ***p<0.01; **p<0.05; *p<0.1, z-statistics are in the brackets. Method: GLS random-effects
regression

Let us point out that the relative level of new businesses creation greatly depends on
the level of corporate tax and employer tax rates, for which statistically relevant inverse
effect is confirmed (see Table 10). On the other hand, different groups of effective tax rates
are also characterized by the statistically relevant impact on the enterprise birth rate, and their
growth essentially reduces the resulting variable index. Restraining impact on the company’s
creation in certain constructed models is obtained for the tax administration indices.
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Table 10. Regression analysis of tax competition influence on enterprise birth rate in Eastern
European and Baltic countries

Variables
Corporate tax

Model 1

Model 2

Model 3

Model 4

Model 5

-0.48*

-0.56**

-0.96***

-0.91**

-1.02***

-0.86***

(-1.92)

(-2.24)

(-3.14)

(-3.06)

(-4.28)

(-3.96)

0.18

-0.00

-0.06

-0.26

(0.75)

(-0.00)

(-0.24)

(-1.37)

(-1.05)

0.12

0.02

0.10

-0.44***

-0.34***

(0.74)

(0.11)

(0.77)

(-3.09)

(-2.61)

Indirect tax

Employer tax

Profit tax

Model 6

Model 7

-0.22

-0.53**
(-2.56)

Labour tax

-0.58***
(-5.20)

Other taxes

-0.26*
(-1.67)

Tax time

Tax payments

Business cost

-0.01

-0.02***

-0.00

(-0.52)

(-3.18)

(-0.85)

-0.02***

-0.03

0.04*

(-3.19)

(-1.24)

(1.83)

-0.07

0.23

0.05

0.12

0.09

-0.02

0.07

(-0.33)

(0.91)

(0.23)

(0.61)

(0.60)

(-0.11)

(0.45)

-3.17***

-2.50***

-3.09***

(-5.73)

(-5.82)

(6.05)

Property
registration
Inflation

0.16*

-0.07

-0.21

-0.22

-0.24

0.32**

-0.19

(1.83)

(0.28)

(-0.96)

(-1.06)

(-1.43)

(2.49)

(-1.12)
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GDP growth

GDP
capita

per

Number
of
observations
F
Prob > F

0.01

(1.78)

(0.16)

-0.00

0.00

-0.00

(-0.30)

(0.74)

(-1.06)

FDI

_cons

0.14*

0.00

-0.04

-0.03

-0.04

-0.04

(0.28)

(-0.57)

(-0.50)

(-0.81)

(-1.12)

22.45***

14.37*

31.88***

32.59***

64.26***

48.84***

59.52***

(4.68)

(1.75)

(4.32)

(4.47)

(8.10)

(9.05)

(7.41)

80

69

69

69

69

80

69

9.96

14.18

26.65

26.30

73.02

64.36

66.73

0.0412

0.0480

0.0016

0.0009

0.0000

0.0000

0.0000

Note: ***p<0.01; **p<0.05; *p<0.1, z-statistics are in the brackets. Method: GLS random-effects
regression

The business cost has no statistically relevant impact on the enterprise birth rate, but a
number of property registration procedures decreases the resulting index of the enterprise's
creation.
Despite the relevant results, obtained in general for indices of enterprises creation, let
us point out that for the index business growth there is no stable effect of its dependence on
the relative taxation levels (Table 11).
Table 11. Regression analysis of tax competition influence on business growth in Eastern
European and Baltic countries

Variables
Corporate tax

Model 1

Model 2

Model 3

Model 4

Model 5

Model 6

Model 7

-0.95

-1.35

(-1.12)

(-1.64)
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Indirect tax

Employer tax

0.36

0.97

(0.46)

(1.35)

0.31

-0.26

-0.33

(0.58)

(-0.40)

(-0.52)

Profit tax

0.97

0.98

(1.06)

(1.06)

Other taxes

Tax time

0.04

(0.19)

(0.11)

0.04*

0.03

0.06**

0.06**

0.06**

0.06**

0.03

(1.98)

(1.62)

(1.24)

(2.73)

(2.63)

(2.66)

(1.15)

-0.10*

0.06

0.06

0.06

0.06

0.09

(1.73)

(1.24)

(1.24)

(1.12)

(1.12)

(1.46)

-0.54

-0.68

-0.69

-0.68

-0.45

-0.46

(-0.54)

(-0.67)

(-0.62)

(-0.60)

(-0.41)

(-0.42)

Tax payments

Business cost

0.07

Property
registration

1.58
(0.42)

Inflation

GDP growth

-0.07

-0.21

0.70*

0.69*

0.63

0.64*

0.42

(-0.16)

(-0.45)

(1.85)

(1.77)

(1.64)

(1.71)

(1.03)

0.61**

0.57**

(2.71)

(2.27)
0.00**

0.00**

0.00**

0.00**

0.00*

(2.14)

(2.13)

(2.00)

(2.02)

(1.96)

GDP per capita

_cons

Number

of

-15.06

10.87

-47.99**

-48.55**

-37.71**

-37.49**

-25.17

(-0.94)

(0.35)

(-2.45)

(-2.43)

(-2.20)

(-2.22)

(-0.72)

69

69

71

71

71

71

69
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observations
F
Prob > F

2.82

2.49

2.88

2.43

2.64

3.22

2.15

0.0246

0.0228

0.0163

0.0306

0.0252

0.0125

0.0474

Note: ***p<0.01; **p<0.05; *p<0.1, z-statistics are in the brackets. Method: GLS random-effects
regression

On the other hand, tax administration indices are characterized by the statistically
relevant effect of impact on business growth. The stimulating impact is obtained for tax time,
whereas the restraining effect is demonstrated by tax payments.
Analyzing the calculations data, represented in Table 12, let us point out that tax terms
do not have a great impact on the enterprise survival rates during the first 3 or 5 years from
their formation moment. Therefore statistically relevant effect is not obtained while
evaluating nether tax rates nor tax administration indicators.
Let us note that economic development level is not also characterized by essential
value to provide the enterprise survival rates, at the same time, high level of inflation reduces
enterprise survival rates in 5-years period. On the other hand, tax administration indices are
characterized by the statistically relevant effect of impact on the business growth. A
stimulating effect is obtained for tax time, whereas the restraining effect is demonstrated by
tax payments.
Table 12. Regression analysis of tax competition influence on enterprise survival rates in Eastern
European and Baltic countries

Variables

Survival 3 rate
Model 1

Corporate tax

Indirect tax

Model 2

Survival 5 rate
Model 3

Model 4

0.04

0.03

(0.06)

(0.05)

0.20

-0.33

(0.24)

(-0.51)
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Employer tax

0.11

-0.32

(0.25)

(-0.91)

Profit tax

Labor tax

0.33

0.40

0.46

0.54

(0.52)

(0.65)

(0.78)

(1.01)

-0.19

0.27

(-0.48)

(0.88)

Other taxes

Tax time

0.00

0.29

(0.01)

(0.81)

0.00
(0.12)

Tax payments

-0.03
-0.04
(-0.59)
(-0.88)

Inflation

0.03

0.33

0.35

-0.72*

-0.77**

-0.61

(0.05)

(1.16)

(1.19))

(0.42)

(-2.04)

(-1.46)

0.04

0.03

-0.13

-0.20

(0.22)

(0.15)

(-0.73)

(-0.99)

GDP growth

GDP per capita
growth
_cons

Number
observations
F
Prob > F

of

0.13

-0.13

(0.49)

(-0.57)

45.67**

56.78***

50.17***

57.79***

37.36***

37.11***

(1.99)

(3.81)

(7.41

(3.21)

(5.96)

(5.84)

69

80

80

69

71

71

0.73

2.33

2.55

8.89

9.41

9.41

0.9811

0.6750

0.8623

0.1136

0.0516

0.1517
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Note: ***p<0.01; **p<0.05; *p<0.1, z-statistics are in the brackets. Method: GLS random-effects
regression

The last indicator, which describes the entrepreneurship development in the studied
countries, is enterprise death rate. The obtained results of the tax and macroeconomic
indicators impact on this index dynamics are demonstrated by the Table 13.
Statistically relevant results among the absolute and relative level of tax burden are
obtained only for corporate tax. The increase of this index by on average 1% reduces the
level of enterprise death rate by 0.35%.
On the other side, indices of the tax administration have more stable effects. As a
result, an increase of tax payments leads to the growth of enterprise death rate level by 0.050.08%. The increase of tax time by 1 hour causes reduction of the enterprise death rate on
average by 0.01%.
Table 13. Regression analysis of tax competition influence on enterprise death rate in Eastern
European and Baltic countries

Variables
Corporate tax

Indirect tax

Employer tax

Model 1

Model 2

Model 3

-0.03

-0.35**

0.02

(-0.11)

(-2.25)

(0.10)

0.25

0.06

(0.90)

(0.33)

0.11

-0.02

-0.12

(0.72)

(-0.21)

(-0.99)

Profit tax

Labor tax

Model 4

Model 5

Model 6

0.03

0.05

-0.09

(0.13)

(0.22)

(-0.51)

-0.07

-0.09

-0.06
(-0.57)

Other taxes
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(-0.45)
Tax time

-0.01**

-0.01

-0.00

(-2.17)

(-1.24)

(-1.31)

0.06***

0.08***

0.05**

(3.66)

(4.10)

(2.45)

0.40**

0.06

0.19

0.36***

0.35***

0.26**

(2.20)

(0.31)

(1.13)

(2.95)

(2.91)

(2.02)

-0.42***

-0.29***

(-4.48)

(-3.05)
-0.29***

-0.35***

-0.34***

-0.29***

(-3.42)

(-4.17)

(-4.13)

(-3.52)

Tax payments

Inflation

GDP growth

GDP per capita
growth
_cons

(-0.63)

3.34

17.84***

15.04***

12.98***

11.01***

12.82***

(0.44)

(3.67)

(3.00)

(3.31)

(4.97)

(6.24)

68

68

68

79

79

79

F

24.07

42.73

41.97

19.24

19.91

26.87

Prob > F

0.0002

0.0000

0.0000

0.0007

0.0005

0.0002

Number
observations

of

Note: ***p<0.01; **p<0.05; *p<0.1, z-statistics are in the brackets. Method: GLS random-effects
regression

In this context, one can note the great role of the economic development indices. The
GDP growth by 1% provides a reduction of enterprise death rate by 0.29-0.42%, and GDP
per capita growth by 1% – reduction by 0.29-0.35% respectively. However, inflation is a
destabilizing factor – the GDP deflator growth by 1% determines the increase of the
enterprise death rate by 0.26-0.40%.
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5. Conclusions
The analysis of the tax competition neoclassical models shows that nowadays the
countries’ tax policy, oriented to increase their tax competitiveness, is reasonable to be
observed according to the following criteria:
∑

production factors, which make the object of the tax competition;

∑

the role of government in regulation and formation of the tax competition;

∑

the impact of tax competition on the territory welfare;

∑

the impact of territory size on the level of its tax competitiveness;

∑

change of the level and structure the tax burden under conditions of the tax

competition;
∑

instruments of jurisdiction participation in the tax competition.

As it is defined above, the tax competition instruments are tax rates. It is empirically
confirmed, that there are convergent tendencies of the main tax rates, which are paid by
enterprises, for the Eastern European and Baltic countries. At the same time, the important
factor to make decisions by taxpayers to choose countries for resources location, which form
the taxation object, is quality of the tax administration in the country.
According to the results of the evaluation of tax competition instruments impact on
the entrepreneurship development at different stages of the company’s life cycle, the
following results are obtained:
∑

the increase of absolute tax rates in general limits the entrepreneurial activity

at the stage of enterprise creation and does not have a statistically relevant effect regarding
the enterprise survival and their liquidation tendencies;
∑

the relative level of the tax burden is characterized by statistically relevant

impact only on certain indicators of new businesses creation;
∑

indices of the tax administration have a statistically relevant effect on the

entrepreneurial development at its different stages;
∑

macroeconomic conditions play a more significant role at the stages of

company's creation and liquidation without any relevant effect regarding enterprise survival
provision.
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Abstract
In accordance with the current challenges of the Hungarian labour market there is a very strong competition for
the proper employees. There is more and more difficult to manage a success recruiting process manly in case of
the “new generation”. The fact that the generation of Z shall enter the world of work much sooner than the
generations ahead of them means that domestic employers will begin to meet more and more gen Z employees.
As a result, it is important to understand how the young people of today choose their workplace. What kind of
incentives work for them and how, where would they prefer to work, and what kind of a workplace and career
they dream about. As the attitude and value system of the Z’s differ from the previous generations from several
aspects, it is worth taking note of their peculiar characteristic as employees. The study focuses on the
generation Z‘s preferences in case of workplace selection process. In the frame of quantitative research I
examined the segmentation criteria with the help of cluster analysing process. We believe that the findings of the
research provide useful information for future employers, to understand the values, motivation tools and
expectations of their potential employees and their approach towards the world of work.
Keywords: Z generation, workplace selection, quantitative research, segmentation.
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1. Literature review
When thinking the domestic labour market challenges, we can state that the lack of
quantity and / or quality of labour is a problem on the rise. For employers, it's becoming more
and more important to find and keep good labour. Labour shortage doesn't impact certain
sectors, but the entirety of the economy. Nowadays, not only lacking fields (technicians, IT
experts, medical doctors) are troubled by labour shortage, even in so-called "blue-collar"
sectors, we can see a lack of employees (f. e. welders, forklift drivers, etc.). Many times, one
must use headhunting methods to find physical labour as well (Hrportal, 2017).
Apart from recruitment and labour-keeping problems, further factors make things
harder in the form of making different generations work with each other, troubling HR
experts. As a difference in age impacts cooperation, joint work may prove difficult for both
younger and older generations (Ian et.al, 2017).
It's pretty hard to create a work atmosphere in which employees with different value
systems, and socialisation backgrounds can feel themselves good, thinking it optimal,
attractive and motivational. It's no coincidence that in recent years, more and more research
focused on how the ranking of tools motivating employees changed. Seeing as the change has
been increasingly intense for the HR profession.
Generation researchers define generations based on youth-age cohort experiences:
which are the common experiences which may affect the later personalities and value
systems of the age group in question (Törőcsik, 2003).
Research states that the economic-social environment, in which the given generation
went through socialisation is important. The impulses and impressions they were subjected
to, or perhaps the objects in their environment, and happenings during their lives all have a
high impact on their performance on the labour market, and their attitude towards work (Tari,
2011).
This study focuses on the Z generation, therefore, we would like to introduce the
attributes of this age group for now. The members of the Z generation are completely born in
the World determined and dominated by the advancement of digital technology. They live in
a much faster rhythm than their predecessors, and if they don't like something - f. e. a job they're literally born ready to change immediately. They are a different World from their
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precursors: as modern technological solutions, IT, and the online World matured together
with them, they became parts of their personalities.
Members of the Z generation are brave, never lack initiative, less doubtful of their
own skills and possibilities (Lazányi, 2015). They are described by a practical perspective,
they value the freedom of the individual, and the immediate environment being devoid of
formalities. They build a new World, as they aren't believers in traditional office work
culture, but using the tools of mobile phones and the internet, they can complete their tasks
anywhere in the World, and create their virtual communities. Spiritualist literature calls them
crystal generation, part of the star generations. The attribute of the generation is that they're
more smart than wise, as they're well-versed in the World of technology. They aren't defined
by words and feelings, and they can realise their ideas even with high costs. It's common for
them, and reflects their value system, that of two jobs, they'll probably choose the one where
there's a valid CSR strategy, and the thought pattern of the employer is environment-friendly
(Ridderstrale, 2004).
However, it's also a fact that switching between jobs is completely natural for them.
They move without any compromise, they jump from workplace to workplace like how
monkeys from branch to branch, in case they feel that they need to. They're never stuck with
a company, and they never worry that they don't have an assured wage, and fixed desk
somewhere. For members of the digital generation, personal relations are definitive, and they
use internet as a tool for keeping currently existing friendships and connections with others.
The five most popular jobs are vets, teachers, policemen, medical doctors, and of course,
football players. Though it's true that 64% would rather be responsible for themselves when
they become an adult, instead of being employed by someone. This is important information
for companies. We have to support an organisational form, and create an organisational
culture, which aids self-sustaining work, and lacks high hierarchy. The trend of organisations
becoming more 'flat' will continue into the XXI. Century (Kissné, 2010; Tari, 2010).
2. Material and methods
In this study, we will introduce partial results of a research project. In the framework
of a multi-phase project, we analysed the career- and job choice influencing factors for the Z
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generation using qualitative and quantitative methods as well. Our goal was to give points of
interest for the employees focusing on the Z generation (as well), which can be used as
milestones of an employer branding oriented towards a target group.
In the first phase of the research project, we conducted qualitative analyses: thirty
mini-focus group interviews with members of the Z generation, and seven interviews with
HR and Employer Branding experts, semi-structured in both cases (Fodor - Jäckel, 2017).
During the mini-focus group, recruiting members was done using the snowball method, with
a single filter: the participant has to be a member of the Z generation, based on their age. The
maximum number of participants in a focus group was 6, and in all cases, we analysed groups
heterogeneous for gender, in order to better compare opinions. The interviews were recorded.
The results were processed using traditional content analysis method.
In case of the expert interviews conducted with the representatives of the employer
side, we asked HR leaders, and recruitment HR specialists of manufacturer, producer, and
development large- or multi-national enterprises for their experiences and opinions (Duma,
2014). The goal of the qualitative phase was identification, structuring hypotheses, and
preparation for the second phase, the quantitative phase. During the quantitative analysis after
this, we used a sampling method of non-representative snowball selection, and tried to find
participants while keeping the age filter as it was in the previous phase. During the analysis,
we used a questionnaire formulated based on the results of the qualitative research, and with
the help of the CAPI method, we received 1178 replies adhering to the requirements.
In this research phase, we were looking for answers for the following questions:
- What kind of preference system describes participants during the choice of job?
- How effective our analysed motivational factors for this generation's increase in
efficiency of labour?
- What are the generation's preference in information channels, when seeking
information on their workplace or career?
- In what way, and with what conditions would they wish to employ the 'mentor aiding
career' described as the result of the qualitative research? Due to what service
attributes would they consider it really useful?
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3. Results
In this study, we will introduce a partial result of the quantitative phase, in which the
focus was on the analysis of the workplace choice preference as a segmentation attribute.
Before the detailed description of these multi-variable results, we think it's important to
briefly view our previous research results. At first we would like to exam how can we
effectively motivate the Z workers, secondly we analysed the ranking of drivers influencing
the selection of workplace in case of Z generation.
3.1.

Motivation in case of Z workers

The word motivation – or incentive, inspiration – originates from the Latin word
“movere”, which means to move, movement (Klein - Klein, 2008). Motivation provides an
explanation for the observable behaviour of people. The understanding of the various
motivational theories and tools is necessary for the selection of the best incentives and drivers
ensuring the most efficient solution in case of employees as well. From the aspect of
Employer Branding and management theory, it is important to know that performance is
nothing but the product of abilities multiplied by motivation (Tóthné, 2004). The result of a
well-designed incentive plan is the performance expected by the organization and the
satisfaction of employees. Leaders are able to have an influence on this, and with the proper
range of motivational tools they are able to generate an efficient stimulation in order to
achieve the desired results (Göndör, 2003).
Motivation theories were first studied to a deeper extent after the XVII. century, and
the most popular theories regarding consumer behaviour and consumption psychology were
drafted in the XX. century (Kópházi, 2007; Tóth, 2009).
After the elaboration of content theories – Maslow, Herzberg – process theories were
developed, Vroom for example revealed that it is important that workers should feel that they
are able to solve the assigned task, and receive a reward for the performed work, which will
appeal to them, and provide a motivation throughout the performance of tasks. Furthermore,
he also emphasized that during a work process the factors driving a particular person must be
taken into account, and the incentive system must be elaborated accordingly. It is important
that performance should have to be measurable, since that is the only way of providing
accurate reward (Garda, 2009).
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The efficiency of external rewarding is questioned now by the motivation 3.0 theory.
Pink proved that not only biologic and external rewarding can serve as motivation. He
highlighted the fact that motivation can also be counterproductive in terms of efficiency: he
compared reward to caffeine – it keeps people at a fast pace only for a few hours, but after the
effect is gone, things will get worse (Pink, 2010).
Pink emphasized the importance of internal motives and their motivational impact on
the efficiency and productivity of work. Though it is not well known in Hungary, a number of
companies in the USA apply the results-only working environment (RAWE) concept
successfully (Howell, 2000). The range of HR tools which can be applied effectively in case
of the various generations is important from the aspect of employer branding. There are
several studies examine the motivation and attitude of youngsters (Lazányi, 2014a, 2014b),
generation differences are not the focus points of these. Our results reveal that the most
important driver for generation Z is still a high salary, although promotion opportunities and
the promise of a good team, good atmosphere also came close to the top.
The results of the quantitative research are in accordance with the conclusions of the
qualitative research, where during the discussions about how they select their workplace, the
first factor respondents mentioned was the payment as well, and the most frequently
mentioned drivers also included a good working atmosphere, attractive environment, and a
good team, where they feel good while performing their job.
The results of the qualitative analysis show that fringe benefits and more free time
also serve as great motivational factors, being on top of the preference list. While these were
also important in the quantitative research, they were not perceived as the most important
ones.
A creative working environment and the opportunity to implement their own ideas
seemed to be more important than a good cafeteria system.

To what extent do the following factors motivate you for a better performance at work?

average

higher salary

3,64

opportunity for promotion at the workplace

3,46

opportunity for a career abroad

2,60
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greater independence in decisions

3,08

more free time, less work

3,21

opportunity to implement own ideas

3,25

to work in a good team

3,47

opportunities to take part in training sessions, professional development courses

2,97

other fringe benefits (cafeteria)

3,22

modern, creative working environment

3,32

Table 1.Ranking of proper motivation tools
Source: own research 2017 N=1177

The opinion of experts also confirm the conclusions of our research, that even though
the salary is important for the younger generations, it is not enough to retain members of this
generation at a certain workplace. The employer brand is becoming more and more important
for them, and consequently, their desire to be proud of working for that particular company.
A pleasant atmosphere, and development and career opportunities are also important, as well
as the fact that they should enjoy their job. If they are satisfied with these factors, there is a
chance that they might spend longer time at a workplace. (Kissné, 2014)
3.2.

The ranking of drivers influencing the selection of workplace

An employer must be familiar with the factors which play an important role in the
selection of workplaces, when potential employees are making up their minds which job or
work opportunity they should choose. It is not by chance that a number of practicing HR
experts believe that today an HR expert has to be a good salesman as well: they have to sell
the announced position, to make the workplace appealing both for the people who work there
and for those who they are seeking to hire. In order for an employer to be able to create such
conditions at the workplace and to determine such an incentive package which is attractive
for the candidates they are actually attempting to recruit, they must understand their
expectations, values and the range of factors these people consider when selecting their
workplace. According to HR experts, the high level of motivation of employees might take a
company to the top, if those people feel appreciated and see that their personal opinions,
ideas, performance and development actually contribute to the advancement of the company.
If they can address the top leaders with their problems, because employees and the
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management speak the same language. If the company feels like their own, and they are
proud to have a desk there (X), to work as one team (Y), and the company collects waste
selectively and takes care of the environment (Z). The reason doesn’t matter, they just want
to be proud of the company (Kissné, 2014).
The research conducted in 1999 already revealed that employers have to face
something new, an altered set of preferences when it comes to motivation at the workplace.
According to the survey, employees can be best driven by (1) interesting work, (2) the
recognition of the implemented work, and (3) the sense of being an insider. Only after that
came (4) a secure workplace, and (5) a good salary. The opportunity for development was the
6th on the list, and it was followed on the 7th place by good working conditions. These results
were surprising, since leaders expected the factors of good salary, a secure workplace, the
opportunity for promotion/development and interesting work to be on the top of the list
(Kovach, 1999).
According to the Best Workplace 2012 research, respondents were seeking a (1)
secure livelihood, (2) constant development and (3) diverse, interesting tasks at the ideal
workplace, but almost every fourth respondent listed (4) professional challenges and (5) the
opportunity for flexible work to be one of the top three most important factors. About 70
percent of them desires to work at a place where (6) they are appreciated financially and
morally as well, and also more than 30 percent listed amongst the priorities that (7) the
company should be steady and reliable, where they can (8) work in a good team, in a pleasant
atmosphere.
Besides the factors which are important for everyone – such as a secure livelihood –
other attributes including social reputation, usefulness, helping others, cooperation with
clients, controlling others and development also became important for employees,
nevertheless, social responsibility, the protection of the environment and the mood present at
the company is gaining more and more attention as well (Kissné, 2010; Boyett-Boyett, 2010).
According to the results of our quantitative research, when considering which job,
workplace to choose, one of the major decisive factors is the opportunity for a promotion and
professional development. It is esteemed even higher than a high salary for generation Z. The
ranking of factors which play a role in the selection of a workplace looks quite similar to the
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range of efficient motivational tools. It seems obvious that for this generation, offering a high
salary and a good cafeteria, fringe benefits is not enough, as they are seeking for a company
where they can realize their dreams, where they can fulfil a great and successful career path,
and where they can work in a good team and atmosphere.
The understanding of these aspects is important, because it clearly demonstrates the
conditions a workplace should offer, the fields it should improve in order to appeal to the
young generation, and to be able to retain its workforce. Today it poses an ever increasing
challenge for employers. Unlike earlier, when foreign ownership, the “multinational”
characteristic of a company was attractive, today these do not matter at all for young people
when selecting their workplace. It is also important to see that compared to predictable and
fix working hours, the desire to fulfil a diverse scope of duties and to receive creative tasks
seems even more significant. A modern working environment meaning that they should not
have to travel for too long to their workplace, and flexible working hours are – similarly to
the results of our qualitative research – significant aspects for this generation, even greater
than the awareness and reputation of the company. It is good news for small and medium
sized enterprises, who are able to offer more attractive opportunities in these fields, compared
to the multinational corporations applying standard elements who are less flexible from a
number of aspects.

Factors influencing the selection of workplace

average

the financial background of the company and the stability of its position on the
market

3,40

the reputation and general perception of the company

3,07

opportunities for promotion at the company

3,49

the life-work balance should remain intact

3,40

opportunity for working abroad

2,44

to have other allowances, benefits besides the salary

3,13

the company should have foreign ownership

1,83

predictable, fix working hours

2,99

opportunity for professional development

3,48

diverse scope of duties

3,24
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creative tasks

3,17

career opportunity

3,44

company should employ many people

2,13

high salary

3,47

opportunity for continuing training and education

3,12

good team spirit

3,47

company should implement corporate social responsibility

2,90

company with a national reputation

2,31

low average age of employees

2,43

Hungarian ownership

1,99

multinational company

2,06

I should be employed by the company, and not through a work agency

3,25

flexible working hours

3,02

modern working environment

3,24

the distance of the workplace from my home

3,23

Table2.Ranking of factors influencing the selection of workplace
Source: own research 2017 N=1177

In our research project, we focused on the Z generation, seeking the things that make
a workplace enticing for Z generation members, and what motivates them to be efficient in
their work.
According to our research results, wages are no longer enough for Z gen members, as
they considered top priorities within the preference system to include opportunities for
promotion, the chance to belong to a good team, and a comfortable workplace atmosphere.
3.3.

Factor analysis of variables determining choice of workplace

The preference system of choosing a workplace can be a good segmentation factor for
Employer Branding strategy. Based on this, we can easily characterise the segments based on
who considers what important, what's the most notable factor when choosing a workplace.
This may help employers in knowing which segments will consider their offers the most
enticing, and what HR-communication and Employer Branding solutions they can target on
which target groups. In order to understand what factors belong into the same category

76

On-line Journal Modelling the New Europe
Issue no. 27/2018
according to the participants' opinions, we conducted a factor analysis for preferences in
choosing a workplace.

Elements

Reputation

Career and

Trendy

Leisure

Extra

I want (a/an):

and

development

elements

and

demands

Stability

opportunities

security

factor
Multi-national company

0,769

0,060

-0,042

0,048

0,101

Foreign-owned company

0,739

0,055

-0,057

-0,125

0,185

Nationally known company

0,731

-0,019

0,082

0,192

0,011

Company with many employees

0,713

0,068

0,038

0,109

0,038

average

0,618

0,033

0,175

-0,046

0,188

Hungarian-owned company

0,579

-0,179

0,142

0,287

-0,204

Company with opportunities abroad

0,516

0,329

0,053

-0,268

0,233

-0,034

0,803

0,112

0,144

0,112

0,015

0,798

0,137

0,077

0,176

-0,016

0,667

0,300

0,088

-0,030

postgraduate training

0,224

0,501

0,366

0,024

0,094

Varied tasks

0,017

0,209

0,759

-0,017

0,122

Creative tasks

0,093

0,178

0,728

-0,055

0,149

Good team effort

0,000

0,148

0,553

0,347

0,103

Company with proper CSR

0,231

0,075

0,461

0,214

-0,188

Simple, fixed work time

0,124

0,038

-0,149

0,618

-0,003

remain

-0,196

0,007

0,264

0,577

0,093

The job to be close to my home

-0,036

-0,059

0,058

0,533

0,348

0,043

0,410

0,013

0,479

0,034

Company with younger employees on

Company with opportunities for promotion
Company with opportunities for
advancement
Company with opportunities for
professional development
Company with opportunities for

Balance between work and family to

Company with a stable financial
background
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Employee contract, without being a
member through another organisation

0,097

0,186

0,127

0,358

0,006

consumer attitude

0,318

0,301

0,032

0,348

0,092

Flexible work time

0,192

0,014

0,306

-0,073

0,636

High wages

0,073

0,208

-0,145

0,332

0,615

Modern work environment

0,176

0,163

0,313

0,073

0,591

Company with good reputation and

Table 3: Factors of variables determining choice of workplace
Source: personal research, 2017 N=1177 (KMO=0,852 total variance=50,342%)

According to the four-, five- and six-factor tests - where the KMO value was 0,852 for
each, and total variance remained above 50% - there were elements, which always moved
together, regardless of factor number. This proves these factors are firmly connected in the
value interpretation of employees. Such were the attributes of V1-V3 factors, which
functioned as strongly connected structures in all analyses.
There were also wandering elements - meaning elements integrating into different
groups based on number of factors - like "company's financial background" and "general
attitude towards is", and the one where participants said "I want to be a contracted employee
in the company". These are either "stability factors", or made up a separate group for higher
factor numbers. Based on statistical indicators, and the experts' opinions, we considered the
five-factor trial to be sufficiently valid.
3.4.

Clusters based on preference for workplace choice

After the factor analysis, we wanted to conduct a segmentation on the sample using
the K-means method of cluster analysis and the factor groups (Table 4). Based on the results,
we can differentiate between five groups of preferences for choice in workplace. As far as
group sizes go, the two segments became "Those wanting stability" (314), and "Ambitious
ones" (307). The former is made up of employees who prefer companies which have many
employees, and are known throughout the country, multi-national, or well-known Hungarian
companies with good reputation. The latter, "Ambitious ones" think that career and
development opportunities are the most important, and they also consider "trendy" factors of
choice in workplace important, such as "flexible work time", or "modern environment".
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"Trendy employees" are the ones seeking good team effort, a varied and creative work
environment, and think that it's important to be an employee of a company which is known
for its CSR, in other words, is sensitive to social and environmental problems. "Those
hunting extra offers" are employees who seek their job based on "Extra demands". They wish
to work in a modern, comfortable company with a good environment in a flexible work time,
for high wages.

Clusters
Those wanting

Those wanting

Trendy

Those hunting

stability

employees

extra offers

N=307

N=250

N=165

0,8924

-0,5635

-0,5155

0,8955

-0,5522

0,3540

0,0224

-1,3331

-0,6662

0,6336

Trendy elements

0,0577

0,4344

-0,6721

-0,3919

0,1256

Leisure and security

0,6547

0,1976

0,3569

-1,2769

-0,4157

Extra demands

0,2194

-1,0489

0,6365

-0,6109

0,5585

Factors

Reputation and
Stability factor

reputation and
stability
N=140

Ambitious
ones
N=314

Career and
development
opportunities

Table 4: Clusters based on preference for workplace choice
Source: personal research, 2017 N=1177

Socio-demographic attributes of clusters by preference of workplace choice
We also described the various factors by gender and age, and using a crosstab
analysis, Pearson's Chi-square test's significance value, and supplementing all this with the
corr. standardized residuum, we analyzed relations and their levels. Among "Trendy
employees", we can see that compared to the estimated value, men are less, and women are
more in numbers. Compared to the ratios within the sample, ladies are more concentrated,
whereas in the "Those wanting reputation and stability" group, ratios are switched, and there
are less females, and more males. As for the other clusters - similarly to the sample average males and females had a near-balance between them.
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Those
Gender ratio (%)

wanting
stability

Trendy

Those

employees

hunting
extra offers

Those
wanting
reputation

Ambitious
ones

Sample
average

and stability

male

50,49

42,80

50,91

65,00

51,91

Corr. std. residuum

-0,217

-2,930

-0,031

3,525

0,369

female

49,51

57,20

49,09

35,00

48,09

Corr. std. residuum

0,217

2,930

0,031

-3,525

-0,369

Total

100

97,1

100,0

103,5

100,4

51,00

49,00

100,0

Table 5: Attributes of preference for workplace choice clusters, by gender ratio
Source: personal research, 2017 N=1177; sig=0,001

If we take a look at the gender ratios, we can see that for Trendy employees, those
below 18 are less than the estimation, and those between 32 and 37 are more. The overrepresentation of this age group, similarly to the below 18 age group, can also be observed for
those hunting extra offers. This shows us that we can find more people who want higher
wages, flexible work times, modern environments by default in the group of those at the
beginning of their careers. In the case of this age group, the reason should be the lack of
experiences, and the specific value system of the generation. Whereas for "older", 32-37
years old participants, this preference should rather constitute the perspectives of changing
workplaces, in other words, a form of motivational factor. Due to their work experience, they
demand that their new workplace offers a better work time / free time balance, with a higher
wage. Knowing the preference system for choosing a workplace related to clusters, it's no
surprise that both "Reputation and stability" and "Ambitious" groups showed less amount of
participants from the 30+ age group.
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Those
Those
wanting

Age groups

stability

Trendy
employees

Those

wanting

hunting

reputation

extra offers

and

Ambitious
ones

Sample
average

stability

Below 18 (%)

6,19

1,20

9,70

7,86

4,78

Corr. std. residuum

0,671

-3,332

2,598

1,342

-0,607

18-21 (%)

31,27

23,20

19,39

32,14

30,57

Corr. std. residuum

1,576

-1,832

-2,601

1,220

1,278

21-25 (%)

33,88

40,00

24,85

33,57

39,49

Corr. std. residuum

-0,639

1,724

-3,050

-0,475

1,782

26-31 (%)

14,33

11,60

12,12

18,57

16,88

Corr. std. residuum

-0,169

-1,526

-0,982

1,408

1,320

32-37 (%)

14,33

24,00

33,94

7,86

8,28

Corr. std. residuum

-1,321

3,458

6,376

-3,003

-4,695

Total (%)

100,00

100,00

100,00

100,00

100,00

5,44

27,81

35,37

14,63

16,75

100,00

Table 6: Attributes of preference for workplace choice clusters, by age
Source: personal research, 2017 N=1177; sig=0,000

Effect of parents' educational level on the workplace preference of children. In the
cases of various clusters, we also analyzed the highest level of education of the participants'
parents. This perspective showed the following connections. Among those wanting extras,
there are more mothers with primary education only then assumed prior to conducting the
analysis, and there are less with secondary education. As for the Ambitious group, the less
relevant group is those with basic education.

Those
Mother's highest

wanting

education / cluster

stability

Those
Trendy

Those

wanting

Ambitious

employees

hunting

reputation

ones

extra offers

and

Sample
average

stability
Primary ed. (%)

6,84

10,00

18,18

81
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Corr. std. residuum

-1,547

0,614

4,435

0,434

-2,832

Secondary ed. (%)

49,837

54,000

50,909

53,571

53,185

Corr. std. residuum

-0,969

0,638

-0,361

0,343

0,404

Higher education (%)

43,322

36,000

30,909

36,429

41,720

Corr. std. residuum

1,902

-1,015

-2,237

-0,607

1,251

52,211

38,776

Table 7: Connection between mother's educational level, and participant's workplace preference
Source: personal research, 2017 N=1177; sig=0,000

Those
Those
Father's highest education /

wanting

cluster

stability

Trendy
employees

Those

wanting

hunting

reputation

extra offers

and

Ambitious
ones

Sample
average

stability

Primary ed. (%)

11,726

14,800

15,758

8,571

7,325

Corr. std. residuum

0,213

1,910

1,902

-1,120

-2,651

Secondary ed. (%)

47,557

52,000

50,303

53,571

57,643

Corr. std. residuum

-1,934

-0,106

-0,553

0,322

2,216

Higher education (%)

40,717

33,200

33,939

37,857

35,032

Corr. std. residuum

1,868

-1,152

-0,683

0,406

-0,550

11,395

52,296

36,310

Table 8: Connection between father's educational level, and participant's workplace preference Source: personal
research, 2017 N=1177; sig =0,03

On the one hand, the results are interesting from the perspective of there being a
connection between the educational level of parents, and the workplace preference of their
children. On the other hand, if we take a look at the level of relations, we can see children
wanting high wages, and flexible work times, whose parents probably don't have such
privileges due to their low educational level.
Summary
In light of current labour market challenges, we can state that one of the most notable
keys to corporate success is human resource. Successful recruitment and successfully keeping
labour force are key factors in keeping competitiveness. We must know our current and
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future employees for proper HR-communication, and Employer Branding. The goal of this
study is to analyse the factors influencing the choice of workplace focusing on the Z
generation, and to unearth how this influence works. Based on the results of the research, we
differentiate between segments, target groups based on their workplace preferences. The
groups were also characterised based on their socio-demographic attributes, therefore,
potential employers can obtain an idea on which segment is described by what attributes,
based on their demands for workplace, and demographic background. The results, I believe,
offer help for an Employer Branding strategy needed for recruitment and keeping labour
force as well, by getting to know potential employees in-depth.
In the next part of the research, we aim to further segment the sample, and by
characterising by HR-motivational tools, we wish to find more target group attributes, which
- we believe - will offer further useful information for HR and Employer Branding experts.
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Abstract
Fintech, which is a shorthand expression for financial technology, is basically referring to all the technological
innovations in the financial sector that started to develop exponentially, especially in the second decade of the
21st century, in the era of the mobile internet revolution. The Generation Z, also called Gen Tech, who was
growing up using the internet and especially the mobile internet on a daily basis, will probably be the larger
adopter and beneficiary of these innovative financial technologies. The current generation of students, born
about twenty years ago, is part of this cohort and this is why we decided to initiate a study regarding their
perception and behavior concerning the fintech area with the help of a questionnaire applied on some of the
students of the Faculty of European Studies from Babeș-Bolyai University. Because the fintech is covering
financial innovations from a very broad area (including cryptocurrency, online payments, financial transfers,
openbanking, investments, regtech, insurtech, etc.) we decided to focus in this preliminary study, only on the
blockchain technology and cryptocurrencies and in relation to these, on the online payments.
Keywords: Fintech, blockchain, cryptocurrencies, Bitcoin, online payments, cyber security.
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1. Introduction
The new era of digitization that we are currently experiencing brings some major
changes both in the context of global economy and in the way of organizing and managing
classical financial operations as we have known them by now. In the current context of the
economy and global finances, we cannot discuss about an integrated economic ensemble
without referring to the new blockchain technology that revolutionized the way individuals
interact and action in terms of financial trading, investment and online payments. The
emergence of a new currency category, the virtual one, required a rigorous regulatory
mechanism to control the way transactions are being carried out in a safely manner, thus the
blockchain technology incorporates some innovative fundamental principles that made this
possible through cryptography, decentralization and public distribution of its content. By
eliminating the necessity of involvement of a central authority and its supervision through the
regulatory mechanism that is being ensured by the network, cryptocurrencies brought a new
and viable way to substitute and complement fiat money with the possibility of storing and
trading money exclusively online.
The emergence of a new currency category, the virtual one, required a rigorous
regulatory mechanism to control the way transactions are being carried out in a safely
manner, thus the underlying technology of crypto – the blockchain technology - incorporates
some innovative fundamental principles that made this possible through cryptography,
decentralization and public distribution of its content.
Modern cryptography offered many possibilities for further development and
implementation of safer ways of storing and sending money online, through asymmetric
cryptography and cryptographic hash functions. Throughout this paper we will focus mostly
on Bitcoin, which was the first, most capitalized and popular cryptocurrency that was
implemented in 2008 by Satoshi Nakamoto, being the starting point for all this enormous
crypto environment that we see today. To be more specific, the blockchain is built on a
cryptographic hash function called Secure Hash Algorithm with 256-bit output (known under
the acronym of SHA-256), which transforms the raw data of a transaction into unique and
specific codes called hash values, as to ensure information security and reduced size of stored
data.
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Bitcoin has brought an extremely important innovation into the digital world of
financial transactions, enabling its entire network to control double spending without the need
of a central authority to permanently monitor and validate financial data. In addition, the
system is fully transparent and all data is available to any user, keeping a ledger with all of
the transactions that took place from the beginning of the time, thus reducing the risk of
hacking or exploiting the system close to 0%. Also, because the network is being monitored
by its own end-users, a new activity has emerged as a consequence of this fact: the
cryptocurrency mining. This concept involves the entire process of generating, transmitting
and validating network cryptocurrency transactions (Hari Krishnan et al., 2015) and it
became a very profitable and exploited activity for some users.
Although the topics of cryptocurrencies and blockchain technology are still dominated
by major controversies at a general level, the concept continues to rise and gain popularity
especially amongst young people, visionaries or entrepreneurs, expanding its benefits and
innovative principles to many business sectors, especially into IT areas, the public sector or
research & development divisions. Besides its financial application, the blockchain has
revolutionised the way in which virtual data is stored and handled over a large network,
providing new ways of doing business online and remodelling some old classical procedures.
2. Literature overview
The global fintech market is growing very fast, and in many directions - not just
related to blockchain and cryptocurrencies or the ICOs (Initial Coin Offers), but also related
to the artificial intelligence or robot process automation and, in connections with all these, to
online payments, financial transfers, lending, openbanking, investments, regtech, insurtech
etc.- making it difficult for the researchers to keep pace with this fast development.
However, worldwide we can find plenty of literature and studies concerning the
fintech area and Bitcoin in particular, (Chishti & Barberis, 2016; Reed, 2016; Antonopoulos,
2017; Karame & Androulaki, 2016; Franco, 2015) that are presenting and analysing the
different financial technologies and fintech products, their advantages and benefits for the
economy and for the society, as well as their future and perspectives, describing this
“marriage” between engineering and economics, rising security and ethical issues and, last
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but not least, evaluating their investment and entrepreneurial potential for the visionaries and
entrepreneurs, as well as the gains for the early adopters.
Discussing specifically about the Bitcoin, we have to mention, of course, the paper of
the anonymous inventor of the Bitcoin, Satohsi Nakamoto (Nakamoto, 2008). This
paper, which was entitled: “Bitcoin: A Peer-to-Peer Electronic Cash System” written under
this pseudonym – Satoshi Nakamoto, has the rigour of an academic paper, though it was
published just on a cryptography mailing list. This “white paper,” as it is called now, is
introducing and describing the digital currency, named Bitcoin, which is by far the most
famous and most used cryptocurrency until today. A few months later, in January 2009,
Satoshi Nakamoto released the first version of the bitcoin software, thus the first
cryptocurrencies - the bitcoins - were generated. The basic idea of the bitcoin is that online
payments can be sent from one party to another without passing by a financial institution, but
by using a peer-to-peer network, where the electronic coin is a chain of digital signatures
(Nakamoto, 2008. pp.1-2). Practically, the author (or the authors, we don’t know, since
Nakamoto is a pseudonym) is proposing a system of online payments without the use of a
trusted third party, solely relying on a peer-to-peer network using proof-of-work algorithms
in order to record all of the online transactions. Almost ten years after its release, the system
is perfectly functional with more than 80% of the total number of bitcoins being already
mined - more precisely, 17 million out of 21 million bitcoins that will ever exist, were mined
as of April 26 this year (Cheng, 2018) - currently, approximately 200.000 confirmed
transactions are made on a daily basis (Blockchain.com, 2018). What is even more fabulous
is the explosive development of the cryptocurrency market where we can find today more
than 1.890 different cryptocurrencies and tokens (Coinmarketcap, 2018).
Concerning Romania, there are not many books or academic researches related to
fintech and blockchain area, and especially about their implications for the economy or the
society, though we can find some active Romanian websites that are providing news and
analysis

through

some

specific

blogs

and

web

platforms,

as

for

example:

goanadupabitcoin.ro, bitcoinx.ro, bitcoinromania.ro etc. Yet, in the past five years we have
noticed a growing interest amongst the Romanian researchers concerning the bitcoin and the
fintech area in general. A first direction of research is about analysing the bitcoin in general,
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as a disruptive innovation, with its particular advantages and disadvantages and its influence
in relation with the traditional banking system (Făt & Pop, 2015; Muresan, Bacali & Lakatos
2015; Bucovetschi, Badea & Stanciu, 2018; Rogojanu & Badea, 2014). A second direction of
research is related to the security and risks involved in using or investing in bitcoin or by the
potential fraudulent transactions that may happen because of the anonymity specific to
bitcoin (Scheau & Pop, 2018; Petrescu & Panea, 2018). A third direction of research is
related to the viability and the perspectives of the blockchain technology and of the bitcoin, in
particular (Dimbean-Creta, 2017; Badea, 2017; Firica, 2017). And finally, a fourth direction
of research is related to the opportunity of implementing some regulations for the
cryptocurrencies market and to finding solutions for the taxation of the gains made with
virtual currencies and other fintech products (Paunescu, 2018).
3. Research methodology and participants
This research is intended to offer a fresh perspective on how Romanian students
perceive these vast opportunities brought by the digital world, what they really know about
this domain, as well as their behaviour regarding online payments and safety usage of their
finances online. We have chosen to focus on the current generation of students because they
are part of the Generation Z, also named Gen Tech or iGen, which was growing up using the
internet and, especially, the mobile internet, on a daily basis and therefore will probably be
the larger adopter and beneficiary of these innovative financial technologies. This generation
of students, born about twenty years ago, are part of this cohort named Generation Z and this
is why we decided to initiate a study regarding their perception and behaviour concerning the
fintech area with the help of a questionnaire applied to randomly selected students of the
Faculty of European Studies from Babeș-Bolyai University. For this purpose, we created a
questionnaire, consisting on 19 opened and closed questions, designed to get a general insight
on the online payment behaviour of the students and their overall knowledge about
cryptocurrencies.
The participants at the research were full time bachelor, master or PhD students from
the Faculty of European Studies and we collected 102 valid questionnaires, from 65 female
students and 37 male students. When answering the questionnaire each student was asked to
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provide information about their age, gender, field and level of study. All the students were
from the Faculty of European Studies, but from different specializations: European Studies,
Management, European Administration, European Affairs and Project Management,
Diplomacy Studies, etc. Concerning the level of study 88 % were bachelor students, 11 %
were master students and 1% were PhD students.
With this study, our main concern was to identify patterns of behaviour and attitudes
towards new financial innovations, enhancing the way in which the Generation Z is open
towards change and novelty on the long term, with concrete evidence and graphics based on
the results obtained from the 102 valid questionnaires.
The questions were divided in two groups interconnected. The first half of the
questionnaire was focusing on questions related to online shopping/payments, while the
second part was mostly focusing on blockchain technology, cryptocurrencies, and especially
on bitcoin, as potential instruments for online shopping/payments, but not only. In both
categories we inserted questions related to online safety in order to measure students’
awareness concerning cybersecurity, in relation with online payments and with
cryptocurrencies as well.
Although, as we have showed before, for most of the students, the main subjects of
the programmes offered by the faculty do not focus on finance or economy, young
Europeanists have a strong inclination towards continuous development and innovation,
supporting new ways of action in order to contribute to a better future, a safer and easier way
to improve the quality of life in this high-speed lifestyle experienced nowadays. In order to
study the implications that the new technologies have on this generation and the future
development of the financial domain, throughout this paper we will specifically address and
identify the level of knowledge and understanding that the Romanian students have about this
domain.
The questions contained by this questionnaire were also applied on subjects from
various domains of activity in a previous scientific research (Gligor, 2018) in order to
highlight some patterns based on respondents’ current field of work/study, with the purpose
of determining if the working class is more inclined towards adopting innovation in
technology than the youngest generation, strictly depending on their field of activity. In
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contrast, this paper is solely focused on finding the level on which the students are aware of
these new concepts and how are they using them in their daily life, identifying the necessity
for further addressing these issues during classes and future training sessions related to
economy & financial education.
Finally, this research will enable us to draw new conclusions about what could be
done in order to raise awareness and promote financial innovations amongst the future
professionals for a broader adaptation of the fintech products and services within various
areas of activity, with the purpose of finding better ways of addressing forthcoming
investments, understanding web security and developing the e-commerce sector towards a
sustainable growth of the European economy.
4. Results and discussions
As we mentioned already, in the introductory part, the questionnaire presents a series
of questions related to the personal data of the respondents such as their current occupation,
specific field of study, gender and year of birth. This information will be used to interpret the
results, respondents' preferences and their correlation with certain repetitive patterns. Overall,
the questionnaire was completed by a total of 102 students (undergraduate or graduate
students), some of them being employed or developing their own businesses at the same time.
As the numbers suggest, 14,7% of the students are currently employed and 4,9% of them are
embracing the entrepreneurial challenges in parallel with undertaking a degree program. In
terms of gender distribution, we have 65 female respondents and 37 male responders, with a
majority of 48% students born in 1997. As we have mentioned, due to the fact that most of
the students are attending the courses offered by the Faculty of European Studies, the subjects
they learn are referring to International Relations and European Studies, specifically on
European Administration, Management, European Affairs and Project Management or
International Negotiation and Diplomacy.
Starting with the first question, a high percentage of respondents (94,1%) declared
that they make online shopping or payments. Furthermore, the respondents were asked to
jump directly at question 10 in case they offered a negative answer to this question because
the next part of the questionnaire is solely focused on finding online payments behaviours
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and perceptions. Regarding the frequency of their actions, 47,4% of the respondents declared
that they only make online payments or shopping 3-4 times a year, while another 40%
declared that they do it on a monthly basis. Because the percentages are very similar to one
another, the actual frequency of their action cannot be determined on a mainly recurrent
pattern overall. Just tiny percent of 9,5% declared that they make online payments on a
weekly basis, as can be seen in figure 4.1 below.
Fig 4.1 – Frequency of Payments

In terms of devices used for doing these actions online, as seen in figure 4.2, the focus
is rapidly turning from the classical choices of the past (such as desktop) to the more practical
ones (smartphone and tablet). Smartphones and laptops covered the majority of the results
with 72,9% and 68,8% of answers. We also identified a slightly higher preference for the
smartphone technology, which took the e-commerce world to another level in terms of
accessibility and user-friendliness. In addition, we could assume that users tend to switch
between different types of devices depending on their location, as the majority of respondents
proved by selecting multiple answers to this question.
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Fig 4.2 – Devices Used

Speaking of the methods of payment that the participants prefer, we observed that
there is a strong preference for “cash on delivery” option, but the other methods of payment
involving credit or debit card came very close by with similar percentages, as seen in figure
4.3 below. The fact that 48 respondents chose to pay for their goods in person is because they
are concerned about their products not being the same as the ones that they have ordered. As
a general fact, we observed that participants may sometimes confuse the terms “credit card”
and “debit card” or use them interchangeably, due to the fact that in our popular culture and
knowledge we define every bank card as a “credit card”, (referring to its physical existence,
not to the actual service and credit type that it provides). However, if we add together the
percentages from debit cards with the credit cards we will see quite clearly that the
Generation Z has no problems in using banking cards for online payments. In contrast,
despite the fact that PayPal provides a more secure environment for making online payments,
it is not very popular amongst Romanian students anymore, probably due to the fact that it
imposes higher fees than other means of transferring money online.

94

On-line Journal Modelling the New Europe
Issue no. 27/2018
Fig 4.3 – Preferred Payment Method

Trying to prove the level of uncertainty that the users have when making online payments on
various platforms online and reveal the real motives that determined this attitude, the next
question helped us find if their fear of using credit or debit card online is related to the type
and structure of the website itself. So, we found out that the majority of respondents,
specifically 55,2% of them prefer to upload their personal and financial data only on popular
websites such as Amazon, Alibaba, eBay, Asos or eMag (popular Romanian marketplace) as
can be seen in figure 4.4 below. The level of trust provided by these platforms is slightly
higher due to the fact that they have a very well-defined structure and use multiple layers of
protection against online fraud, using some special payment processors. On contrast to this
category, 21,9% of respondents do not pay attention to the type of website and its security
measures when making online payments. Altogether, if we add the 5.2% of students that are
more willing to buy from smaller websites (probably searching for special or niche products),
we reach an impressive percent of 82.3% of students who are willing to use their bank card to
make online shopping from popular sites, smaller sites or whatever, showing the fact that
they are very comfortable with this form of payment. At the same time, a positive thing is
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that they are well-aware of the dangers of the cybercrime, for about the same percent 81.9%
(question no.6: “Are you aware of the dangers of cybercrime?”). This high awareness is in a
strong correlation with the fact that only 15,6% of respondents stated that they had
experienced money loss while making online shopping meaning that they took precautionary
measures (question no.7: Have you ever experienced a money loss while shopping online?”).
Fig 4.4 – Website Structure and Security Measures

When asked what was the reason for losing money online, as we can see from figure
4.5, the main reason indicated was the fact that they payed for a product in advance, without
receiving it after that. Overall, this main reason (57.8%) has no relation with cybercrime or
other hacking techniques available online. Moreover, this answer also explains why so many
students chose to pay with “cash on delivery” (see question no.4), not because they didn’t
trust bank card or PayPal option, but because they had previous experiences of not receiving
the product they have paid for. Just 3 respondents declared that they were victims of some
sort of online fraud or social hacking tricks, causing them to lose money due to these facts.
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Fig 4.5 – Reasons for Losing Money Online

In order to identify if the respondents know how to protect their assets and financial
data while shopping online, the next question addressed this specific issue by asking them
what measures do they consider taking in order to protect themselves online. The most
common responses were: “giving less personal information or minimising the use of online
payment processors”, “using only trusted websites based on reviews from other people”,
“using only safe terminals or websites for making online payments”, “be aware if the GDPR
is applied correctly”, “using antivirus software and browser security extensions”, “checking if
the website is secured” or “using strong passwords”. Though, the majority of respondents
(53%) did not have any input to this question or declared that they do not take any special
measures for protecting themselves online.
The next part of the questionnaire was focused towards identifying the level of
knowledge and real hands-on experience with cryptocurrencies that Romanian students have,
presenting some yes-or-no questions in relation to this topic. All the percentages gathered at
these multiple questions are presented below in figure 4.6. The first question addressed a
general knowledge level, trying to identify if the students have heard about the concept of
cryptocurrency, without naming a specific type of crypto. As a result, a very high percentage
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of the respondents offered a positive answer to this question (75,5%). The next question had
the purpose to get a little bit more technical, in order to identify if the respondents are
familiarised with the underlying concept behind cryptocurrencies: the blockchain. In contrast
to the first round of positive answers, at this question only 36,3% of respondents offered a
positive answer. In terms of actually having and/or using Bitcoins, just a small number of
16,7% of respondents offered a positive answer to this question. This might be related to the
fact that mining Bitcoin in 2018 is almost impossible for a regular student and the price to
buy it is also prohibitive for them. A high percentage of 83,3% of respondents declared that
they are familiarised with the concept of Bitcoin mining, surpassing the first percentage of
75,5% that declared they have heard about crypto. Another explanation is that the word
“Bitcoin” that appears in the question is far more known that “cryptocurrency”. Also, we
assume that this result is based on the fact that the coin mining activity has increased with
34,0000 % over the course of the year (Symantec Corp., 2018), after Bitcoin reached the
highest value of $19,783 in December 2017 (Morris, 2017).
Fig 4.6 – Cryptocurrency Knowledge and Usage
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The next question was focused on finding out if the respondents know how many
Bitcoins exist currently, meaning how many of them have been already mined from the total
of 21 million. Only 9 students offered a correct answer to this open question, stating an
interval between 16 and 17 million Bitcoins being already on the market. Almost 78% of
respondents did not have any input to this question or stated that are not aware of this fact at
the moment. We have deliberately inserted this very technical question in order to see how
deep the students’ knowledge about Bitcoin goes.
Trying to understand better the level of knowledge and expertise the respondents have
about this fintech area, we wanted to identify what exactly do they know or think about the
advantages and disadvantages brought by the cryptocurrency market, especially by Bitcoin.
Through an open question, we identified that the most common advantages mentioned were:
“fast transfer”, “comfortable and secure system”, “no additional taxes on transfer”, “a safer
way to transfer money”, “transparent information”, “better control over money”, “no
implications from third party entities”, “anonymity”, “the system is easy to use”, “untraceable
way of transferring money”, “fast processing”, “no need for a bank deposit”, “no
bureaucracy”, “decentralisation”, “good option for investments”, “free market”, “system is
not controlled by government”, “smaller risk of online fraud or cybercrime”. Besides these,
there were approximately 40 null answers. Even though a quite large percentage of
respondents did not offer an answer to this question, the other answers were very accurate,
proving that the students were capable of correctly identifying the advantages of using crypto
even though they do not have too much practical experience in using these financial
technologies.
On the other hand, the same was true when the students were asked about the
disadvantages they think cryptocurrencies bring to the end-users, and even more, they
indicated almost the same answers. The most common answer was “high volatility”
(expressed directly or in other similar words, with approximately 20 mentions), followed by
answers like: “not regulated”, “risky” or “limited access on the market” with multiple
mentions. 44 of the respondents did not offer any input to this question. As expected,
respondents identified the disadvantages correctly, mainly focusing on the most popular ones
99

On-line Journal Modelling the New Europe
Issue no. 27/2018
and on side effects brought by this new type of decentralised system, namely the blockchain
technology.
When asked about what other types of crypto do they know, the majority of
respondents replied with Ethereum (20 mentions), Ripple (11 mentions), Litecoin (8
mentions) or Monero (3 mentions). There were a few answers containing some crypto or
token names which are less popular or used for some specific domains such as: Bitcoin Cash,
Dash, OneCoin, HempCoin, Tron, Wanchain, Basic Attention Token, Paccoin, Cardano,
Stellar, Neo, Dogecoin, PutinCoin or NameCoin. 2/3 of respondents gave null answers to this
question or stated that they do not know any other types of cryptocurrencies besides Bitcoin
at the moment.
In order to prospect the future implications that the respondents could have in the
cryptocurrency domain, the next question was addressed as to find out if they see this domain
as an investment opportunity (question no.18 “Do you think it’s worth investing in
cryptocurrencies? Would you consider doing it in the future?”). As a result, the majority of
respondents (55,9%) chose the middle answer “maybe”, leaving the door open for future
action in this direction if the situation will be favourable. The negative and positive answers
percentages came very close to one another, with 20,6% for the negative side and 23,5% for
the positive one, as can be seen in figure 4.7 below. Overall, almost 80% of the students did
not give a negative answer, having an open-minded perspective towards this opportunity in
the future.
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Fig 4.7 – Investment in Cryptocurrencies

The last question was focused on finding out if the respondents consider that using
cryptocurrencies for online payments is safer than other conventional methods. As the results
showed, the percentages were very balanced, with 52% negative answers and 48% positive
answers, proving that the views and thoughts over this subject are very different in general,
depending very much of the level of awareness, knowledge and perceptions that the
respondents have regarding online security. As a pattern, we observed that the respondents
who chose a positive answer to this question where those that identified correctly the
advantages and disadvantages of using cryptocurrencies (at questions no. 15 and 16), giving
pertinent answers about this domain from their personal experience or general knowledge. In
contrast, the students that offered a negative answer to this question had a higher percentage
of null answers at questions no. 15 and 16, suggesting the fact they do not know what exactly
this domain represents and how is it different as a concept, thus they could not evaluate its
secure infrastructure objectively.
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5. Conclusions
In this paper we indented to analyse the perception and behaviour of Romanian
students from Generation Z concerning the fintech area and especially the online payments
and cryptocurrencies. The data we collected from our questionnaires clearly indicated that
almost everybody from this generation, which grew up in the internet era, was doing online
shopping or online payments, with half of them doing this on a monthly basis. We also
found out that they are very comfortable in using debit or credit cards for online payments,
while at the same time being aware of the dangers brought by the cybercrime associated with
these types of payments in the online environment. Regarding the cryptocurrencies, the
answers were a little more mixed. However, we can identify two main patterns that divided
the students into at least two categories. In the first category are the students that know what
is the blockchain technology and the mining process, they can name other cryptocurrencies
besides the bitcoin, they can identify accurately the main advantages and disadvantages of
bitcoin and, they consider that using cryptocurrencies for online payments is safer than using
conventional methods. In the second category, we can find the students who may know about
the bitcoin mining, but not about the blockchain technology, who cannot name other
cryptocurrencies except bitcoin or have difficulties in presenting the advantages or
disadvantages of the bitcoin but, nevertheless, they are curious and leave the door open when
asked about the possibility of investing and using the bitcoin in the future.
Therefore, generally speaking, we can say that generation Z is very inclined towards
innovation and continuous technological development, being ready to embrace the challenges
that the future could bring along with these changes. Even though the students are still at a
younger age and generally not employed yet, they managed to see the benefits and
advantages these technologies could bring on the long term as an investment opportunity, but
mostly the fact that these represent a very practical way of making online payments in a
secured manner, fast and almost costs free. Generation Z likes the freedom, the mobility, the
coolness and the lightness brought by the fintech products. This is valid all over the world,
including the emerging markets. It should not be a surprise that in China for example, the
cash, as we know it traditionally, is not the “king” anymore and the fintech industry has an
explosive development and, as a result, Ant Financials - a so called “unicorn”, the Chinese
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fintech company that includes Alipay - has a capitalization of 150 billion dollars, which is by
far larger than Goldman Sacks or American Express, that both have a long tradition and huge
notoriety in banking (Miller& Chen, 2018).
Despite the fact that the technology that sits behind this whole concept is very
complicated for a non-technical person (and for that reason the whole concept may sound
strange or unstable), the financial aspect should not be overlooked, because it basically refers
to the same general concepts applied in every other aspect related to economy and finances.
The underlying principles of demand and supply, capitalization or market analysis are still the
same as they have always been.
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Abstract:
The theoretical background of our study is based on three bases: one of the pillars is value-based consumer
behavior models, the other is generation marketing, and the third is financial culture and financial competence.
The purpose of our research was to investigate whether the basic context of value-based consumer behavior
theory - that is, the relationship between individual value orientation and the exact consumer decision - is valid
in the context of money-related decisions. In addition to the relevant secondary sources, we use primary
research results in quantitative data collection. The focus was on young people (Y and Z generations). Our
choice has fallen to these two target groups because we believe that exploring young people's money-related
knowledge and understanding their financial decisions has useful information for financial service providers, as
they are about the potential of their target markets. The values and the way of thinking of the chosen
generations are distinct from the previous generations. That is why we think that instead of standard solutions,
choosing a differentiated toolkit can be a successful solution to develop the financial culture and successfully
position financial services. In addition, the results of the research can also show the direction of those involved
in education, how to improve the financial knowledge of young people, how to shape their attitude towards
money efficiently and target-oriented.
Keywords: value-based behavioral model, financial consciousness.
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1. Literature review
As previously mentioned, the theoretical background of the study is based on three
pillars. Systematically following this logic, focusing on the three bases, presenting the
relevant literature background.
1.1. A value-based approach to consumer behavior
Consumer behavior is defined by value trends in the longer term. It can also be
interpreted as an external aspect of the value system of the individual's consumer
andconsumer decisions. While examining consumer’s habits, we can’t ignore the changes in
lifestyle and value system. It is no coincidence that sociological and anthropological theories
are the starting points for many marketing researches, providing a basis for exploring the
inner context of the factors that determine consumer confidence. The value system analysis
has a decisive role in exploring the internal context of consumer behavior, it is no
coincidence that methods were used in the 1960s, consumer behavioral analysis were built on
the basic contexts of lifestyle and value systems, think only of AIO or VALSI and VALSII
methods (Veres, 2004).
According to the interdisciplinary approach of consumer behavior, the value system is
linked to two environmental elements, cultural and social factors. Every society within its
own borders develops a value and pre-emptive system of its culture that defines the behavior
to be followed within its boundaries. For social factors, value can be linked to lifestyle,
standrad of living and status dimensions. Sociological and consumption sociological
approaches show a difference in terms of the importance of cultural, social or individual
determinism of the value (Hofmeister-Tóth, 2003; Andorka, 2003; Giddens, 2003; HawkinsBest-Coney, 1992).
In our opinion, based on theories, everyone can determine the culture of a given
group, but group values are influenced by the determining circumstances and circumstances
of everyday life. Among the valuation methods used in psychology one of the best-known in
marketing science is the Rokeach Value System (1973 in Horváth, 1996) and Mitchell's
"Values and Value Styles" (1983 in Horváth, 1996).The list of Kahle's values (Kahle, 1985)
is already well-suited to consumer behavioral research adapting to the characteristics of
market research (Hofmeister-Tóth, 2003). Value-measurement methods play an important
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role in expanding the toolkit of marketing research to give them the opportunity to analyze
the consumer's preference and how the customer's decision-making is based. With some kind
of further consideration of the value-measurement methods, values-based consumer behavior
models were based on the value measurements made possible by the above mentioned
methods. Based on the measurement of these values, these models were intended to explain
the motives for product and service selection.
Value-based consumer behavior theories (Horváth, 1996; Grunert, 1996 in Lehota
2001) have a common feature and assume a relationship between the consumer's choice of
product and service choice and the value system. The essence of the mechanism of action is
that on the first level where the consumer's general values lies, is peace, security and time. On
the second level, lies the values that determine consumer habits, such as quality
consciousness, hedonism and time awareness. Finally, on the third level, you can find the
specific product and service values, such as the motives of the product and service choice.
The basic concept of these theories inspired us to extend the relationship between value
system and consumer behavior to financial competencies and to analyze money-related
decisions, and validate the existence of a relationship between individual value orientation
and financial decisions (awareness) in the case of Z and Y generations.
2. The significance of generation marketing, the characteristics of Y and Z
generations
The difference between generations as a segmentation criterion can be successfully
applied in many areas of marketing. The reason for this is that the generations can be
characterized very well along the common values that are expressly assigned to them. Values,
common experiences, the identities that make it possible for them to characterize a
generation, since these attributes connect people, they represent a kind of organizing principle
between a variety of individual fates, stories, and characteristics. Identities within generations
frame the decisions of the people who belong there and also distinguish them from other
generations (Törőcsik, 2003).
An important aspect of the behavioral analysis of generations is the evaluation of
value orientation and the determination of its differences (Schewe, Noble 2000). The essence
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of the concept is that, beside from the strict limitation of age, it need to be considered that
individuals belonging to each generation have a distinctly different group experience.
According to Howe and Strauss (2000) three factors can be highlighted that defines
generations beyond the age:
-

perceived membership - self-perception of membership that begins with adolescence
and is completed in adulthood;

-

common beliefs and behaviors - with family, career, private life, politics, religion,
etc. related attitudes and behavior;

- a common place in history - the turning points of historical trends and the major
events that affect the generation in decisive years.
The starting point of a marketing approach based on the generation theory is that the
major and decisive events experienced during socialization, the "zeitgeist" accompany people
to the end of their lives and have an impact on their choices. In our study, we focus on Y and
Z consumers, so we briefly describe these generations.
"Y- generation"
They are the first wave of the digital generation, and in their private lives, the internet
is used daily. The X-Generation is a serious challenge for the job market because they
represent a qualitatively new level compared to the messenger generation. Shaming our
ancestors they confront the old rules, and have whole different abilities than the previous
generations. According to esoteric literature, they have a mission: the task of the generation is
to open up the spiritual eye of humanity and to create a critical mass that is responsible for
launching changes. They grew up with computers, are very practical and use the internet very
well. The Y generation already transform and shape the workplace into its own image. The
millennium generation wants to enjoy the job: let it be modern, with a large room and a
kitchen that allows common dinings and conversations.
"Z-generation"
The members of the Z-generation - the target group of our primary research project have been fully integrated into the world, which is increasingly determined by the various
digital technologies: they are the IT or Digital X (DX) generations. The Z-generation, which
started working in the early years of the 21st century, is characterized by rapid changes.
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Named not by accident the English word "zappers", that is, "catching, jumping". They live in
a much faster rhythm than their predecessors, and if they do not like something - like a job –
the’re ready for immediate changes. Compared to their predecessors, they represent a
completely different world: modern techniques, information technology, and the online world
have become adults with them and become part of their personality. They live their social
relationships at the same time in the real world and in the virtual world as well. For them, it is
self-evident that their everyday communication, emotional, social life, creativity and
playfulness are shared by the mobile phone, internet and the digital assets, shared with each
other and with the widest public (Facebook, Twitter, Instagram, etc.) The members of the
digital X practically never knew the world without internet, telecommunication and
television. Do they therefore struggle with the lack of interpersonal skills and are unable to
actively listen?
2.2. The relationship between financial culture and Z generation
Nearly ten years after the economic crisis, it became a part of our lives to learn
finance, money and related knowledge. The banking and lending practices before the crisis in
2008 have just been refuted this, it was suggested contrary to the definition of demand, that
the willingness to consume is enough and the ability will be given by the bank. This practice
used that the people weren’t financially educated, haven’t got the required financial
knowledge that would have been necessary to make the right choices. However, the margins
of financial culture and literacy have to remember ethical and moral issues, or rather the total
denial of ethical and moral principles, which made it possible to exploit complainant with a
poor financial culture (Csiszárik-Kocsir, 2016). The crisis and the subsequent events drew
attention to the deficiency associated with financial knowledge (Klapper - Lusardi - Panos,
2012). Before the crisis due to general welfare and unlimited liquidity, some groups were
socialized as they haven’t learnt to handle and allocate their money, because that message
come from everywhere, that they can replace their lack of liquidity with loans. Before the
crisis, Johnson and Sherraden (2007) have already pointed out that it would be expedient to
involve the younger generation in the preparation of financial processes by extending the
subjects taught in financial terms or even by involving family financial decisions. A similar
view was already made by Osana, Tucker and Bennett (2003), as this could lead to greater
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financial responsibility. Irresponsibly borrowed, early, unreasonable consumption, either
indirectly or directly, but can be linked to financial culture and the lack of financial culture.
Examining financial culture has become an increasingly fashionable concept and research
area. Numerous articles, research, thesis and diploma work deal with it, but exact, tangible
steps have not really been made in the direction of development. Each major bank mentions
the development of financial culture as part of CSR's activities, but notable results haven’t
been found yet.
A common definition of financial culture has not happened yet.If we look at it in a
narrower sense, financial culture is in fact a financial literacy and ability, which requires
special, professional knowledge. According to the generally accepted definition, "a level of
financial knowledge and skills that enables individuals to identify the essential financial
information necessary for their conscious and prudent decisions, and then, after obtaining
them, To interpret them and decide on this, assessing their possible future financial and other
consequences "(MNB - HFSA, 2008). Based on the definition of Atkinson and Messy (2012),
financial culture is a combination of knowledge, skills, abilities, attitudes and behavior
patterns that are essential for good financial decision on both individual and social levels.
With the possession of financial literacy, wealth can be raised and improved, which can be
felt not only on the micro but also on the macro level. According to Luxander and his coauthors (2014), financial culture is the ability to process financial information and make good
financial decisions. Suganya, Sakthivelrani and Durai (2013) formulate the essence of
financial culture as a set of knowledge that enables individuals to maximize their financial
longevity of life. Ultimately, financial culture always means a combination of abilities and
skills that can be used to increase individual and social well-being. This is unthinkable in the
absence of specific professional knowledge, so it can be stated that the role of financial
education is unmissable and unavoidable on the subject.
Knowledge, knowing and understanding modern financial processes and adapting to
change, is indispensable in today's globalized world. That is why Grifoni and Messy (2012)
formulate the essence of the concept as an indispensable skill nowadays. Financial culture
can be divided into parts as there are developmentable and less developmentable levels.
Developable levels include those elements of financial culture that can be modified easily and
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in a relatively short time by education and training. These include financial knowledge,
financial skills and abilities. The difficult parts of financial culture can be captured in
traditions, customs, different seen and learned norms, views and values (Balázsné, 2013). The
latter, the line from parents, families and friends, can be most difficult to shape, since this is a
part of our socialization, it is embedded in our character, so it is accompanied by our lives
(Koh-Lee, 2010). This process is called economic socialization, where the young adult
generation learns from the educators the principles of using money, and acquires the attitudes
that will be determined later on in the broader terms of success or failure in the financial
world. In this process, the family has a prominent role in teaching the principles of money
management and usage that are decisive for them (Zsótér - Nagy, 2012). All this is related to
the opinions that have already been made, that financial awareness should be started early in
school age so that any negative habits can be corrected somewhat.
It is not easy to judge the financial culture of an economy and society, but it can also
be said that in this global financial world, the measurement of this area is a reference to the
culture of individuals in the economy and society. (Bárczi - Zéman, 2015). There are some
researches that link financial culture with financial knowledge, others link financial attitudes,
financial literacy, and financial knowledge. There is no unified view of who is responsible for
developing this area. According to some opinions, financial literacy has to be developed in
primary education, while other opinions say that this is only the responsibility of the high
school. Financial culture or financial awareness involves appropriate and applicable levels of
financial knowledge, that is, material knowledge, complementing it with concrete counting
and arithmetical questions.
The development of the financial culture of students currently entering higher
education is the main priority. They are part of the Z generation, who live most of their lives
virtually, based on the Internet Traditional education and administration is a burden for them,
they prefer electronic channels instead of printed sources of information. These young people
are also the main target groups of the digitizing banking system, the fintech innovations. As
we see it in everyday life, there is a paradigm shift in the financial sector (Kerényi - Molnár,
2017). With the increasing spread of digitization, the advancement of the Internet, the
widespread use of mobile communications and the constant lack of time, young people are no
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longer willing to stand in the bank because of a simple administration. They are thinking in
applications and wanting to do their business electronically, so they want to go banking
electronically (mobile phones) (Menon, 2016), as the Z generations are already born with
"mobile phones in their hands". As you can see the adverse effects of the process in
traditional human communication, the effects on banking communication will also become
apparent. The latter can only be avoided if we provide the appropriate financial knowledge,
because an application will not explain the basic features of financial products. The 2016
research carried out by the FED reflects on the above, based on the age composition of
mobile users, as shown in the figure below. As you can see, young people, the 18 to 29-yearolds, are driving a peek at mobile banking, which supports the above characteristics.
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Figure 1: Mobile banking rates (%) among respondents
Source: FED, 2016 based on own editing

It is not easy to understand the rapidly evolving banking world, and education is not
able to keep pace with many innovations and developments, but it may not be its task. The
most important mission of the education system would be to provide students financial
knowledge in order to avoid financial capital without "munitions".
The development of financial culture and knowledge is the responsibility of financial
institutions, which are often part of CSR's activities as part of their activities (Lentner et al.,
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2015). The development of financial culture as a leader word is always positive, and there are
positive examples and initiatives on the topic (bank-organized competitions for general and
secondary school students, information publications, series of lectures, etc.), the main thing is
that the development of the financial culture of young people is a priority, which can not be
done without a prior assessment of their basic knowledge. After the level survey, it would be
necessary to develop a strategy with all stakeholders involved (banks, education,
government) in order to be able to release prepared, financially not illiterate economic players
in the last step of the education system.
3. Material and method
The study presents the results of quantitative research focusing on Z and Y
generations.
In the 2016. year data surveys we conducted a standardized questionnaire survey
using the CAPI method. During the recruiting of subjects, a snowball sampling procedure
was applied using a single filter of age filtering criterion. As a result of the sampling, a total
of 3736 evaluable questionnaires were analyzed using descriptive statistics using factor
cluster analysis methods. One of the key objectives of the research was to investigate the
hypothesis (H1) that the evaluation of the value of money can be used as a segmentation
criterion for young people (H1a), as well as how to manage money (purchase, savings,
financial decisions) (H1b). According to our assumption, these two descriptive variables can
be differentiated by the diversity of young people and by distinguishing groups that can be
well separated from each other. Our other aim was to investigate our hypothesis that there is a
detectable relationship (H2) between the clusters that emerge from the two descriptive
variables mentioned above. Following the basic concept of value-based consumer stakes
models, it is assumed that there is a correlation between the judgment of the value of money
and the management of money. That is, the basic context of values-based consumer behavior
models is also valid for financial competencies: value orientation of money has an influence
on specific decisions on money.
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4. Results of the research
In order to examine the first hypothesis, we first analyzed the money-related value
orientation of the respondents based on the average value of the answers on the Likert scale.
In the light of the results we could see that the role of the money's security and the long-term
value dimension was the most important of all. On the other hand, tangible goods purchased
on money or the social / relationship value of it were not estimated high.
Statements

average

Money is important for me, because I can achieve my goals with it

2,92

Money is important for me, because I can support and help others with it

2,71

The more money I have, the happier I am

2,07

Money is worth spending, not saving

1,95

Money is important, because I can buy things that are needed for my happiness

2,61

If I have no money, I am more depressed

2,37

Money gives you a sense of security

3,24

Money is not as important as free time

2,75

Money is important for making friends with people who are sympathetic to me

1,37

Money is value

2,68

Money is important to save

3,17

If I need to earn the money, I value it more

3,23

If I have more money I have more friends

1,47

If I have money, I’m more valuable

1,44

A lot of money gives you appreciation

1,77

Who has money, is always happy

1,44

Everything can be bought with money

1,73

Table 1: Evaluating the value of money (average, where 1 = not at all, 4 = fully agree)
Source: own research, 2016 N = 3736 persons

For the analysis of our first hypothesis, we performed a factor analysis, which
resulted in the analysis of a factor structure with different factor numbers. In addition to the
statistics index (KMO index and total variance), based on the technical explanation of factor
distributions, the four-factor structure was finally considered as the definitive version.
Based on these, we could define the following factor groups:
116

On-line Journal Modelling the New Europe
Issue no. 27/2018
-

the value of the money social capital: in this factor the social contacts available by
money, the achievement by money

- the factor of goals and happiness by money has been the factors that make it possible to
acquire the benefits, feelings of happiness gained through the possession of money.
- the long-term goal of money is the group of factors in which the importance of savings
is clearly dominated. The long-term goal orientation, therefore, did not surprisingly have
a strong negative relationship with the prevailing factor of money present value.
- the social and alternative benefit group includes social benefits that can be achieved
and achievable by money are more preferred alternatives against money.
The factor of

The value of
Statements

the money as a
social capital

If I have money, I’m more valuable
If I have more money I have more
friends
Who has money, is always happy

goals and

The long-term

happiness by

goal of money

money

The social and
alternative
benefit group

0,8448

0,1101

0,0006

0,0062

0,8008

0,0237

0,0026

0,1002

0,7423

0,1836

-0,0500

-0,0704

0,7272

0,0615

-0,0646

0,1454

0,7063

0,2301

0,0905

0,0020

0,5586

0,2238

-0,1229

-0,1824

0,1749

0,7215

-0,0747

-0,0570

-0,0646

0,6814

0,1269

0,1017

0,2535

0,6775

-0,0178

-0,0869

0,4109

0,6296

-0,0530

-0,0613

Money is important for making
friends with people who are
sympathetic to me
A lot of money gives you
appreciation
Everything can be bought with
money
Money is important, because I can
buy things that are needed for my
happiness
Money gives you a sense of security
If I have no money, I am more
depressed
The more money I have, the happier
I am
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Money is important for me, because

0,0806

0,5751

0,0705

0,2539

Money is value

0,2546

0,4195

0,3780

-0,1403

Money is important to save

0,0245

0,1357

0,8294

0,1051

0,2543

0,2742

-0,7006

0,1716

-0,0131

0,1212

0,3726

0,3320

0,0331

0,0781

0,1534

0,6866

-0,0009

-0,0722

-0,1632

0,6769

I can achieve my goals with it

Money is worth spending, not saving
If I need to earn the money, I value
it more
Money is important for me, because
I can support and help others with it
Money is not as important as free
time

Table 2: Factors based on the judgment of money maturity
Source: own research, 2016 N = 3736 persons KMO = 0.853; all variants value = 53.5%

Cluster internalisation was also performed for each factor, as a result the following
groups were distinguished from each other. As a result, we could define four groups:
-

The segment of "Underestimates" (962 people), who did not consider each of the
factors relevant to the others.

- The group of "Happy because of money" (1109 people), the subjects who surpass
the happiness of money, the alternative utility was assessed below.
- "Relationships and savings preferences" (534 people) are respondents for whom
the value of money is equivalent to the available relationships and achievable savings.
- For people belonging to the "Do good and live good" segment (1131 people), the
social utility of money was the most preferred and at the same time the factor of
happiness of the money was considered important. That is, those who seek to achieve
their own goals and their happiness while trying to help others so they have a kind of
social sensitivity.
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Clusters
Under-

Factors

estimates

The value of the money as a social capital
The factor of goals and happiness by
money
The long-term goal of money
The social and alternative benefit group

Happy

Relationships

because of

and savings

money

preferences

Do good and
live good

-0,7276

-0,0165

1,6238

-0,1316

-0,8838

0,5652

-0,8731

0,6097

-0,3745

0,0587

0,6234

-0,0334

0,0395

-0,9396

0,1182

0,8318

Table 3: Segments based on the value of money
Source: own research, 2016 N = 3736 persons

In order to examine the different financial decision segments, we have also analyzed
the results of this issue in several stages. this time, we also examined the financial value of
some financial decisions and the way the money was handled among young people. Based on
the results, we could see that the most characteristic aspect of the interviewees is on the one
hand price awareness and, on the other hand, the orientation of the financial decisions that
prove the strength of the cognitive part of attitudes. In the field of money management,
security is the dominant pursuit, and the desire to save is strong, which most people follow as
a behavioral attitude from home. The valuation of the present value of money is not just as
representative of the pattern as it is the source of external sources of information on financial
products, and confidence in advertisements.
Overall, we could see that the pursuit of security, long-term value orientation, the
importance of price and the pursuit of decisions based on financial issues generally
characterize the pattern.
Statements

average

If I make a financial decision, I always get informations about it

3,33

When making financial decisions, the opinions of my family/close friends are the most important

2,81

I try to rely on external sources of information (consultants, business news portalts, etc.) on

2,59

financial issues
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I always handle my finances at the same bank

2,93

I trust in advertisements promoting financial products

1,52

I always monitor my finances

3,07

I’d rather spend my money than saving

1,98

My current money is worth more than the future money (which I save)

2,17

I’m willing to risk part of my money if it’s a high-income investment

2,26

I wouldn’t put my money in the long run, because I do not trust the banks

2,37

If I buy, I’ll check the prices

3,56

If I can, I’ll save by choose worse quality but cheaper things

2,32

I’d rather buy more expensive but more durable things

2,95

I try not to spend all my money but also save some

3,31

My parents are always saving

3,14

We discuss common purchasing decisions in the family

2,89

I think that is the best decision, that who earns the money makes the choices

2,51

When purchasing we always pay attention to the actions

3,13

I buy things when they are at discounts

2,13

I usually buy more than one from the promotion items

2,39

Table 4: Financial decisions, judgment of money handling in the sample (average, where 1 = none at all, 4 =
fully characteristic)
Source: own research, 2016 N = 3736 persons

As a second step, using factor analysis, we were curious about how the individual
factors are related to what young people think. This time, we also analyzed several factor
structures with different factor numbers, and in addition to statistical indexes (KMO index
and total variance), a professional explanation of factor distributions helped to select the final
structure, which resulted in seven factors being defined:
-

Factor of orientation and safety, which included factors such as price tracking,
buying decision making the decisive role of the price, and seeking to save and
security.

-

Actions and discounts factor, where buying behaviors favoring actions and
discounts were grouped together.
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-

„Live for today” the factor that prefers the present value, which is characterized
by the dominance of behavior that prefers the present value of money instead of longterm financial commitments and savings.

-

„Cheap, even if it’s worse” price sensitivity factor, which has a strong negative
relationship with the more expensive, but the better choice for buying a product. This
factor group is characterized by the preference favoring the lower price, even at the
expense of quality.

-

In the social background and security factors are in which the pursuit of family
financial behaviors is dominant and at the same time has a strong negative
relationship with the financial risk taking behavior.

- Risk mitigating factors have been included in this group, such as parent councils,
follow-up behavior, and brand loyalty, loyalty (the choice of the same bank) with
regard to financial decisions.
- Factor of advertising and external information, where outsourcing of external
sources of information is dominated by external reference personal preference

If I make a financial decision, I always get
informations about it
I always monitor my finances
I try not to spend all my money but also save
some

information

Factor of advertising and external

Risk mitigating factors

factors

Social background and security

sensitivity factor

„Cheap, even if it’s worse” price

prefers the present value

„Live for today” the factor that

Actions and discounts factor

Statements

Factor of orientation and safety

decision types.

0,6873

-0,0219

-0,0235

-0,0513

0,2114

-0,0637

0,1105

0,6628

0,0540

0,0384

-0,0507

-0,1029

0,0174

0,0664

0,6062

0,0693

-0,2495

-0,0342

0,1786

0,1912

-0,0899
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If I buy, I’ll check the prices
I buy things when they are at discounts
I usually buy more than one from the
promotion items
When purchasing we always pay attention to
the actions
I wouldn’t put my money in the long run,
because I do not trust the banks
My current money is worth more than the
future money (which I save)
I’d rather spend my money than saving
I’d rather buy more expensive but more
durable things
If I can, I’ll save by choose worse quality but
cheaper things
We discuss common purchasing decisions in
the family
I’m willing to risk part of my money if it’s a
high-income investment
My parents are always saving
I always handle my finances at the same
bank
I think that is the best decision, that who
earns the money makes the choices

0,4995

0,2396

0,0193

0,1796

0,1996

0,0941

-0,3913

-0,0341

0,7836

0,0853

0,1342

0,0803

-0,0009

0,1441

0,0285

0,7751

0,0422

0,0380

-0,0185

0,0429

0,0765

0,2774

0,6449

-0,0458

0,1303

0,2500

0,1387

-0,1616

0,1260

-0,0092

0,7150

0,0207

0,0281

-0,0317

-0,2082

-0,0575

0,0589

0,6714

0,0095

0,0098

0,0326

0,2076

-0,3588

0,0797

0,6258

-0,0476

-0,1040

0,0344

0,1937

0,1453

-0,0275

0,1153

-0,8604

0,0354

0,1027

0,0276

0,0656

0,2668

0,1287

0,8166

0,0173

0,1406

0,0259

0,2520

0,1653

0,0620

-0,0809

0,6689

0,0019

0,1101

0,3075

0,0381

0,3289

-0,0765

-0,5807

0,1379

0,1848

0,2892

0,1477

0,0552

-0,0470

0,4644

0,2490

-0,0848

0,0173

-0,0450

-0,0396

0,0166

0,1452

0,6936

0,0921

0,0137

0,2297

0,0794

-0,0736

-0,2139

0,6424

-0,0693

0,1278

-0,0247

-0,0047

0,1794

0,4407

0,5100

0,1365

-0,1213

0,1916

0,1673

0,0495

-0,0435

0,2860

0,6836

0,4247

0,0212

0,0227

-0,0179

0,1043

-0,1198

0,6190

When making financial decisions, the
opinions of my family/close friends are the
most important
I trust in advertisements promoting financial
products
I try to rely on external sources of
information (consultants, business news
portalts, etc.) on financial issues
Table 5: Factors for money-related decisions
Source: own research, 2016 N = 3736 persons KMO = 0.727 total variance: 57.8%

122

On-line Journal Modelling the New Europe
Issue no. 27/2018
For the hypothesis, clusters were analyzed for the factors to see how the sample could
be segmented according to how the financial decisions were made. As a result of the Kmeans clustering process we could characterize seven target groups: - "Price sensitives" (648 people) for whom the criterion of cheapness is most
important when making a decision, even if the low price preference equals worse
quality
-

"Action hunters" (572 people) who valued the actions and discounts factor.

-

"Conscious information finders" (644 people), who are oriented towards tracking
prices, price preference, and trying to save money and increase their sense of security.
It is interesting, however, that risk mitigation solutions (such as brand loyalty or
parental pattern tracking) are not explicitly specific to them. They are likely to be
consumers who are more likely to be characterized by an individual decision, relying
on themselves and on their own information in the absence of family behavior
patterns.

-

"Non-preferentials" (443 people) who do not evaluate a single factor over the rest
of the group. Presumably, the unmatched value system, the unclear preference system,
is behind the uncertain behavior that is unaware of the significance of a single factor
group.

- „Live for today advertisements followers” (379 people), who rely on external
sources of information instead of social model monitoring, they estimate the benefits
of money currently more than investments and savings.
- "Risk reducing consumers" (557 people) who want to reduce the risk of financial
decision making by branding (choosing the same financial institution) and listening to
parental opinions. For this segment, the primary reference people are the parents,
which is very important information from a communication point of view. The other their advantage for financial service providers - is loyalty, that is, they are willing to
be loyal to a financial institution, which is a particularly perceived consumer character
for the Y and Z generations that we know are extremely difficult to win.
- „Traditional segment seekers” (493 people), who are familiar with family-based
decision-making on financial issues, saving as a parental example to be followed. At
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the same time, they reject any risky financial decision even if they are more
beneficial.

Actions and discounts factor
„Live for today” the factor that
prefers the present value
„Cheap, even if it’s worse”
price sensitivity factor
Social background and security
factors
Risk mitigating factors
Factor of advertising and
external information

Traditonal segment

Non-preferentials

-0,1837

-0,1662

0,9700

0,0899

-0,3841

0,5784

-0,5109

-0,5467

-0,4993

-0,3691

-0,4258

-0,5004

0,9968

0,2262

1,0685

1,0339

-0,4219

-0,4181

-0,0292

0,1412

-0,4684

0,1236

0,3749

0,3741

0,0371

-0,4366

-0,2163

-1,0235

0,7398

0,4998

0,4461

-1,0661

-0,3391

0,4731

0,5757

-0,4913

0,0015

-0,4969

0,2157

0,3403

1,5008

-0,5565

-0,5380

seekers

0,4494

consumers

-0,1924

Ris reducing

-1,4202

followers

0,7307

advertisements

-0,2984

Live for today

0,3741

Conscious

Action hunters

Factor of orientation and safety

Price sensitives

Factors

information hunters

Clusters

Table 6: Consumer segments based on money-related decisions
Source: own research, 2016 N = 3736 persons

Based on both descriptive variables (value of money and money-related decisions), we could
characterize segments, meaning that the two variables could be used as a segmentation
knowledge to characterize consumer groups. Based on the results, H1 hypothesis (H1a and
H1b) was accepted.
The second hypothesis was intended to demonstrate the relationship between the segments
created by the two descriptive variables.
The Khi-square exams for the clusters were Pearson's significance of 0,000, which
proved that the two variables were not independent from one another (H2 proved to be true).
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For the analysis of the internal contexts, the adjusted standardized residual value was used.
Thereby, we have made the following observations:
Among those who are "pricey" in the financial decision-making (ie the price is being
judged and decide on this, even at the expense of quality) compared to the expected value, a
greater number of people are who, based on their value system, think money equals
happiness. Compared to the expectations, there are fewer „factor of orientations and savings”
and „price sensitives”. Among the "Action Hunters", also the money-happy segment was
present in a larger proportion than expected. This means that for these two groups (price
sensitivities and action hunters) when buying a cheaper product, the ultimate benefit is saving
money because money as a target value means happiness for them.
"Conscious information seekers" are consumers who rely on themselves and
themselves by relying on financial decisions in the absence of family behavior patterns.
Thus, it is not surprising that we have found a smaller proportion of people who prefer
relationship and savings than we have expected. The group of people who are "do good live
good" is, however, in a larger proportion than the expectation, which shows that this group,
which has a personal choice in its own decisions, is also socially sensitive.
Therefore, they do not follow a family behavior pattern or rely on the opinions of their
family members because of their preference for individualism and individual target values.
According to their values, they are sensitive to social issues and to help others. From a
communicative point of view, it is important that they are consumers who are likely to follow
a credible, value-conscious viewer who could not be found in their own social environment.
It is interesting to note that in the "Non-Preferential" the "Underestimates" showed a
greater presence than expected, which shows that consumers who make decisions in the
absence of a mature value order can be easily influenced. Developing financial awareness,
shaping the attitude of money, especially in the cognitive part, can be a priority task. The
higher-than-expected rate of "Underestimates" in the "Traditional segment seekers" also
shows that security search and the pursuit of traditions can be explained by the lack of
immeasurable individual preferences. Forming and developing financial culture can also be a
priority for this group.
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The „Live for today advertisements followers"Who spend the money more than
saving their money and relying on external information and advertising in their decisions, all
segments of the value of the money were judged to be lower than expected, except for those
who prefer relationships and savings. They are the consumers for whom the value of money
is equivalent to the available relationships and the assets that can be purchased from them.
This segment is explicitly characterized by demonstrative purchases, that is to say, the

k
boldogok
élni akarók

preferálói

Alulértékelő
Pénztől

Traditional segment

Live for today –

126,9449

sor %

12,9938

13,7214

16,9439

18,0873

5,4054

14,1372

18,7110

-4,1362

-1,5885

-0,2800

6,9361

-5,6500

-0,7799

5,8654

elvárt érték

192,3533

169,7934

191,1660

131,5008

112,5029

165,3407

146,3429

sor %

23,4445

18,7556

18,3048

8,8368

4,2381

16,2308

10,1894

6,3979

3,7996

1,1220

-3,7108

-7,7693

1,4739

-3,5279

elvárt érték

92,6210

81,7580

92,0493

63,3196

54,1718

79,6140

70,4663

sor %

7,3034

9,7378

10,2996

16,2921

38,9513

9,9251

7,4906

-6,6197

-3,8629

-4,5851

3,4239

2,8160

-3,4927

-4,2078

elvárt érték

196,1692

173,1617

194,9582

134,1095

114,7347

168,6207

149,2460

sor %

19,8055

15,9151

19,7171

7,4271

6,3660

16,6225

14,1468

2,6174

0,6763

2,6437

-5,5195

-5,0404

1,9375

1,1315

korrigált szt.

korrigált szt.
reziduum

korrigált szt.
reziduum

korrigált szt.
reziduum

seekers

143,4245

consumers

97,5905

Risk reducing

114,0701

followers

165,8266

advertisements

147,2869

reziduum

megtakarítások

Kapcsolatok és

Non-preferentials

Action hunters

166,8565

finders

Price sensitives

elvárt értéke

Segments

Jót téve jól

Conscious information

availability of goods available for the money, the social, and the relationship benefits.

Table 7: Relationship between outlined segments of the value of money and customer segments based
on money-related decisions
Source: own research, 2016 N = 3736 persons; sig = 0.000
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5. Conclusions
In the present study, based on the baseline of value-based consumer behavior theories,
we used the generation marketing approach to examine the value system of young people
regarding the judgment of money and how to make decisions about money, and the two
descriptors of the relationship between the two descriptive variables.
One of the key objectives of our research was to demonstrate that value judgments
and money management can be used as a segmentation criterion among young people (H1a,
H1b). In our view, these two descriptive variables indicate that the plurality of young people
can be well differentiated and that clearly distinguishable clusters can be defined.
Our other aim was to demonstrate the relationship between the judgment of the value
of money and the way in which money management and financial decision can be made (H2).
That is, the basic context of value-based consumer behavior theories are also valid for
money-related decisions. Quantitative research was used for hypothesis studies, in which
3736 evaluable questionnaires were analyzed. During the sampling we used the snowball
method to recruit the subjects.
In order to look at the values and the decisions on money, these different segments are
drawn up, we have analyzed these issues in several steps. Factor and K-means cluster
analysis were performed. As a result of the research, both groups of descriptors were able to
characterize consumer groups. In the value of money, we could define four segments:
"Underestimates" who did not consider a single factor more important than other segments.
The group of "Happy because of money", for whom the possession of money means
happiness. "Who prefers Contacts and Savings", which reviewed the social benefits of money
and ultimately the segment of "Do good live good" who want to help others by having the
money.
With money management and decision-making, seven groups - "Price Sensitive",
for whom the criterion of cheapness is the most important, the "Action Hunters" who
reviewed the actions and discounts factor. The „Conscious Information Finders" to whom
price orientation, price tracking, price preference were characteristic, „Non-Preferentials”,
who did not evaluate a single factor over the rest of the groups. In addition, we defined the
group of. Live for today advertisements followers”, who rely on external sources of
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information instead of social model monitoring to make their financial decisions, „Risk
reducing consumers” "Who want to reduce the risk of their financial decision by following
the parental opinion and choosing the same financial institution and finally the Traditional
segment seekers”, who were characterized by family common decision-making and parental
behavior.
In the light of the results, H1a and H1b hypotheses were accepted.
In the second phase of our research we analyzed the correlation between the above
mentioned segment. The Khi-square exams for clusters were Pearson's significance of 0,000,
which proved that the two variables were not independent of each other. With this, our H2
hypothesis was accepted.
The internal correlation between the segments was examined on the basis of the
corrected standardized residual value. During the technical analysis of the relationship
between the value system and the financial decision-making group, we could see that
segments ("Non-Preferentials", "Underestimates") are characterized by unmatched value
system and preference system. They are the ones who need to concentrate on the cognitive
stage of their attitude towards money by educating campaigns to raise their financial
awareness.
We could also define segments ("Concious information finders", "Do good live
good") who, with a mature decision, but with a strong social sensitivity, could use it as a
reference person in communication with financial awareness. In addition, we were able to
characterize segments ("Traditional segment seekers”) who are dominated by the social,
family background, and the follow-up of parental behavior. In their case, parents are the
target group in communication, as their views are relevant to young people in financial
decisions. In our view, the results can provide support to financial service providers for
getting acquainted with their potential target groups and for educational professionals
involved in the development of financial culture. In the continuation of our research we plan
on the socio-demographic characterization of each segment to get a more subtle picture of
each target group, supporting a more accurate target group-oriented strategic planning.
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Abstract
Building a competitive economy is based on the existence of competitive regions whose essential element in
terms of sustainable development is the effectively functioning business sector. Typical representatives of the
regional economy are the small and medium enterprises that often have the character of family businesses. The
challenging competitive environment requires proactive responses to turbulent changes, and innovative
activities have to be pursued in order to maintain activities and development on the market. Innovation is the
driving force behind the development; it is a key issue to survive in a competitive business environment. Despite
their quarter-century presence, family business in Slovakia are not addressed enough attention. This was the
basic motif to review the current situation on the market. 330 business entities were involved in the first phase of
our research. The aim if this article is to explore the innovative activity of small and medium enterprises having
a character of family businesses in the regions of Slovakia, and also identify those important determinants that
influence the innovation ability of the family businesses. The Chi-Square Test of Independence, the Pearson
correlation coefficient and the mean value statistics were applied in the research. The findings of our case study
aimed to reveal the trends linked to the innovation activity of family businesses.
Keywords: Innovation activity, small and medium enterprises, family businesses, sustainable and
competitive regions.
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Introduction
Entrepreneurship as a driving force for the development of the economy deserves the
attention of all concerned. Particular attention should be addressed to small and medium
enterprises since they account for 98% to 99% of the business entities. They represent the
backbone of the economies based on market principles. In spite of their considerable
importance, less attention is addressed to the development of family enterprises. They might
play an important role in the life of the regional economy. Theoretical definition of family
enterprise is not easy at all. There are several definitions what type of business can or cannot
be considered a family business. There is no standard definition in domestic or international
context that would make it easier to define and compare family businesses from different
perspectives. A common feature is the presence of family member either in management or
ownership of the enterprise.
The development of small and medium enterprises is primarily driven by innovation.
Innovation provides an opportunity to increase the economic performance of the business
sector, increase the productivity of the economy and raise competitiveness. Innovation is
a tool to outstrip the competitors and survive in the fierce competition. It is fostered by
globalization, integration and internationalization that attract businesses into the centre of a
competition. If they want to be successful, they have to innovate their services and products.
Undoubtedly, the intense innovation activity is dominantly characteristic for the start-ups,
resp. small enterprises, referred to as start-ups. They form the subcategory of micro
businesses. They enter the market with an entrepreneurial idea that is perfectly feasible.
Another group of innovative enterprises is formed by spin-off businesses. These are emerging
from parent companies. The business practice shows, that there is a significant number of
enterprises in both subcategories of businesses that have a family business character. Family
businesses will have an increasingly stronger position in innovative activities since they tend
to be flexible, adaptable in their operations and have effective management compared to
medium or large enterprises. All of the mentioned and other aspects predetermine them to be
innovative and successful on the market. They enter the market not only with an excellent
idea, product or service with a high added value for the customer, but also with high quality
service. They can also contribute to creation of workplaces in different regions, because they
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can absorb the qualified workforce. The synergy will cause the regional economy to spin;
will contribute to workplace creation, GDP growth and care of the local environment.
These ideas reflect the interest of the authors in research of the innovative small and
medium enterprises with a family business character. We talk about the field of economic
activity, where the research results would be interesting not only for the companies involved
in the research, but also for the representatives of the regional authorities, consultancy
companies and other experts.
Theoretical background
The issue of small and medium enterprises is being addressed by the EU and also the
central authorities of the individual states. Small and medium enterprises represent more than
98% of all businesses and account for 60% of the GDP. Their biggest advantage is that they
conduct their business activity also in the regions larger enterprises have no interest in,
because the regions lack the necessary infrastructure or the segment they operate in is less
profitable for them. It is undisputable that the small and medium enterprises have
a significant presence also in countries with different levels of regional development.
Although the scientific literature pays no adequate attention on small and medium enterprises
having a character of family business, there are economic sectors, where these types of
businesses have a significant position. It is particularly characteristic in the agricultural sector
(e.g. primary production, wine-growing, winemaking); the sectors of food industry (bakery
industry etc.)
Innovation is a key factor for small and medium businesses to remain successful.
According to Dobai Korcsmáros and Seres Huszárik (2015) or Svec and Madlenak (2017),
innovative activity of businesses has a proven impact on the sustainable development.
Vetráková et al. (2018) or Hitka (2018) can see the sustainability of the business activity in
networking, high quality of human resources and innovation. These ideas are supported by
Zaušková (2010) or Baculakova and Gress (2015), who perceives networking and
involvement in business clusters as the basic features of innovative entrepreneurship.
Mikušová (2016) can support the same opinion. She examined the relationship between
innovation and sustainability. Hajduová et al. (2015) targeted to identify the opportunities,
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negative and positive impacts and effectiveness of implementing innovations in small and
medium enterprises in Slovakia. Innovation is undoubtedly a key to ensure the sustainability
of the entrepreneurial activity. The introduction of new and innovative processes in the
company will result in improved products and services. Benešová et al. (2018) add that
innovative business activities are ensuring the economic growth. It is necessary to maintain
the market position. The economic growth of the region and the country is ensured by the
activity of effectively functioning enterprises. The relationship between innovation activity
and economic growth was addressed by Ahn et al. (2018). The authors conducted a deeper
analysis of relationships through analysis and modelling in several sectors and structures of
the economy. They have emphasized the importance of knowledge transfer into the business
activity in the form of innovation. The transfer of knowledge is reflected not only in
corporate innovations, but has direct impact on the social and economic development of the
region the company operates in (Orlova et al., 2018). According to the team of authors lead
by Lavrinenka (2016), the cooperation in development between the regions and enterprises is
extremely important in terms of implementing innovations. The activities realized might be
inspiring for other regions with similar structure. Entrepreneurs of the future are born, who
should face innovation activities as a strategic tool to further existence of successful
entrepreneurship (Lazányi, 2014).
In the publications of Strážovská and Jančíková (2016), small and medium enterprises
gain a particular importance. They are referred to as the backbone of the national economy.
These categories of businesses also struggle with different barriers they have to overcome
during the realization of their business activities. They had been analysed by Szabo and
Herman (2014) with an emphasis on examining the transit countries. Macroeconomic
approaches to the assessment of innovative entrepreneurship were applied by Bosáková et al.
(2013), focusing their research on quantifying the utilization of innovations based on
a screening model. It is indisputably necessary to research the opportunities and the impact
innovation activity has on functioning of the business. Koráb and Koudelková (2016) focused
their attention on specifying what determines the innovation in small and medium businesses
in the Czech Republic. Duda, Gaisor and Alebaite conducted a research on the sample of
companies in small and medium sector in Poland. They found that small and medium
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enterprises in Poland innovate the most. It is necessary to develop interest in estimation of
innovation potential, advised Machová et al. (2015). They have published a comprehensive
monograph devoted to the complex concept of innovation in small and medium enterprises.
Innovative enterprises will train innovative leaders (Lesáková et al. 2017).
Implementing and maintaining innovation requires a systematic approach and creation
of innovation systems (Fenyvesi, 2015). Kovaľová and Kulčár (2017) call the process of
managing innovation activities as innovation management. In their terms, the decisionmaking and realization of innovation is strongly supported by the use of modern information
and communication technologies. Stacho et al. (2016) recommend creating a new or
modifying the existing organizational structure of business to support the innovation activity
of the company. For innovation of commercial and marketing activities of the companies
Reicher, Komáromi and Szeghegyi (2015) advice IT support in forms of specialized
softwares, in order to manage the customer relationship effectively. Successful introduction
of innovation into business practice would not be possible without enthusiastic and motivated
managers (Moczydłowska, Widelska, 2014). Innovations deserve versatile support
(Lorincová, Potkány, 2016). According to the authors, it is not only about the creation of the
basic institutional, legal and economic conditions to implement innovations into the everyday
reality.
There are also other, equally important determinants of innovative business activities,
identified as soft factors, because they are related to human qualities. Lazányi (2017)
emphasizes the importance of trust. Trust in partners is an essential phenomenon in family
business, which should be built and developed by businesses having no family business
character. Kozubíková, Čepel and Zlámalová (2018) emphasize the importance of the
entrepreneur’s personality and their ability to involve other employees in creating new
company values, contribute to innovations of business processes and products. Similar
opinion is shared by Jovanović et al. (2018) and Cseh Papp et al. (2018), who are convinced
that the personality of the entrepreneur with intellectual skills (Korsakiene et al., 2017) can
act as a driving force for innovative activities that can make the company successful on the
market.
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Material and Methods
The research of innovative activities and innovative capability of businesses is one of
the most up-to-date issues among the professionals and scientific experts. Different
approaches regarding the issue are provided by the scientific literature and scientific
databases. The following methodological approach and scientific methods were applied for
processing the partial issue of the research. To provide theoretical background, secondary
literary sources were used, mainly the scientific publications of the authors published in
scientific databases and periodicals. Domestic and foreign literary sources were used to
respect the regional and economic specificities of the regions of Slovakia. In addition to
secondary sources, it was necessary to gain primary data from the regions of Slovakia.
Therefore a field research was conducted in all 8 self-governing regions of Slovakia in
relation to small and medium enterprises. A total of 500 enterprises were addressed from the
small and medium business sector with a character of family business. About 330 enterprises
showed willingness to participate in the survey. It represents 66% of the businesses
addressed. This step enabled a direct contact on business entities and made us possible to
study their innovative capabilities and activities. Our goal was not to obtain a statistically
representative sample from all the self-governing regions of Slovakia, but we approached to
uncover the tendencies in the field of innovative activities of the family businesses. That is
why we consider this phase of the research a case study. The aim of this article is to explore
the innovative activities of small and medium enterprises having the character of family
business in different regions of Slovakia. We also want to identify those determinants that
influence the innovative ability of the family business. A questionnaire survey was conducted
in order to collect primary data. The data obtained became a subject of a detailed statistical
analysis. The gained data was analysed with a help of a special statistical software SPSS,
followed by evaluation of the data. As a scientific method a dependency testing was applied
during the statistical analysis, based on the Chi-Square Test of Independence (χ2 test). The
formulated hypothesis H0 about the independence is rejected on the level of significance α if
the value of test criterion exceeds 100, (1-α)% quantile χ2 division by degrees of freedom v =
(r - 1) (c - 1). The mathematical formula is the following:

K ≥ χ2 1-α; (r-1) (c-1). The

significance level α = 0,05 was chosen for the test. We monitored the variables to see if any
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correlation exists. For calculation we used a linear regression through the Pearson’s
correlation coefficient:

The correlation coefficient has values from the interval < -1, 1>. If the value of the
correlation coefficient is 0, it means no relationship exists between the variables examined. If
the correlation coefficient reaches the value 1, a direct dependence between the variables can
be detected. It means if the value of one variable increases, it is followed also by the other
variable. If the correlation coefficient equals with the value -1, the increase in the value of
one variable results in decrease in the value of the other one. To supplement our evaluation
we also applied the statistics of median value (primer, median, modus and standard
deviation).
The presented research as we indicate below is a part of the research project no.
19/2018 GAAA, while the current research is deepening and extending the results of the
scientific research VEGA 1/0381/13. The current research is focusing on the small and
medium enterprises. Together with the start-ups they are considered to be the engines for
further development of the business sector.
Results and Discussion
Using the scientific method of correlation analysis and the mean value statistics, we
assessed the data obtained in our field research. The obtained database included the answers
of respondents for the questionnaire survey. The answers were provided by small and
medium family businesses. The questionnaire survey was conducted in the first half of 2018
in Slovakia.
In the practical part of the submitted article we will focus on the primary research conducted
in the first phase of the research project with a focus on examining the factors influencing the
activity of small and medium family businesses. Totally 330 small and medium family
businesses entered the questionnaire survey; the data obtained underwent statistical analysis.

138

On-line Journal Modelling the New Europe
Issue no. 27/2018
Following the exclusion of extremes via Boxplot, the sample involved 320 questionnaires to
be evaluated.
As a first step we looked at the results in the field of identifying the determinants of
the innovation activity. We used the results of the questionnaire survey. The results are
presented in Table 1.
Table 1 Statistical assessment of the innovation activity determinants

Determinant of innovation competitiveness

Average

Modus

Standard
deviation

Research and product development

3.67

4

1.050

Technology life-cycle

3.44

3

1.180

Variability of technology

3.67

4

0.960

Cost of technological equipment

3.42

3

0.980

Utilization of production capacities

3.44

3

1.068

Product quality

3.67

4

1.050

Number of products

3.19

2

0.920

Practical use of product packaging

3.33

3

0.920

Customer service

3.42

3

0.980

Marketing activity

3.33

3

0.930

Source: primary research, own processing

The Likert scale was applied to examine the determinants. According to the calculated
results the most important determinants of innovation activity in small and medium
enterprises were the research and development of products, the quality of products and the
variability of technology. These were followed by the life-cycle of technology, utilization of
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production capacities and the cost of technical equipment. The values of average indicate that
all the factors were marked by the respondents – representatives of companies involved in the
survey – important; even in one case the monitored values did not fall under 3.The values of
standard deviation clearly confirm the closeness in opinion of the respondents resp. a relevant
match since the calculated values are close to 1.
In addition to one-dimensional statistics, we have also expanded our analysis with
a superstructure analysis - the research of mutual relations. First we determined the existence
of dependence then applied the correlation analysis based on the Pearson correlation analysis.
After identifying dependence between the variables, we were concerned about the strength of
this dependence i.e. the intensity of correlation. The Pearson correlation coefficient is an
appropriate method to detect the intensity of correlation. Before the analysis of itself we
excluded the potential extremes. This exclusion was accomplished by using Boxplot. From
the original sample of 330 respondents (enterprises), it was necessary to exclude 10 responses
from the surveyed enterprises. The correlation analysis was performed at N=320. The results
are shown in Table 2.
Table 2. Analysis of correlation between the determinants of innovation

Variable X

Variable Y

Pearson’s

Sign.

N

correlation
coefficient
research, development

customer relationship

0.190

0.004

320

research, development

motivation system

0.382

0.000

320

motivation system

customer relationship

0.386

0.000

320

effective work team

motivation system

0.277

0.000

320

effective work team

customer relationship

0.348

0.000

320

effective work team

research, development

0.320

0.000

320
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customer demand

research, development

organizational structure support
of the company

of

0.254

0.001

320

company 0.262

0.000

320

with 0.208

0.004

320

0.001

320

0.008

320

management

organizational structure cooperation
of the company

business partners

own innovation potential

legislation, taxes, fees

own innovation potential

relationship

0.205

with -0.190

business partners
support

of

company effective work team

0.256

0.001

320

company research, development

0.248

0.001

320

management
support

of

management
Source: primary research, own processing

When evaluating the achieved statistical results, we can summarize the following
facts: the value of Pearson’s coefficient with the exception of 2 items ranges from 0.2 to 04.
It indicates the mean rate of positivity between the variables examined. The value of Pearson
r confirmed a relationship between the variables in several cases. This is especially true in the
following cases: research, development and motivation system, motivation system and
relation with customers, effective work team and the relation with customers or effective
work team and research, development. These facts confirm the long-term results of the
research on factors supporting innovation activity of the business entities.
We have also approached to confirmation of hypotheses we set. We were interested in
verifying the validity of these hypotheses.
Hypothesis 1
H0: There is no dependence between the motivation system of employees and the
implementation of innovations in the company
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H1: There is dependence between the motivation system of employees and the
implementation of innovations in the company
Based on the results of the Chi-Squared Test (p= 0,008) at the significance level
α=0,05 we can reject the hypothesis H0. It means dependence between the motivation system
of employees and the implementation of innovations in family businesses. In business
practice this means that the effectively functioning motivation system encourages employees
for innovation, thereby introducing innovative products and services to customers.
Hypothesis 2
H0: We assume that there is no difference in the perception of the various factors that are the
reasons for the company’s innovation activity.
H1: We assume that there is a difference in the perception of the various factors that are the
reasons for the company’s innovation activity.
Based on the results of the Chi-Square Test (p=0,2802) we do not reject the
Hypothesis Ho at the level of significance α=0,05, according to which there is no difference in
the perception of different factors that justify the innovative activity of family enterprises.
The businesses do not differentiate the individual factors that contribute to innovation
activity. The companies involved in the sample are motivated by the same factors resulting in
innovative activity.
To maintain the innovative competitiveness of enterprises involved in the survey, it is
necessary to strengthen those determinants that positively correlate with the desired business
results and have positive impact on the business activity. Those determinants that hinder the
business development should be eliminated by the management. Only those determinants can
be eliminated that are in the competence of the management, because the macroeconomic
determinants resp. conditions determined by legislation cannot be directly influenced. The
companies can only adapt to them. It will be necessary for the enterprises to improve and
adapt to market changes. Only an entrepreneur who can flexibly and efficiently adapt his/her
activities to the market environment can succeed on the globalized market.
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Conclusion
Family businesses are an essential part of the small and medium business sector,
however in Slovakia they are not addressed enough attention. They have numerous
advantages compared to small and medium or large enterprises not in family ownership. If
these opportunities are exploited by the businesses, they can succeed in the fierce
competition. One of the prerequisites for their entrepreneurial success is the innovative ability
and the realization of innovative activities. New ideas, improvements and filling gaps on the
market will result in success for these types of businesses. In the current scientific paper we
have focused our attention on the review of the current situation in the field of innovation
realized by family businesses as a segment of the small and medium enterprise sector. The
results of the first phase of our research regarding the sample can be considered a case study
that reveals the current trends in the surveyed area. Based on the results of the survey in 8
self-governing regions of Slovakia the following facts can be summarized:
¸ Innovation is a prerequisite for survival in a fiercely competitive business
environment. Without innovation and innovative activities the business is unable to
survive. Innovation is important to maintain competitiveness.
¸ Innovation activity of enterprises conducting their business activities in different
regions contribute to increased competitiveness not only for the enterprise itself but
also for the wider environment their business activity is realized in,
¸ In the regions where business entities are involved in business networks are proved to
be more successful on the market and achieve higher level of competitive advantage,
¸ Key determinants of innovation have emerged as a result of the research. In order to
support the development of conditions for the implementation of innovative activities,
regional institutions, advisory organizations and the state itself (in charge of the
implementation of the economic policy) should be responsible,
¸ The development of business is influenced by the factors as quality, technical
development, organization of work, marketing and sales. It was confirmed that the
owners of family enterprises care more about the quality and innovation of their
products and services. They face not only the business risk but the risk of personal
reputation as well. This is a very powerful motivating factor.
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¸ According to in-depth statistical analysis, the innovation activity of family businesses
depends on the efficiently working team, motivation system, customer relationship
resp. relationship with business partners and the support of the management team.
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Abstract
The analysis of the evolution of SMEs has become a distinct field of research and even of utmost topicality in the
light of the latest scientific approaches developed on this matter, which is based on the fact that the Europe
2020 strategy and the European economy focus on harnessing the potential of small and medium-sized
enterprises (SMEs). They are the backbone of the economy in all countries, and the European Union’s
experience shows that the SME sector can make an essential contribution to the gross domestic product (GDP)
and reduce unemployment (60% of the GDP and about 70% of the total labor force). In the last period,
entrepreneurship has created a unique context that offers to all those interested a favorable environment for the
development of entrepreneurial activities that go beyond institutional barriers. This paper presents a specific
situation based on the evolution of the Romanian SMEs in the context of the integration into the European
Union sphere of influence, and implicitly a systematic centralization of the main indicators and the activity
sectors of SMEs, in a comparative manner, according to the European model described in the literature. With
the integration of Romania into the European Union, new opportunities have been created, focusing on
increasing the competitiveness of SMEs through research and innovation, and implicitly the access to nonreimbursable financing.
Keywords: entrepreneurship, Romanian SMEs, structural funds, indicators, European Union.

1. Introductory theoretical aspects
According to the consulted literature, the term of entrepreneurship is perceived as a
slippery concept because of the fact that the four core terms: entrepreneur, entrepreneurial,
entrepreneurship and enterprise are each open to different interpretations. From this
perspective, in order to avoid confusion it is important to recognize the different meanings
that other people attribute to these terms and to make your own definitions and assumptions
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clear. The term entrepreneurial activity is defined “an enterprising human action in pursuit of
the generation of economic and social value through the creation or expansion of economic
activity, by identifying and exploiting new products, processes or markets and by meeting
outstanding social and environmental needs”. The entrepreneurship is described as “the
phenomenon associated with entrepreneurial activity. It involves a complex pattern of social
interactions that extends beyond individual entrepreneurs to incorporate teams, organizations,
networks and institutions” (Blundel, Lockett, 2011, pp. 6-7). There are, also, “two major
dimensions of entrepreneurship and those are mindset (also comprising capacity) and action
(or process), both being essential to its success in the market” (Racolța-Paina, 2016, pp. 2425). After the famous scientist, Peter Drucker, quoted by Nelu Eugen Popescu, “the
entrepreneurs innovate and innovation is the specific instrument of entrepreneurship” and the
entrepreneurship is defined as “an act of innovation that involves endowing existing
resources with new wealth-producing capacity” (Popescu, 2014, p. 512). He highlights that
small businesses represent the main catalyst of the economic growth.
The European Commission, through the Recommendation no. 361/2003/EC, defines
micro, small and medium-sized enterprises as those entities that meet the following
classification criteria, presented in the table below:
Table 1: Definition of SMEs
Company

Employees

Turnover

Category

Balance
sheet total

Micro

< 10

< €2 million

< €2 million

Small

< 50

< €10 million

< €10 million

Medium - sized

<250

< €50 million

< €43 million

Source: (Hope ed., 2017, p. 11)

As shown it Table 1, in Romania, and also in the European Union, a small enterprise
is a company that has up to 49 employees, and within it the micro-enterprise is defined (1-9
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employees). The medium-sized enterprise has a number of employees ranging between 50
and 249. Companies with over 250 employees are considered to be large enterprises.
In the views of Mariana Man and Maria Macris, comparing the definition of the
SMEs in Romania with the one from the European Union, they are the same in terms of the
number of employees and the Romanian’s definition is more restrictive, its maximum level
being of 8 million euro irrespective of the classification of the enterprises into one of the
three categories (micro, small and medium-sized). At the same time, the Romanian law
considers as independent enterprises only those SMEs that are not held in a proportion greater
then 25% of the share capital or of the voting rights by a different firm or by various other
firms that do not belong to the category of small and medium-sized enterprises (Man, Macris,
2014, p. 665).
Taking into account the annual report of the European SMEs for the period 20162017, one can note that 0.2% of enterprises which operated in the EU-28 non-financial
business sector in 2016 were SMEs. These SMEs employed 93 million people, accounting for
67% of total employment in the EU-28 non-financial business sector, and generating 57% of
value added in the EU-28 non-financial business sector. Almost all (93%) of the SMEs were
micro SMEs employing less than 10 persons. After declining for a number of years following
the 2008/2009 economic and financial crisis, EU-28 SME employment has picked up more
recently and has outshone the economy as a whole. EU-28 SME employment grew by 5.2%
from 2013 to 2016, almost 50% faster than overall employment in the EU-28 economy over
the same period.
In 2016, SMEs in the EU-28 non-financial business sector accounted for: almost all
EU-28 non-financial business sector enterprises (99.8%); two-thirds of total EU-28
employment (66. %); and slightly less than three-fifths (56.8%) of the value added generated
by the non-financial business sector Micro SMEs are by far the most common type of SME,
accounting for 93.0% of all enterprises and 93.2% of all SMEs in the non-financial business
sector. The micro SMEs account for only 29.8% of total employment in the non-financial
business sector, while small and medium-size SMEs accounted for 20.0% and 16.7%
respectively of total employment. (Hope ed., 2017, pp. 11-12).
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According to the same source, SMEs are expected to continue their relatively steady
pace of growth in 2017 and 2018. EU-28 SME employment is forecast to increase by 1% in
2017 and 0.9% in 2018, and EU-28 SME value added is predicted to grow by 2.5% in 2017
and 3.8% in 2018 (Hope ed., 2017, p. 7)
2. The evolution of the Romanian SMEs after the integration into the European
Union
After Romania’s integration into the structures of the European Union, the SME
sector as a whole experienced a new phase of development despite the difficulties they faced
in adapting to the structural and cyclical changes of the global economy. The entire range of
measures that favored the increased number of newly established companies contributed to
the creation of a legislative and fiscal corpus that supported the development of SMEs,
implicitly improving competitiveness and stimulating the development of an upstream
entrepreneurial environment. Given the major importance of SMEs in the economy of each
member state, the European Union has adopted the Small Business Act (SBA) in June 2008,
which is the first SME policy framework that has created a favorable climate for promoting
entrepreneurship and SMEs. The strategy of the European Commission in favor of the SMEs
aims to apply the principle “Think small first” in order to simplify their business
environment. This policy focuses on five priority domains, covering the following areas:
promoting entrepreneurship and skills; improving the SMEs’ access to the markets;
simplifying the legislation; optimizing the SMEs’ growth potential; and consolidating the
consulting process and the dialogue with the SMEs (Popescu et al, 2012).
By taking into consideration the influence of Romania’s integration into the European
Union structures, the changes within SMEs were identified in several areas: human resources;
quality and competitiveness requirements; business ethics. According to specialists in the
field, some of the characteristic features of the Romanian SMEs after integration can be
summarized as follows: an average information level of SMEs focused on new regulations
according to an assessment exceeding 76.49%, only 15.8% of the SMEs having an
appropriate level of information. The positive impact of the integration on the SMEs activity
is generated by a better market access (46.41% of SMEs), by the existence of better and
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cheaper potential suppliers (indicated by 36.49 % of SMEs), the access to structural funds
(indicated by 32.85% of SMEs), an easier access to new technologies (22.75% of SMEs),
more accurate procurement procedures (indicated by 12.19% of SMEs), a better cooperation
towards innovation (indicated by 10.74% of the SMEs). Romania’s integration in the
European Union was perceived as a major opportunity by 46.67% of the SMEs, only 9.18%
of them considering it as a major threat.
Approximately two thirds of the Romanian SMEs face difficulties generated by the
country’s integration into the European Union: increased competition (indicated by 67.52%
of SMEs), increased labor costs (64.25% of SMEs), the costs of adapting to the acquis
communautaire (indicated by 59.63% of SMEs), labor migration (indicated by 54.62% of
SMEs) (Culiţă, 2010, pp. 77-78).
The SMEs sector in Romania started to develop and to grow, especially the year 2000.
The economic developments show that until 2008, the number of SMEs in our country
registered a strong increase, mostly during the 2000-2008 period, when the growth rate was
about 7% per year – approximately 20,000- 30,000 new SMEs every year (Duma, 2012, pp.
131-134). Afterwards, in the period 200-2010, the SME sector was one of the most affected
by the economic and financial crisis.
In the views of Nicolescu O., Haiduc I.C., Nancu D., the absortion of the crises
impact was mostly achieved through the following channels: the foreign trade channel, a
consequence of restricting the main export markets of Romanian markets; the financial
channel in the context of reducing the foreign private credit lines from the parent-banks; the
confidence channel by increasing the foreign private credit lines from the parent-banks; the
confidence channel by increasing the foreign investors caution towards the emerging
markets; the exchange rate channel because of the pressure of the Romanian currency
depreciation and the channel of wealth and balance sheet effect, in the context of significant
reduction of the value of many categories of assets (Man, Macris, 2014, p. 666).
From 2008 to 2010, the SME sector was estimated to have increased its workforce by
0.7 % while its combined added value shrank by 3.8 %. For 2011, forecasts point towards a
growth of 2.3 % in the number of SMEs, 7.1 % in gross value added and of only 1 % in
employment. SBA performance: Romania scores below or on par with the EU average for
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most SBA principles, but six of these areas show progress over time. SBA Action: In
2010/2011, Romania addressed seven out of ten SBA areas through targeted policy measures,
the main focus being entrepreneurship and access to finance. (“Small and medium sized
enterprises: the situation in EU Member States 2010”, Brussels, 4 October 2011) In

the

period 2009-2011, the analysis of the entrepreneurial phenomenon highlights the fact that
44.44% of the SMEs have reduced their activity, 42.87% of them maintained the same
activity and 12.69% have increased their activity (Năftănăilă, 2011, p. 29).
The structural funds have been designed to reduce economic and social disparities
between the regions of the country and achieve economic and social cohesion. Thus, the
national framework for supporting SMEs after the integration consisted of the following
programming documents: the National Development Plan 2007-2013; the National Strategic
Reference Framework and the Operational Programmes; the National Reform Programme
2011-2013 (NRP); the Governmental Strategy for the Development of the SME sector 20092013; the Action Plan afferent to the Government’s Strategy for the Development of the SME
sector 2009-2011; the Governmental Strategy for the Improvement and Development of the
Business Environment 2010-2014; the fiscal – budgetary strategy of the Romanian
Government 2011-2013.
The Governmental Strategy for the Development of the SME sector 2009-2013 aimed
at achieving the following strategic objectives: improving SMEs’ access to financing;
encouraging the innovativeness within SMEs and increasing their competitiveness;
simplifying and improving the regulatory framework in the fields of SMEs and co-operation;
the development of the entrepreneurial education system; improving SMEs’ participation in
the internal and third markets (Pîslaru, Modreanu, 2012, p. 33). Within the “Governmental
Strategy for the development of the SME sector”, during the period 2009-2013 it is highlighted
that a series of weaknesses of the SME sector in Romania may prevent the diminution of certain
threats from the economic environment. Among these there are: the precarious entrepreneurship
education hindering the access to the financing lines and to external markets (because of the
SMEs vulnerabilities in front of the increased market concurrence and of the low availability of
bank credits); The existence of a low technological level and of a low competitiveness increasing
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the SMEs’ vulnerability in front of the general decline of the demand and of the increased
concurrence on the external marke. (Popescu et al, 2012).

3. The comparative analysis of the Romanian and European SMEs – the main
indicators
According to the annual report published by the SBA (Small Business Act for Europe)
in 2017, as shown in Table 2, the Romanian SMEs accounted for 99.7% of the total active
enterprises in the country’s economy, thus dominating the micro-enterprises with a number of
412452 entities (88.5%), concentrating a number of 915629 employees (23.1%), and having a
value added of € 11.7 billion (20.9%). By comparison, large enterprises represent only 0.3%,
with 1333133 employees, accounting for 33.4% of the total number of employed persons, and
with a value added of € 30.9 billion (43.2%). By analyzing the number of employees hired in
the Romanian SMEs, one can notice that the situation in our country is similar to the
European one, with a percentage difference of only 0.2% (in Romania is 66.4%, while in the
European Union 66.6%).
Table 2: The analysis of the main indicators of the SMEs in Romania and the European Union

Source: European Commission, 2017.
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Fig 1: The evolution of employees in the Romanian and European SMEs

Source: European Commission, 2017.

Romanian SMEs provide roughly two thirds of all jobs in the non-financial business
economy and account for 52.8 % of total value added. In terms of value added, this is slightly
less than the EU average. SMEs in Romania employ 5.7 people on average, compared to the
EU average of 3.9. Productivity of Romanian SMEs, defined as value added per person
employed, is less than one third of the EU average. Romanian SMEs’ value added increased
by 44.6 % between 2012 and 2016. Micro firms performed particularly well, with an 86.6 %
increase in value added. SME employment grew by 3.9 % from 2012 to 2016, with 2.6 %
growth in 2016. The forecast shows that in 2016-2018 value-added growth of about 16.5 % is
expected in all SME size classes. The outlook for SME employment is somewhat weaker,
with projected growth of 2.2 % in the same period. Overall, 59.200 new jobs are predicted to
be created in SMEs between 2016 and 2018, almost all of them in micro firms and small
firms.
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Fig 2: The evolution of the value added of SMEs

Source: European Commission, 2017.

To meet the requirements of the European Union, the national authorities promoted
specific initiatives to permanently improve the access of SMEs to finance (mainly through
multiannual programmers). These were complemented by other specific tools addressing the
needs of SMEs, such as loans, European Fund for Strategic Investments (EFSI) financing),
guarantee funds, tax incentives, tax reductions, legislative measures, crowd funding and
business angels. As shown in Fig. 3, the areas which saw the most significant progress in
2016 and the first quarter of 2017 were skills & innovation, followed by ‘responsive
administration’ and access to finance. More specifically, five measures were implemented
under the skills & innovation principle. Three of these focused on increasing financial
support for the development of research and innovation (from the national budget and
structural funds for research, development and innovation), while two fiscal measures aimed
at

increasing

incentives

for

research

activities

(https://ec.europa.eu/docsroom/documents/29489).
Another interesting measure is the Start-up Romania Nation Programme, which
encourages and stimulates the creation and development of small and medium-sized
enterprises, implemented by the Ministry of Business Environment, Commerce and
Entrepreneurship (MMACA) through the Territorial Offices for Small and Medium-Sized
Enterprises and Cooperatives (OTIMMC). Other objectives of the above mentioned
programme are: to improve the economic performance of the Romanian SMEs; to create new
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jobs; to include disadvantaged people, unemployed people and graduates in the labor market;
to increase investments in new innovative technologies. The programme has been
implemented throughout Romania, in all 8 development regions.
Fig 3 SBA profile

Source: European Commission, 2017.

The SMEs’ growth remains a research topic that, during the last six decennia, has
generated a large number of papers, mainly focused on the importance of this phenomenon for
the creation of jobs and for the economic dynamics. As a tendency, the epistemological approach
of the different researches had for a goal the identification of the growing SMEs’ peculiarities, as
well as bringing to light certain features highlighting the development potential or the impact of
the endogenous and exogenous variables of this potential.

Conclusions
Under a changing economic environment, SMEs are flexible and have a large
capacity to adapt, favored by their small size and rapid decision making process. They easily
adapt to the requirements and exigencies of the consumers, being closer to the market. Also,
SMEs generate to a large extent the technical innovations in the economy. Through their
features, SMEs offer certain advantages in the economy that large companies do not have
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(social capital, lower entry and exit costs). In the light of the information presented in this
study, we can conclude that the overall SME sector is a major driver of economic growth
across all European countries, which explains the joint public policies initiated by the
authorities in order to re-launch the economy, taking into account the SME contributions in
the overall economy and to diminish the existing gaps between member states.
Among the problems currently faced by SMEs, one can mention the high costs of
contracted loans and their poor return capacity. The non-reimbursable funding through
European funs is an alternative to supporting the development of SMEs. The highlighted
issues are generated by too bureaucratic procedures; lengthy processes from the submission
of projects until their implementation; the modification of financial procedures and
sharpening the controls on entities that access such structural instruments.
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Abstract
Social entrepreneurship is a complex phenomenon with various meanings and approaches, its main features being to
create social value through social innovation, to satisfy diverse social needs at systemic level, from poverty to
unemployment, from social exclusion to population aging, and so on. Social entrepreneurship activities are
influenced by environmental factors that are part of the so-called entrepreneurial ecosystems, and consist of
components whose interdependence and interaction have a major impact on this sector. The purpose of this
exploratory research (the sources used are secondary, which leads to a desk research) is to analyze the challenges
faced by social entrepreneurship in Romania from an evolutionary perspective. The analysis focuses on the
legislative framework and some of the components of the ecosystem of social entrepreneurship.
Keywords: social entrepreneurship, environmental factors, Romania.

Introduction
The complex dimension of social entrepreneurial (SE) activities results from the two
major meanings associated with the concept, a broad one that takes into account “individuals
who are starting or currently leading any kind of activity, organization or initiative that has a
particularly social, environmental or community objective”, and a narrow one, with two clear
indications/ restrictions stating “that this activity, organization or initiative (i) prioritizes social
and environmental value over financial value; and (ii) operates in the market by producing goods
and services” (Bosma, Schøtt, Terjesen, & Kew, 2016, p. 5). SE is the result of the decisions and
actions of social entrepreneurs, namely those who initiate or lead different forms of manifestation
of social entrepreneurship. Their main mission is to create social value by providing solutions to
the social problems concerned without, however, denying or diminishing the economic value, the
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latter being crucial for the sustainability of the organizational entity in question, respectively for
the creation of social value (Dacin, Dacin, & Tracey, 2011, pp. 1204, 1025). The entrepreneur’s
central role (his/her individual qualities, motivation, knowledge, etc.) is complemented by the
process followed to become an entrepreneur, which is strongly conditioned by formal and
informal institutions (Veciana & Urbano, 2008).
In Romania, the social economy sector is experiencing a steady growth if we compare the
figures for the period 2014-2015 (European Economic and Social Committee, 2017) with those
from the Social Economy Atlas published in 2014, but with 2012 being the reference year
(Barna, 2014), to which we add information from various studies published by organizations and
foundations supporting this sector (Damaschin Țecu, 2010; Ashoka Romania, 2018). Regarding
the main actors of social entrepreneurship, the current situation has not much changed since
2014, when the non-profit sector was the main actor in this area (Mateescu, 2014, p. 56). The
adoption of the Law on Social Economy (Parlamentul României, 2015) is an important step in
the development of social entrepreneurship in our country, the lack of a clear legal and regulatory
framework being an important challenge mentioned by most stakeholders in the sector
(Damaschin-Țecu & Etchart, 2016, p. 9). Moreover, there is an increasing commitment of the
private sector towards SE, as important private entities are financing the social economy and
social enterprises (Damaschin-Țecu & Etchart, 2016, p. 13).
1.

Main research objectives

The present study is exploratory and consists of desk research, the secondary sources
originating from academic literature, the official EU documents, reports and studies published by
civil society, interviews with social entrepreneurs (already published), legislation, and sites of the
entities that are involved in social entrepreneurship. The purpose of this study is to analyze the
challenges faced by social entrepreneurship, given the environmental factors and the components
of the social economy ecosystem. Entrepreneurs, and implicitly social entrepreneurs, act in a
context determined by institutions which “consist of the formal and informal rules of the games”
(Boettke & Coyne, 2009, p. 135). The approach of Douglas North (1990) is recognized to be
used to study macroeconomic issues (Richter, 2005, p. 171), our interest being to study social
entrepreneurship by taking into account environmental factors, considering the challenges they
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have to deal with, looking from this general framework. The use of the institutional approach in
the entrepreneurship analysis has experienced a serious momentum, if we relate to the studies
published over the past ten years. In the 4th Volume Editorial from 2008 of the International
Entrepreneurship and Management Journal, which was dedicated to this topic, it was
appreciated that “entrepreneurship research based on institutional theory is a promising field of
research” (Veciana & Urbano, 2008, pp. 365, 373). According to this approach the autonomous
actor dimension of the entrepreneur entering into a series of transactions, that constitute
entrepreneurship, is complemented by the process of becoming an entrepreneur, which is highly
conditioned by formal and informal institutions. We identify here the two major dimensions of
entrepreneurship, on one hand the mindset dimension (also comprising capacity) and on the other
hand the action (or process) dimension, both being essential to its success in the market (RacolțaPaina, 2016, pp. 44-45).
The assessment made in 2008 has come true, with many studies being published in the
following years (Meek, Pacheco, & York, 2010; Tolbert, David, & Sine, 2010; Stenholm, Acs, &
Wuebker, 2013; Bylund & McCaffrey, 2017; Gümüsay, 2018). Researchers interested in the field
of social entrepreneurship have the opportunity to examine the assumptions and valuable results
of entrepreneurial theories, in general to apply them in the context of their field of interest
(Dacin, Dacin, & Matear, 2010, p. 37). As a result, the institutional approach has also been
applied in the field of social entrepreneurship (Urbano, Toledano, & Soriano, 2010; Ferri &
Urbano, 2010; Díaz Casero, Almodóvar González, Sánchez Escobedo, Coduras Martínez, &
Hernández Mogollón, 2013; Dorado & Ventresca, 2013). All of the above are solid arguments
for building our present study.
2.

Social entrepreneurship – content, actors and environmental factors

SE, defined as a phenomenon (Silva & Poza, 2016), an economic process (Douglas,
2010) or a set of contextual and contingent activities, is the subject of various interpretative
analyzes and measurements (Huybrechts & Nicholls, 2012, p. 31), hence the numerous existing
definitions and approaches. As a result, the confusion related to the meaning of SE and its forms
in different countries (Witkamp, Royakkers, & Raven, 2011) still persists. SE, also called the
“entrepreneurial activity with an embedded social purpose” (Austin, Stevenson, & Wei-Skillern,
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2006, p. 1), plays an important role, regardless of whether we refer to the Social Enterprise
School, according to which SE aims to generate income to serve a social purpose, or to the Social
Innovation School, in which case SE aims to establish new and effective ways to address social
issues or meet social needs (Dees & Battle Anderson, 2006, p. 41).
SE is the outcome of the social entrepreneur’s action who assumes a social mission as a
result of identifying a social problem “and addresses it by means of social innovation and in
terms of creating social impact and social value by benefiting both the business (sustainability)
and society (scalability)” (Hadad & Găucă (Drumea), 2014, p. 119). The social value created by
social entrepreneurship is “a positive output of solving social needs” (Bibu, Lisetchi, & Nastase,
2016, p. 247), the emergence of this phenomenon being explained from different perspectives,
for

example

“the

failure

thesis/institutional

void

perspective,

the

interdependence

theory/institutional support perspective, welfare state theory, and supply-side theory”
(Hoogendoorn, 2016, p. 279). SE and its associated activities seek solutions to various structural
problems (such as poverty, unemployment and social exclusion), problems that “go hand in
hand” (Reianu, 2015, p. 14). Therefore, solutions are coming rather from civil society than the
government or the business sector (Zoehrer, 2017, p. 8). The social entrepreneur is “a missiondriven individual who uses a set of entrepreneurial behaviours to deliver a social value to the less
privileged, all through an entrepreneurially oriented entity that is financially independent, selfsufficient, or sustainable” (Abu-Saifan, 2012, p. 25). The social entrepreneur establishes and
develops entities, the so-called social entrepreneurship organizations (SEOs), which aim at
creating social value by using business principles, reflected in a new framework (Schmidt &
Carsten, 2014). SEOs are found both in the non-profit sector (in the case of non-governmental
organizations that create social value and are self-sustaining) and in the for-profit sector, the
latter having a social purpose, simultaneously carrying out social and commercial entrepreneurial
activities to be sustainable (Abu-Saifan, 2012). From a statistical perspective, given their number
and social impact, the broadest category of SEOs consists of non-profit non-governmental
organizations (usually called NGOs), including both organizations and foundations (Bibu et al,
2012 quoted by Bibu, Lisetchi, & Nastase, 2016, p. 246). In turn, they are a part of the so-called
“third sector” or “non-profit sector”, which in the Central and Eastern European countries
embeds all types of civil society activities with a permanent or formal structure, “including
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cooperatives and mutual that allow profit distribution” (Salamon & Sokolowski, 2014, p. 14).
Thus, non-profit non-governmental organizations as forms of SEOs are complemented by entities
operating in the social economy sector, an important category being represented by social
enterprises. In fact, social enterprises are seen “as an important business model that can support
economic growth and social progress” (ESELA- European Social Enterprise Law Association,
2015).
The development of entrepreneurship, and implicitly of social enterprises, involves the
existence of entrepreneurship ecosystems consisting of several individual elements that combine
in a complex way, the general areas being culture, politics and leadership, finance, human
capital, markets, support (Isenberg, 2010, p. 41). Therefore, “the environment and ‘ecosystem’ of
the social economy is a major factor that can facilitate the development of social economy
entities or can constitute an external barrier to them” (European Economic and Social
Committee, 2017, p. 7). Entrepreneurial ecosystems (EE) are “combinations of social, political,
economic, and cultural elements within a region that support the development and growth of
innovative startups and encourage nascent entrepreneurs and other actors to take the risks of
starting, funding, and otherwise assisting high-risk ventures” (Spiegel, 2015, p. 50). From the
perspective of the authors in the fields of entrepreneurship and organizational theories, the
interest in EE addresses issues such as the availability of financial capital for funding; the
existence of support entities – such as business incubators and accelerators, the existence of
certain workforce characteristics and cultures in which the risk assumption and innovation are
encouraged, and failure is accepted (Roundy, 2017, p. 4).
In the context of SE being perceived as a “process resulting from the continuous
interaction between social entrepreneurs and the context in which they and their activities are
embedded” (Mair & Martí, 2006, p. 40) it is necessary to resort to institutional theory, knowing
that “institutions matter, the relationship between institutional structure and economic behavior
requires attention, the determinants of institutions can be analyzed with the aid of economic
theory” (Richter, 2005, p. 161). North’s approach (1990), according to which institutions are
“formal and informal rules governing human behaviour” (North, 1990, 1991 cited in Boettke &
Coyne, 2009) is the one used by the authors studying the institutional approach of SE. Thus,
Veciana and Urbano consider six large categories of environmental factors that influence social
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entrepreneurship activities, namely public spending, access to finance and governance
effectiveness (formal institutions), respectively social needs, societal attitudes and education
(informal institutions) (Veciana & Urbano, 2008, p. 9). By formal institutions, Urbano et al.
(2010) refer to support mechanisms for promoting social enterprises, their existence facilitating
the implementation of SE, and by informal institutions they refer to social networks used to
attract human resources, rather than financial resources, the latter being provided by formal
institutions (Urbano, Toledano, & Soriano, 2010, p. 65). In terms of attracting financial
resources, the SME sector has to cope with major financial constraints (Racolța-Paina & BurcăVoicu, 2013, p. 31).
The social entrepreneurship education model consists of two parts, namely one in which
students are taught “about” entrepreneurship and SE (focusing on identifying opportunities,
social opportunities, types of social businesses, etc.), respectively the second, where the students
are coached for these activities, and they are taught entrepreneurship and SE (aimed at
developing entrepreneurial skills, more precisely those who “bridge competing social-welfare,
commercial and public-sector logics”) (Pache & Chowdhury, 2012,

p. 500). As

“entrepreneurship education has to start in the primary schools .., …, entrepreneurship is above
all a mindset.” (Duma, 2014, p. 71), we believe that, at this level, the first steps towards SE
education can be made. At European Union level, social entrepreneurship is approached together
with social economy, given the multitude of definitions and meanings of these concepts, both in
the literature and at the level of public discourse (European Commission, Directorate-General for
Employment, Social Affairs and Inclusion, 2013, p. 7). Social economy, as an activity, is linked
to four major categories of organizations, namely cooperatives, mutual societies, associations and
foundations, whose historical roots are given by “the response of the most vulnerable and defense
less social groups, through self-help organisations, to the new living conditions created by the
development of industrial society in the 18th and 19th centuries” (CIRIEC, Centre of Research
and Information on the Public, 2012, p. 14). The development of the social economy sector takes
place in the “space left” by the governmental and market sectors, given that there are social needs
that are not enough or adequately solved by the private capitalist or public sectors, respectively
“for which no easy solution is to be found through self-adjusting markets or traditional
macroeconomic policy” (CIRIEC, Centre of Research and Information on the Public, 2012, p.
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17). Promoting social enterprises addressing certain groups facing obstacles to entering the labor
market (such as people with disabilities, those with mental health problems, former convicts,
people from marginalized communities, etc.) is one of the priorities of the Promoting Social
Inclusion domain, which is one of the four domains targeted by the European Social Fund (ESF)
(its budget being of € 80 billion for the period 2014-2020) (European Social Fund, n.d.).
SE is a complex and diverse phenomenon, considering its three levels of manifestation,
i.e. macro – through processes and policies on societal change (social innovation), meso – the
operational mechanisms of organizations that have a social purpose (social enterprises) and micro
– given by individual actions of social entrepreneurs (Douglas, Rogers, & Lorenzetto, 2014).
3.

Steps forward towards the development of social entrepreneurship in
Romania

By referring to the Social Scoreboard indicators (European Commission, 2017), an
undesirable reality is Romania’s inclusion in the “critical situation” category (indicators are much
worse than average, and either not improving sufficiently fast or deteriorating further) for four of
the five indicators of the large domain "equal opportunities and access to labor market",
respectively three of the four area indicators "public support / social protection and exclusion"
(European Commission, 2018, p. 19). (See Table 1)
Table 1 Romania’s position according to the Social Scoreboard
Year Romania’s Position*
Several indicators of Social Scoreboard
Early leavers from education and training
2016 Critical situations
Equal
opportunities and Gender employment gap
2016 Critical situations
access to the Income quintile ratio
2016 Weak but improving
labour market
At risk of poverty or social exclusion rate
2016 Critical situations
Youth NEET rate
2016 Critical situations
Public support / Impact of social transfers on poverty reduction
2016 Critical situations
Social protection Children aged less than 3 years in formal childcare
2015 Weak but improving
and inclusion
Self-reported unmet need for medical care
2015 Critical situations
Individuals' level of digital skills
2017 Critical situations
* EU member states are ranked in 7 large categories, depending on the value of the indicators. These categories
are: Best performers, Better than average, On average, Good but to monitor, Weak but improving, To watch,
Critical situations.
Source: adapted after (European Commission, 2018, p. 19)
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The situation is not surprising given that 38.8% of the total population was at risk of
poverty or social exclusion (in 2016 compared to 37.4% in 2015, the EU-28 average being 23.5%
in 2015), respectively 45.6% of the total young population (18-24) was at risk of poverty or
social exclusion (in 2016 compared to 45.5% in 2015, with the EU-28 average at 31.3% in 2015)
(European Commission, Directorate-General for Employment, Social Affairs and Inclusion,
2017, pg. 416-417). However, in Romania “spending on social protection as a % of GDP is
among the lowest in the EU, so it is the effectiveness of social transfers, mainly because social
transfers are not adjusted to the economic context” (Reianu, 2016, p. 97).
The involvement of civil society in social entrepreneurship in Romania, which has
become more visible since 2011 as a result of several projects financed from European funds
(Mateescu, 2014, p. 56) is still considerable, taking into account the projects carried out by the
Civil Society Development Foundation (CSDF), NESsT Romania Foundation, Ashoka Romania
etc. Other forms of supporting social entrepreneurship in Romania are innovation spaces and
competitions (Ashoka Romania, 2018, p. 47). The Institute of Social Economy (ISE), launched
and developed by the CSDF in 2011 under the project “PROMETEUS – Promoting Social
Economy in Romania through Research, Education and Vocational Training at European
Standards”, co-financed by the ESF through the Sectorial Operational Program Human
Resources Development 2007-2013 (SOP HRD) (Institutul de Economie Socială_a) is an active
supporter and promoter of SE in Romania. This institute published the Social Economy Atlas, the
2011, 2012 and 2014 editions (Institutul de Economie Socială_b), an extremely relevant source,
and as a result, quoted in all studies related to the situation of this sector in Romania. ISE is
involved and has good policy results on the Romanian social economy, with a major interest in
the legal framework dedicated to this sector. The adopted form of the Social Economy Law
(Parlamentul României, 2015) resulted from ample debates on its content, the amendments made
by the Coalition for Social Economy being debated within the standing committees of the Senate
and the Chamber of Deputies for over a year and a half (Institutul de Economie Socială_c).
Moreover, ISE, through the Coalition for Social Economy, was actively involved in the rejection
of the Social Entrepreneurship Law project (within which SE was defined as completely different
from any established and recognized definition, being identified with the social responsibility of
the companies), the law being passed in the Senate in May 2011, although having a negative
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opinion of the Legislative Council, respectively 3 negative opinions from three important
committees of the Chamber of Deputies (Institutul de Economie Socială_d). This effort led to the
intended aim, the draft of this law being rejected in 2014 (Institutul de Economie Socială, 2014).
The promulgation of the Social Economy Law (Parlamentul României, 2015) in 2015 is a
first step in defining the legislative framework dedicated to this sector. At the time of its
promulgation there were already existing organizations with an important tradition, such as
Mutual Benefit Houses (with 1.5 million elderly people and almost 1 million workers), several
social active NGOs concerned with the integration of vulnerable groups in the labor market, in
social inclusion enterprises (Institutul de Economie Socială, 2015). The Law on Social Economy
specifies the legal entities that may fall under the category of social enterprises (Article 3),
namely: cooperative enterprises, credit unions, associations and foundations, mutual companies
of employees and pensioners, other categories of legal entities that comply with the provisions of
the law, and the federations and unions of the legal entities listed above (Parlamentul României,
2015, pp. 1-2). The certification of the existence of a social enterprise requires obtaining a
document, provided that four criteria are fulfilled cumulatively (see Article 8): the aim pursued
(which must be social and/ or in the general interest of the community), the allocation of profits
achieved (at least 90% of which will be allocated for the social purpose and statutory reserve),
the way of submitting the assets left after winding-up (which will be made to one or more social
enterprises) and the application of the social equity principle towards the employees (regarding
the salary levels, between which there can be no differences that exceed the ratio of 1 to 8)
(Parlamentul României, 2015, pp. 3-4). The effects of this law can be seen, even if at a lower rate
than desired, in 103 certified social enterprises, in 34 counties being registered in the Single
Register of Social Enterprises in May 2018, 48 of them being attested in 2016, 51 in 2017, and 4
in the first 4 months of 2018 (Ministerul Muncii și Justiției Sociale; AJOFM Constanța, 2018).
As a result, the statistics on social enterprises in Romania need to be completed with the certified
entities, which denotes a development of this sector, even if at first sight at organizational form
level. Another positive aspect regarding the legal framework of SE in Romania is the existence in
the Classification of Occupations in Romania of three professional occupations in the field of
social economy, namely Social Economy Entrepreneur – code 112032 (Ministrul muncii, familiei
şi protecţiei sociale; Institutului Naţional de Statistică, 8.08.2011), Social Enterprise Manager 168
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code 112036 and Social Economy Specialist – code 341206 (Ministrul muncii, familiei şi
protecţiei sociale; Institutului Naţional de Statistică, 22.02.2018). The current situation is
positive, if we relate to the situation from 4 years ago, when “a major challenge perceived by
stakeholders is the lack of a clear legal and regulatory framework for social enterprises” (Etchart,
Iancu, Rosandić, Mocanu, & Paclea, 2014, p. 6). However, the social economy sector is evolving
and, as a consequence, the needs of social entrepreneurs evolve as well. As a result, they mention
the lack of a favorable legislative framework (mentioned by 31% of the study participants), the
aspects mentioned being the improvement of the fiscal framework, the definition of terms and the
decrease of bureaucracy (Ashoka Romania, 2018, p. 32).
The ESF has had a significant impact on the development of social enterprises in
Romania, generous grants motivating many non-profit organizations to develop social economy
projects and create – not develop – social enterprises (Damaschin-Țecu & Etchart, 2016, p. 5).
“The almost EUR 300 mil. allocation for the social economy field – within a specific key area of
intervention (KAI) – through the SOP HRD constitutes a proof of the importance the Romanian
authorities understand to give to this field and of the capitalization of the opportunities to convert
social disadvantages into modes of sustainable living” (Matei & Dorobantu, 2015, p. 491). SOP
HRD 2007 is continued by the Operational Programme Human Capital 2014-2020 (OP HC 20142020). A first series of project calls dedicated to the social economy under OP HC 2014-2020 is
“Solidar – Support for Social Economy Consolidation”, launched in September 2016 with a
budget of € 20 million (with EU co-financing of € 17 million, the rest being national cofinancing). Certified social enterprises are targeted, which are competing to obtain funds with a
minimum value of € 40.000 and € 100.000, the aid granted to a single enterprise reaching a
maximum cumulative value of € 200.000 over three financial years (Programul Operațional
Capital Uman, 2016, p. 11). The result of this call was not the desired one, with only 57 projects
submitted, out of which 51 were rejected (POCU: Din cele 57 e proiecte depuse pe apelul
Solidar, 51 au fost respinse, 2017). In august 2018, the call for projects “Support for the
establishment of social enterprises” is launched (AP 4/PI 9.v/OS 4.15) – Solidar Start-up, with an
available budget of € 70 million, that targets the selection of scheme administrators for social
economy entities, which in turn will support through activities and non-refundable financing the
establishment, development and monitoring of social enterprises (Programul Operațional Capital
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Uman, 2018, pp. 6, 17). The allocated funds are significant, but the way the funding is structured
leads strictly to the establishment of social enterprises, lacking the growth and sustainability
phase of the business model (Damaschin-Țecu & Etchart, 2016, p. 5). The NESsT foundation
responds to this challenge for social entrepreneurs in Romania by “educating” those involved in
Romanian social economy structures about the existence of mixed financial instruments that are
actively used in more advanced markets, but still slowly adopted in countries from Central and
Eastern Europe (Damaschin-Țecu & Etchart, 2016, p. 14). This foundation has been organizing
(or has been a partner in) competitions for social affairs, providing financial support, consultancy
and training) since 2011, when there was a need for a mental change at NGO level towards a
market oriented approach, attentive to competition, from an approach centered on the donor/
financier, respectively there was a lack of knowledge and business skills, at the level of those
willing to engage in social affairs (Damaschin-Țecu, 2010). Over time, this competition has
grown to the level of the budget allocated to winning social businesses, attracting important
partners, such as Romanian-American Foundations, CitiRomania (Ispas, 2013) or co-financiers,
such as Swiss-Romania Cooperation Programme, UniCredit Foundation and “Alături de Voi”
(ADV), Iași (NESsT, 2015). NESsT Foundation invested more than $ 1 million in Romania, in
order to strengthen the capacity and to directly finance 21 social enterprises that are part of its
portfolio during the period 2011-2016 (Damaschin-Țecu & Etchart, 2016, p. 6). We note the
involvement of NESsT as a partner in the two editions of the Social business competition called
“Made in Andrei’s Country”, carried out by OMV Petrom in the period 2013-2017, where the 20
winner social businesses (which created 60 jobs) received funding of over € 700.000 (Țara lui
andrei, n. d.; NESst, n.d.). The access to finance is the main challenge identified by social
entrepreneurs in Romania, the situation in recent years being unchanged from this point of view
(Etchart, Iancu, Rosandić, Mocanu, & Paclea, 2014; Damaschin-Țecu & Etchart, 2016; Ashoka
Romania, 2018). However, it is necessary to refine the idea; the sources of financing, especially
those from European funds, through their structure, are meant for the establishment of social
enterprises and do not address the other stages of enterprise development - validation, preparation
for extension, extension (Damaschin-Țecu & Etchart, 2016, p. 15). As a result, the phrase “access
to finance as a challenge” refers to a capital market for social enterprises that are only in start-up
phase. Thus, BCR Romania has carried out a pilot program for the financing of social enterprises,
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which offers credits at zero cost and no guarantees for the development of social affairs (Știri
ONG, 2011). At present, BCR Romania, as a member of Erste Group, funds social organizations
under the guise of the European Program for Employment and Social Innovation (EaSI),
following the agreement signed by the European Investment Fund (Ciutacu, 2018). Another
entity that provides bridge loans is the Romanian-American Foundation (FRA), which
collaborates with NESsT (Damaschin-Țecu & Etchart, 2016, p. 40). These positive examples,
from the perspective of capital supply for social enterprises, are complemented by examples from
demand perspective, namely cases of social enterprises that use financial instruments dedicated
for them. One such example is Alături de Voi (ADV) Foundation, which needed a bridge loan in
order to cope with the reimbursement mechanism of a European funded project and, as a result,
the foundation got a loan from a Polish institution which grants loans to social enterprises under
customized conditions – an acceptable interest rate and a reimbursement schedule according to
the ongoing project cycle, in this process NESsT being the one who negotiated with the Polish
institution and provided a guarantee for the loan (Damaschin-Țecu & Etchart, 2016, p. 29). In the
view of the above, another challenge identified by the SE stakeholders, namely the “difficult
access to finance; SEs are ignored or discriminated by mainstream financiers, such as banks”
(Etchart, Iancu, Rosandić, Mocanu, & Paclea, 2014) has been overcome, at least to a certain
extent. And yet, according to a study carried out by the Ashoka global organization, which was
attended by 40 social Romanian entrepreneurs (data gathered in April-May 2017), the access to
finance is mentioned as the greatest challenge (aspect mentioned by 22 of the 40 social
entrepreneurs participating at the study), whether it is public financing, considered low, nonstrategic and uninterrupted, or private financing, often seen as uncertain, with possible changes in
the interest of the financiers (Ashoka Romania, 2018, p. 29).
Regarding the involvement of private companies in SE, the concept of Corporate Social
Responsibility (CSR) has evolved over the past ten years, and more advanced companies are
beginning to believe that philanthropy and CSR activities are somewhat overrated and focused
more on marketing than on a sustainable social impact (Damaschin-Țecu & Etchart, 2016, p. 13).
According to this study, companies are increasingly embracing the concept of “social
investment”, starting to look at how they can incorporate social and environmental impacts into
their core business and investment. We note that Romania CSR Index follows the social,
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economic and environmental themes, with the Community Investment Category indicator
assessing the company’s social impact, although only 14% of the 100 companies participating in
the study have provided details in this respect (The Azores Sustainability; CSR Services, 2017).
The development of social entrepreneurship education has as a starting point a number of
projects, carried out or in progress, financed from European funds or by private companies,
aimed at developing this field (at both curricula and ecosystem level). We mention the Social
Enterprise 360 Project that was developed with the help of a strategic partnership with
participants from 8 countries (target groups being teachers and high school directors, high school
students, entrepreneurs, experts, media, public and private networks supporting entrepreneurship
education in schools), co-funded through the Erasmus + program, which took place in the period
2014-2016 (Social Enterprise 360, n.d.). Among the objectives of this project, we note the
following: the creation of a social entrepreneurship curriculum for high school, respectively the
creation of an ecosystem for social entrepreneurship inside and outside school, and the
exploitation of learning, objectives leading to a favorable framework for a SE education, at the
level of high school students. The project Social Innovation Relay (SIR) is also addressed to high
school students, and it consists of organizing a competition of innovative business concepts based
on social needs or issued, the project being developed at the level of several countries, being
carried out in partnership with the NN Group (JA Romania, n.d.). For example, 3300 students
and 109 teachers from 131 high schools in Romania participated at the 2018 edition, the
competition being between 125 of them, and the 20 winning teams beneficiated of free mentoring
and consultancy from 11 NN volunteers, to propose and develop entrepreneurial and social
innovation projects (JA Romania, 2018). These projects that aim at educating young people on
social entrepreneurship in the context of a good perception of SE in Romania, “social enterprises
are seen by the general public and key stakeholders (government, non-profits, social
entrepreneurs) as a way to promote economic and social inclusion” (Etchart, Iancu, Rosandić,
Mocanu, & Paclea, 2014, p. 1) lead to a positive overall framework for the development of SE.
Other challenges that social entrepreneurs have to deal with are: the lack of know-how
resulting in a lack of experience in social impact measurement, long-term strategies or
entrepreneurial and fundraising skills, and collaboration at system level, not just on projects
(Ashoka Romania, 2018, p. 36); access to markets (they are small and fragmented, with limited
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marketing capabilities), access to adequately trained employees, a risk-tolerant environment with
limited tolerance to failure, which makes the social enterprise bear and manage on its own the
excessive costs of innovation, as well as those related to generating and piloting new ideas or
products (Damaschin-Țecu & Etchart, 2016, p. 12). The multitude of challenges is due both to
the complexity of the SE domain and to the current situation in Romania, both in terms of social
needs and in the context of the elements that influence the process of those interested in
activating in the social economy.
4.

Conclusion

SE challenges can be traced from at least two perspectives, one of the entrepreneur (as an
individual) – focusing on motivation, qualities, knowledge, training, etc., and the other is the
process of becoming an entrepreneur, which is strongly conditioned by formal and informal
institutions. The present study adopts the second perspective, our interest being to identify the SE
challenges that are given by the environmental factors and the components of the ecosystem of
the social economy, in the general context given by the institutional approach of SE.
A first conclusion is that with respect to the social ecosystem of the social enterprises in
Romania, there is a positive evolution, if we relate to the situation in 2014 when there was a poor
recognition of the concept of social enterprise, there was no policy framework to support or
encourage the creation and development of social enterprises, the access to financial resources
and tax incentives was limited, the associations and foundations carrying out economic activities
were treated in the same way as commercial ones in terms of administrative burdens and tax
regimes (European Commission, 2014, p. 6).
A second conclusion of the present study is that the major role played by civil society in
the development of SE in Romania is still considerable, given the projects developed by the Civil
Society Development Foundation (CSDF), NESsT Romania Foundation, Ashoka Romania, etc.
These organizations are active in several strategic directions, such as analyzing the social
economy sector by producing and publishing the Social Economy Atlas (Barna, 2014); the
involvement in the formulation of SE policies, including the great effort of the Institute of Social
Economy, through the Coalition for Social Economy for a specific legislative framework in this
sector and in line with internationally recognized approaches; providing financing by organizing
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competitions addressed to social economy structures, doubled by consultancy and training;
providing “financial education” both to the beneficiaries of a capital market for social enterprises
in the training phase and to the bidders – who have to adopt financial instruments adapted to the
specifics of this sector. The involvement of the business environment in the development of SE
in Romania is ongoing, the situation being a positive one, as the CSR activities are
complemented by the so-called “social investment”, which involves analyzing how companies
can incorporate social and environmental impacts into their core business and investment. This
trend is also identified by finding the company’s social impact assessment indicator in the
Community Investments Category from the Romania CSR Index (The Azores Sustainability; CSR
Services, 2017).
The SE specific legislation in Romania has an important role in the process of becoming a
social entrepreneur. Therefore, another conclusion of this study is that the current situation with
regard to SE specific legislation is good, if we relate to the situation from 4 years ago when “a
major challenge perceived by stakeholders is the lack of a clear legal and regulatory framework
for social enterprises” (Etchart, Iancu, Rosandić, Mocanu, & Paclea, 2014, p. 6).
The following conclusion concerns the access to finance, identified as the main challenge
by social entrepreneurs in Romania (Etchart, Iancu, Rosandić, Mocanu, & Paclea, 2014;
Damaschin-Țecu & Etchart, 2016; Ashoka Romania, 2018). So, we conclude that the phrase
“access to financing as a challenge” refers to a capital market for social enterprises in the start-up
phase; the financial instruments dedicated to the social economy sector, such as bridge loans, are
in an “early” stage in Romania. The argument is that European funds, which predominate in the
financing of social enterprises, through their funding structure, are used only to establish the
structures of the social economy, and the following phases of development and sustainability are
not taken into account.
A final conclusion of this research is that, once these challenges of SE in Romania are
identified, it is necessary to carry out further studies leading to a series of possible solutions,
considering the increase of the interest for this field in our country, respectively the development
of the social economy sector.
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Abstract
European Union (EU) has a very distinctive status within the multilateral trading system and thus is found
worthwhile to examine in many respects. It has been not only a prominent actor and a contributor of the
multilateral trading system since the fundamentals of the system were set by the General Agreement on Tariffs
and Trade (GATT) but also the chief executer of its own preferential trade relations compatible with the GATT
and its successor, World Trade Organization (WTO). External trade policy has always been one of the
privileged common policies of the EU and commitment to the multilateral trading system has constituted the
core of it.
Upon the pending of the Doha Development Agenda (DDA), the EU has paved the way to deepen its trade
relations with the other prominent actors of the multilateral trading system, namely the US, Canada, Japan and
South Korea. These nouveau trade relations do not simply embrace trade but also investments, services,
competition, etc. and thus favorably referred to new-age partnerships. Essentially, they constitute the pillars of
the EU’s new-born Trade for All Strategy.
Then, here come two inter-linked, substantial questions: Does the new external trade policy of the EU that is
figured out by the Trade for All Strategy in general and the new-age partnerships in particular, compatible with
the multilateral trading system? Would the EU by-pass the multilateral trading system and export its own values
via new-age partnerships or be a point guard in the enhancement of the system? The aim of this paper is to
make a contribution in responding these substantial questions.
Keywords: European Union and World Trade Organization; European Union and Multilateral Trading
System; European Union and Doha Development Agenda; External Trade Policy of the European Union.
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1. Introduction
The multilateral trading system which had been figured out via GATT until 1995 and
then via WTO, its successor, has been serving as a legitimate framework not only for the
commodities and services trade but also for the trade related aspects of intellectual property
rights. As of 2018, the WTO has 164 member countries from all over the world regardless of
their diverse economic and political structures. The founding fathers of today’s EU were the
signatories of the GATT in 1947. Along with taking part within the multilateral trading
system, the system itself paved the way to these six-founding fathers to establish an economic
integration. Since then, the EU has been acting within the multilateral trading system on
behalf of its member states. However, the EU has been going in full sail towards new-age
partnerships within its new external trade policy since the deadlock of the DDA. Since newage partnership initiatives have gained momentum, the narratives on their compatibility with
the multilateral trading system has become a contentious issue.
2. EU within the Multilateral Trading System
The EU has always been a unique example of an economic integration which has also
been participating within the multilateral trading system as a prominent actor. The roots of
the multilateral trading system were planted by the GATT. After experiencing two
catastrophic world wars, the European countries together with the United States (US) decided
to establish a new international economic order. This new international economic order was
figured out at the Bretton Woods Conference in 1944. The participant countries decided to
give financial and technical assistance to the vulnerable economies that exposed to the II.
World War via reconstruction and development bank, known as the World Bank. The
International Monetary Fund (IMF) was agreed to be the responsible institution for the wellfunctioning of the fixed exchange rate system. Moreover, an international organization which
would be in charge of the multilateral trading system was decided to be established. Except
for the International Trade Organization (ITO), the other international organizations were
established to take part within this new international economic order. Upon the failure of the
ITO initiative, the countries signed the GATT in 1947, referred to GATT 1947 so as to
provide the rules of the multilateral trading system.
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The fundamental attitude of the GATT 1947 was to design the new international
economic order based on free trade which depends on comparative advantage (Pischel, 2001:
105). The WTO which was established in 1995 and has taken the rules and the
responsibilities of the multilateral trading system. The WTO not only covers the multilateral
trading system on the commodities participated by GATT 1994 but also the General
Agreement on Trade in Services (GATS) and the Agreement on Trade Related Aspects of
Intellectual Property (TRIPS) as well as a Dispute Settlement Mechanism. However, it should
be remarked that the WTO has not replaced the GATT as a whole because the GATT is still
in force in laying the foundations of the multilateral trade in goods. Along with the
establishment of the WTO, the GATT has become the strongest pillar of the WTO
acknowledged as GATT 1994.
2.1.

Compliance of the EU with the Multilateral Trading System

The multilateral trading system has been inducing and monitoring freer trade on the
basis of non-discrimination, transparency, fair competition and encouragement of
development and economic reform (WTOa). At a first glance, the establishment of the EU
might be regarded as a contradiction with the non-discrimination principle of the multilateral
trading system. Nevertheless, provided some conditions, the system enables exceptions for
the establishment of free trade areas and customs unions. Article XXIV of the GATT 1947
allows the establishment of free trade areas and customs unions reaffirming that the aim of
these kind of economic integrations should be to facilitate trade between the constituent
territories and not to increase trade restrictions to the trade of other WTO members with
such territories and that in their formation or enlargement the parties to them should to the
greatest possible extent avoid creating adverse effects on the trade of other WTO member
countries (WTOb).
According to Mortensen (2009: 83), multilateral trading system enabled the
establishment of the EU in advance. The EU was the first economic integration experience
within the multilateral trading system. It might be regarded that the multilateral trading
system has given the EU a chance to play an important role within the system in shaping the
trading rules. Moreover, it might be a good example of an economic integration compatible
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with the multilateral trading system and thus would encourage new economic integration
initiatives.
2.2.

Status of the EU within the Multilateral Trading System

The status of the EU within the multilateral trading system had been evolved. When
the GATT was signed in 1947, the founding fathers of the EU were the sovereign contracting
parties of the multilateral trading system. Nevertheless, over the time, the European
Commission has acquired the status of a contracting party on behalf of the EU in trade issues
(Bourgeois, 2000: 71). Since then, the multilateral trade negotiations have been conducted
and finalized by the European Commission without the approval of the member states.
Along with the establishment of WTO in 1995, the EU became an individual member
of the multilateral trading system. According to the Article XI of the Marrakesh Agreement
which established the WTO, the contracting parties to GATT 1947, including the EU
Member States and the EU would become original members of the WTO. Regarding the
voting which is explained at the Article IX of the Marrakesh Agreement, each member of the
WTO has one vote. On the other hand, the EU has a number of votes equal to the number of
its Member States that are members of the WTO.
There have been criticisms on EU representation in the WTO mostly about the double
presentation since both the EU and its Member States have been formally represented within
the WTO system. At that point, it should be reminded that the decisions within the WTO
system are taken by consensus though there is a WTO decision-making procedure. Thus,
those critics seem to be undue criticisms mostly asserted by the US (Mortensen, 2009: 82).
2.3.

EU within the Multilateral Trading System: GATT 1947 Years

The founding members of the EU have been the active participants of the multilateral
trading system since the entering into force of GATT in 1948. However, it should be
remarked that the EU was not a contracting party by itself at the GATT 1947 process until it
has gained a legal status and has become an international organization with the birth of its
successor, WTO.
Actually, the origins of the multilateral trading system for the founding members of
the EU dates back to the establishment of the Organization for European Economic
Cooperation (OEEC). The OEEC came into being in 1948 as a permanent international
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organization which would administer the US financial aid program for the re-construction of
the post-war European economies.
Among the promotion of cooperation for the economic recovery of Europe and related
collaboration aims, there were goals of reducing tariffs and non-tariff restrictions for the
expansion of trade. As such, the OEEC was not only a part of the multilateral trading system
but also a basis of the European integration. Even though, the OEEC worked in conjunction
with the GATT 1947 in reducing the impediments on the free movement of goods, its success
was very limited (Urwin, 1991: 21). In other words, free trade distortions maintained at the
OEEC times.
The founding members of the EU were also taking part at the OEEC which became
the Organization for Economic Cooperation and Development (OECD) afterwards. Thus, at
the beginning of the 1950s, the six founding members were actively participating within the
GATT and laying the foundations of a deeper economic integration alongside the OEEC
experience.
In the early years of GATT 1947, the internal interests of the EU dominated the EU’s
acts and behaviors within the multilateral trading system. The EU’s multilateral trading
position was shaped by its internal trade priorities. Thus, conflicting interests were appeared
within the multilateral trading system. It should be acknowledged that most of the EU’s
controversies within the multilateral trading system was arising due to the trade conflicts
between the EU and the US. In the early years of GATT 1947, trade restrictions became one
of the main controversies between the EU and the US. In 1950s, both parts could not agree on
the balance of trade concessions because both sides preferred the protectionist status quo
(Dür, 2008: 655).
Moreover, the US exporters were worrying about a probable trade diversion effect of
the establishment of the EU. According to Piquet, Kreinin and Benoit, the US exports of
electrical and industrial machinery, machine tools, certain chemicals and cars would likely
suffer from trade diversion (Piquet, 1958: 133; Kreinin, 1959: 618; Benoit, 1961: 172). This
so-called neo-mercantilist attitude of the EU has been more or less tolerated by the US.
However, the same tolerance was not given when the matter comes to the Common
Agricultural Policy (CAP) of the EU. The CAP was one of the most protectionist policies of
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the world economy which has ever seen. In spite of the complaints and the claims of the US
as well as the other GATT 1947 signatory states, the EU achieved to fend off the demands for
agricultural market liberalization in 1960s. Thus, at the trade negotiations under the auspices
of the Kennedy Round in 1960s, the EU was discerned as a self-defendant GATT party.
The EU’s self-defensiveness was not changed so much during the Tokyo Round of
trade negotiations in 1970s. This time there were the non-tariff restrictions on the negotiation
table and the GATT 1947 was weak and insufficient in combatting with these new type of
protectionist measures. Fortunately, there appeared a policy shift within the EU from selfdefendant status to a more compatible attitude with the multilateral trading system in 1980s.
Consequently, the Uruguay Round of trade negotiations which was started in 1996 finalized
in 1994, giving birth to an international organization, the WTO, responsible from the wellfunctioning of the multilateral trading system.
2.4.

EU within the Multilateral Trading System: WTO Years

The WTO was born after an eight years of birth pangs at the Uruguay Round of trade
negotiations. The EU acted together with the US on the inclusion of the services (LealArcas, 2007: 369) and intellectual property rights to the WTO mechanisms. Agricultural trade
and the CAP as a whole have continued to be problematic but the successes on the GATS and
TRIPS have undermined the negative effects of the agriculture issue.
After the establishment of the WTO, the EU had become a more active and
enthusiastic participant of the multilateral trading system. The EU had tried to put the labor
standards, environmental issues, public procurement and competition rules on the WTO
agenda. At the First WTO Ministerial Conference which was held in December 1996 in
Singapore, the EU gave a priority to the trade and investment, trade and competition policy,
transparency in government procurement and trade facilitation subjects, referred to Singapore
Issues. Although there was not a concrete step towards their implementation, Singapore
Issues entered into the agenda of the WTO with the WTO Singapore Ministerial Conference.
Soon after the Uruguay Round, the EU promoted to launch a new round of trade
negotiations in 1999 called Seattle Round. Nevertheless, Seattle Round is recognized with the
street protests of the anti-globalization activists not with the achievements on the trade
negotiations. The oppositions were mainly on the furthering of the trade liberalization
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through new subordinating issues like environment, working conditions, commodity
standards which were mostly encompassing the Singapore Issues.
However, the Seattle Round failure was almost a stimulus for the EU in engaging with
the multilateral trading issues. Former EU Commissioner, Sir Leon Brittan proposed to start
up a new round of trade negotiations which was called Millennium Round (Jonquieres, 1999:
2). According to the EU, this new round of trade negotiations had to be initiated by 2000.
Consequently, the new round of trade negotiations begun in November 2001 in Doha
with an agenda incorporating a special emphasis to economic development. Thus, this new
round of trade negotiations is referred to Doha Development Round and its scope is called
Doha Development Agenda (DDA). Singapore Issues were subordinated at the Doha Round,
paving the way to the economic development issues and vulnerabilities of the least developed
and developing economies. Next to the Singapore Issues, the DDA became the one of the
most important trade priorities of the EU in 2000s.
Unlike the other round of trade negotiations, the main promoter of the Doha Round
was the EU. In all the previous GATT negotiation rounds, the primary inducer was the US. In
that sense, Doha Round has a very special and significant importance for the EU. Former EU
Commissioner Pascal Lamy defined the EU’s general priorities in the DDA as better access
to markets, further liberalization of agriculture, giving developing countries a better deal,
protection of the environment, better international governance and promotion of sustainable
development at a conference with representative of civil society organized by the Cercle
Européen of Confrontations in Brussels. (Lamy, 2001). It is explicitly understood that the EU
did not give up to pursue its prospects for Singapore Issues but added to them an economic
and sustainable development dimension at all.
Actually, the development emphasis of the Doha Round was supported by the need to
address the economic development asymmetries of the WTO Member States and to induce
the developed countries to open up their markets to the exports of the least-developed and
developing countries. In one hand, this development emphasis was in conformity with the
EU’s sustainable development strategies. On the other hand, the implications of a
development round were uncertain and ambiguous for the US (Ahnlid, Elgström, 2014: 81).
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Despite an ambitious start up, the Doha Ministerial Conference put off almost all the
subjects to the next Ministerial Conference, scheduled in 2003.

The reason of this

postponement was a general disagreement among the WTO Member States on the future
agenda of the WTO. However, disagreement sustained at the Cancun Ministerial Conference
which was held in 2003 and the negotiations on the DDA collapsed due to a robust NorthSouth debate on the agricultural issues. The most uncompromising Northern counterparts
were the EU and US. On the other part of the debate, there were the Southern least-developed
and developing counterparts whose demands were mostly rejected by the Northern.
Moreover, the Southern countries did not accept a deal which they regarded unfavorable and
established two different country groups within the negotiation process, namely the G-20 and
G-90 countries. The G-20 countries were the middle-income developing countries while the
G-90 constituted poorer developing countries (Leal-Arcas, 2007: 380).
The Cancun Ministerial Conference has constituted a stumbling stone for the
multilateral trading system from two important aspects. The first aspect is that the everincreasing crisis on the legitimacy of the WTO was explicitly revealed for the first time at the
Cancun Ministerial Conference. The second aspect is the country gatherings. The WTO
member countries formed country groups so as to speak in one voice at the issues in which
they have common concern. From Cancun Ministerial Conference on, it is understood that it
would not be easy to reach a consensus on a WTO issue. That’s because of the conflicting
interests of the WTO member countries and lack of a common WTO-wide concern. This is
actually a fact stemming from a growing asymmetry among the WTO member countries.
Following the failure of the Cancun Ministerial Conference, the WTO Members
agreed on a framework in July 2004, referred to July 2004 Package, to keep the DDA alive.
The July 2004 Package focused on five priority areas, namely agriculture, non-agricultural
market access (NAMA), development, trade facilitation and services. Regarding the
intellectual property, environment and the other related issues, the Package emphasized the
importance of the negotiation process, leaving them to an unknown procedure (WTOc).
July 2004 Package paved the way to the Hong Kong Ministerial Conference in 2005.
Agriculture was the main fault line among the WTO members as well as NAMA and services
issues. Groups of countries continued to dominate the negotiations. Ad hoc groups of
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countries come together on specific issues. At the end, a slow but solid progress was achieved
(Wilkinson, 2006: 292).
As of January 2018, five Ministerial Conferences were held following the Hong Kong
Ministerial Conference, being the Buenos Aires Ministerial Conference latest in December
2017 (WTOd). In each of the Conferences, the WTO members proclaimed their commitments
regarding the DDA without any worthwhile progress. Consequently, the multilateral trading
system is not at a deadlock but going at a snail’s pace.
Although the EU has been the main promoter and introducer of the Doha Round of
trade negotiations and the DDA itself, the status-quo is not satisfactory in terms of its
prospects and far from its expectations. Singapore Issues have been left behind without any
concrete steps. Agricultural issues and the NAMA have preceded trade and investment, trade
and competition policy, transparency in government procurement and trade facilitation
subjects.
It’d be appropriate to end up this part with the words of the EU Trade Commissioner
Cecilia Malmström who evaluated the outcomes of the latest Buenos Aires Ministerial
Conference: All WTO members have to face a simple fact: we failed to achieve all our
objectives and did not achieve any multilateral outcome. The sad reality is that we did not
even agree to stop subsidizing illegal fishing (European Commission, 2017a).
3. EU’s New-Age Partnerships within the New External Trade Policy
As we have briefly examined, the EU has been an active partner of the multilateral
trading system since GATT 1947. Despite some tough agricultural trade conflicts arising
mainly from the CAP, the EU had never given up to rely on the procedures and
implementations of the multilateral trading system. Nevertheless, it hasn’t relinquished to
conduct its own preferential trade relations with the countries all over the world. Actually, the
EU’s preferential trade relations are compatible with the Article XXIV of the GATT which
lets the WTO members to conduct preferential trade relations, providing the conditions
defined at the Article.
The EU has established various forms of preferential trade relations with numerous
countries in different geographies. They are mostly in the form of preferential trade
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agreements (PTA), free trade areas (FTA) and customs unions (CU). These different forms of
preferential trade relations constitute petit trade regimes that link countries in various ways
(Panezi, 2016: 1). Those discrepant trading links resemble a spaghetti bowl as Bhagwati has
suggested (Bhagwati, 1995).
Even though the examination of the preferential trade relations of the EU is out of the
scope of this study, a brief summary would be adequate. It should be mentioned that the EU
has given priority to the developing countries which had once colonial relations with some
Member States. These are referred to African Caribbean and Pacific (ACP) countries and
have been enjoying a special trade regime that enables unilateral trade preferences to them.
Mediterranean countries have also been privileged trade partners of the EU though a
sufficient policy outcome has not attained so far. The EU started Everything But Arms (EBA)
initiative in 2001 for the least-developed countries to let their exports to access to the EU
market duty-free and quota-free. Apart from them, there has been a Generalized System of
Preferences (GSP) for the least-developed and developing countries since 1971. These
constitute examples of the EU’s preferential trade relations with mostly the least-developed
and developing countries with a special emphasis of mentoring for their economic
development.
On the other hand, the EU has established a very special relationship with Turkey.
This relationship not only covers trade but also a prospect for full membership of Turkey to
the EU when the required conditions are met. A customs union between the parties was
achieved in 1996 on the industrial commodities and accession negotiations for the full
membership of the EU were initiated in 2005. Turkey has been on the enlargement agenda of
the EU with its candidacy status. Next to Turkey, Albania, the Former Yugoslav Republic of
Macedonia, Montenegro and Serbia are the other candidate countries for the full membership
of the EU.
Until now, the preferential trade relations of the EU with the least-developed and
developing countries were briefly mentioned. Apart from them, the EU has also conducted
preferential trade relations with the developed countries. Among them, trade relations with
the US deserve a more detailed explanation. Despite a long history between the EU and the
US, trade relations were strengthen within the Cold War era. After the II. World War, the US
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acted as a mentor towards Europe in its reconstruction and fast economic recovery via
Marshall Plan. Establishment of the economic integration within Europe speeded up the
economic recovery. Soon after the establishment of the EU, trade dispute appeared between
the parties arising from trade protectionism. Trade disputes which were mainly on the
agricultural issues had continued until 1990s. Then, initiatives for a closer and solid
economic cooperation started not only to prevent the accelerated trade disputes between the
parties but also to offset the negative welfare effects of protectionism on the world economy
as a whole (Dağdemir, 2014: 32).
After a long lasting preparatory efforts and an ambitious negotiation process, a more
vigorous relationship, referred to Transatlantic Trade and Investment Partnership (TTIP) was
launched in July 2013. TTIP negotiations cover market access for agricultural and industrial
commodities, government procurement, investment, energy and raw materials, regulatory
issues, services, intellectual property rights, competition, dispute settlement, small and
medium-sized enterprises, sustainable development, customs/trade facilitation and state
owned enterprises (European Commission, 2013). When the scope of the TTIP negotiations
are examined, it is explicitly understood that they are more than the Singapore Issues.
Despite an accelerated start up, the negotiations for the TTIP has been slowed down
together with the new US administration. The parties denoted their commitments to the
success of the TTIP at latest negotiation round which was held in October 2015. Though
taking a back seat, the TTIP has still been on the privileged agenda of both the EU and the
US.
Alongside with the TTIP, the EU has initiated new trade agreements with Canada,
Japan and South Korea. The EU’s new trade agreement with Canada is referred to
Comprehensive Economic and Trade Agreement (CETA). The EU and Canada Joint
Ministerial Committee Under the Strategic Partnership Agreement was met on 4 December
2017 and reaffirmed a joint commitment to a progressive free and fair trade agenda and fight
against protectionism (EU-Canada Joint Ministerial Committee).

Moreover, CETA has

commitments to promote labor rights, environmental protection and sustainable development.
Regarding Japan, the EU finalized the EU-Japan Economic Partnership Agreement
(EPA) at the end of 2017. The EPA has been aiming not only to remove trade barriers but
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also to deal with protecting the environment, tackling climate change, securing access to
energy supplies and ensuring regional stability (European Commission, 2017b). According to
the EU Trade Commissioner Malmström; the EU and Japan share a common vision for an
open and rules-based world economy that guarantees the highest standards. The EU and
Japan are sending messages to other countries about the importance of free and fair trade
and of shaping globalization (European Commission, 2017c).
Another new-age partnership was concluded with South Korea. The EU-South Korea
Free Trade Agreement has been provisionally applied since July 2011 and was formally
ratified in December 2015 (Official Journal of the EU, 2011). Within the scope of this
agreement, there have also been common regulations on services, investment, competition,
government procurement, intellectual property rights, transparency in regulation and
sustainable development as well as the elimination of the trade restrictions.
All these new-age partnerships are embodied in the new external trade policy of the
EU. Actually, they have constituted the roots of the new policy which was launched by the
Trade for All Strategy in 2015. In other words, they were merely predecessors of the new
external trade policy of the EU.
4. EU’s New-Age Partnerships within the Multilateral Trading System
The EU has entered into the 2010s with various unpleasant formidable issues
surrounding and embracing itself. Negative effects of the global financial crisis emanated
from the US has still been affecting the EU economy. The legitimacy of the Euro as a single
currency and the effectiveness of the Euro-Zone has been ambiguous. There have been
hesitations on the deepening and widening of the EU. The EU has met a Brexit fact which
should be tackled after the decision of the United Kingdom to exit from the full membership.
Amidst all these unfavorable context, the EU has been trying enthusiastically to strengthen its
external trade policy.
Certainly, the deadlock of the DDA has accelerated the efforts of the EU in
designating and updating its external trade policy. The EU’s launching its new external trade
policy and coming to a halt within the multilateral trading system cannot be explained as a
simple coincidence. It should be remembered that the EU has been pro-active in shaping or
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updating its trade relations with leading economies of the world, namely the US, Canada,
Japan and South Korea since the beginning of 2010s. Yet, the announcement of the new
external trade policy of the EU, referred to Trade for All Strategy was in 2015. All these
developments prove that there has been a renovation within the external trade policy of the
EU that was begun in the first half of 2010s.
Actually, the new-age partnerships of the EU initiated mainly with the US, Canada,
Japan and South Korea have given the signals of the new external trade policy of the EU.
These partnerships are more beyond than the EU’s conventional preferential trade agreements
because they mostly cover services, investment, environment, intellectual property rights,
public procurement, competition rules, etc. simply once the EU had tried to incorporate
within the multilateral trading system.
Then, here comes the baffling question: Qua Vadis external trade policy of the EU?
By looking at the new-age partnerships initiated at the first half of 2010s, it is evident that the
EU would not just like to stand still within the multilateral trading system waiting for its
revival. If this is the case, then, would the EU like to export its own values on to the world
trade and surpass the multilateral trading system?
Essentially, there has been a common perception within the literature that the EU
exports its own regulations, merits and values to the world via its preferential trade relations.
The studies of Meunier and Nicolaïdis (2006: 907), García (2013: 535), Müller and Falkner
(2014: 11-12), Young and Peterson (2014: 183) regard the EU as a global actor which has
been promoting its own values. Actually, the EU is strengthening this perception on its own
terms. The EU Trade Commissioner Malmström announced in its forward to the Trade for
All Strategy that the new external trade policy would not project only the interests of the EU
but also its values (European Commission, 2015).
However, these perceptions are mostly about the preferential trade relations of the EU
with the least-developed or developing countries which constitute a hub-and-spoke type of
bilateralism. It is a common view of all that the EU has been trying to be a political and
economic mentor to the vulnerable countries by exporting its own values. Yet, preferential
trade relations have always been the main instrument of the EU in its mentoring.
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Nonetheless, it is hard to assert and believe that EU has been pretending to export its
own values and merits to the leading economies of the world, like the US, Canada, Japan and
South Korea. Even though the scope of the new-age partnerships is very broad, it would be
very hard to reconcile these new-age partners on such generous embrace without their
consent. Thus, it might be postulated that the EU together with its new-age partners would
like to sustain its global acting in external trade as well as in a wide range of issues related
with external trade.
Then, another essential question arises: In its global acting, would the EU by-pass the
multilateral trading system or commit itself with it as a point-guard 1? A probable answer
could be extracted from the Trade for All Strategy. Though it claims to respect for the
interests and the values of the EU, it also confirms the EU’s commitment to a forwardlooking program of negotiations to shape globalization. Priority would most likely be given
to the deadlocked DDA so as to give an impetus to the multilateral trading system which was
lagging behind.
Conclusion
The EU has always been a leading actor of world economics. It has been playing a
constructive role in well-functioning of the multilateral trading system since the signing of
GATT. Together with the establishment of the WTO, the EU has tried to enhance its
efficiency in conducting a new and forward-looking agenda for the multilateral trading
system. It has endeavored to incorporate investment, competition, government procurement
and trade facilitation subjects, referred to Singapore Issues into the multilateral trading
system. Next to these new subjects, it has promoted the DDA and tried hard to keep the
negotiating countries on the table.
Alongside with the prominent role within the multilateral trading system, the EU has
conducted its preferential trade relations with various countries. Most of the preferential trade
relations of the EU have resembled to a hub-and-spoke type of bilateralism, allowing the EU
to export its own values and merits for the economic and political stability of its partners.
1

Point-guard is a basketball team’s best ball handler and passer. Thus, he/she leads his/her team in assists and steals.
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However, it would be fallacious to denominate the new-age partnerships of the EU which
were launched with the US, Canada, Japan and South Korea within the same category.
Instead, the EU has been pretending to regulate new trade-related issues with its new-age
partners.
The new-age partnerships have been initiated soon after the deadlock of the DDA and
shouldn’t be regarded as a basic coincidence. They were almost the messengers of the new
external trade policy of the EU which was briefly expounded at the Trade for All Strategy. It
would be adequate to interpret all these new initiatives of the EU as efforts to maintain the
multilateral trading system on the track which has deadlocked for more than a decade.
Consequently, it wouldn’t be wrong to postulate that the EU would like to be the point-guard
within the multilateral trading system in facing global challenges together and designating
multilateralism for the benefit of all.
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