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Foreword

It was our great pleasure to inaugurate our neindaibl bi-annual peer reviewed
academic journal ‘International EntrepreneurshigiMj earlier this year. The jour-
nal is a multi-disciplinary and multi-contextualujmal, dedicated to serve as a
broad and unified platform for revealing and spnreg@conomics and management
research focused on international business, intienma economics, and especially
international entrepreneurship.

For the first 2-3 years of our activity, we decideduse a double recognition.
During this time, each issue will focus on a salddbpic, forming a monograph
with the ISBN number (the articles will be consiltras book chapters). Parallel
to that, we will consequently search for our owacel on the publishing market and
build our image as a journal dedicated to entregureship. We will continue using
the ISSN number for periodics. We do look forwardeaching international read-
ers and gaining our own position among other josrttaough continuous efforts,
commitment and dedication.

The theme of the this issueligernational Business and Global Economy. It
links economics with management by exploring glaiggortunities through par-
ticular businesses. We believe it is extremely irtgott to recognise global oppor-
tunities, which have resulted from globalisatioheTissue consists of 9 papers re-
vealing various aspects of international busineskits context.

Ireneusz Janiuk, Mirostaw Jarosinski andNatalia Ribberink, in their arti-
cle, Comparative study of Polish and Dutch meat industry exports with the example
of top Polish meat exporters exploiting international opportunities, study the meat
industry export from the Netherlands and Poland, aamalyse interconnectedness
of this industry in these two countries.

Vijay Narayanan presents in-depth literature review on internatlsation
of the firm in business studies. The paper provit®sonly reach overview of in-
ternational literature but also its assessmentcaitidism.

Krzysztof Wach, in the article entitledRole of culture in international busi-
ness:. A synthetic review, presents main classifications and typologiesuttucal
behaviour in international business practice state¢de subject literature.

Ucha Surmanidzeinvestigates the influence of FDI inflow on loealtrepre-
neurship as well as business climate and its impafbreign investments in Geor-
gia. The time period of the analysis is as follo2@05 — 2014.

Drago Pupavac, Helga Pavi Skender and Aleksander SkendZz¢, in the
article, Employment in distributive trade: Croatian experience and expectations,
analyse relationship between Gross Domestic Prd@IeP), number of total em-
ployment and the number of distributive trade emeés in Croatia in years 2000
—2001.
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Leszek Kwiecnski presents qualitative scrutiny of factors that datee pro-
innovation processes in the European Union. Thénéwtiakes into consideration
European as well as regional level.

Rasidat Adejoke OladapoandAbedakin Simeon Asajudescribe position
of market cycle in the quality of office propertyiestment advice given by prop-
erty managers in Victoria Island Lagos in Nigeria.

Strategic implications of voluntary disclosure dhe application of the legit-
imacy theory byBelle Selena Xiaexplores theoretical and empirical aspects of
various dimensions of corporate disclosure.

The last paper of the issue entitled: Measuringvgitof the firm: Theoretical
considerations biRobert K. Gruenwald consists of two section. The firs one de-
scribes basic measures of firms’ growth. The seaova] presents particular case
of growth — measures of high — growth and hypewmgno

We do hope you will find these works of much inggrend we invite you to
participate in our academic conversation, for whighhave set a stage in the form
of our new journal.

Agnieszka Gtodowska
Krzysztof Wach

Krakéw, December 2015
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Abstract:

Today’s world is more and more interconnected and sts economy. This is especially visible

on the example of EU meat industry which accoumtsiore than 16% of the total meat production
and around 15% of the meat trade worldwide. Thepppesents meat industry exports from the
Netherlands and Poland, both countries ranked arh@nagp exporters of meat in EU and not only,
and the interconnectedness of the industry in theseountries. A comparative analysis of meat
industry composition and export activities in thetierlands and Poland shows a lot of similarities
and allows for identification of push factors tllive internationalisation of meat producers in
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both countries. This is a starting point for in-depth analysisowf two leading Polish meat ex-
porters,GK Sokotéw S.AandFarmutil S.A, exploit international opportunities.

Keywords: internationalisation; meat industry; internationalisatioRolish firms
JEL codes F23, M16, N64

1. INTRODUCTION

Today’s world is more and more interconnected ani $¢s economy. This state-
ment is even more accurate when speaking abouSitigde European Market.
When one looks at the flow of goods and servicesaam easily see how different
products (especially goods) circulate around theketaCompanies buy products
in particular countries and at the same time otloenpanies, even from the same
industry export their products to the same cousitffénis will be observed in this
article on the basis of meat industry in the Nd#rels and Poland.

The objective of this paper is to present the aaenectedness of meat indus-
try in the Netherlands and Poland and show howsRatieat exporters exploit in-
ternational opportunities. The article starts tfith literature review on internation-
alisation. Then a general overview of European nmehitstry is presented which is
followed by a short analysis of first Dutch andrtieolish meat industry. This is
succeeded by more detailed analysis of Polish exgatrts and presentation of two
the most important ones.

2. INTERNATIONALISATION AS A FIRM'S GROWTH STRATEGY

The strategy of internationalisation is one of fhedamental corporate growth
strategies, which in the present increasingly diebd environment appears to be
the most natural strategic direction for both thediam-sized and the large enter-
prises as well as for the small ones. It is acpuatie of the proposed growth paths
recommended by Ansoff back in 1950s when he crebtedamous model of
growth strategies (see Ansoff, 1957). The stratggith he proposed was called
market development and although it could be undedsas finding new groups of
customers, the new customer groups could be ongeegraphic market. This is
shown more explicitly in his new model where onetlad dimensions is called
served geographic markefsee Ansoff, 1987, 110).

In some way Ansoff's proposal of market growthecpry is in line with the
sequential development model. The sequential dpuedot model (see in detail
Johanson & Vahilne, 1977, 1990, 2003, 2006, 20083 idson & Wiedersheim-Paul,
1975), or as it is often referred to thaged international expansion modébhn-
son, Scholes & Whittington, 2012) or just stage mode{Hollensen, 2011), pre-
supposes that after a long period of growth onditraestic market a firm begins
its expansion into another country market whiotlase in terms of psychic as well
as cultural distance and strive to achieve a signif position by means of increas-
ing its organisational and capital commitment talyeentered market, as it “builds
market knowledge and capabilities” (Johnson, Sch&l&Vhittington 2012, 178).
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Only when this objective is achieved, a firm entemsther foreign market and at-
tempt to strengthen its position there as wellsTdind of activity results in slow
but gradual internationalisation of business attivi

Hence, many companies regularly decide to "stamlliSmat first and then
gradually increase their scope of activities. Tdyiproach to internationalisation
helps to minimize the risk as the risk of a maretry is in correlation with the
amount of investment set in place; meaning thahigber the investment is, the
higher is the risk involved (Lasserre, 2012, 210).

The alternative is to “start small” but expand diypion international markets
very often immediately after or soon after settigga company and engaging in
dynamic development on a number of markets. Tlis tf enterprise development
is consistent with the model of early internatiésetion, which states that, despite
the psychic and cultural distance, firms enter mome foreign markets already at
the beginning of their operations and even frequeghore the domestic market
at the start.

Oviatt & McDougall (1994) in their early researahedyse firms’ engagement
in the process of internationalisation. They titas a company’s natural evolution
process and distinguish four types of enterprisas dre engaged in international
activities in different ways. Two of these typesrely Export/Import Start-ups
andGeographically Focused Start-Upecus their attention on a few foreign mar-
kets on which they are known. The third categdfylfinational Trader$ conduct
operations on numerous foreign markets using thesting distribution networks.
This signifies continuous expansion of activitywaadl as seeking opportunities for
trading on new foreign markets which is in linetwilhe stage model. However the
behaviour of the forth category of firms descrilzadslobal Start-Upss charac-
teristic for early internationalisation model. Tedsms undertake the most radical
activities on a number of foreign markets quitdyeir their development process
(Oviatt & McDougall, 1994).

Knight, Madsen & Servais (2004) explain that theesian for such an “aggres-
sive” behaviour of early internationalising firmsaynlie in the fact that they engage
in expansion on foreign markets in the sectorsigiog an opportunity of achiev-
ing competitive advantage quickly gaining consité&amarket share. The enter-
prises search for markets with conditions more @@able than those on domestic
ones. Quick internationalization allows them toidwvihe barriers of growth con-
nected with the domestic market being saturated fipe of internationalisation
is characteristic for small and medium-sized emtseg which engage in interna-
tional expansion relatively soon after they areuget

The analysis of internationalisation processes am®pjuite a large stream of
literature. Such analyses appear more and moradntly also in Polish research
(e.g. Morawczyiski, 2007; Jarosski, 2013; Danik & Kowalik, 2015). The Polish
stream of research indicates that both interndiigataon models are followed by
Polish firms but generally speaking although a merable percentage of Polish
firms undertake internationalisation their levelasfgagement is usually limited.
Polish firms usually limit their activity to sevéfareign markets and concentrate
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mainly on the broadly defined European market. e of foreign sales in total
sales is most often at a low level. A still relativ small number of enterprises
engages in foreign direct investment or uses didraers of activity on foreign mar-
kets such as licensing or franchising. Still theshqmopular mode of entry and op-
eration on foreign markets is exports (Jarsisi, 2013).

3. EUROPEAN MEAT INDUSTRY — BRIEF OVERVIEW

Meat production is one of the most important adtical sectors in the European
Union, with four major meat product categories g mieat, poultry meat, bovine
meat, and sheep and goat meat — being producesljroea and traded. The eco-
nomic relevance of the sector is underlined byféoe that animal production —
covering output for animals and animal productgeoants for almost 44% of the
total European agricultural output (Eurostat, 20T#)e objective target set by the
European policymakers is to stimulate the prodmctibqualitative, nutritious and
affordable meat. This goal is undermined in thedanodification of the European
Common Agricultural Policy (CAP), requiring a.oegning of agricultural systems
by livestock farmers, if they wish to preserve theicome and offer products
geared to market needs and to society’s demarehtoronmentally friendly farm-
ing practices (Eurostat, 2015).

The European Union is one of the leading meat preduworldwide account-
ing for more than 16% of the total meat productiow around 15% of the meat
trade worldwide (European Commission, 2015).

4. DUTCH MEAT INDUSTRY EXPORTS OVERVIEW

The Netherlands — being a country with relativatyaf and predominantly satu-
rated market — is strongly dependant on internatibmde and is ranked as a lead-
ing exporter in selected goods and services, anatimgrs agricultural products,
including meat and live animals. Another factortecifauting to a strong export ori-
entation is a fact that the Dutch meat consumggon a shrinking trend reflected
in around 1% decrease annually over the last y@aes in a row. The current av-
erage level of meat consumption is equal to 84gkdmme a year per capita (CBS
Netherlands, 2015).

Table 1 represents the composition of Dutch expmrgs the last 4 years and
their regional distribution. As shown in Table & tshare of food and live animals
accounts for 13.2% of Dutch exports in 2015, wheré®% are intra-regional or
intra-European exports. Furthermore, the expodmeis both for the world as well
as for indicated regions are increasing.

Around 15% of food exports are represented by regports. In 2013 the
value of meat exported by Dutch producers amoutue8.3 billion euro (CBS
Netherlands, 2014). The largest consumers of Doteht are shown in Table 2.
The largest two consumers of Dutch meat — spedtifipark, beef and poultry —
are Germany and the United Kingdom and accounglimost 40% of exports.
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Those two are followed by France consuming the arotiDutch meat having
a value of 817 million euro, or less than a halGerman consumption. The top-10

Table 1. Composition of Dutch export flows, 2012-2015, iitlion euro
Total goods Food and live animals

2012 2013 2014 2015 2012 2013 2014 2015
World 429 711 433109 433405 427264 50047 53871 55974 56615

EU 311724 317031 316949 308 727 39904 42947 43940 44210
Non-EU 117993 116079 116457 1185384 10143 10924 12034 12405
Source: CBS Netherlands, 2015.

export destinations for Dutch meat are Europearmt/niember states (see Table
2). The first exotic non-European market appearsaai 11 and is represented by
Hong Kong, being presumably an entry port for thiére Chinese market. Despite
the attractive market size and domestic demandhinaCthe respective share of
Dutch meat exports of 2.0% is still pretty moderatevertheless, Chinese market
and Asian region as a whole is seen by Dutch egpo#s an attractive business
opportunity in the long run.

Table 2. The top-20 consumers of Dutch meat, 2013, in omlkuro
Meat exports from the Netherlands

Countr
y EUR million % of total

1 Germany
2 United Kingdom 1409 16.9
3 France 817 9.8
4 Italy 758 9.1
5 Belgium 513 6.2
6 Denmark 333 4.0
7 Greece 332 4.0
8 Spain 260 3.0
9 Sweden 219 2.6
10 Ireland 204 2.5
11 Hong Kong 168 2.0
12 Poland 160 1.9
13 Russian Federation 115 1.4
14 | Czech Republic 95 1.1
15 Portugal 92 1.1
16 Austria 89 1.0
17 South Africa 68 0.8
18 Romania 66 0.8
19 Hungary 62 0.7
20 | Japan 55 0.6
Total: 8300 100.0

Source: CBS Netherlands, 2014.
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The Russian Federation is ranked as number 13 escwliats for 1.4% of
Dutch meat exports only, which provides an explanafor relatively harmless
impact of trade sanctions imposed by Russia in 201Butch meat suppliers. An-
other argument could be the fact, that a time gpaome Russian sanctions being
in force was limited by 2 years only. In June 2@&&cted meat producers — spe-
cifically beef (e.g. Van Drie Groep) and poultnpgliers — in the Netherlands were
allowed to serve the Russian market, together Svitkher countries, namely ltaly,
Denmark, and France (Bourenbusiness, 2015).

Poland accounts for 1.9% of Dutch meat exports @vatpto 4.5% of Polish
meat exports going to the Netherlands respectivilys evidence of intra-indus-
trial trade reflects a modern trend in consumpgiatiern of todays’ consumers de-
manding a wide range of product features and pitodariety offered in a market.
The latest is another argument in support of irstiomalisation efforts pursued by
enterprises in the sector in both countries.

A closer look at the relevant international tratigistics leads to a conclusion
that the Netherlands is predominantly involvedinect exports of meat. The share
of transit trade in agricultural products and larémals is moderate, with annually
only 3% of these goods being re-exported from teéhbrlands in time period of
2012-2014 (the number of 3% stayed stable ovewtime period) (CBS Nether-
lands, 2016). Thus, international processing dewi e.g. within internationally
dispersed supply chains, in this sector are limitedl the major part of meat and
meat products being exported has their countryigfro(COO) in the Netherlands
and is respectively labelled. Table 3 provides erdew of Dutch meat industry
composition, specifically focussing on suppliers.

Table 3.Overview of Dutch meat suppliers (amount in nurspe2010-2015

Farm type 2013 2014
All farm types 72324 703920 68810 67481 65507 63913
Specialist grazing livestock 380p4 37041 36682 36086 35204 33641
Mixed livestock holdings 107 942 819 724 684 660
Mixed crops / livestock 1859 1794 1677 1619 1547 1451

Source: CBS Netherlands, 2015.

The numbers shown in Table 3 let formulate an apsiom of gradual con-
solidation of meat suppliers, both in all-farm-tgpegment as well as in individual
groups of farms. This aspect will be further inigestied in the following section,
while taking a closer look at one representativessator of Dutch meat industry,
namely pork production.

The export of pork from the Netherlands reache20ib5 the highest (record)
level of 944 million kilogramme or 6% increase cargd to 2014. Due to a low
price the export value was 4% lower than in 201dhaas equal to 1.8 billion euro.
As for regional distribution the remarkable growths seen in Asia. The share of
Dutch pork exports to Asia has doubled over thetlae years and was in 2014
equal to 316 million euro (CBS Netherlands, 2016}3his perspective Dutch meat
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exporters follow the general European trend andrektheir export volumes to the
Asian region, a trend supported by policy-makersugh various trade agreements
(e.g. FTA) facilitating additional internationahtte flows.

The Netherlands is the sixth largest pork meat ggpand, thus, an important
trade partner in this segment of internationaldraable 4 shows the 10 largest
pork meat exporters worldwide.

Table 4. The top-10 largest pork meat exporters worldwfd,4, in million euro

Rank Country EUR million
1 Germany 3801
2 United States 3668
3 Spain 2545
4 Denmark 2429
5 Canada 2113
6 Netherlands 1826
7 Belgium 1268
8 Brazil 1088
9 France 840
10 Poland 694

Source: CBS Netherlands, 2014.

Besides pork meat Netherlands is a large expofteveanimals (pigs). In
2015 the volume of these exports was equal 780omi#uro. This is 14% lower
than 15 years ago. Almost 70% of exported live abhérgo to Germany. The second
largest market — with a remarkable gap to GermasyBelgium with 7%, followed
by Spain with 4% and Italy with 3.5% (ABN AMRO, 201 As for the industry
composition a trend of market consolidation in pméat segment is evident during
the last 15 years and is demonstrated in Table 5.

Table 5. Market consolidation in Dutch pork meat segment

Year Number of companies Number of heads (pigs), in million
2000 14 500 13.1
2003 10 700 11.2
2006 9000 11.4
2009 7600 12.2
2012 5900 12.2
2015 4900 12.6

Source: CBS Netherlands, 2015.

The number of companies went down over the lageabs, whereby the num-
ber of heads per enterprise increased from 90@.t@%50, which reflects a trend
of market consolidation in a given segment. Theomdjivers for consolidation of
pork meat segment in the Netherlands could beifiegss follows:

1. Market consolidation is as a rule collateral teeinationalisation within an
industry and defined through ascending M&A dynamics
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2. Increased pressure from retailers leads to loweeprand reduced profit mar-
gins, both for meat and meat products. The latesih@s suppliers to increase
their market power and efficiency through consdlata

The composition of production chain in Dutch mewtustry goes from farm
to slaughter, then to warehouses, trading compamiésetailers. The number and
major classification of Dutch farms was shown ib[€3. In order to provide some
corporate examples within the industry the largestpanies in slaughter segment
are selected — based on humbers provided by thehDMinistry of Economic Af-
fairs (Ministerie van Economische Zaken, 2012) & smmmarized in Table 6.

Table 6. The largest Dutch slaughters by units per yeak220

Company Region / Location Units per year

1 | Vion Food Group Noord-Brabant / Tilburg more than 75000
2 | Exportslachterij J. Gosschalk en Zn Gelderland / Epe more7 8000

3 | Wadden Vlees Friesland / Dokkum 25000-75000
4 | Abattoir Amsterdam Noord-Holland / Amsterdam 25000-750Q0
5 | Van Hattem Vlees Gelderland / Dodewaard 25000-750p0
6 | Tomassen Noord-Brabant / Someren 10000-250p0
7 | Wouters Utrecht / De Hoef 10000-2500(

8 | G.J. Hutten en Zn Overijssel / Nieuw Heetep 10000-25000
9 | Slachthuis Nijmegen Gelderland / Nijmegen 10000-25000

Source: Ministry of Economic Affairs Netherlands, 2012.

As the domestic market is saturated and even siagnaompanies active in
Dutch meat production industry look for other sasrtor growth, usually available
abroad. Not only exotic non-European destinaticesod special interest in this
perspective. Also in Europe some drivers for grothttough internationalisation
are given. One source of competitive advantagdfdch meat producers is, for
instance, generated through renewed implementafiomnimum wage policy by
German meat producers. This will stepwise redueeettisting gap in labour costs
between German and Dutch suppliers and improve etitiye position of Dutch
meat industry. Further investment in innovationpioved product quality and ef-
ficiency are further sources of competitive advgatavhile serving international
markets.

5. POLISH MEAT INDUSTRY EXPORTS OVERVIEW

Exports of Polish products and services have by increasing for years. In
2010 they amounted to 120 billion euro and in 2@ltdady to 166 billion euro,
which is an increase of almost 40%. The shareefdbd industry in the exports
has been increasing systematically as well. In Z8dland was exporting agricul-
ture and food products worth 13.5 billion euro.sSalue rose by 21.9 billion euro
in 2014 and was supposed to reach 23.5 billion byre end of 2015 — see table
7.
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Table 7.Polish food products export’s value and growtH,®@015 (in bin EUR

Export value 13.5 15.2 17.9 20.4 21{9 23
Export growth rate (year-to-year) — 12.6% | 17.7%| 14.09 7.3% 7.3%
Source: Agencja Rynku Rolnego, 2015 — preliminary data.

ol

In 2014 the dynamics were affected by the plungekéa East. Problems with
food began already in the first quarter of 2014.0Taases of the African swine
fever discovered in eastern Poland blocked the rexpd pork not only to the Rus-
sian market but also to other markets outside te gEimarily those in the Far
East. As a result of the slowdown the stocks gred/tae livestock prices plum-
meted. This was followed by trade sanctions impdsedRussia after which the
exports of food classified as products of plangioridecreased by 17.6 p.p.
(Wozniak, 2015).

The European Union is the main recipient of Polstd products — 82% of
exports is directed to EU countries. The leadingjtim is taken by Germany with
22% share in EU meat imports from Poland. Subsedquarkets and their shares
in the Polish exports include: the UK (9%), the @z&epublic (7%), France (6%),
Italy (6%) and the Netherlands (6%) (¥Whiak, 2015).

Polish firms attempted to compensate for the dsered exports to Russia
and Ukraine with the sales to Belarus and Kazakhstawever, both Belarus and
Kazakhstan reduced their import from Poland in fitet eight months of 2014
which did not allow Polish producers, whose salesewdirected to Russia and
Ukraine, to fully compensate for their losses.

The decrease of the demand in the East was contpdrisaexports to Euro-
pean Union markets, which might be explained byr theximity. Nevertheless,
the biggest profits may be generated on distantiakyg markets such as Asia and
Africa. Vietnam, for instance, may turn out to bemf the prospective markets for
Poland. Its economy accelerates by almost 6% alyndéetnam’s middle class
and its purchasing power are on the rise. Oneehtlvantages of this direction is
also the friendly attitude of the Viethamese people

Other prospective markets include: India, IndongStina, Malaysia and the
Middle East (including the United Arab Emirates¥pEcially China still displays
a great potential. According to the president efBolish Information and Foreign
Investment Agency (PAlilZ) — Stawomir Majman, theogying middle class in
China as well as the lack of trust to domestic fpamuction offers Polish compa-
nies opportunities for increasing their exportsMajman's view, the high quality
of Polish products and the promotion of the foodustry can contribute to the
improvement of the turnover between Poland and £fazniak, 2015).

Apart from China, the markets of the Persian Gualfes are also attractive for
the Polish agriculture and food industry. Polisbd@roducts are one of the export
specialities offering opportunities for conquerthgse markets.
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The data concerning 2015 demonstrate that livestoelat and meat products
constituted the largest part of the agriculture owtl exports amounting to 20%
(EUR 4.7 billion). The exports of meat and giblere on the first position (EUR
1,638 million), while beef exports ranked the set¢BEUR 1,202 million). The
third largest exports involved processed meat ptsiiEUR 894 million), whereas
the exports of pork were on the forth position (E&® million). Just to compare
imports of livestock, meat and meat products cautstl in 2015 amounted to EUR
2.0 billion in value.

Over the last couple of years the exports of abéhgroups of products grew
in value but pork’s only deteriorated. Despite finet that in 2014 the entire export
of pork decreased, the customers from the EU psezhd5% more of it than they
did in the previous year. Also the exports of lteek dropped considerably. The
highest growth was recorded in the exports of bEeé. export volume rose by 26
p.p. against 2014. The second place was takengnyrexof meat and giblets which
rose by 20 p.p.

Looking at the meat market value in Poland it ats@adily rose over the past
five years starting from 4.6 billion euro in 201ddareaching 5.6 billion euro in
2015 (see Table 8). According to Canadean Reperstady growth should con-
tinue over at least next 4 years. The meat mar&letevin Poland is projected to
reach 6.7 billion euro in 2019.

Table 8.Polish meat market value and growth, 2011-2015n{mEUR)
| 2011 2012 2013 | 2014 | 2015 ‘

Market value 4575.4 51479 5275.p 5350.9 5586.0
Market growth (year-to-year) 3.9% 12.5% 2.4% 1.4% 4.4p%
Source: Canadean.

The analysis of Polish home meat market and Paotisat exports indicates
that the production of meat and meat products IariRbis steadily growing.

6. DANISH VS. POLISH MEAT INDUSTRY EXPORTS —
COMPARATIVE CONCLUSIONS

Comparative analysis of meat industry compositind axport activities in two
European countries — both ranked among 10 top &eqsoof meat — showed fol-
lowing similarities:

1 For the purpose of easier data comparison thesaltiexport revenues are expressed in euro. TtiendaBank
of Poland (NBP) exchange rate was applied to carilaervalues of sales revenues from PLN to EUR.tRer
2010 data: 1 EUR = 3.9603 PLN, rate of 31.12.26d0the 2011 data: 1 EUR = 4.4168 PLN, rate of 3(2Q11;
for the 2012 data: 1 EUR = 4.0822 PLN, rate of 32@12; for the 2013 data: 1 EUR = 4.1472 PLN, dite
31.12.2013; for the 2014 data: 1 EUR = 4.2623 Piale of 31.12.2014 and for the 2015 data: 1 EUR26%b
PLN, rate of 31.12.2015.
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— Domestic market saturation is one of the majoratg\for internationalisation
of companies within the sector in both countrieslight decline in domestic
consumption of meat — e.g. annual decrease of d86uluring the last 3 years
in a row in the Netherlands — also contributesits trend. Both countries see
and explore market opportunities in Asian regi@peeially China.

— Trade sanctions on selected meat products impgsBds$sia in 2014 had less
negative impact on exports from both countries thraginally estimated. This
could be explained by relatively high proportionmfa-regional (intra-Euro-
pean) trade in their export geography, with Germagigg the major customer
for both countries — a large market located in gaplgic proximity and im-
plying similar quality standards on imported meat.

— Both countries — being major meat suppliers withim European Union — are
also involved in bilateral intra-industrial tradehus, Poland consumes 1.9%
of Dutch meat exports and the Netherlands 4.5%o&§&P meat exports re-
spectively. A classic explanation for intra-indiedttrade flows could be as-
sumed to be applicable here as well.

— In both countries a process of stepwise marketalmzion — being of the
collateral to internationalisation within an indysand reflected through as-
cending M&A dynamics — is evident.

7.EXPORTS IN POLISH MEAT ENTERPRISES

The analyses confirm the significance of the meadaistry for the Polish export and
demonstrate different levels of demand on foreigmkats. Due to that fact, the
meat processing companies were subjected to a detedled study. One of the
sources that served the purpose of the analysish@adRanking of Exporters — the
List of 2,000 Polish Enterprises and Exportdrs2014 nine meat enterprises were
identified among the 300 firms included in the.listthe course of analysis of meat
firms in Poland it is worth mentioning the valudsgport revenues — see Table 9.

The data in the table demonstrates that in 2014attgest exporters on the
meat market generated export revenues ranging betizegR 24.8 million to EUR
163.8 million. The changes in the share of expothe sales of meat companies in
the years 2009-2014 confirm the growing tendenagliation to the share of meat
products in the export of agriculture and food pictd. The diversity of markets
on which meat enterprises operated increased dslwél014 GK Sokotow S.A.
and Farmutil S.Ahad the highest export revenuBsth of these firms achieved
export revenues of over EUR 100 million. Whereastéxt 7 companies had export
revenues of less than EUR 100 million.

GK Sokotoéw S.Aocuses on pork and beef, whikarmutil S.A functions on
poultry and pork markets. However, the issues cogewith the diversity of the
shares of export on particular meat markets requoee in-depth analyses.

In the context of conducting business operationfogign markets, the larg-
est Polish meat exporter GK Sokotéw S.Alt is an economic grouping whose
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export revenues in 2014 amounted to EUR 163.8anjlkvhereas its annual share
of exports in the total sales in the years 200942@&hched the average level of
about 20%. The enterprise on the second positidarins of export revenues in
2014 wad~armutil S.A.which earned EUR 125.7 million. In the case of thim
the share of export in the company’s total salestde®en systematically rising since
2010 to reach 25% in 2014 (see Table 9).

Table 9. Meat companies with the largest export revenues
Export revenueg

0,
Company name (EUR million) FSTS (%)
2012| 2013| 2014 2011
1 |GK Sokotow S.A. 149.4{183.1)163.8] 21.0] 20.7| 21.2| 24.1| 21.8
2 |ZRP Farmutil HS S.A. GK 106|6n.a. | 125.7 20.1| 20.3] 23.d 240 25p
3 |ZDM Superdrob S.A. 54.673.1] 85.9] 33.0] 430 43d 51 54p
4 |Polski Koncern Misny Duda S.A. GKn.a. | n.a.| 54.4 n.a.| 136 143 141 13B
5 [Indykpol S.A. GK na| najl 544na.| 179| 184 18% 20J)
6 |Zaktady Mesne Emeat-Lukéw S.A. na ng 33Mha. | 180 204 20. 240
7 |IndykSlask sp. z 0.0. nal] nd. 32ina.| 56.3] 57.q 53F 55p
8 |Pamapol S.A. GK na na 3lh.a. | 163] 215 276 34p
9 [Zaktady Mésne Skiba nal ng 24{8n.a.| 11.3] 144 297 21B

Source: own study on the basisTdfe Ranking of Exporters — the List of 2,000 Polish Enterprises
and ExportersSpecial Supplement f®zeczpospolitdaily, 3. December 2013, p. 8, Bhe Ranking

of Exporters — the List of 2,000 Polish Enterprises and Expor8gscial Supplement t&zeczpo-
spolita daily, 28. October 2014, p. 8, 10; afdle Ranking of Exporters — the List of 2,000 Polish
Enterprises and ExporterSpecial Supplement ®zeczpospolite21 October 2015. p. 10-12.

The history ofSokotéwdates back to the end of 19th century. The present
corporate grousK Sokotéw S.Avas established in the process involving numer-
ous mergers and acquisitions of meat processimglashich was an effect of the
consolidation of domestic enterprises in the medustry that have taken place
over the last two decades. In 2003 and 2884Sokotéw S.A. wascquiredby two
foreign investors, namely, the Finnish meat cone{rSCANCorporation and the
Danish meat conceianish Crown The equity injections enabled the company to
modernise its plants and purchase modern technditogg/and in this way increase
its production capacity, improve the quality of gwots and adjust the operations
of the firm to market requirements. Currently 106f4he group’s shares are held
by Danish meat conceianish Crown

Present-daysK Sokotéw S.Ais an industrially diversified organisation that
gradually develops its potential and strengthemgdsition on the meat market,
which can be confirmed by the fact that in 2008chieved 6% share in the meat

2 For the purpose of easier data comparison thesalfiexport revenues are expressed in euro. TtiendhBank
of Poland (NBP) exchange rate was applied to carervalues of sales revenues from PLN to EUR.tRer
2010 data: 1 EUR = 3.9603 PLN, rate of 31.12.26d0the 2011 data: 1 EUR = 4.4168 PLN, rate of 32011,
for the 2012 data: 1 EUR = 4.0822 PLN, rate of 32@12; for the 2013 data: 1 EUR = 4.1472 PLN, ddte
31.12.2013; for the 2014 data: 1 EUR = 4.2623 Palg of 31.12.2014 and for the 2015 data: 1 EUR2615
PLN, rate of 31.12.2015.
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market (see Janiuk 2011, p. 94-97). In the corgkgkport it is also worth turning
attention to the structure of the Group. Its patéic subsidiaries operate in the fol-
lowing areasraw materials production, processing and productsrwell aglistri-
bution andsales.The organisational segments of the corporate g@kisokotow
S.A.are presented in Table 10.

Table 10.Organisational segments of the corporate groupS8kotéw S.A. and speciali-
sation of particular subsidiaries

SEGMENT

GK Sokolow S.A. SPECIALISATION OF SUBSIDIARIES

PRODUCTION

OF RAW Agro-Sokotéw: Agriculture and livestock farms producing pigs fanghter.
MATERIALS
PROCESSING |~ Branche_s in Sokotow Podlaski, Jarostaw and Robakowo pig slaughteneat
AND processing. .
PRODUCTION |~ Branches in Koto and Tarnéw: cattle slaughter.

- Branches in Czew and Rbica: meat processing and cold cuts production.

- The network of distribution on the domestic market: 42 distributiomesand
warehouses in the main cities of Poland. 49 of the firm’s oveail mutlets and af

DISTRIBUTION | filiated retail outlets in large chain stores. 670 own-brankisut
AND SALES |- Sokotdéw-Eksport: international trade.

- Sokotéw-Service: technical support.

- Sokotéw-Logistyka: transport and logistics.

Source: own study on the basis of www.sokolow.pl

The subsidiaryAgro-Sokotéwoperates in the segment moductionand is
responsible for breeding. Therefore, it provides@roup with access to high-qual-
ity pork. The segment girocessing and productiaonsists of seven large, modern
and specialised production plants which operata targe scale and at the same
time maintain high-quality standards. The productiants owned by the Group
are the most modern sites of this kind in Pol&®id.Sokotéw S.Aproduces about
22,000 tonnes of meat and meat products of greigtyanonthly. The firm’s prod-
ucts include: fresh pork and beef, meat for rogstiams, salami, steamed meats,
smoked meats, thin sausages, dry sausages, measlifog, ready meals and
tinned meats.

In the segment adistribution and salefunctions the Group’s own domestic
network of distribution. It comprises centres aftdbution, warehouses, the firm’'s
own retail and affiliated retail outlets in largeain stores. A coherent and consist-
ently implemented marketing strategy of the Grolpws it to strengthen the
Sokotéwbrand which is well-known in Poland.

From the perspective of development of exports oirigmt role is played by
the subsidiarpsokotow-Eksportyhich is responsible for foreign trade. In addition
the structure oGK Sokotéwincludes entities conducting complementary activity
They are the followingSokotow-Servicétechnical support) as well &okotow-
Logistyka(transport and logistics) — see Table 10.

The analyses presented in this paper demonstigtexporting is particularly
significant and increasingly important for the depenent of the corporate group
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GK Sokotéw S.Alndividual branches of the Group operate on suahkets as:
China (including Hong Kong), Japan, Kazakhstan tiS#&orea, Russia, the USA,
Ukraine, Thailand, the United Arab Emirates and sdfrican countries. The EU,
however, remains its main market which accountsafmyut 86% of the Group's
exports. The main European Union markets inclutddy,lthe UK and Germany.
Outside the EU the Group’s products can be foundlboontinents. Similarly as
in the case of the entire Polish meat industryn&lis a prospective market for the
Group as well. Currently, only raw meat is exportedre. However, the Group
endeavours to obtain permits for production andoexpf processed products
which would allow the company to generate greatdess profits (www.hur-
tidetal.pl accessed on 19.03.2014).

As mentioned before, the exports 8K Sokotéw S.Aaccount for about
a quarter of the Group's revenues. Effective ofmraitn foreign markets makes it
possible for the company to generate the larggsbréxevenues of all the Polish
meat exporters. In accordance with the declarati@ogustaw Miszczuk, the pres-
ident of GK Sokotéw S.Athe Group’s strategy involves maintaining expattthe
level of 25%-30% of the sales revenues (www.pgptagwczy.pl accessed on
19.03.2014).

The second largest meat exporter in terms of regmFarmutil S.A.ZRP
Farmutil is a grouping of companies with domestic capitagstablished its posi-
tions in the industry predominantly by means ofisfarmations of private compa-
nies. In the process of natural investment of famarsurplus, it gradually expands
its industrial and market scope of operations. drapany sees opportunities aris-
ing from the consolidation of the industry and ases shares or stocks of entities
operating in the broadly defined agriculture anchimedustry. It uses its principal
area of operation as a base and enters fieldswhiith it is related technologically,
organisationally or in terms of market. By invegtin technological development
Farmutil S.A.incorporates independent businesses into its oveginess activity
structure. The restructuring it conducts leadsitefioning in the form of a corpo-
rate group. The group includes subsidiaries consileo be indispensable in the
concept of further growth. This makes it possiblatilize complementary resources
of particular entities. Moreover, it allows for exmling the sources of raw materials
as well as the processing and distribution basexBgnding its scope of activity the
firm improves its variety of products and secures furdegelopment.

The organisational structure Barmutil S.A.is worth analysing as wellts
segments and structure are presented in Table 11.

The segmenproduction of raw materialéncludes Agricultural Production
EnterpriséAgrifarm Sp. z 0.owhich conducts broadly defined agricultural activit
It comprises pig, poultry and cattle farms. Raw amats production takes place
also in the Grain Processing EnterpEg®-Miynin Watcz. The company processes
grain and fodder. The aforementioned firms proidemutil S.A.with access to
high-quality pork, beef and poultry. The remaingmgnpanies in the raw materials
production segment conduct supporting activity. yraee the following: Service
and Research LaboratoBjiochemik Sp. z o.dnsemination Statiotnsefarmin
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Smitowo, Transport and Environment Protection Faciis well as Meal, Fat, Con-
centrate Production and Utilization PlanSimitowo.

Table 11.Organisational segments of the corporate groum&girS.A. and specialisation
of particular subsidiaries

SEGMENT
ZRP Farmutil S.A.

SPECIALIZATION OF SUBSIDIARIES

- Agricultural Production Enterprisigrifarm Sp. z 0.0 Agricultural activity. Pig
poultry and cattle farms.
- Grain Processing Enterprig&o-Miynin Walcz: Processing grain and fodder.

PR(C))E%%‘\"/\'/ON - Supporting activity:
MATERIALS = Service and Research LaboratBigpchemik Sp. z 0,0.

= Insemination Statiomsefarmin Smitowo,

= Transport and Environment Protection Facility,

= Meal, Fat, Concentrate Production and Utilization PlaShiitowo.
- Processing of meat; purchase; slaughter; production of coldtioutsd meat$
PROCESSING and fats.

AND - H. Stoklosa Meat Plant #mitowo Operation on the pork market.
PRODUCTION |- tmeat-tukéwMeat Company in Lukéw: Operation on the pork and beef mgrket.
- Poultry Processing Plakbziegtowy Operation on the poultry market.
- Distribution centres, manufacturer's retail outlets, doimesttwork of retail angl

wholesale distribution.
- Export departments in:
- kmeat LukdwMeat Company (pork and beef market),
- Poultry Processing PlaKbziegtowy(poultry market).
Source: own study on the basis of www.farmutil-hs.pl

DISTRIBUTION
AND SALES

The segment gfrocessing and productiaonsists of three large and modern
meat plants. Their scope of activity encompasseat mecessing, making pur-
chases, slaughter as well as production of colsl tinhed meats and fats. The Meat
Plant inSmitowo operates on the pork markiemeat tukéwMeat Company func-
tions on the pork and beef market, whereas thefyddlocessing Plaktoziegtowy
concentrates on the poultry market. The activityhelse companies makes it pos-
sible to conduct large-scale production. Specitiisaon the other hand, makes it
possible to expand the range of products. Partien&at plants are equipped with
the latest machinery and equipment for processmgpackaging meat. This im-
proves general effectiveness of operation and miaisthigh quality.

The segment dfiistribution and salesonsists of distribution centres, manu-
facturer’s retail outlets as well as the domesgitwork of retail and wholesale dis-
tribution. The Export Departments functioning aggaf the meat plants in Ltukéw
and Koziegtowy are responsible for the foreign ¢ratihe Export Department in
tmeat-tuk6wMeat Company takes care of the sales on the patlbeef markets,
while the Export Department in the Poultry Proceg$tlantKoziegtowydeals with
exports on the poultry market.

ZRP Farmutil S.Ais a multi-plant company with a full production fite.
This ensures the high quality of products whictiilfthe EU requirements due to
the use of modern technologies. The company’s mtsdare of the highest quality
in all ranges. They include: fresh pork, beef aadly, cold cuts, smoked meats,
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sausages, tinned meat, fats and fodder. Well-geglgtaff which has for years
worked in the meat industry offers products whiaHilfthe expectations of the
firm's customers. MoreoveFarmutil S.A.intensively develops the network of its
retail and wholesale outlets. In 2014 the manufactpossessed a network of 220
retail outlets in Poland, which makes the firm’sgwicts more accessible. In addi-
tion, maintaining high quality opens foreign maskas wellFarmutil S.Aexports
primarily to the EU countries such as Germany, Netherlands, the UK and
France. Its products can be found on Eastern Earopgarkets such as Russia,
Ukraine and Moldova as well. What is more, the camppossesses permits al-
lowing it to export to such countries as: Iran, &ae, Congo, Hong Kong, Japan,
Taiwan, the USA, Ivory Coast and Vietnam.

8. CONCLUSIONS

The meat industry constitutes a major share in foddstry both in European Un-
ion and in both analysed countries. Poland and édlethds are also important ex-
porters of meat. The presented examples of twaPatieat producefBK Sokotow
S.A.andZRP Farmutil S.Ashow that their strategies of internationalisatitem
from the need to find more favourable functioniranditions. The forms of en-
gagement in international operations describethénatticle indicate potential en-
terprise development and growth directions. Theadiloperating on foreign mar-
kets take into consideration their specific neeus @ke different levels of risk.
When building their competitive position they takdvantage of a variety of
sources of competitive advantage. They also sdarapportunities to utilise their
existing competitive advantage on foreign markeespite the problems appearing
on some markets the companies can flexibly redifesit sales to other markets
(including Asian ones) exploiting new internationgbortunities.
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Abstract:

Internationalisation and the involved processe$h aag globalisation and Europeanisation have
many different dimensions, horizons, perspectiveslavels. As internationalisation is an ongoing
process, it is not possible to provide an univedsdihition for it (Wach, 2014, Narayanan, 2015)
and what is more internationalisation can be reseat into at three levels — macro (economy),
meso (industry) and micro (firm). In the currenhgeation of increasing internationalisation with
advancements in communication, firms around thddaare trying to expand into foreign markets.
Expanding into international markets may providediis like new and profitable businesses, fa-
cilities to develop new ideas, make innovationsanufacturing and in new technologies (Knight,
2000; Hollensen, 2007). The main objective of tapgr is to discuss the concept of the interna-
tionalisation of the firm in business studies. Hncle is based on in-depth literature review and
its critics.

Keywords: international business; internationalisation;ogllisation; MNCs; SMEs
JEL codes. F20, F23

1. INTRODUCTION

The firm-level internationalisation is explained as the expansi business oper-
ations in geographic locations that are new to the organisaticaisrfiih, 2012;
Narayanan, 2015). During the internationalisation process, firnabla¢o exploit
their existing potential to new business opportunities in eXtenagkets (Koksal

& Ozgul, 2010; Matanda, 2012; Narayanan, 2015). Closeness to foreigatsnark
reduced growth possibilities in domestic markets, economic exjpastaunderuti-
lized production capacity and opportunities to diversify and entemmemnkets are
the key motivators for SMEs to go international (SulligaBauerschmidt, 1990;
Ahmed, Baalbaki, Hadidian, 2006; Narayanan, 2015). Due to interniéatian,
firms must adopt business strategies that balance both tio@ed international
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requirements through transfer of innovation andnieq (Bartlett & Ghoshal,
1987; Klein & Wocke, 2009; Matanda, 2012; NarayarZdis).

The main objective of the paper is to discuss thecept of internationalisa-
tion of the firm in business studies. The artisleased on in-depth literature review
and its critics. The article consists of six setsioThe first section discusses the
definition of internationalisation of the firm. Tlsecond section includes review of
theoretical conceptualisation of various theoriedrgernationalisation. The third
section describes the various stimuli and barrfersinternationalisation. The
fourth section explains the various patterns afrimationalisation. The fifth section
gives an overview of how to measure internatioasi® of firms. The last section
provides the summary conclusion on the concepttefmationalisation of firms in
business studies.

2. DEFINING INTERNATIONALISATION OF THE FIRM

Internationalisation from an economic perspectivednnected mainly to interna-
tional trade. International trade has increasedifsgntly in the last few decades
that have given rise to greater economic integnafitis has further contributed to
the formation of regional trade blocks like NAFTAREC, and the EU (Rodriguez,
2007). Firms generally can slightly influence thedl of internationalisation of the
industry they belong to. Industry level internatiisation is primarily driven by
international marketing environment. How the firgacts in these situations de-
pend on the strategic behaviour of the firm’s in&ional competitive structure
(Hollensen, 2007).

Internationalisation is not only restricted to krgultinational firms. The En-
trepreneurship Unit of the European Commission ttnd& an empirical study
among the twenty seven countries in the Union (BURW found that 25% of
SMEs belonging to EU27’s export, 7% of them eithedertake subcontracting
work for other companies or they themselves hilsutractors. The tendency to
export was stronger among larger SMEs. 53% of thdinm-sized SMEs export
followed by 38% of smaller SMEs and 24% of micro B8M(EC, 2010; Gubik
& Bartha, 2014).

There is no one universal definition for the intranalisation process of the
firm. The widely accepted definition of internataisation is Dunning’s definition
“an enterprise that engages in foreign direct itnmest (FDI) and owns or, in some
way, controls value added activities in more tha@ country” (Dunning & Lundan,
2008; Gubik & Bartha, 2014).

Harvey & Novicevic (2002) in their study pointedt@arious reasons that can
be attributed to the increasing internationalisatbfirms and they can be broadly
classified into four categories. They are i) magconomic factors, ii) political fac-
tors, iii) technological factors, and iv) organieatl factors. The macro-economic
factors include issues like increased technolagystier among nations, rise in pop-
ulation among developing countries, etc. Politfeaktors include changes in laws
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like liberalisation of trade, increased privatieati increased free trade etc. Tech-
nological factors include effective increase in caumication through technologi-
cal innovations, advancements in transport sedtomigh which trade between
nations can increase resulting in higher levehtdrinationalisation. Organisations
like multinational enterprises (MNES) also play ajon role as agents of interna-
tionalisation. The change in strategy of organisegiwith more global focus as
well as managers viewing the world as a marketephao/e ultimately impacted in
increasing firm level internationalisation (Thoumauoje & Tansuhaj, 2007).

3. REVIEW OF THEORIES ON INTERNATIONALISATION
OF THE FIRM

In the literature there exist abundant models, eptecor theories that explain the
patterns of internationalisation of a firm. Theeems to be a common principle of
patterns in the firm level internationalisationillSeveral inconsistencies exist due
to the fact that the models can be explained fridfardnt perspectives and can be
classified in many different ways. The main apphescto firm level international-
isation according to Wach (2014) are tabulatedwétoTable 1 (Wach, 2014).

Stages models explain internationalisation as gestdse development pro-
cess where the requirements for successful iniemadisation occur in gradual
steps. The Uppsala model was developed in the 18978svedish researchers (Jo-
hanson & Wiedersheim-Paul, 1975; Johanson & Valil@iéy) from the University
of Uppsala. Their model was based on the internatisation of the Swedish man-
ufacturing firms and their study was influencedthg work of Aharoni’s seminal
study done in 1966. It is best explained by theufédl below which explains that
the firms enter new markets based on the psycbtamtie which includes factors
like differences in language, culture and politisgstems. This means, firms will
enter markets that can be easily understood by {kathensen, 2007).

As the firm’s knowledge grows, so does its inteorailisation in incremental
steps. According to this model, there are fourestanf internationalisation namely:
() no regular export activities, (ii) export viapresentative in the foreign markets,
(i) sales subsidiary in the foreign market, (pfoduction / manufacturing in the
foreign market. In the first stage, the firm hasinfmrmation about the foreign
market (knowledge) and hence no presence in thegfommarket. In the second
stage, by selling through a sales representat&/émm has not still made any sig-
nificant resource commitment. In the third stapere is a controlled information
flow and the fourth stage is when the resource cibmemt is made. This stage is
reached when the firm has accumulated significarttuant of knowledge about the
foreign market. Johanson and Vahlne (1977) empbaabiat market knowledge
leads to resource commitment decisions with thereadlt being market commit-
ment (Johanson & Vahine, 1977; Narayanan, 2015).

Innovation related mode({$models) were derived from the initial work of gars
from 1962 (Ruzzier, Hisrich & Antoncic, 2006). Inragion-related models (as
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Table 1.Main approaches to Firm level Internationalisataoording to Wach

Vijay Narayanan

Models Representatives | Brief Characteristics ‘
J. Johanson & F. Wiedersheim
U-model Paul (1975), J. Johanson & J.Ej
Vahlne (1977)
W.J. Bilkey & G. Tesar (1977), | Internationalisation is explained in
S.T. Cavusgil (1980), S.D. Reid terms of gradual development of
(1981), L.H. Wortzel & H.V. stages. Knowledge of markets or
Stages I-model Wortzel (1981), M.R. Czinkota | technical knowhow works as drivefs
(1982), J.S. Lim, T.W. Sharkey| and advancement in each stage ei}-
& K.I. Kim (1991), R. Rei, T.R. | hances the possibility of internation-
Rao & G.M. Naldu (1992) alisation.
K. Yoshihar (1978), R. Sweden}
Hybrid models borg (1982), M. Juul & P. Wal-
ters (1987)
Resource-based . .
models, Capabilitied- _ Resource based view emphasis ot
Resource-ba-balsed r’nodels Re- P. Westhead, M. Wright & D. | development of unique resources that
sed view ! Ucbasaran (2001), O.N. Toular] are difficult to copy by competitors
sources-and-Capa- ) "
(RBV) biliti (2002) and that provide competitive ad-
ilities based mod- !
els. vantage in the market.
Networking approach explains the
3. Johanson & L.G. Mattsson ?dvantage of forming form_al ar_]d in-
) . o ormal networks or strategic alliange
Networking | Theories of network] (1988), H. Hakanson & J. Johaj; )
. h . that helps to reduce risk, enhance
approach internationalisation son (1992)_, J. Johanson & F. synergies and provides access to
Wiedersheim-Paul (2009) markets that were previously un-
known or not available.
. M. Ruzzier, R.D. Hisrich & B.
Lﬁfggﬁ:‘;’hr}?;;:::a Antoncic (2006), H.Etemad
models (GIEMs) (2004), R. Schweizer, J.-E.
Vahine & J. Johanson (2010) | nternational entrepreneurship mod-
International | International new | P.P. McDougall & B.M. Oviatt | els discuss about acquiring
entreprene- | ventures (INVs) (1994) knowledge / information from a ve
urship G.A. Knight, T.K. Madsen & P. | early stage of their initiation and gq
Born globals (BGs) | Servias (2004), R. McNaughton global instantly.
& J. Bell (2004)
Rapid internationali{ I. Kalinic & C.Forza (2012), N.
sation Hashai & T. Almor (2004)
J. Bell, D. Crick & S. Young S.
Strategies-based mp¢2004), B. Hagen, A. Zucchella . .
| dels P. Cerchiello & N. De Giovanni| Managerial and strategic approach
Managerial (2012) models discuss the strategic orienta-
and strategi Decision-making tion and strategic behaviour in dec|-
approach models R. Schweizer (2011) sion making and performance link-
0 saton-based age to internationalisation.
m:)gdf’};'ssa 10n-basedf 5 Andersson& H. Florén (200d)
General holistic mo- R. Flecher (2001), J. Bell, S. | The integrative or proto-h_olistic ap
Integrative | dels MgNaughton, S. Young & D. proach approaches help in explain|ng
approach Crick (2003), H. Etemad (2004) an integrative model that incorpo-
(Protoholi- ( ) rates thlt_e ex_lstencedof multl_l;_)llqe inte-
: K. Mejri & K. Umemoto (2010),| nationalisation roadmaps. These
ztéﬁ)appro- E]r:)%v;/:gdge-based M. Kutschker, I. Baurle & S. models attempt to provide a genergl-
Schmid (1997) ized explanation to internationalisal
tion.

Source: Adapted from Wach (2012 cited in 2014, p. 16).
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a sub-group of various stages models) explain nat@nalisation as stage wise
innovation of the firm. Various authors distinguifferent stages involved in the
innovation of the firm and they are determined &paet to sales ratio (Yenera
Dogruoglu & Ergun, 2014, Narayanan, 2015). Leonidou andsikaas in their
comprehensive study in 1996 of the various exigtiioglels (like Bilkey and Tesar,
1977; Cavusgil, 1980; Reid, 1981) concluded thatelexists definite number of
stages between models that are consistent. In @ether number of stages may
vary from three to six and there exists three stdlgat are generic to all models (i)
pre-export stage, (ii) initial export stage, (idgvanced export stage (Ruzzier,

Hisrich & Antoncic 2006).
FDI
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Figure 1.Internationalisation of the firm: an incrementalg@mic) approach
Source: Forsgren and Johanson (1975) quoted in; Hollensen (2007, p.64).

Resource-based vie(lRBV) or theory (RBT) provides insight on the firsn’
ability to derive competitive advantages that adeable and rare. Such advantages
can seldom be copied and cannot be substituted¢Bawright & Ketchen, 2001).
These resources can be considered as both tamgiblentangible assets like the
firm’s management skills, organisational processed routines and the infor-
mation and knowledge the firm has with it (Barnéfight & Ketchen, 2001; Arm-
strong & Shimizu, 2007). Resource-based view prwithe explanation for the
optimum conditions under which a firm’s resourcas provide the maximum ben-
efits in the form of competitive advantage. Sudoteces obtained must be rare to
provide the competitive advantage else these regswrill only provide competi-
tiveness for the firm and no distinct advantage r@g, 1991; Armstrong
& Shimizu, 2007).
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Networking approach helps in overcoming functigorablems by formation
of strategic alliance or any formal or at leasbinfial networks formation in the
internationalisation among entrepreneurial firmegBish, 1999; Lu & Beamish
2001). Inkpen and Tsang (2007) define a stratdligmae as a long term agreement
between two or more firms at a strategic level whbey together improve their
performance level by sharing resources and riska¢Z2014; Narayanan, 2015).
Previous researches have pointed out many benefitfiance formation such as
reduction in transaction costs, increased markstss; and shared risks, resources,
access to information (Kogut, 1988; Mowery, OxleySélverman, 1996; Gulati,
Nohria & Zaheer, 2000; Lu & Beamish, 2001; Narayar2015). Strategic alli-
ances help overcome obstacles and help SMEs re¢letenistakes and help in
acquiring market knowledge at a faster pace. Th&y lzelp the SMEs overcome
deficiencies in resource and capabilities (Lu & iBesh, 2001; Narayanan, 2015).

International entrepreneurship (JEpntrary to the stage-wise development
model in which knowledge acquisition is a slow amddual process, focuses on
rapid and accelerated internationalisation. Intéonal new ventures (INVs) or
born globals (BGs) based on the international entreeurship concept do not ex-
ploit prior knowledge, however, are able to exptnitrent networks and quick ac-
quisition of knowledge to expand quickly and intgfanalize (Coviello & Munro,
1997; Oviatt & McDougall, 1994; 2005; Casillas & &dn, 2013; Narayanan,
2015). Such firms from the onset establish salefpfints in several international
markets. This new trend of rapid internationalmathas led to several new inter-
nationalisation concepts that can be explained uilgight, Madsen & Servais
2004; Madsen & Servais, 1997; Oviatt & McDouga®94; Sleuwaegen & On-
kelinx, 2014; Wach & Wehrmann, 2014; Narayanan53@ INVs, (ii) born glob-
als, (iii) born-again globals, (iv) global startyps) born regionals (vi) international
entrepreneurs.

4. OBSTACLES AND STIMULI FOR INTERNATIONALISATION
OF THE FIRM

Sheth and Parvatiyar (2001) defined the major dgsif@ global integration in busi-
ness (internationalisation) that includes both slira and obstacles. The stimuli
include i) removal of trade barriers (deregulatjan)development of global key
account customers, iii) network organisation (kothrnal and external), iv) stand-
ardisation of worldwide technologies, v) worldwiderket — common strategies
for a product segment worldwide, vi) global villaggrowing homogeneity among
different cultures, vii) worldwide communicationrdétugh low cost methods like
internet and viii) global cost drivers. The obsgacinclude i) cultural differences,
i) regional protectionism and iii) deglobalisatwand — cultures returning to their
traditional practices (Hollensen, 2007).

There exist four types of motivation to indulgeFDI activity namely i) nat-
ural resource seekers, ii) market seekers, iiigieficy seekers and iv) strategic
asset or capability seekers. The natural resourekess primarily invest overseas
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to acquire high quality resources at low cost camgo home market availability.
The reason for this kind of investment is to maleednterprise more profitable and
competitive in the market to which it belongs tdeTresource sought could be
physical resource (like raw material, manufactugedds etc), cheap production by
skilled and semi-skilled labour and technologidbhace or partnership. The mar-
ket seekerare those firms which invest in markets to serearttand adjacent mar-
kets/countries. Primarily these markets would Haaen served by exports. Invest-
ment would have been justified if transaction cd&tge risen or the market size
would have grown large enough to justify FDI. B#fiecy seeking FDI is done
when it makes sense to rationalize the organisatistnucture by already estab-
lished resource based or market seeking firms vitherakes sense to maximize
benefits through common governance consolidatimggghically diversified op-
erations. The strategic assets seekers investlibyBcquiring firms to meet their
strategic requirements (Dunning & Lundan, 2008).

Many of these obstacles are responsible for smfithas to view exporting
with doubt and refuse to enter such markets, ngrorers tending to withdraw
and seasoned exporters struggling with diminisrexbpmance and their survival
threatened in international markets (Leonidou & siatas, 1996; Miesenbdck,
1988; Leonidou, 2004; Narayanan, 2015). Accordm&haw & Darroch (2004),
barriers to internationalisation can be classifred five categories namely i) finan-
cial, ii) managerial, iii) market-based (domestimdanternational), iv) industry
specific and v) firm specific (Table 2).

5. PATTERNS OF INTERNATIONALISATION

Going international is an important decision a fcem make to achieve better re-
sults with respect to their competitors. Dependinghe challenges faced during
internationalisation with respect to the conditiamshe new market, firms might
need to take decisions that would not be restrittieshe form of entry mode. At
times a combination of entry modes would be neédeduccessful launch as de-
ciding for one entry mode and waiting for it togaiomentum and make progress
would be counterproductive (Burillo & Moreno, 2013)

Wach (2014) classifies the important patterns tdrimationalisation such as:
(i) entry mode, (ii) entry scope, (iii) entry pa¢®,) entry strategy.

5.1.ENTRY MODES

The choice of an entry mode is an important degiaifirm is to make in its foreign
investment strategy as choosing one mode overttier gan have an enormous
strategic bearing on the firm (Chang & Rosenzw2@f)1). The mode of entry to
a new market, a new country or an industry is &catistrategic decision that in-
volves companies, the target market countries heil tegulations as all of them
are related. Though many entry modes are availabi®panies tend to choose
those modes that are suitable to their charadteristhe entry modes are key to
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the understanding of the weakness the firms hasetgrays way to the process of
correcting them. Though the decision on entry madiebe strategic, may other
factors like returns, bigger profits, control, risgsource commitment, assets spec-
ificity etc. play an important role in defining tieatry mode for internationalisation
(Burillo & Moreno, 2013). According to Hollensen0@7), market entry modes
may be classified into i) export modes (exportingdes), ii) intermediate modes
(contractual modes) and iii) hierarchical modes€sting modes).

Table 2. Summary of barriers to internationalisation acocugydo Shaw & Darroch

No.| Typology | Barriers Authors

financial barriers in general Burpitt & Rondinelli (2000); Campbell
(1996); Ward (1993)
1 llj:;erlir;?lsal resource availability éLllggLs():amp (1993); Karagozoglu & Lindel
cost of operating overseas Rhee (2002)
limited access to capital and crgdivard (1993)
managerial attitudes Andersson (2001); Burpitt & Rondinelli
(2000); Manolovaet al.,(2002); Zahrat al.,
(2000)
5 ?{I;nbzg?' lack of_international experience Qhandler & Janson (1992) Karagozoglu &
. and skills Lindell (1998) Manoloveet al.,(2002); Rhe¢
riers (2002)
commitment Lamb & Liesch (2002)
partnership difficulties Karagozoglu & Lindell (1998)
liability of foreignness Chen & Martin (2001); Lu & Beamish
(2001); Rhee (2002)
environmental perception Andersson (2001); Manokhal., (2002)
government regulations includingCampbell (1996); Karagozoglu & Lindell
tariff and non-tariff barriers (1998); McDougall (1989)
3 gﬂglggt' economic conditions Burpitt & Rondinelli (2000)
barriers lack of market knowledge Karagozoglu & Lindell (1998); Lamb & Uie-
sch (2002)
cultural differences/psychic di- |Bell (1995); Karagozoglu & Lindell (1998)
stance
access to distribution Karagozoglu & Lindell (1998)
strong domestic market position|  Augidal.,(2000)
Industry competition Karagozoglu & Lindell (1998)
4 |specific technology Chetty & Hamilton (1996); Fonteg &
barriers Coombs (1997); Karagozoglu & Lindell
(1998)
. liability of newness Lu & Beamish (2001); Rhee (2002)
Firm — ATH
5 |specific Ilmlted resources Elllls (2001)
Barriers | Size Ali & Camp (1993); Calof (1993); Campbell
(1996); Chetty & Hamilton (1996)

Source: Shaw and Darroch (2004, p. 330).

Wach describes that the path chosen for internaigation depends on both
internal and external factors (Figure 2) and thay be classified as (i) exporting
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modes like indirect, direct and cooperative exp@iitcontractual modes like con-
tract manufacturing, assembly operations and liogrend (iii) investment modes
like foreign branch, joint venture subsidiary ankdolly owned subsidiary (Wach,

2014).

international mail ordering
(e-commerce)

4 4 N\ 4
&) INDIRECT EXPORT DIRECT EXPORT COOPERATIVE EXPORT
Z wn
—
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= - export trading company (ETC) - own distribution network ) L
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| E——
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(&) — international cooperative alliance q \
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o Setting ways:
— rationalised manufacturer :
o — brownfield investments
— product specialist i
— greenfield investments

INVESTMENT
MODES

Mixed subsidiary:
— miniature replicate
— strategic independent

Figure 2. Classification of market entry modes
Source: Wach (2014, p. 23).

5.2.ENTRY SCOPE

The general entry and expansion scope of firmsrmligpen the distance of these
markets from their home turfs. The initial targedrirets tend to be limited to neigh-
bouring countries. Many other factors like languaggture, business practices and
industrial development also play an important rioledentifying and expanding
into new markets (Johanson & Vahlne, 1977; Anderd®93; Liesch & Knight,
1999). The expansion in scope of firms is discusdedg two dimensions of:

1. Geographic scope which is measured by number, dpauea diversity of the
foreign markets within the scope of the firm andn@s & Coviello, 2005;
Oviatt & McDougall, 1994; Stray, Bridgewater, & May, 2001; (Hashai,
2011).
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2. Extent of foreign operations that can be seen bycttimmitment in resources
that adds to the value chain (Jones & Coviello,2@Viatt & McDougall,
1994; Stray, Bridgewater, & Murray, 2001; (Haslzdi11).

Other scope factors that contribute to the intéonatisation process includes
addition of export markets (Thomas & Eden 2004 ;daakar 2008), level of inter-
national production (Thomas & Eden, 2004; Jonesa¥i€llo, 2005) and product
diversification (Chang, 2007) are discussed in literature (Ciglik, Kaciak
& Welsh, 2012).

5.3. ENTRY PACE

The speed or pace of internationalisation are $étaed by many factors. Johanson
and Vahlne (1977, 1990) showed that internatioaadia is done in gradual steps
as explained in their Uppsala model and initiallyns target markets to close prox-
imity. Over a period of time they target distantrkeds. Other models like Knight
and Cavusgil (1996) and Oviatt and McDougall (198@)phasis on development
of technology like improvements in communicatiom aransportation that enable
entrepreneurs to internationalize rapidly. Many enfactors like environmental in-
fluences, industry conditions, and the thinkingatafity of the entrepreneurs are
also considered as primary drivers by Oviatt, Sewradnd McDougall (2004).
Zahra and George (2002) highlighted the organisatimfluences like character-
istics of the entrepreneurs as drivers for speedhtarnationalisation (Oviatt
& McDougall, 2005).

The pace of internationalisation in classical &tere has been studied as the
delay between the initiation of the firm and tharsbf the international venture.
Not much has been focussed on the speed (pad® bfternationalisation process
itself after initiation. The former deals with ther-internationalisation period and
the later focuses on the speed of the internatigmoaith (Casillas & Acedo, 2013).

Oviatt and McDougall (2005) discuss factors inflci@g internationalisation
and explain three dimensions to be studied in ffeed of internationalisation
namely (Oviatt & McDougall, 2005):

1. The time delay between identification of the fore@pportunity and interna-
tionalisation of the firm,

2. How rapidly does the business grow in foreign meleed how far are they
from the home turf and

3. The speed of commitment to the international bissine

5.4. ENTRY STRATEGY

The time line on the study of various entry straggn internationalisation started
in the 1960s with the focus on exporting versus.FiDthe 1970s the focus shifted
towards other strategic approaches like licendiragchising and subcontracting.
The 1980s saw the revival of mergers and acquisitas a rapid way to globalise.
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This period saw the choice of selection betweermfeld ventures versus acqui-
sitions. In the 1990s, the role of FDI was on airéasing trend in emerging econ-
omies like East and Central Europe, China, Vietretm Buckley and Casson

(1998) further classified twelve basic entry stgae based on entry mode types

and their variants (Table 3).

Table 3. Twelve entry strategies and their variants acogrdd Buckley & Casson

No. | Type Description | Variants
1.1. Both facilities are green field
1.2. Both facilities are acquired.
1N Entrant owns foreign production and | 1.3. Production in green field and
ormal FDI | 5. .0 . S -
distribution facilities. distribution acquired.
1.4. Distribution in green field and
production acquired.
5 FDI in pro- [ Entrant owns foreign production, but [ 2.1. Production is green field.
duction uses independent distribution facilitieg2.2. Production is acquired.
3 Subcontrac- | Entrant owns foreign distribution, but| 3.1. Distribution is green field.
ting uses independent production facilitieg.3.2. Distribution is acquired.
4 FDI in distri- | Entrant exports to own distribution fa{4.1. Distribution is green field.
bution cility. 4.2. Distribution is acquired.
5 Exporting/ | Entrant exports to independent distriu- _
Franchising |tion facility.
6 | Licensing Entrant tfansfers tec.hnology to inde- _
pendent integrated firm.
Entrant jointly owns an integrated set|of
7 | Integrated J productijon azd distribution ?acilities. B
. Entrant jointly owns foreign productiof,
8 i]i?)/nm produc but uses an independent distribution fa- —
cility.
. ... | Entrant jointly owns foreign distribu-
9 ‘év n distri- tion, but subcontracts production to ah -
ution h o
independent facility.
.| Entrant exports to a jointly owned dis
10| IV exporting| i ition facility. -
11 FDI/ 3V Entrant owns foreign production and | 11.1 Production is green field.
Combination | jointly owns foreign distribution 11.2 Production is acquired.
12 JV/ FDI com-| Entrant owns foreign distribution and | 12.1. Distribution is green field.
bination jointly owns foreign production. 12.2. Distribution is acquired.

Source: Buckley & Casson (1998, p. 548).

6. MEASURES OF INTERNATIONALISATION

To measure the level of internationalisation, aemdriety of variables are used in
the literature starting from macro-economic varatlke FDI, trade and firm level

variables like the number of foreign subsidiariesales value of the foreign sub-
sidiaries (letto-Gillies, 2009). There are abundax@amples of the usage of single
or composite indicators in measurement of firm lévernationalisation. There are
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limitations in using these indicators. Single iradars are not able to completely
explain the complex internationalisation procesd aomposite indictors on the
other hand are a too compromise measures as theydover multiple dimensions
of internationalisation (Cerrato, Crosato, & Depp&t016). Dunning and Lun-
dan (2008) proposed seven criteria from researcth@rxisting studies on inter-
nationalisation and they are (Dunning & Lundan,&0Bubik & Bartha, 2014):

1. The number and size of the overseas subsidiaries,

2. The total number of different countries the firmeogtes in,

3. The ratio of foreign assets to total assets, m@tifmreign sales to total sales,

ratio of foreign income to total income and ratfofareign employment to

total employment,

Internationalisation of the firm’s management,

The intensity of the activities done in foreignations like the value of R&D

done abroad etc.,

6. Involvement in the control of international netwsiik foreign lands, and

7. The extent of financial and marketing decisions enatth respect to the for-
eign locations.

ok
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Figure 3. Measures of internationalisation according to Didioéecher
Source: Dérrenbacher (2000, pp. 2-9).
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Majority of the indicators that can be found in therature are at the level of
the firm as firm specific data is easily availabiso, indicators and indices are
mostly related to larger companies are for the sesason than that for smaller
companies. Some authors prefer macro and firm ladatators whereas organisa-
tions like OCED advocate for a more global indicaike FDI activities, interna-
tional spread of technology and trade (letto-Gilli2009). Dérrenbécher (2000) in
his work on the various measures of internationtibs classified the measures of
internationalisation as shown in Figure 3 (Ddrreahigi, 2000).

6.1. INDIVIDUAL INTERNATIONALISATION INDICATORS

Aharoni (1971) used three dimensions to definerttegnationalisation of multina-
tional enterprises namely structural, performane laehavioural. Dérrenbécher
(2000) also classified three dimensions as i) trat; ii) performance and iii) at-
titudinal. Each of these individual indicators laalsost of contributors as shown in
Table 4.

Table 4.Individual internationalisation indicators

Attitudinal Indicators

Performance Indicators

Structural Indicators

1. Relating to foreign activities |1. Foreign sales 1. ‘Soft’ indicators

pany is active in

eign affiliates

¢) Number or proportion of
non-capital involvements
abroad (e.g. strategic alli-

d) Amount or proportion of for,
eign assets

e) Amount or proportion of
value added abroad

f) Amount or proportion of
sourcing abroad

eign employees

a) Number of countries a com}

b) Number or proportion of forr

ances, franchised operations)

g) Number or proportion of fort

a) Demand: Amount of
foreign sales by cus-
tomer location which i
Exports from the hom
country + Revenues 0
foreign affiliates —
their revenues from e
ports to the home
country.

b) Supply : Amount of
sales of foreign affili-
ates which is Sum of

filiates

revenues of foreign aft

a) Ethno-, poly-, regio- of
geocentric manageme
style according to: or-
ganisational complex-
ity, authority, decision
making, communica-
tion flows, recruiting,
staffing, control

—

= 0 U7

2. Relating to governance
structures
Number of stock markets on

which a company is listed

a) Amount or proportion of share|
owned by foreigners.

b) Number or proportion of non-
nationals in the board of direc
tors.

2. Operating income
abroad
Sum of operating incomgq
of foreign affiliates

5

2. 'Hard’ indicators
International experience
top managers cumulative d(
ration of the years top mana
ers spent working abroad
weighted by the total years
their working experience

=

= ()

Source: Ddrrenbacher (2000, p. 4).
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6.2. INTERNATIONALISATION AS REGIONAL DIVERSIFICATI ON

As per Dorrenbéacher (2000), internationalisation ba expressed as the level of
regional diversification a firm has (Table 5). #ircbe explained as i) regional con-
centration — which explains how homogenous or bgemeous the foreign activi-
ties are distributed as well as regional indicafahe firm versus the total distribu-
tion of the same indicator in the rest of the wpiildnetwork spread index which
is the ratio of the network affiliates to FDI mintiee home country and iii) geo-
graphical and cultural distance which is explaibgdhe geographic and cultural
diversity the foreign locations have with respecthie home country and psychic
dispersion index given by the different zones thmpany is active in out of the 10
zones identified worldwide (Dérrenbacher, 2000).

Some structural indicators do shed light over gaplgical issues but they do
not differentiate between far away affiliates onf$ operating in different countries
or cultures. Schmidt (1981) developed the Herfihdadex to measure the homo-
geneity and heterogeneity of firms internationdivdties followed by Perriard
(1995) who developed the GINI index to measureargi distribution to global
distribution of selected indicators (Gubik & Bartlz914).

Table 5. The measurement of regional diversification

Geographical and Cultural Di-

Regional Concentration Network Extension
stance

1. Homogeneous vs. heterogeNetwork  spread indexl. Countries are weighted accord}
neous distribution of foreign (letto-Gillies 1998) Numbdr ing to their geographic and cul-
activities (Schmidt 1981). |of foreign countries in tural distance to the home cour

2. Extent to which the regiond jwhich a company owns gf- try (Kutschker 1993).

distribution of a certain indit filiates as a proportion of td pgychic dispersion index: (Sulli-
cator at a given company |t@l number of countries 0 yan 1994) Number of zones with
complies with the total dis- | Which foreign direct invest- gitferent cognitive maps relatirg
tribution of this indicator in |Ment has occurred — Ope {5 management principles [in
the world (Perriard 1995). |country (home country &f \hich a company is active (outfof
the company. a total of 10 zones worldwide).
Source: Dérrenbacher (2000, p. 6).

6.3. INTERNATIONALISATION INDICES

Many studies have been done in the past usingithdiV indicators. Individual
indicators can be combined to form indices or cositpandicators. It is evident
that internationalisation is multidimensional andasuring it using a single indi-
cator only partially represents the whole pict#kso due to the multidimension-
ality effect, studies done in the past have reduhecontradictory conclusions in
case to case basis because of the indicator uasstibut not the least, the effects
of systematic measurement errors, contingent inlas and effects of transfer
pricing are not effectively captured. From therliteire only three composite indi-
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cators have been identified namely i) transnatigneddex, ii) transnational activ-
ities spread index and iii) degree of internaticszdlon scale as given in Table
6 (Dorrenbéacher, 2000).

According to letto-Gillies (2009), from the varioasailable indicators re-
quired indices can be developed by applying swtaththematical and statistical
methods. Depending on the technique applied, tfieés can be simple or complex
(letto-Gillies, 2009).

Table 6. Composite indicators used to measure corporatenationalisation

Transnationality Transnational Activities Degree of Internationalisa-
Index Spread Index tion Scale
(UNCTAD 1995) (letto-Gillies 1998) (Sullivan 1994)

tal assets + Ratio ¢B) x Number of foreign countries in whicheign affiliates to total affiliate
foreign employmenta company owns affiliates as a proportigr+ ,International experience pf
to total employment)}/of total number of countries where foreidiop management, + ,Psychic
direct investment has occurred — One cquiispersion,, of international
try (=home country of the company). operations.
Source: Dorrenbéacher (2000, p. 9).

7. CONCLUSIONS

Firm level internationalisation is a complex ongpprocess that is still in the stage
of evolution and has no one concrete definitionifof he widely acknowledged
definition of internationalisation is Dunning’s dgfion “an enterprise that engages
in foreign direct investment (FDI) and owns orsome way, controls value added
activities in more than one country”. Various madehn be found in the literature
explaining the process of internationalisation wahiecludes traditional models like
Uppsala model to modern concepts like internatioeal ventures and born glob-
als. The literature identifies several facilitat¢simuli) and deterrents (barriers)
for internationalisation that are applicable tobMNCs and SMEs. Examples of
stimuli and barriers include removal of trade &g development of global key
account customers, network organisation, standsidis of worldwide technolo-
gies etc. Barriers include cultural differencegjioaal protectionism, deglobalisa-
ton trend etc. The internationalisation pattermfuide entry mode, entry scope, en-
try pace and entry strategy. Internationalisatian be measured using individual
indicators, regional diversification indicators anternationalisation indices.

This study attempts to provide an overview to flawel internationalisation
in business studies by bring in a complete framekwased on prior studies done
on isolated topics in this field. In this contetktis study helps in establishing the
fundamentals of firm level internationalisation.

As with any study, this study has its limitatioms.the attempt to provide
a comprehensive overview, the study covers all majoics. In depth analysis of
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each topic is beyond the scope of this study a$ agekempirical analysis in the
concerned areas. It is important that the the@etésearch continues in this direc-
tion so that the fundamentals are clarified anttang foundation is laid for future
research. Suggestions for future research inclogeuwcting empirical studies to
link the different concepts discussed to intermalization as well as empirically
link internationalisation to firm level outputs ékperformance, regional diversifi-
cation etc. It will be interesting to see how lasgale enterprises and SMEs differ
in their internationalisation attempts as well awtSMEs fare within their segment
(small, medium and micro enterprises).
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1. INTRODUCTION

We can define culture as a mental program shaped by thectmoahunity,
which determines how the individuals and the organizations act 8defs1980,
1991; Trompenaars, 1993). In business, there are three common approashes t
sues related to intercultural differences, however gineted above definition of
culture is clear that a universal or global approach (stdrs@#ion) towards cul-
tural differences in business is inaccurate due to the thatate of culture. It may
seem that the local approach (adaptation, localisation) taking irdargaegional
socio-cultural conditions is better. However, the latest glmalencies (supported
by research) in management and business studies of vareusational aspects
of doing business, including organizational culture and interculoar@imunica-
tion, speak for a mixed approach, i.e. glocalisation. In the corftdrirg business
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internationally, glocalisation (or glocalityas it is also called sometimes), is under-
stood as the so-called mixed approach, takingdantmunt both the benefits of the
globalization (including economies of scale, ecoiesnof scope, standardization
etc.), as well as local conditions, which are premi@antly socio-cultural circum-
stances rooted in the local community. While mangg@i business in a proper way
it is essential to communicate the firm with théeemal environment, mainly with
potential buyers of products. A firm in its actigg of planning and carrying out
operations in international markets should take adcount the socio-cultural fac-
tors, which especially currently play an importesie, being one of the dimensions
of the international environment (Belniak, 2015gBarczyk & Wach, 2004). The
most important elements of the socio-cultural bessnenvironment include among
others hierarchy of values, attitudes to foreigodpicts, the problems associated
with the issue of linguistic correctness, politicakrectness and cultural conven-
tions (Griffin & Pustay, 2015, p. 108-170; Horsk&P&luchova, 2014, p. 69-102).

The main objective of the paper is to discussdeeaf culture in international
business and to present main dimensions and tyleslay cultural behaviours
while doing business internationally. The artideorganised in two sections. At
first, cultural context of international businesglantrepreneurship is discussed,
which constitutes a separate research stream wifibimternational entrepreneur-
ship domain. The second passage is dedicated t@tloels most important classi-
fications and typologies of cultural behaviour@iternational business. The article
is a typical literature review.

2. CULTURAL CONTEXT OF INTERNATIONAL BUSINESS
AND ENTREPRENEURSHIP

In a broad understanding, international entrepnesigol includes at least two dif-
ferent research areas (Wach, 2015; Wach, 20144 pWach & Wehrmann, 2014,
p.15):

—  creative process of recognition and exploitatioropportunities in foreign
markets; in this sense, this research area isithe as the traditional approach
of the theory and practice of entrepreneurshigmgiie same analytical tools
as in the case of establishment of domestic vesiturieat is crucial, it is char-
acterised by a high degree of creativity, innovatad entrepreneurship, and
a special role in the internationalisation prodesattributed to the entrepre-
neur,

— international studies and comparative researdtgfi¢ld of entrepreneurship;
in this sense, this research area is the samethgradlitional international
comparative studies, placing entrepreneurship asrin subject of these
comparative studies (e.g. GEM).

Joneset al. (2011) point out three parallel streams (typesjestarch within
international entrepreneurship, namely:

1 The term is a patchwork of two words (glocal =lglb+ local).
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— entrepreneurial internationalisation (A),
— international comparisons of entrepreneurship (B),
— international comparisons of entrepreneurial iraéomalisation (C).

It should be noted that in the framework of inteéioraal entrepreneurship,
there are many concepts and models (Covitlal, 2014). On the basis of an
ontological analysis of the articles in this areathe years 1989-2009, Jorasal.
(2011) have developed a taxonomy containing 6®udifft themes within 14 the-
matic areas and three main types. Internationapeoisons of entrepreneurship is
threefold: cross-country, cross-culture as wetl@abines cross-country and cross-
culture comparisons.

Cultural context significantly influence the wayaafnducting a business (eco-
nomic practice), forcing the adaptation of a firatiwty to socio-cultural require-
ments which are in force in a given local communi$yach, 2003; Glinka
& Thatchenkery, 2013). They perform a fundamenté in conducting business
activity at the international scale (internatiobalsiness / international entrepre-
neurship), particularly in the process of the watdnomy globalization and inte-
gration in Europe (Wach, 2015).

3. CROSS-CULTURAL DIFFERENCES
AND DOING BUSINESS WORLDWIDE

In the literature of the subject, various solutisaghe problem of cross-cultural
differences in business are suggested (Szczepaioki@&wWach, 2006). In 1960s
Hall identified two types of cultures, which ardlstommonly used in business
studies, they are low and high context culturedl(H860). Representatives of high
context cultures pay a lot of attention to nonvedoanmunication and the cultural
situational context, while low context culture repentatives are very direct and
focus on verbal communication (Figure 1). Crouddteal. (2012) based on a sur-
vey’s results of 1795 respondents (India 657, Irelanch = 311, Thailaneh = 232,
USA N = 592) confirmed that high-context nations préfieravoiding and obliging
conflict styles more than low-context nations, vdaes low-context cultures prefer
the dominating conflict style more than high-contexitures.

Based on a research study among 53 countries, ddief¢1980; 1991) devel-
oped a model of five dimensions of national cult(ffgure 2), which are power
distance, individualism vs. collectivism, masculnvs. femininity, uncertainty
avoidance and long-term orientation (Hofstede, téofs & Minkov, 2010; Hof-
stede, Pedersen & Hofstede, 2002).

Based on a study over 15 years in 50 countriesnpemaars (1993) prepared
a five-element concept of cultural dimensions, \Wwhigas developed later into
seven dimensions (Hampden-Turner & Trompenaars3)199ey are universalism
vs. particularism, individualism vs. collectivismgutral vs. emotional, specific vs.
diffuse, achievement vs. ascription, sequentiabyachronic, internal vs. external
control.
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Britis }{\ustralian Ttalian
French Spanish

US / Canadian Greek
Scandinavian Arab

Polish Vietnamese

Austrian Japanese

Swiss Korean

German Chenese

Low-Context

High-
Cultures igh-Context

Cultures

Figure 1. Examples of low and high context cultures accordblall
Source: adapted from Hall (1960) and Hall & Hall (1990).

Individualism . . ) ) Collectivism
The interests of the individual Social Orientation The interests of the group
take precedence take precedence

Relative importance of the
interests of the indovidual vs.
the interests of the group

Power Tolerance
Individuals assess authority in
view of its perceived rightness or
their own personal interests

Power Respect
Authority is inherent in one’s
position within a hierarchy

The appropriateness of power/
authority
within organisations

Uncertainty Avoidence
Prefer structure
and a consistent routine

Uncertainty Acceptance

Positive response to change Uncertainty Orientation
and new opportunities

An emotional response to
uncertainty and change

Passive Goal Behaviour
(femininity)
Value social relevance, quality of
life, and the welfare of others

Aggressive Goal Behaviour
(masculinity)
Value material possessions,
money, and assertiveness

What motivates people to
achive different goals

Short-Term Outlook
Value traditions,
social obligations

Long-Term Outlook
Value dedication, hard work,
and thrift

The extent to which members
of a culture adopt a long-term
or a short-term outlook on
work and life

Figure 2. Hofstede's five dimensions of national culture
Source: adapted from Griffin & Pustay (2015, p. 129).
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Lewis (1996; 2005) distinguishes three types ofucak: linear-active, multi-
active and reactive ones (Figure 3). Representatifdinear-active culture (e.g.
Germans, Scandinavians, Brits) focus generallyrantask at a time, while multi-
active culture representatives (such as ltaliapantrds, Slavs) can share their
attention among different business tasks. The septatives of reactive cultures
wait until the other side is listened.

Linear-active,
multi-active,
reactive variations

Cultural Types:

. Italy, Spain
The LeWIS MOdel Brazil, Venezuela

Mexico, Colombia
Peru, Bolivia

Portugal, Greece
Chile, Algeria

Angola, Nigeria
Sudan, Senegal

Saudi Arabia
Iraq, U.A.E.

Russia, Slovakia
Croatia, Romania

France, Poland
Hungary, Lithuania

Bulgaria
Turkey, Iran

Belgium, Israel
South Africa

blue = linear-active - cool, factual,

Denmark, Ireland decisive planners

Australia

Indonesia, Malaysia
Philippines
red = multi-active - warm, emotional,

Netherlands, Austria loquacious, impulsive

Czech Republic
Slovenia

Korea

Thailand
= reactive - courteous, amiable,

accor g, comp

good listener

000000 O

UK. Sweden Finland Canada Singapore Taiwan Japan
Latvia Estonia Hong Kong

USA, Norway

Germany
Switzerland
Luxembourg

Vietnam

Figure 3. Cultural categories of communication according évls
Source: Lewis (2005, p. 89).

In his research first published in 1990, Mole (20@8swers the question
posed by himself: “How to cope with the differernipecultures on the common
European market area?” He proposes the use ofpdesiool facilitating the assess-
ment of various methods of firm functioning thatcsdled “the Mole map” is (Fig-
ure 4). Mole distinguishes two models of leadersttip individualistic one and the
group one), and two models of organization (thdesyatic one and the organic
one) according to which he performs the divisioncolures in Europe (Wach,
2004). The systematic model of an organizationgeizes the mechanistic func-
tioning of an organization designed and built adoay to certain specifications,
which enables to achieve the goal intended by tharezation. Thus, the founda-
tion of a systematic organization is coordinatiord alearly defined relations
among the organization members. The model is tyfmc&candinavian countries,
among others. On the other hand, the organic madd®i organization is based on
the conviction that an organization resemblesiadiwrganism and is the personi-
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fication of its members’ needs. The effectivenelsaroorganic organization de-
pends on the extent to which its members are aldedperate in order to achieve
the common goal. The organic model of an orgariras typical, among others,
for Mediterranean countries (Spain, Portugal, |[t&yeece). The individualistic
model of leadership reflects the autocratic managemodel (directive, despotic,
“top-down” management). Its basis is the convictibat people are unequal by
their nature and the most competent individualserdgcisions on behalf of others.
According to Mole’s concept, “powerless” creatuage supposed to submit to
“powerful” creatures. A typical example of a coyntrith the individualistic ap-
proach to leadership is Russia. On the other hiwedyasis of the group approach
is the conviction that although individuals mayfeifin capabilities or the effec-
tiveness of action, everybody has the right to &&rdh, and everyone is entitled to
participate in taking decisions concerning thenthsa model is reflected, among
others, in the Swedes’ or Danes’ approach. Theshaws mainly cultural differ-
ences occurring in Europe (Daszkiewicz & Wach, 2qil354).

Tha Mole Map
individuat Russia -
Ukrine | gtvia giovenia

Bulgaria Spain Hungary

Romania Forlugula - USA e
feadershi] Tu I elgum  Czech Switz
P Liﬂ'll.l&l‘liﬂ.my tal; Slovakia E:rmany
Estonia ~4Stna
N'lanhg!sFintan e
orway Denm
Swaden

an
Greace
Cvory slrelﬂ';f UK

group

cmanic systematic
organization

Figure 4. The map of entrepreneurship culture in Europe abegrto Mole
Source: Mole (2003, p. 39).

Gesteland (2005) proposes the classification dhlegs cultures based on four
variables, out of which each is two-dimensionah assult of which one can isolate
eight main features of the business world cultuaesl, on this basis divide entre-
preneurship cultures (Table 1). The culture typeoaling to this concept are as
follows: relationship-focused — deal-focused; formanformal; rigid-time — fluid-
time; expressive — reserved cultures.

Of course, in practice we can also come acrosstgpeultures which depart
from model behaviours, then they are defined asaradd, or as moderate with the
direction of attitude. Although in some culturesxed cultures also occur, it often
happens due to the regional differentiation ofirdlial nations (Wach, 2004). The
knowledge of cultural differences enables entrepues to avoid misunderstand-
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ings in negotiations with a foreign partner and¢bieve mutual agreement. How-
ever, regardless of the awareness of differenctdseinvorld of international busi-
ness, two iron principles are in force (Gestel@@d5, p. 16): the seller is expected
to adapt to the buyer, as well as the visitor [geeted to observe local customs.

Table 1. Cultural models of behaviours in business accgrtinGesteland

Types of

Characteristics
culture

Criterion

Focus on people and the use of a complicated network g
Business orientatiofirelationship-| sonal relationships. Mutual understanding, honest, opeh and
vs. personal rela- |focused not much context-embedded expression of oneself i im-
tions portant.
Focus on task completion and openness to make businegs with
foreigners. During meetings, it takes only a few minutes (or it
happens immediately) to get down to business.
It is based on clear hierarchies reflecting great diffees ir
social status and the scope of authority among peoplg, and
formal strong attachment to tradition in interpersonal relations| Re-
spect and esteem are shown, differences in social and grofes-
sional status are valued.

More egalitarian organization is appreciated, with smdife
ferences in social status and scope of authority, and lgss at-
tachment to tradition. There are few protocol rituals ang the
are not complicated.
A lot of emphasis is put on punctuality and adherenge to
rigid-time [ schedules, as well as the rigidity of fixed dates. Meetingf a
rarely interrupted.
What is valued are loose schedules and sittings during vhich
a few meeting can take place at the same time. People-qnd
lations among them are more important than punctuality and
precisely arranged schedules.
High expression of speech, both the verbal one and the| body
language. Quite loud way of speaking, interruptions, silence
expressive |causes embarrassment. Spatial distance is very soaeref i
locutors often touch each other. Direct, intense looking|into
somebody’s eyes.
High verbalism of speech, its relatively low expressiveress.
Only verbal utterances count. The interruptions of uttergnces
reserved take place rarely or do not happen at all. They value distance,
avoid intense, constant looking into partners’ eyes, little|ges-
ticulation.

Source: own study on the basis of Gesteland (2005 — various pages).

deal-

(,Great divide”) focused

Significance of so-
cial status, hierar-
chy, power and
showing respect

informal

Attitude to time
and schedules
time fluid

Non-verbal ways
of behaving
in business

In early-1990s House conceptualised the GLOBE (&lbbadership and Or-
ganizational Behavior Effectiveness) study resdaccimto nine dimensions of cul-
tures, namely power distance, uncertainty avoidahuean orientation, institu-
tional collectivism, in-group collectivism, assggness, gender egalitarianism, fu-
ture orientations as well as performance oriemafidouse, Hanges, Javidan
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& Dorfman, 2004). Radziszewska (2014) using the BEQesults proposes a re-
lational concept linking cultural dimensions andrepreneurship orientation and
behaviour (Table 2).

Table 2. Relationship between cultural dimensions and ir@gonal entrepreneurship

Long term orientation positive
Short term orientation negative
Low power distance positive

negative — new family firms creation

positive — entrepreneurship can be used to increase one’s power
Individualism positive

negative — entrepreneurship is based on individualistic orientation

High power distance

Collectivism o . . . > L
positive — more social support is offered in collectivistic saEseti

Human orientation positive

Performance orientation positive

Future orientation positive

Low uncertainty avoidancgpositive

High uncertainty negative — formalisation and resistance to risk is against esmeymship

avoidance positive — quality of products and services

Source: Radziszewska (2014, p. 44-45).

The GLOBE puts nations into cultural clusters tha grouped based upon
cultural similarities and currently there are th#édwing ten societal clusters (Jav-
idan & Dastmalchian, 2009):

1. Anglo-Saxon cultures including England, Australmuth Africa (the white
sample), Canada, New Zealand, Ireland, the Unitate§

2. Germanic Europe including Dutch-speaking (NethelanBelgium and
Dutch-speaking France) and German-speaking (AusBa&rman-speaking
Switzerland, Germany, South Tyrol, Liechtenstein);

3. Latin Europe including Italy, Portugal, Spain, Fean Switzerland (French
and Italian speaking);

4. Nordic Europe including Finland, Sweden, Denmark;

5. Eastern Europe including Hungary, Bulgaria, Romattia Czech Republic,
Slovakia, Poland, Lithuania, Latvia, Estonia, Seyléreece, Slovenia, Alba-
nia, Russia;

6. Latin America including Costa Rica, Venezuela, ElmraMexico, El Salva-
dor, Colombia, Guatemala, Bolivia, Brazil, Argeratin

7. Arab cultures including Algeria, Qatar, Morocco,yiag Kuwait, Libya, Tu-
nisia, Lebanon, Syria, Yemen, Jordan, Iraq, Unikeab Emirates, Bahrain,
Saudi Arabia, Oman,;

8. Sub-Sahara Africa including Namibia, Zambia, Zimab South Africa
(Black Sample), Nigeria;
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9. Confucian Asia including Taiwan, Singapore, Hongnip South Korea,
China, Japan, Vietnam;

10. Southern Asia including India, Bangladesh, IndomeBMalaysia, Thailand,
Iran, Philippines, Turkey.

4. CONCLUSIONS

In every society there is a hierarchy of valuesiltesy from tradition, the current
standards of education or religion. Entering aifpranarket, a firm should adapt
to these values. It may be noted that many busises® matter what strategy cho-
sen (standardization adaptation or the mixed gfyatare trying to fit the mould
of their activities, especially promotion strategythe current socio-cultural sys-
tem. Still, from time to time they erupt furtherasclals associated with failure to
consider the local environmental conditions. In 8tat999, in the Czech newspa-
pers the advertising dfolkswagen Borappeared. It was an army map of the Czech
Republic, and the advertising slogan soun@edat spring offensivdt is hardly
surprising that the Czechs were shocked, becaastg®0 years before a German
came up with exactly the same id¥alkswagerhad no choice but to apologize to
the Czech customers for that unfortunate advergsgof a new car make (Wach,
2004).

In practice, many firms entering new markets brdak existing system of
values unconsciously. There are also examplesuzillydarge companies that in-
tentionally try to maintain promotional activitié#s such a way as to come into
conflict with the socio-cultural in a given markét.classic example is the Italian
companyBenetton This Italian clothing manufacturer used to be ohéhe most
scandalous promotion in international markets.hesdreator of such a line of ac-
tion is considered Oliviero Toscani, the authothef most controversial billboards.
They elicited numerous protests, but sale8effettonwas growing. One of the
most popular examples of a strategy based on dictomith the socio-cultural en-
vironment are billboards from 1990s with a nun amatiest kissing each other. In
Poland and ltaly, these ads were negatively weldptpet in England, the poster
was awarded.

Emotions to foreign products also play an importaig. Almost all markets
phenomenon of solicitation to buy goods of domestaduction. In many coun-
tries, they developed slogans urging to buy domegsiods (includindduy British
in the UK, Buy Americann the USA, orTeraz Polskan Poland). In some coun-
tries, there are very radical currents againsidgorgoods imported from a particu-
lar country (e.g. Polish food on the Czech market).

It is important to have proper knowledge or atieae aware of the main
conditions that occur in the market in which weldsiness or have negotiations
with, especially these conditions resulting from stocio-cultural factors. In recent
years, it is turning more and more attention tdural factors that can lead to nu-
merous conflicts and ultimately bring the oppotiten expected, intentions. Some
management styles may not be easily transferreal droe cultural group to another
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one, because it may encounter resistance or rektetaf employees, this is why
glocalisation seems now to be the approach thbg& commonly used by modern
businesses.
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Abstract:

The main objective of this paper is to examineitingact of FDI inflow on local entrepreneurship
in Georgia. The secondary objective of the arik® determine what effects the business climate
in the country has on the growth of local entreptea. To verify the impact of foreign investments
on domestic entrepreneurship, dynamics of actieallenterprises in Georgia in the years 2005-
2014 is used as a dependent variable. In regatdhwmisiness climate, international business and
credit rankings were selected to show how theyraegrelated with foreign investments and how
they affect domestic entrepreneurs. FDI has ndfgignt effect on local entrepreneurship in Geor-
gia, neither on their growth, nor on their fall, I&s share in the local economy is nominal. It is
noteworthy, however, that inflow of foreign capitels positive impact on the country’s business
climate, promoting its image and rising internatibrecognition. The favorable business climate
can help many local enterprises, especially SM&E®enefit from liberal environment, financial
and tax incentives, less regulation and bureaucrfBuig paper intends to enrich relatively poor
literature about FDI effects on Transcaucasian tr@s) providing a clear understanding to what
extend the local entrepreneurship are under theein€e of FDI and general business climate in
the country.
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1. INTRODUCTION

Despite scarce resources of certain economies in part{sotatl market, limited
natural resources, low-skilled labor force, etc) they adllecapable to arouse an
interest in international investors and attract foreign ahg#licies to attract for-
eign direct investments (FDI) have become very common amongyeengnents,
irrespective of the geographical location, development l@rafedustrial structure
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of their economies (Bellak et al 2008). FDI is aidhe potential sources of eco-
nomic growth for developing countries and greatasamity for them to catch up
with developed states (Caves, 1996; Markusen & Wiesa1999; Javorcik, 2004).
Investment process is primarily an initiative aratidion of the investor, whereas
a government of the receiving country is initiadod implementer of those reforms
which influence the investor to make that decisiormost cases, both sides have
strong interest in this form of cooperation, bugythboth have their risks. Investor
may fail to gain expected income (both due to makand external factors), while
for the host state the concept of the risk is mam@plex. But still, in the era of
globalization, most countries try not to hinder #mrance of foreign companies,
including MNCs. They bring huge financial meansnagement know-how, tech-
nological progress and prestige for the country,dauspectives of local firms in
these circumstances might be lusterless and unpirgniespecially in developing
countries where they are less powerful and “gueifto face such competition due
to lack of required assets. Many political, non-gavnental and professional
groups (unions) see this rivalry as an unfair tgalihich harms not only certain
domestic businesses but the business environmdritharwhole economy as a re-
sult. Foreign companies set their rules on the ataddttract skilled workers, gain
bigger market shares and respectively, create dwarers in their industries,
which put local entrepreneurship in a disadvantgmesition. Some even say that
domestic production is shrinking in this case aadagal investment climate of the
country becomes less prospective. Foreign invesfites repatriate their revenues
to the country of their origin or to other counsigvhile local entrepreneurs reinvest
the money in their businesses mostly in their coesitand the fierce competition
which limits their production abilities can negatiy impact state’s economy.

In small and culturally distinctive countries, issuwith FDI and globalization
in general, are especially problematic as theycafiet only the host economy but
a socio-cultural side, carrying a serious threa twltural/national identity of the
state. South Caucasian states (Azerbaijan, Arnagrddseorgia) can be indubitably
included in the list of such countries. These majalistinct with their unique tra-
ditions and native customs, lived in closed bord#dre Soviet Union) for many
years, and long wished independence for them hagdtwith wars, extreme pov-
erty and many other problems. At the present timespite some existing difficul-
ties, these states are developing and growing ecizadly. They attract foreign
investments, try to promote local production ancbigvely involved in the global
trade. This paper will examine what impact FDI &mtdrnal business environment
has on the local entrepreneurship in Transcaudasiasing on Georgia, the coun-
try with the most open economy and successful @oimand political) reforms
among Caucasus states according to various inienatorganizations (World
Bank; Transparency International, Heritage Foundats&P, Moody’s, etc)

It seems that Georgia does not spare efforts stegtractive business envi-
ronment and stimulate inflow of foreign capitalh#s favorable and geopolitically
important location, multilingual labor force, stgplegislative support and tax ben-
efits for entrepreneurs. Recently Georgia signedAbsociation Agreement with
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the European Union which considers its graduabiaion with the EU. This in-
cludes an economic integration. The one of the nmpbrtant sections of the
agreement — DCFTA (The Deep and ComprehensiveTresle Area) enables lo-
cally produced products and services to have fceess to the markets of the Eu-
ropean Union after the fulfilment of all obligat®of the agreement. All these make
investment climate in Georgia appealing for theesters, particularly for business-
men from such countries like Turkey, Azerbaijanir@hNetherlands, the UK, the
USA. Main target sectors for the potential foreigwestors are transport and com-
munications, construction, energy, manufacturimgarfcial services, real estate
and tourism. The country has the bilateral investrireaties with 33 countries and
free trade agreements with 11 states. Local pialits&cand economists agree that
country needs more foreign investments to boosh@nic growth, especially at
this stage of acute currency devaluation (by mbam t35% against US dollars),
however, some experts state that it negativelyctffide local entrepreneurship and
additional pressure on domestic businessmen froengfo players will worsen their
positions.

This paper is organized as follows: the literaté@ew, which revises rela-
tionship between FDI and local entrepreneurshifoliswed by description of ma-
terials and methods used for the research. Fintibes of the paper are presented
for analyzing results and drawing proper conclusion

2.LITERATURE REVIEW

While much of the literature points out on the ggsiinfluence of FDI on receiving
economy (Barry et al., 2003avorcik, 2004; Blanchard et al., 2009), therestite
some evidences of its negative effects (Caves, ;1886en & Harrison, 1999).
Furthermore, the character of this impact largelgehds on how foreign and local
companies are related to each other, horizontafiyra) or vertically (inter)
(Javorcik & Spatareanu, 2008) and whether foregjn@oducts are strategic sub-
stitutes or complements (Fudenberg & Tirole, 194pw et al., 1985).

FDI is linked to management know-how and technolwggsfer, hence, it is
logical that the literature finds the disseminatmminnovations on home firms
mostly common positive spillover effect on the loeatrepreneurship (Barrios et
al., 2005; Ayyagari & Kosova, 2010). Javorcik (2Dp@hd Haskel et al., (2007)
claim that spreading of innovative ideas and tetdgybrought by foreign firms
will take place both across and within industriéthe host economy. This type of
positive spillover is called demonstration effeais,contagiorimitation effects
(Kokko, 1992; Barry et al., 2003), implying that& companies will imitate for-
eign ones in technology, in developing of new pratdiand business processes and
in adapting their management styles/organizatistralctures. Moreover, export-
oriented MNEs can serve as perfect instructorglfmnestic firms of how to enter
overseas markets (Greenway et al., 2004), stinmgjdty this the growth of country
exports and expansion of local businesses (Greemwvay., 2004; Christiansen
& Ogutcu, 2002). FDIs bring new products and se&wito the receiving country
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and create with these new markets and businesstapjies (horizontal effects).

It can also spur local firms, by subcontractingpartnership with them for certain
activities (vertical effects). Kim and Li (2012)ngle out two important aspects
within supply-demand chain when foreign firms eneeng the country, these are
backward and forward linkages. Backward linkagéigcethe situation when for-

eign companies obtain raw materials for their potsidrom local firms, whereas
forward linkages occur when local firms buy goodsl @ervices from foreign-

owned counterparts. Both sides benefit from suddtiomship and what is more
important, the domestic economy benefits from istrad all.

Perhaps the most debated subject in the literatunelations of MNEs and
local entrepreneurship is labor issues. While seoi®lars suggest that FDI has
positive spillover effect on certain labor aspects,labor mobility for instance
(Caves, 1996; Fosfuri et al., 2001), most authgreathat impact of foreign groups
on domestic businesses in terms of labor suppheimtive. Local firms undergo
so called “brain drain”, as their foreign compattattract skilled workers by of-
fering them much better employment conditions (sssa development potential,
etc) (Grossman 1984; De Backer & Sleuwaegen, 2D@38acker 2011; Danakol
et al., 2013). Furthermore, higher wages at MNEsattract not only employees
of domestic companies but also impulse some lauaépreneurs to give up their
low-income business occupations in favor of emplegtmat MNEs (Grossman
1984; De Backer & Sleuwaegen, 2003). Apart frommatiog out local firms on
the labor market, other negative effects includeaased domestic market monop-
oly and setting high market entry barriers for loampanies. Presence of well-
established MNEs make industry extremely competitiich may lead small and
less efficient local players to leave the markeatndventually cause “market steal-
ing” effects (Aitken & Harrison 199%)jankov & Hoekman, 2000). Some academ-
ics argue that negative spillover effects are uguaported in countries with tran-
sition economies (Djankov & Hoekman, 2000; Koning@01; Sabirianova et al.,
2005), whereas the opposite is observed in thelmiddome states (Doytch & Ep-
person, 2012). Based on the panel analysis of d0dtdes, Kim and Li (2012)
concluded that FDIs have positive impact on lesseldged countries with weak
institutional support and particularly on new b@sis creation there.

3. MATERIAL AND METHODS

Objective of this study is to understand effectsDf on local enterprises in regard
to the amount of their number. This paper also agmsiderstand how the business
environment in the country influences the growttioohl companies. As literature
suggests, there are mixed results concerning tpadtrof FDI on domestic busi-
nesses, where in one scenario MNEs can impulseghmith and emergence, but
in the other, they might create invincible barriansl force them to exit the market.
Grossman (1984) states that FDI decreases the mwhbemestic entrepreneurs,
whereas Jovanovic’s (1994) model of firm formats@es the positive linkage be-
tween the growth of foreign entrants and increasiagbers of local businesses.
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In any case, changes in nhumber of domestic firmhéneconomy are easily ob-
servable, therefore, the dynamics in number ofvadibcal enterprises in 2005-
2014 years is employed to understand the caseang@eand then to analyze the
data for making proper conclusions. Distributio-Bfl inflow across the economic

sectors and the country’s main macroeconomic itoiisawill be also presented in

the article. International assessment of Geordgiasiness and economic reforms
by prestigious worldwide organizations in the fasfrrankings and ratings are em-
ployed to have the whole picture about local bussrenvironment. Statistical in-

formation is collected from National Statistics IO of Georgia (Geostat) and
working materials of National Bank of Georgia, asllvas from data of various

international organizations availalaetheir websites.

4. FDI AND LOCAL ENTREPRENEURSHIP IN GEORGIA

After the implementation of reforms brought by swecalled “Rose Revolution” in
2003, Georgia started attracting more foreign ehpiaching its peak in 2007 with
over 2 billion USD. This trend did not affect thember of local entrepreneurs until
2008, when first considerable change in the figuais observed. In 2008, the num-
ber has increased by 15%, however, it coincided 2206 fall of FDI inflow. While
the inflow of foreign capital shrank to 658 millid#SD in 2009, the number of
local enterprises continued stable growth in thmesperiod. Similar tendency was
noticeable in 2011-2013 years. In 2014 FDI infl@ached more than 1 758 million
USD, 87% rise from 2013 (942 million USD), wheréas number of local enter-
prises in 2014 fell almost by 10 000 units. Desgiteh results, it will be misleading
to argue that the growth in FDI flow caused thelidef local enterprises on the
Georgian market and forced some domestic playeegitoFluctuating dynamics
is a cause of various complex issues that Geoagianomy has undergone during
these years, high unemployment and low wages famele stimulate many indi-
viduals to leave their jobs and start their owniesses, contributing therefore to
growing number of local enterprises. Nepotism anlucal peculiarity towards
hiring are also additional factors why so many @euor professionals engage in
starting own business rather than working for ath@rhereas recent Economic
downturn (2013 — present), on the contrary redticeciumber of local enterprises
notably because of their bankruptcy or terminatibthe business activity.
Attraction of many foreign businesses was also itimmed by low taxes and
legality of gambling business (including casinosjeh is forbidden in Turkey and
that is one of the main reasons why so many Turkighrepreneurs come to Geor-
gia. 2008-2013 years’ stunted condition in respefbreign investments is related
both to Country’s military conflict with Russia amgobal financial crisis, these
important events could not leave macroeconomicpaters of Georgia unmarked.
Entrepreneurship in Georgia is very attractive pation as many young in-
dividuals aspire to start their own businesserdtian to work for very low wages
in an uncertain job market. Number of entrepren&urising year by year in par-
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allel with the improvement of the business envirenirin the country. Every gov-

ernment of the country state that business shoailshdin creator of jobs, so it en-
courages the sector by creating liberal and busifiesdly climate. Tax incentive,

less regulation and bureaucracy contributed thamsipn of the local businesses,
especially in the financial sector. Recently, bass supporting state programs
were developed to help small and medium enterptsespand. These programs
are focused mainly on manufacturing and exportntei@ sectors, as well as on
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tourism industries and even on start-ups. This naaiteg business in Georgia even
more encouraged and less costly. Furthermore, iasiemcagreement with EU al-
lows Georgian firms to access EU market withoutftharriers on almost every
product. Some successful international busines®iaadkre also introduced. From
2017, companies will be exempted from corporaterme tax in case of its rein-
vestment in the business.
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5.BUSINESSCLIMATE IN GEORGIA

As the small country with scarce natural resourres limited domestic market,
Georgia tries to attract FDIs and stimulate expbytwvarious fiscal and financial
incentives. It has investor friendly business emwinent with low taxes and liberal
trade policy. The country also tries to use itatamn as an important asset to stand
out from neighboring states. It is the main transitntry for cargoes from Turkey,
Kazakhstan and Azerbaijan. Apart from institutiosailpport, the government
spends actively in infrastructure to contributenaking Georgia regional economic
and business hub. Small internal market leaveshodice for the country but to
open its borders, limit trade barriers and exenoph lexport oriented local and for-
eign entrepreneurs from taxes. Both export andkpe+t are exempted from cus-
toms duty and value added tax. Import restrictiaresextremely rare. Foreign in-
vestors have all rights to repatriate their prafit dividends back to their countries
and there are no limits in hiring foreign citizens.

Economic slowdown in recent years are conditionathiy by economic and
noneconomic problems in Georgia’s main tradingrgad (Turkey, Azerbaijan,
Ukraine and Russia) and depreciation of the natiomaency decreasing foreign
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trade and aggregate demand as a result. Sharpel@tlpopulation also has its
negative effects on the overall economy. Despiteitde of emigration, remittances
to Georgia continue to fall. Positive trends arsestable in the number of new
international hotel brands, foreign tourists andibess visitors.

Table 1. Key economic indicators in Georgia in the years@2Q015

| 2010 | 2011 | 2012 | 2013 | 2014 | 2015

Area 69 700 knd

Population (Thousands) 4436.4 4469.21 4497.60 4483.8 4490.5 3713.7
GDP Nominal (Million, USD) 1163f 14439 15847 16140 16508 13 960
GDP per Capita (USD) 2623 3231 3523 3600 3676 3759
GDP Real Growth (%) 62 7.2 6.4 3.4 4.6 2.8
HDI 0.733 0.736| 0.741] 0.744 0.754] _—
Annual Inflation Rate (%) 11p 2.0 -1.4 2.4 2.0 4.9
Unemployment Rate (%) 163 15.1 15.0 14.6 12.4 12.0
Labor Force (Thousands) 1915 1959 2029 2003 1991 2022
Foreign Trade Turnover

(Million USD) 6913 9259| 10413 10433 11463 9935
FDI Inflow (Million USD) 815 1117 912 942 1758 1351
Currency GEL (Georgian Lari). 1 GEL=0.43 USD/0.38 EUR

Source: National Statistics Office of Georgia; NationahiBaf Georgia; World Bank; IMF.

Favorable business climate and economic reforme tair recognition in
various rankings provided by international orgaticzes and rating agencies:

- Ease of Doing Business, by the World Bank Grouplzioss 10 different in-
dicators which sets the regulations supportingreventing the business ac-
tivity.

— Transparency International’s Corruption Perceptibrdex (CPI) illustrates
the overall level of corruption (frequency and a&dpa in government and
public sector.

— Index of Economic Freedom (IEF), by the Heritageration encompasses
10 main factors which determine the degree of ecnn@reedom in nations.

—  Global Competitiveness Index (GCI), by World Ecomoforum measures
states’ macroeconomic stability, various aspectaginess environment and
their technological advancement.

- Fitch’s, Standard & Poor’'s and Moody’s ratings timgs of biggest credit
rating agencies which aim to provide potential Btees with valuable infor-
mation on country’s economic, business and findpaespectives.

Promotion of the country in rankings was an echecainomic reforms started
in 2004. Georgia has been remarkable in the reigiterms of the progress in in-
ternational rankings. In all major publications tbeuntry outruns all neighbor
states, being in advantaged position for attraciimvgstors. Ease of starting and
doing business is one of the main factors for |l@al foreign businessmen for
starting a business in Georgia. It is also worthitderline successful reforms in
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delivering various public services which are basetdone-window” principle, sig-
nificantly simplifying investor's business occupati The country was one of the
most corrupted states in Europe in 1990s and 280¢s, whereas according to the
International Finance Corporation (IFC) survey @12 businesses face “near-zero
corruption” in the country. Both local and foreigwestors relied on these rankings
and felt less risk when investing in a small pastist state, and on the other, gov-
ernment used these standings for promoting thetopaa favorable business des-
tination. It is also noteworthy that progress iadit ratings and international rank-
ings is closely linked to macroeconomic parameaeisin case of continuation of
recent downturn rankings might change in the neiaré.
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Figure 4. Positions of Georgia in four selected rankinghmyears 2005-2015
Source: own study based on the data of the World Bank Group, th&p@rancy International, the
Heritage Foundation and the World Economic Forum.

6. DISCUSSION OF RESULTS

Growth of FDI inflow is vitally important for thensall economy in transition, es-

pecially for the post-conflict country. With intextional support and government’s
active intervention in the economy, FDI figuresdrorgia started recovering. Re-
stored confidence, economic incentives and assogiagreement with EU played

important role in regaining interest in internamvestors. Number of local firms

also has upward trend since 2008, but sharp deche@914. This paper could not
find any interrelation between the FDI trends ameltumber of local enterprises,
as FDI has a small portion in the national econamg has no significant impact
on the domestic entrepreneurship. There is no demmlence that recent steady
growth in number of enterprises or its dramatitifak014 were somehow related
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to FDI inflow. FDI are distributed across such emmit sectors (transport and
communications, financial services, energy, retteswhich do not stand out by
the concentration of the local entrepreneurs unitkee, agriculture, manufacturing
and construction, hence, there is a little intedisacbetween these two groups.
Products or services by foreign firms do not repn¢substitutes for domestic pro-
ducers and this is one of the preconditions foir fpeaceful coexistence. Further-
more, it is noticeable how new generation of Gergiompanies are engaging in
untraditional (for Georgia) business activitieslizimig novel management ap-
proaches and innovative business models. Theradéasbn to assume that such
tendency is a result of contagiamitation effects. As both indexes (FDI inflow and
number of local enterprises) have similar growtjeictories, some might assume
that it is a result of vertical effects of theiterrelation (partnership, subcontract-
ing). Although they cooperate in some occasiores sttale of these collaborations
is insignificant, so if there are vertical effeatsall, it is quite small. This applies to
backward and forward linkages (Kim and Li's Supplgmand Chain). The first
linkage is extremely rare, whereas the latter issnadservable but without notably
affecting business environment and the local ecgnafortiori. In regard to labor
mobility issues, effects are uncertain as more &G# from employed population
in Georgia are self-employed, hence, that datéoar¢éhin to understand the trends
in this respect.

Business friendly environment has clearly positimpact on domestic entre-
preneurs. Easiness of starting business in Gedmyiataxes and attractive trade
regimes impulse local citizens to engage in enéregurial activities. Rapid decline
in number of domestic businesses in 2014 was dondill by economic troubles
caused by deprecation of the national currencyemethomic (and noneconomic)
problems in main trading partners of the countrurkBy, Azerbaijan, Russia,
Ukraine), causing shrink in both exports and impokany Georgian companies
relying on markets of above mentioned countriestande with bank loans in US
dollars found themselves in very difficult situatjcsome stating bankruptcy, cut-
ting production and jobs, selling their assetsl¢is.also worth mentioning the rise
of excise tax and planned regulation of labor @witr as possible reason for the
decline in the number. Despite this downturn in st two years, many SMEs
became beneficiaries of state supporting prograiosviag them to co-finance
bank credits, to use free consulting and techiigpport, and as minimum, to stay
on the market without incurring in more debts. Bess associations and individual
entrepreneurs praised new reforms related to catpdncome tax and VAT, pro-
spects of EU market and free trade agreementGhiitha and European Free Trade
Assaociation (Iceland, Liechtenstein, Norway andt3&rand). General liberal ap-
proach to entrepreneurship (as to main creataslid)jin the country is easily vis-
ible by local and international communities, ragstonfidence and desire to sup-
port and be involved in the business activities.
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7. CONCLUSIONS

Georgia creates environment where doing businestfésand less burdened, justi-
fying its name as the leading reformer in the (Sca@mucasian) region. Macroeco-
nomic situation in the country is improving, so tentral bank started decreasing
discount rate gradually to make credits cheapecdonmercial banks and its cus-
tomers, and therefore, to encourage entrepreneagiidities and make those less
costly. International recognition and high positiaf Georgia in various rankings
motivate the government to continue creating libecnomic climate and busi-
ness-friendly legislation. As a result, both loaad foreign firms, operating in the
country, benefit from this attitude by expandingl aiversifying their businesses,
going global and generating high profits. Howevteis essential to make the local
economy more resilient to external shocks. Reclatiadj economic slowdown and
regional crisis in particular, made country’s exp@nd remittances to fall, depre-
ciating the national currency and making debt serfor the local entrepreneurs
more expensive. This hinders further investments employment, and worsens
economic situation in Georgia. Maintaining hardreocy by gradual de-dollariza-
tion (more than 65% of total deposits and loansdmmercial banks are in US
dollars) is key for the healthy economy. Local besses need also to diversify
both their export products and export destinatitm&ie less dependent on neigh-
boring countries which are not distinguished witbromic and political stability.

There is no direct connection between the growtRifin Georgia and de-
cline of domestic firms, and there is no conneciiotine opposite phenomenon too.
Attracting FDI in industries heavily populated lmgal firms can be threatening for
the domestic entrepreneurs, however, in the long4areign investors may be-
come their partners and leave many positive linkag@rthermore, many local
companies benefit from foreign investors by copytimgir management styles and
business models, and by cooperating with them eis tistomers and rarely, as
their suppliers. FDI has never represented sigmifiportion of the country’s GDP,
hence, it cannot influence on local entrepreneprshlely. Other macroeconomic
indicators should also be assessed with more depthderstand ongoing trends
within local entrepreneurship issues, however, ilseyond the scope of this pa-
per. Qualitative approaches in the form of in-ddpterviews with local entrepre-
neurs would be very helpful as well, to underst@edrgian entrepreneurs’ percep-
tions on foreign companies and local business ¢éand what's more important,
actual effects of the latter two on the domestsifesses. It would allow to conduct
more exploratory research rather than descriptiffering more complete picture
on the topic.
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Abstract:

In Croatia, distributive trade is one of the mogportant economic sectors. The direct contribution
of distributive trade to GDP in Croatia was 9,6%athl GDP in 2013. Another important fact is
that distributive trade is a labour intensive irtdpsin Croatia, where problems such as high rate
of unemployment, public debt, unfavourable tradiahee systematically and cautiously planned
distributive trade development plays an importasie rin the country's economy. It employs
205,849 people or 15,3% of the total labour forc€roatia. Economic crisis has diminished the
importance of distributive trade in the creatiomefv jobs. Number of employees in this industry
so decreased by 23.8 percent compared to 2008efdherthe main purpose of this research is to
examine the relationship between the Gross Domestiduct(GDP), number of total employment
and the number of distributive trade employeesefRepublic of Croatia for periods 2000-2014.
The methods of correlation and regression anasesased to determine the possible contribution
of trade sector as an economic activity in solutdérthe unemployment problem in Croatia by
2030. Data analysis and numerical calculationgpartormed usin@atistical software.
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1. INTRODUCTION

Employment refers to the number of workplaces in one economy, economic sector
or particular economic activity over a year. Employment in distributive trade shows
the national economic structure and the level of human resource engagement and
allocation. Distributive trade represents a significant economic activity within na-
tional economy (Knego, 2004). Its importance is commonly indicated by its contri-
bution to the national GDP and labour force employment (Slabinac, 2014).

In periods of economic crisis distributive trade shows greater sensitivity to
market events (Pupavac, 2014), in a way that trade companies quickly reduce la-
bour costs in order to maximize profits or minimize losses, because that is the eas-
iest way to make cuts in the short term. The reduction of salaries and/or downsizing
them seems as an efficient solution so as to maintain market position of trade com-
panies (Pupavac, 2015).

Accordingly, the objective of this paper is to evaluate the effects of the dis-
tributive trade and to point a solution of the unemployment problem in the post-
crisis perspective. To achieve the intended goal, numerous scientific methods were
used in various combinations, including statistical methods of regression and cor-
relation analysis. The obtained insights could help trading companies and managers
at all levels as a basis for calculating an estimated number of employees in the
distributive trade.

2. RESEARCH PROBLEMS AND MTHODOLOGY

The labour market is a complex and important area of economic and social subsys-
tems because it validates workforce and determines working conditions, amount of
monetary compensation, employment levels, job security, dynamics and structure
of employment, social division of labour, labour mobility, unemployment dynam-
ics and the like. Economists agree that a certain unemployment rate should always
exist. Low unemployment is not a big problem for a country. Even the most devel-
oped countries have a number of people of working age who are not employed, at
any time. However, when the unemployment rate exceeds a certain limit and re-
mains high year after year, it becomes a major problem, and it is usually a symptom
of other economic disorders.

In 2008, arguably the greatest global financial and economic crisis since the
Second World War happened, with consequences influencing economies of the
EU-27 to a greater or lesser extent. In Croatia, the highest GDP decline was rec-
orded in distributive trade and transport sectors. In the aforementioned sectors in
2009 there was a decline in unemployment compared to 2008. The share of distrib-
utive trade in the total number of employees declined from 17.36% to 15.33%, in
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transport from 5.47% to 5.41%.The average number of employees in distributive
trade(EDT) in 2014 has been reduced by 23,73% since 2008. In comparison, overall
employment (TE) in the same period decreased by 13,68 %. This means that in
times of employment decline, the number of distributive trade employees falls

faster (cf. Figure 1.).
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Figure 1.Interrelation of annual growth rates of total employment and distributive trade
employment from 2000 to 2014
Source: own study on the basis of Statistical Yearbook of the Republic of Croatia 2015.

There are 5.5 million operating business entities in the distributive trade within
the EU, that is, every fourth business is registered in trade. In Croatia, more than
a quarter of businesses is registered in trade, or 26,03%, Z013). Number of
employees in distributive trade in Croatia and the EU indicate that distributive trade
is the leading and second largest employer (Durgkd@014). According to the
Central Bureau of Statistics, more than 15 % of all employees work in distributive
trade, while in the EU that share is 13% or 29 million people.

Negative economic trends had a negative effect on Croatian distributive trade.
Reduction in real income and purchasing power had a negative impact on employ-
ment trends within the distributive trade. Drop in employment in distributive trade
has been intensified since the beginning of crisis. From 2008 to 2014, 64.063 posi-
tions in distributive trade were lost. Number of employees in trade continues to
drop in 2015 — in January 2015 it dropped by 2,8% in comparison to January 2014,
and in retail by 1,8%.

However, this is not unusual, since retail is labour-intensive business and in
conditions of low demand retailers reduce the number of employees to rationalize
labour costs and operating expenditures. In times of positive economic growth ratio
of the total number of employees and number of employees in distributive trade is



78 Drago Pupavac, Helga Pavéi Skender, Aleksandar Skendz

declining, while in times of negative economic growth this proportion is growing
(cf. Figure 2.).
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Figure 2. Ratio between total employment and employment in distributive trade
Source: own study on the basis of Statistical Yearbook of the Republic of Croatia 2015.

Managers of trading companies are faced with an important issue concerning
planning of human resources: how are employment in the distributive trade, na-
tional economy and total employment exactly correlated? To answer this in a sci-
entific manner, this study will explore the interdependence between the number of
employed in the distributive trade, gross domestic product and total employment in
Croatia using data from Table 1.

In order to make an objective forecast the number of employees in distributive
trade in Croatia, a theoretical model should be defined first. This study investigates
dependence the number of employees in distributive trade (EDT) as the dependent
variable and the number of total employees (TE) and gross domestic product (GDP)
as the independent variables. Accordingly, a model to estimate the number of em-
ployees in distributive trade can be written as a function:

EDT = f(GDP,TE) (1)

where:

EDT —number of employees in distributive trade;

GDP —gross domestic product;

TE —total employees.

Variable EDT is a dependent variable, wiiil2P andTE are independent or
explanatory variables.

Supposing that the number of employees in distributive trade depends on the
GDP and the number of total emploees, its linear foronld be as following:

EDT = by + b,GDP + b,TE )
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Table 1.Movement of GDP, total employment and the number of employed in the distrib-
utive trade from 2000 to 2014

GDP Total employment Number of employed in the
(mill.HRK) (000) distributive trade (legal entities)
2000 239.9 1341 179 000
2001 250.4 1348 179 000
2002 263.5 1359 213 895
2003 274.8 1393 226 940
2004 285.2 1409 237 768
2005 297.5 1420 240 827
2006 311.8 1468 251 155
2007 329.8 1517 264 008
2008 344.1 1555 269 912
2009 324.1 1499 243 277
2010 320.2 1432 224 980
2011 320.2 1411 220 633
2012 314.4 1395 216 112
2013 311.3 1364 207 153
2014 310.1 1342 205 849

Source: Statistical Yearbook of the Republic of Croatia 2013., (online data at www.dzs.hr , PC-Axis)
(access: 5/10/2014)

3. RESULTS AND DISCUSSION

Based on data given in Table 1, correlation analysis was conducted (cf. Table 2). It
shows a high interdependence between the number of employed in the distributive
trade and GDP (r=0,73), and between the number of employed in the distributive
trade and the total employment (r=0,90).

Table 2. Interdependence of the number of employed in the distributive trade, GDP and
total employment

Means | Std. Dev. | GDP | TE | EDT
GDP 2998 30.55 1.000000 0.736234 0.735547
TE 14169 66.60 0.736234 1.000000 0.90787(
EDT 225367.3 26 873.73 0.735542 0.90787( 1.000000

Correlations (Distributive_trade.sta) Marked correlations are significant at p <,05000 N = 15 (Case-
wise deletion of missing data)
Source: own calculation.

Since there was a high interdependence between the number of employed in
the distributive trade, GDP and total employment, regression analysis was also con-
ducted using data from Table 1 (cf. Table 3).

Regression analysis between the number of employed in the distributive trade
(EDT), GDP and total employment (TE) has resulted with the following model of
multiple linear regression:

EDT = =270 631 + 129 - GDP + 323 - TE )
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Table 2. Interdependence of the number of employed in theiloutive trade, GDP and

total employment

Beta S;?BE[; B | Stg% Err. t(12) p-level
Intercept -270631 72631,68] -3,72607 0,002895
GDP 0,146602 0,173764 129 152,8B 0,8436pP 0,415345
TE 0,799936 0,173764 323 70,1p 4,6035p 0,000907

Regression Summary for Dependent Variable: EDT (Distributisdetsta) R =0.91327418
R2 = 0.83406972 Adjusted R2 = 0.80641467 F(2.12) = 30.160p
Source: own calculation.

According to regression analysis (cf. Table 3gaih be concluded that there
is a statistically significant correlation betwele number of employed in the dis-
tributive trade, GDP and total employment R(= 0.91; F(2.12) = 30.16;

p < 0.01). The correlation is positive, indicating thatiaorease in the number of
employees in distributive trade is connected witl mumber of total employees
(TE) and thezDP. Application of the mentioned model for plannihg movement
of the number of employees is shown by Figure 3.
Line Plot of multiple variables Spreadsheet4 2v*19¢c
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Figure 3. Comparison of results obtained by using econometddel and real data on
the movement of the number of employed in the ibistive trade
in Croatia from 2000 and 2013
Source: own calculation.
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Based on the given model (3), an estimate of timelbmu of employees in the
Croatian distributive trade by 2025 was made. éns® appropriate to assume that
the considered variables — the number of total eyg@s and:DP — will increase
in the coming period, so if we anticipate that éiverage growth rate &DP will
grow at an annual rate of 2% and the number of totgployees will grow at an
annual rate of 0,81%, the number of employed irGtaatian distributive trade by
2030 will also be on the rise (as shown in TableAssumptions on the average
growth rates off DP and the total number of employed were made basederage
growth rates in times preceding the recession. F2000 to 2009, the average
growth rate of th&sDP was 4.61%, and of total employment 1.87%. Thismaea
that for an increase in total employment by 1%,gtawth rate of GDP had to be
2.46%.

Table 4. Estimate of the total number of employees in thea@an distributive trade by
2030

Year | Number of employees
NE2017 215 954
NEz019 224 894
NEz021 234 020
NE2023 243 337
NEz025 252 851
NEzo27 262 566
NE2029 272 488
NE2030 277 528

Source: own calculation.

4. CONCLUSIONS

Distributive trade is a significant source of enmyptent. It employs 13% of the
total labour force in the European Union. In Craaéibout 205 000 people are em-
ployed within the distributive trade or 15,3% o&ttotal workforce. This study
proves the statistically significant correlationtveeen changes in the number of
employees in distributive trade as the dependemabla and the number of total
employees and GDP as independent variables. Estinmatmber of employees in
the Croatian distributive trade by 2030 is caleedahccording to average annual
growth rates of GDP of 2% and the number of tatghleyees of 0.81%. According
to a multidimensional linear regression model assuaing the average annual
growth rate of the total number of employed and@i&P, we can estimate that
Croatia will reach the 2008 number of employedisiributive trade in 2029. The
main limitations of this study stems from the ftit employment in distributive
trade is seen as a dependent variable of only tdependent variables. In the fu-
ture researches in the model for estimate the ntsrdieemployees in distributive
trade should be included the greater number ohlbes, for example the impact
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of technology, sales formats, development of e-cense purchasing power and
demographic factors.
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Abstract:

This article shows the main aspects of Europednizatf the innovation policy. Especially im-
portant is the regional aspect of this processeause on this level all European guidelines should
be implemented. Regional resources like cultureydruand social capital, institutional infrastruc-
ture are the key factors, which should transfermiedge based economy into the practice. In this
context we can observe a lot of critical factorse Buthor makes a qualitative analysis of all of
these factors on regional level.
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1. INTRODUCTION

Since the beginning of the 1990s three processes have grownotaebe@hly
significant in most countries of the European Union:

— cohesion,
—  subsidiarity,
— creating knowledge-based society, not only economy.

Since 2000 the European Union has been trying to implement within the
framework of its first pillar i.e. policies which are cooradied at Community and
not national level, the so called new policy of cohesion. A few kiiptes of
such a policy have been assumed.

Firstly, the main guideline should be integration of the main igsliof the
EU coordinated in its first pillar: regional, innovation (resbaand development)
and social. Such a holistic approach of the key policies of theshall ensure
significantly greater effects than the previous so capeticy of programs”, which
was the basis of often contradictory tasks and objectives fpotieées mentioned
above. Regional Innovation Strategies are examples of such a cohesivelapproa
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Secondly, the cohesion of policies shall be complated by the coherence of
objectives in the scope of implementation of theuasptions of Lisbon Strategy
and now Strategy Europe 2020 and consequently imemion with this new
horizontal the objective shall be achieving sociaritorial and economic
cohesion. This means that such objectives and haale been offered for the new
policy of cohesion which shall allow for buildindgJssystem of competitiveness at
regional level. The new cohesive region in the ElWhe area in which currently
a strong system of network connections is beingeld@ed through which the
entities belonging to the network have access ittlyogenerated external and
internal benefits such as economies of scale, sdmgeefits of closeness that is
benefits of agglomerations, benefits of urbanizetior recently so energetically
promoted benefits of metropolization, which derfirem huge urban systems with
complex metropolitan functions. Due to the netwar&nnections between
managing entities the drawing of competitive edgenf external and internal
sources frequently takes place not in the diregt, \a would be suggested by the
shortest line and time connections, but indiresggmingly illogical and longer.
The benefits generated in natural network systemsiat fully capitalized on due
to various kinds of communication, administrativayltural, political, social,
technological and other barriers. With the usehef tools of the new policy of
cohesion such as Regional Innovation System (RIf®)European Union allows
for avoidance of many such barriers and more effici communicating,
development of new more efficient network systemsl @onsequently more
efficient management of resources (Simmie 2002).

Thirdly, as already mentioned the key actors onfénem of the European
Union that have been obliged to cooperate with Eaeopean Commission in
respect of implementation of the provisions of tlegv policy of cohesion are the
regions in member states. The regions have also déregaged to a large extent in
building of the so called European Research Aré&)EThe concept of building
the European Research Area includes pillars 6 anfitie EU Framework and
Horizon 2020 Program and Lisbon Strategy. The basiclition of the success of
ERA is the fact that the concept shall be builtrfrthe “bottom” by the regions of
the European Union member states. As a resulteo@piplication of this approach
the European Commission wants to find the answaheoquestion of how to
coordinate the activities in the scope of reseanott development (innovation)
policy with other sector policies and especiallyhathose whose center of weight
regards integrated development at regional levetqean Commission 2001).

2. FROM EUROPEAN STRATEGY TO REGIONAL IMPLEMENTATIO N

Here turns up the issue of coordination of the mgdions of research and
development policy more and more often called iratiom policy and policy
regional. The research and development (innovapohgy — acc. to Branling and
Harmsen (1975) refers to the financial, organizetioand legally oriented
operations aiming at creating, stimulating and l&ting production, results of
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research and technology (Braunling & Harmsen, 1L97Bcing of emphasis in this
definition on the regulatory function as the sigraht element of this policy
demonstrates it as active structural policy aingitignodernizing national economy.
The innovation policy has numerous connections withortant sectoral policies
such as armament policy, infrastructural policyyiemmental protection policy,
fiscal policy and regional policy (Sternberg, 199B)e very Regional Innovation
Strategies which shall in effect create regionabiration systems in a given region
constitute the common tool of implementation of élssumptions of the regionally
oriented innovation policies. The similarity of taesumptions of these two policies
is the result of two more facts:

— they both are co-financed from structural fundgifmeal policy instrument)
or/and framework programs (innovation policy inatent) and thus by the
European Commission from the Community budget,

— they both shall support firstly the implementatioh the assumptions of
Lisbon Strategy and now Strategy Europe 2020.

Since 1992 due to the introduction of the princfisubsidiarity, which is in
line with the trend to regionalize Europe to MaiabtrTreaty (process of extending
independence and self-government of regions asagdtical territorial units) and
strengthening the civil society, the significanck tike support of innovation
instruments of regional development such as regimmevation strategies has
grown even more.

In order to resolve all the problems describedllifcaropean strategies, the
European Union as a whole and each of its membatassshould focus on creating
such instruments which would stimulate the openratiof the sector of private
enterprises as well as the sector of science amthddogy. RIS’s are the very tool
which allows and to a large extent facilitates tio®peration of enterprises and
scientific centers from universities to specializedearch entities.

The European Union due to the necessity to comaetglobal level by
popularization of the criteria of economic ratidtyain managing the regions must
try to achieve a specific standardization of reglaamd local divisions. With the
use of such standards it shall be easier and mueztively to implement the
principle of subsidiarity and interregional andeimtational solidarity which is the
organizational basis of political functioning ofetteU. It is obviously a long
process. One of the key factors of further rati@adion of territorial divisions may
be so called regional innovation systems — thesaspatially limited by region
researchers.

The concept of a regional innovation system comas fobservation of the
current territorial and production systems, whi@dmonstrate specific ability to
interactive development of permanent competitivgeedf managing entities
belonging to a given system. Apart from obvioustan factors the source of such
permanent advantages is the strong network commactind ability of the users of
a given territorial system to cooperate (Europdanrpng studies, 1996).



86 Leszek Kwieciski

Another important element which to a large extdfgcded the popularity of
creation of RIS’s in innovation policy of highly weoped countries was the
introduction of the notion of “knowledge-based emmy (KBE)” by OECD in
1996. The term KBE was coined on the basis of doglianalyses as well as
a summary of numerous theoretical works on the oblknowledge in economy
and innovation systems. It should be strongly sedghat there is not one truly
correct recipe for the development of KBE. Theréitare on the subject
distinguishes two kinds of development of KBE, nhnaissez-faire (liberal) and
controlled (including development controlled medbaltly and development
controlled organically). The driving force of th#i&n Valley were the free market
forces supported to some extent by the control em@sims, whereas KBE and
consequently the creation of RIS in most countoie¥/estern Europe have been
created not by the dynamics of the market forcagphmarily by the strategy of
thinking and operations of public forces, whichllgkily use the opportunities
generated by globalization processes (Kighi & Ortowski, 2001).

When referring liberalism to globalization and w@walization another
problem arises here visible both in the EU coustri®n the one hand, the
liberalization of international economic relatioimcreases the pursuit of the
decentralization and independence of regions ierai@ release their competitive
skills. On the other hand, the economic liberalratleads to the growth of
territorial variations which create premises focragmsing centrally imposed
redistribution. This originates the thesis that mmodregionalism is the winners’
movement (it creates territorial “drivers of groWthwhereas the old regionalism
based on the pursuit of leveling off territoriatiadions is the movement for losers”
(Kuklinski, Ortowski, 2001). Both processes are visibleha EU where at the
present stage of evolution of the EU the assumptibthe Value for money
principle and rejection of the principle of solidgris offered. The EU countries
want to support the initiatives which bring so edladded value and do not focus
only on equalization leveling off differences beemethe poorest and the richest
regions. In sum, it can be noted that the regipnatess of creating Knowledge-
Based Economy refers both to the issue of cohesiomactivities and their
subsidiarity.

The three horizontal processes were compared watltatled European
paradox diagnosed in 1994 which demonstrated tigtt fevel of scientific
research did not and still does not transiate the ability to adapt newroducts,
technologies and organizational solutions in theketa Europe is the worlgader
in the scope of basic research, whereas it losasidely to both the USA, Japan
and perhaps also with Asian countries in the scobeimplementation
(commercialization) of new scientific discoveries.

The European paradox was presented in the firsogean report from
October 1994, which described strong and weak avk#se European sector of
science and technology. A few premises of the raaiimtg of that paradox were
identified. The following are those, which directbffected the necessity of
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introducing a new instrument of policy of innovatim the regional aspect, namely
Regional Innovation Strategy:

- insufficient private investments in research;

— no coordination of national and regional policies;

— no European standards;

— classification of legal procedures and organizatiGtructures;

— developmental gaps of state research institutions;

- legal and political constraints impeding the coafien of scientists,
entrepreneurs and public institutions.

To use the words of Porter (2001) the EU countiexe and still are the leader
in the scope of creating intentions but not innimrat (Porter, 2001). As a result of
analyses of the processes listed above the Eurdpaamissiorproposed in 1994
a new form of the development of regions that iS.RI

3. THE ROLE OF REGIONAL RESOURCES

Modern approach to the development strategy istchasdooking for safe and per-
manent bases of growth inside regions with the cimemt of local communities,
oriented towards support of entrepreneurship, iatioa, transfer and commercial-
ization of technology, improvement of competitivesdocal and regional business
activity programs that require professional ingidtoal surrounding. In practice it
means a need for establishing local developmetitutiens specialized in opera-
tions for the benefit of economic growth (Matusiakp1) by:

— supporting entrepreneurship, self-employment, ifatihg start and aid for
newly established private companies; promotioniammtovement of compet-
itiveness of SME;

—  providing conditions for transfer of new technolgisolutions for economy
and carrying out innovative enterprises;

— increasing the quality of human resources by edusttrainings and con-
sulting as well as popularization of patterns dafipee activities;

— managing resources and carrying out infrastruataterprises;

—  creating networks of cooperation and partnershipaigous entities operating
for the benefit of dynamics of growth, increasifgwelfare and resources of
inhabitants.

The great myriad of objectives and necessity ahtainto account local and
regional conditions determines huge variety of pigmional and institutional
forms. The primary characteristic of the institasan question is their non-com-
mercial character. The objective of their operati@not to maximize profit but to
meet unusual needs, initiate changes and transfiomsaof local communities
(Drucker, 1995). They provide services in the malke creating specific infra-
structure which enables dynamization of growth psses and implementation of
set strategies. Due to the scope of actions uridgrtanission and objectives as
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well as the assumption of non-profit character ttdgegory of institutions shall
include the following kinds of entities:

- funds and associations or units established by tiwainh implement pro-
grams of development of entrepreneurship and teams$ftechnology as well
as operate for the benefit of local growth;

—  public-private partnerships established on théaititite and with high organi-
zational and financial commitment of public autties which undertake pro-
growth activities and are not obligated to genepatdits to be divided be-
tween the shareholdérs

- chambers of commerce, trade organizations, asgwwaand unions of em-
ployers as well as other institutions representinginess undertaking pro-
growth initiatives and activities;

— organizationally and financially separate localtsioriented to the support of
local economic growth.

The structure and scope of tasks undertaken byidhdgil institutions is de-
termined by: objectives of local/regional straterfydevelopment, cultural condi-
tions, economic situation and the level of econoaeieelopment. At the same time
there is no one universal organizational and fneti pattern for the institutions
in question. The operations of each of them dependsesources obtained from
the shareholders, assumed mission, capabilitieparidssional preparation of the
employees, external possibilities of raising fufasstatutory operations, percep-
tion in local community. It is quite popular thoudbbatable thesis that the institu-
tions supporting economic growth serve their fumdibetter in smaller communi-
ties and regions which have been fighting with gfmeeconomic and social prob-
lems for many years. The institutions in questios Becoming more and more
popular channel of redistribution of public andeimtational funds for the regions
which suffer certain economic, structural and datifficulties (King & Schneider,
1992).

The supporting institutions enable activation eéinal (endogenic) resources
and full utilization of local factors of growth. €hmodern strategies of growth do
not use any more hierarchical structures basedlarga scope of state interven-
tionism and more often use network relations atidegis’ initiatives facilitating
penetration of ideas and exchange of informatidre growth of the region should
be stimulated by local needs and the will to chargieed by the inhabitants. The
non-governmental organizations operating for treemic growth in such condi-
tions provide a chance for:

— mobilization of all actors of local growth, actii@t of social groups standing
on the sidelines, creation of the atmosphere ofiaititust and common goals;

— development of public-private partnership and dia@ton of economic pol-
icy, and in this case policy of innovation;

1 This category often includes organizationally sapmunits which are active in the area of suppbentrepre-
neurship and transfer of technology connected pithlic administration, schools of higher educaticmmbers
of trade and commerce, trade unions.
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— introduction of mechanisms of competition in the o$public funds, making
pro-growth activities less bureaucratic;

— combining public with private funds and raising exxial means for pro-
growth and infrastructural enterprises;

— development of modern forms of transfer of techgglsupporting entrepre-
neurship and local marketing.

Functionally, the institutions in question focusithactivity on the crucial for
the processes of growth areas of support of emnership and innovation pro-
cesses in the form of:

- dissemination of knowledge and skills by consultitiginings, information
available through training and consulting centers;

— aid in transfer and commercialization of new tedbgis through centers of
transfer of technology;

— financial aid éeed and start-ygn the form of semi-banking loan and guar-
antee funds offered to persons undertaking econaaticity and young firms
without credit history;

— broad consulting, technical and location aid fowlyeestablished enterprises
during the first stage of their operations in inatdss of entrepreneurship,
technology incubators and technology centers;

— creating clusters of enterprises and animatiomefinnovation environment
by combining on specific developed area of busirsesgices and different
forms of aid provided to firms in: technology parkssiness zones, industrial
parks.

The development of centers of innovation and endregurship usually causes
strong impulses for growth identified in local amgjional perspective in the scope
of:

— so called “diffusion of industrialization” takindgze through the incubation
of new firms (often connected with crafts) which keause of local skills
which have been present for a long time in locétuce in the peripheral and
economically underdeveloped regions;

— strengthening market structures with new technokigiompanies with great
competitive power thanks to innovative skills whiatable continuous adap-
tation of new products and technologies;

— development of high-tech industrial complexes aygiesns of innovative in-
cubation in city agglomerations which possess gtnademic base.

The origin of the supporting institutions goes bexkocial and cultural initi-
atives implemented traditionally on the margingoblic and private sectors. The
changes that took place in Western societies itastequarter of the 20th century
(USA — the turn of the 60s and 70s, Western Eurojage 70s) provided the non-
governmental institutions, as the catalyst of clesngnd economic growth, with
new possibilities (Matusiak & Zasiadty, 2004).
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The theoretical concepts of the regional develofraes affected partly by
newly defined concept of so called economy of iratimn according to which the
innovations are not linear but evolutionary, curtiutg multilevel process which
is carried out with the social and economic cooj@naand interactions and which
results in novelties in the technological, orgatiweal and social areas
(Koschatzky, 2001). The literature on the subjexfens to three fundamental
arguments in favor of the concept of regional glounderstood this way:

1. Spatial proximity — the fact of proximity betweemterprises generates
positive external effects, which are implementedodlgh smooth and
specialized division of work. By creating regiomalture and identification,
that is with the use of social processes, a basatitual trust and cooperation
between regional actors creating hierarchical amdizbntal network
connections is established. The concepts of legrmetgions and regional
innovation systems indicate that the spatial pratyisupports the generation
of a collective process of learning and exchangefairmation as well as
knowledge inside the region, especially in the caken the knowledge is
implicational in character and consequently spatiadaring.

2. Networks and cooperation relations — horizontal liedarchical cooperation
relations full of trust are a significant resourck connecting / bonding
innovative partners. The creation of a complemegrgaucture of resources is
an advantage of network. In this case the spat@timity is not the only
condition of creating networks; it may, howevempsaort their development.

3. Regional variations — refers to the possibility ofeating inter- and
intraregional networks of production and dissemoratof information by
regional actors (Koschatzky, 2002).

Apart from these variables we should also indithgefour key components
which shall determine both the framework of orgational as well as institutional
activities and the choice of appropriate politistthtegy for the innovative region.
They include: regionalization — understood as aedtalization of political
competences (executive, decisive), extension oathea of political activities by
joining specific functional sub-systems of the oawil political system, cooperation
between public and private entities and coordimatibthe areas of operation of
sectoral policies and actors implementing themt(B&94).

4. THE CULTURE OF THE REGION VERSUS THE SECTOR
OF ECONOMY

Taking into account the fact that the regional at@n system should become one
of the functional sub-systems in the regional pmltsystem, its institutionalization
should be “anchored” in the so called general celtf the region which shall
determine both the process of creating this sysiearits material and non-material
effects. In the scope of the discussion over thisegal culture of the region it is
crucial — especially from the point of view of gaesented opinions — to distinguish
the bureaucratic from innovative society (Pete®99). In a bureaucratic society
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the social expectations of public administratiomvadl as the scope of its functions
(including mainly the regulatory one) are greatdrereas in an innovative society
the processes of self-organization of the socidth the self-restricting role of
public administration are more developed. In treeaaf New Member States in the
EU, such an innovative society may seem to be éimagea for all problems of the
post-transformation capitalism. It may be then epmed as a way to limit
unemployment, as a way to economic activation efsticiety and consequently as
a way of building and strenthening the civil sogidthe existence of such a solution
is a symptom of existing innovative society andalepment of all kinds of non-
government organizations, including business sudng institutions which while
maintaing the substitutive and complementary retatiwith public administration
may undertake activities consisting of:

— providing assistance (direct aid, consulting, etlooainformation);
— implementing obligations of pressure groups;
— filling the gap in the system of public support;
— safeguarding the following principles: voluntary nkpentrepreneurship, co-
participation, variability, etc.
Each functional sub-system may also be considareithé following four
aspects:

— hierarchic structure and equality both inside tbétipal sub-system and in
relations with other functional sub-systems ofribgion;

- freedom and obligation in the relation betweenrgge of an individual and
general interest;

- commitment and loyalty to the communities with whiadividuals identify
themselves;

— trust and distrust in administration and inside noicummunities (Peters,

1999).

In connection with these aspects and earlier ditin of bureaucratic and
innovative society, two general models of managemigonublic administration can
be identified. The characteristic features of tret bf them — bureaucratic — include
the following:

— hierarchic and stiff organizational structure;

— activities directed inside and toward procedures;

— dominance of short-term activities;

— commitment to maintain the current state;

— lack of cooperation with other sectors, includingsiness, innovative
organizations and entrepreneurship (Herbut, 2005)
The other model — manegerial — is the opposite@bureaucratic one and its

characteristic features include the following vialés:

2 These institutions include: training and consgitienters, centers of transfer of technology, eemdetechnol-
ogy, incubators of entrepreneurship, incubatotteciinology, industrial parks, science and technofmayks.



92 Leszek Kwieciski

- diversified, flexible and functional organizatiorsitucture;

— activities directed outside and toward specificdseaf the regional actors;

- long-term objectives which shall generate effectthe long time term;

- frequent external audits and

— partnership and active cooperation with other ssabd the regional system
(Miszczuk, 2001).

The implementation of principles of the manageri@del whose main
criterion of assessment of the functioning of publiministration is the quality of
services, efficiency of actions, rationalization e@tpenses and administrative
structures, dynamization of the development praessscrease of competitive
position of the economy, creation of new “high elwokrplaces, etc. is necessary
for building regional innovation. One of the exaswlof rationalizing public
administration this way is the conceptMéw Public Managamerih which the
structures of public management are adjusted taghemptions and objectives and
not the other way around. In general this concesptimes that administration and
management of this sphere of activity of the staiguires the application of
instruments adequate for the enterprises operatitige market.

The elements of general culture of the region dlesdrabove and the concepts
of public administration resulting from them arennected by feedbacks with the
sector of enterprises. The entrepreneurs consthetéinal, yet not decisive for the
processes of transfer of knowledge and technolagl ianovation, link in the
regional innovation system (so called demand-draygproach to the processes of
innovation). The category of “enterprise” coversnauous institutional and legal
forms such as new technology firms (esgin-offs, spin-oujs young firms (e.g.
start-upg, traditional manufacturing firms or/and serviamjcro, small and
medium-sized enterprises, large companies (inctudim called flagships of the
regional economy), foreign firms (both central epaaiters and branch offices).
The role of the enterprise consists in transferragilable knowledge into
innovation processes, products, services, saldsatiet distribution, organization,
market segment. In this context then their competitapacity which is expressed
in prices of production factors, HR quality, theyihe resources are used, quality
of management or the innovativeness itself is ingyar (Fritsch, Koschatzky,
Schétzl & Sternberg, 1998).

Only having specified the theoretical boundry ctinds for creating the
regional innovation system can this system be ddfiits division determined and
other factors which might implicate it again idéetl.

5. CONCERNING SYSTEM'S CHARACTERISTICS

Such a system is a set of various entities (actarisich affect the processes of
innovation and connections (relations) taking plaegveen them. This is a system
of entities, interactions and events which as alred synergy are generated in
a specific territory and increase the capacitylisoab and diffuse innovations in
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the region. The regional innovation system is desysof inter-dependences and
connections taking place between the sphere oficejeR&D, industry, finances
and public authorities, which favor the processtadaptation and collective
learning. The existence of network connectionsiandvation environment is the
basis of such an activity (Jewtuchowicz, 2005).

OECD identified four forms of connections in suchiegional innovation
system (OECD, 1999):

—  enterprise- enterprise connections, including timections with commercial
knowledge-intensive services for business (e.gt R&D activities, common
products, patents). Frequently as a result of saohections clusters develop;

— enterprise-sphere of knowledge and research cdonecas well as public
transfer of technology institutions (joint R&D adties);

- market transfer of technology that is diffusionkabwledge and innovations
by e.g. purchase of machinery, equipment, lice(isé&ect expenditures on
R&D);

- mobility of employees and transfer of hidden analentified knowledge.

The regional innovation system consists of comptgary and inter-
dependent sub-systems which include (Markowskip200

— production and services sub-system, which is cdebte business entities
dealing with technological and industrial operasioimplementations and
commercialization of new solutions;

— research and development sub-system which is cadpaofsdifferent kinds
of research and development entities, universaiggd other institutions of
science operating in the area of innovations aawster of technology;

— institutional sub-system which is composed of thel myriad of entities
supporting the course of innovation processes ¢eesupporting innovations
and transfer of technology) such as parks and etoud of technology,
transfer of technology centers;

- financial sub-system which is composed of finaneraities and instruments
facilitating the generation of innovations and &f@em of technology to
economy such as loan and fuduciary funds, bankguxe capital and private
equity funds;

— social and cultural sub-system which constitutes tultural features
characteristic and specific of a given region (trad, history), systems of
values, forms and channels of communication, lefefrust — system of
specific behaviors and unrepeatable cultural and&tral features of a given
region which is at the same time a consultatingfqrian with social and civic
partners.

Referring the sub-systems presented above to thtot@l implications in
which they operate, three areas can be identifigd¢h transcend one another:
knowledge, innovation and consensus areas (Etzkp2002).
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The regional innovation system is then a complexitorial and systemic
look at the problem of thw innovativeness of anneroy. Its functioning favors
the reduction of innovation risk for a specific mess entity, facilitates the
absorption of different kinds of knowledge, provdde possibility of interactive
learning and exchange of experience. It is thesbhafsbuilding competitiveness of
the region in the era of global economy where imtion, knowledge and the
process of learning are the key factors of busirsesxess. It also allows for
adaptation of regional economies to the procesgobfalization.

The regional innovation policy should be createdtenbasis of the regional
innovation system defined like this, which is u$pal kind of materialization of
the provisions of the regional innovation stratefiye regional authorities are the
element binding the activities of individual elerntef the regional innovation
system.

The regional innovation systems are usually adrmatisely separate
systems. In addition to the administrative approaath region should rely on
historically determined sense of regional identitygeographic conditions.

The extent to which all relevant regional actore taken into account in
respect of their inclusion into the framework of tiegional innovation system and
the compatibility of administrative activities aglas morphological and cultural
conditions may affect the success of failure o tonctional sub-system.

The criteria of successfulness include the follayin

— possibly high motivation as well as legislative ax@cutive competences of?
public or public and private structures of manageimne

- creation of the factors increasing the level otras the basis of cooperation
and network;

—  broad dissemination of information;

— regional awareness developed to a large extenedigmal actors who may
and even should define the profile of the regiool@tion;

— current monitoring able to define the means of enpntation and their
effectiveness as accurately as possible;

—  participation in as many entities as possible;

— openness to the experiences of other regions,dimguforeign ones;

- openness to new, unconventional ways of solvingreg problems.

On the other hand, the failure factors also shbeldefined and listed here:

— the lack of concentration of the resources (lefy@ncial, organizational) on
enterprises, primarily from the sector of small amedium-sized firms;

— confrontation of forces in the region, which magui in the blockade of the
implementation of the means to fulfill the obligats in respect of creating
the regional innovation system;

- ineffective management of the means,
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- too long period between the development of the regional innovation
strategy and the implementation of the first notable activitiesgsses,
which may result in demotivating the participants of the sub-system;

- overlapping of the decisive competences or their imprecision;

- no relevancy of the issues of innovative processes, which may result in
the lack of legitimization of the objectives of the regional inn@wmti
policy;

—  serious structural drawbacks within a sector ofsile-system e.g. insufficent
human capital, too small/weak financial capital kesy demand and supply
discrapancies, etc. (Tédling, 1999).

6. CONCLUSIONS

Summing up, all implications described above, whicbnstructively or
degressively affect the development of the regionabvation system have an
endogenic aspect. It is obvious that no analysie@fegional phenomena shall be
made regardless of the context of global changase(@l processes). It is then the
issue regarding the determination of the role efghvironment in which the system
may develop or what external factors may determimstitutionalization.

Institutionalization of a RIS should be understauithin the sphere of the
non-institutional theories. These theories indicapgstemological assumptions
regarding the way of perciving the processes oioregd growth — the system of
regional economy as a network of mutual relatioasvieen individual business
entities, which are affected by such phenomenauas tooperation or mutuality;
the most significant factors for the economic gtowf a given area include the
formal and informal institutions, first of all cullal norms, the methods of
organization of economic system, mainly in respddtansfer of information and
knowledge, learning skills, presence of structuoéscooperation and mutual
commitment as well as a specific legal system aafhei the scope of ownership
rights)regulating the functioning of these entities
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Abstract:

The paper described the position of market cycth@rguality of office property investment advice
given by property managers in Victoria Island Ladégeria. Previous study in that location had
established the presence of a steep market wateedre 1995 and 2014. This study further ex-
amined the various factors normally consideredhggé managers in counseling the office prop-
erty owners with a bid to determine their levelkobwledge and importance placed on market
cycle in rendering such services. The study wasreey research in which data were collected
through well-structured close-ended questionnairaiaistered to the office property managers /
investors with variables capturing quality of massgadvice on a 5 point liker scale with their
mean scores calculated; while Kendall coefficifitancordance W was employed to identify the
level of agreement that exist among these managkeesfindings underscore managers’ consider-
ation of market cycle in that locality for a periofiten years while given advice but that most
managers’ emphasis was on market value trends.dtladtcome trends had earlier been noted as
a misleading and deceptive form of market perforreaand managers must be careful in its usage.
The managers’ rating further revealed lack of kremlgle and application of the market cycle indi-
cators; and that managers lack data storage arig@pesearch credibility which could bear on
their quality of advice on when to let, purchaseadll, start a new development or convert existing-
use, or wait for ripe period. The second analysisried that there was no significant agreement
at 5% level in the ranking of the variables managensidered while giving advice to their clients;
an evidence of lack of cooperation among manageifssi study area.

Keywords: real estate; office market cycle; managers agdWageria
JEL codes R30, D29

1. INTRODUCTION

Office property is a type of commercial property that its gnits vary from high-
rise office blocks mixed with shopping malls, purpose built offizeplex to open
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halls (Olusola, 2008). It often constitutes investiinfor many real estate owners/
investors due to its highest profile property rgtand promiscuity of location in
Central Business Districts and sprawling officekgarAt its most fundamental
level, the demand for office space is tied to conigel business activities, require-
ment for office workers, and the average spac®ffiee worker for services such
as Banking and Finance, Accounting, Insurance, 8sate services, Management,
Administration and Medical services. As these "eddollar” jobs grow, there is
greater demand for office spaces (Stephen and 15t2002).

Generally, office property is very germane to threrall economic and busi-
ness activities of any growing city. It plays ayeital role in any economy as it
generates substantial income and employs millidrigeople thereby supporting
the nation’s growth and sustainability. However grewth and regular flow of
income from office property investment is not bem#fbeing affected by the eco-
nomic condition prevailing at any given time. Hentde trend in office property
market has always been influenced by various faittaisare both internal and ex-
ternal to the property itself.

Property market cycle constitute one of these s¢¥arces that affect buying,
letting, financing and returns accruing to the stees. The real estate market cycle
can be traced to Whitten (1987) riding the inflatwycle, as four-phase cycle de-
fined as (1) recession, (2) recovery, (3) expanaimh(4) contraction (oversupply).
Barras (1994) noted that the cycle is a logicalisege of recurrent events reflected
in demographic, economic and other factors thacaBupply and demand for prop-
erty subsequently influencing the property markée Royal Institution of Char-
tered Surveyors (RICS, 1999) described it as reatitout irregular fluctuation in
the rate of all property total return which als@agent in many other indicators of
property activity but with varying leads and lagaawst the all property cycle. The
Appraisal Institute (2001) explained it as the gsstve periods of expansion, peak,
contraction and trough that characterize the dgtiof the real estate market. In
Scott and Guy (2000), the property market cycliowesd a predictable pattern that
normally reveals three distinctive phases beingbéalowed by slump followed
by recovery before the next boom commences Thittie property market cycle
is unimpeded, it will always follow this pattern adboom cannot precede another
boom without first experiencing a slump followed &yecovery before the next
boom can arrive (Kieran, 2008). This implies ttesilproperty market cycle often
poses three or four phases and their length of tittlein each phase varies geo-
graphically among property types.

An analysis of the influence of this market cydtetbe office property invest-
ment in Victoria Island area of Lagos state is exaohin intervallic terms, owing
to the fact that office property spaces have rededrsensitively to the changes in
economic conditions overtime. The area is chosendassical example of an area
that developed rapidly. It was originally desigmhates an upper-class residential
area (Lawal, 2000). Many private companies, retaites, commercial banks etc.
aggregate in the metropolis due to overcrowdinipénold business district on La-
gos Island. The demand for commercial propertiedoudbt increased especially as
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the working group grew overtime. An increased dedrfan office property causes
an increase in rents/ property values becausesdbtices of supply and demand.

In early 1990s, the property investors/ ownersfaced with some distortion
within the office property zones with cases of atmared, not fully let and vacant
office spaces within Victoria Island and the retuaxpected being unrealized. By
mid 2000s the same area began to witness suddesmdetimat outweigh the stock
of off ices supply for letting. Giving advise thenthout proper knowledge and
understanding of the market cycle can be misleadiiogforestall this scenario,
when to expect downturn or upturn market in boficefdevelopment and invest-
ment together with other possible risks and indisi@nvestors are likely to face can
be explained with the turns in the market cyclen8gesearchers have confirmed
the existence of property cycle in various reatestarkets (Brown and Kim, 2001
and Wang, 2003). This eventually led to pertinergsgions that include: what was
the nature of market cycles within the last twoatkxs on office property invest-
ment? and what was the position of the market dpdiee quality of advice offered
by the office property managers ? Answers to tipesgnent questions become the
main thrust of this study.

2. LITERATURE REVIEW ON OFFICE MARKET CYCLES

The review of literature showed that studies onean office property market
cycles are scanty. In fact, most studies in the@fbroperty market analysis have
not been on market trends and performance in Nig€muojine,1994; Oladapo,
2000; and 2004). So far most of the research irapgrty cycles has been limited
to the residential sector and available ones werkustralia, China, USA and U.K.
property markets. Earlier studies by Pyhrr and B@d906), Pyhrr (1989, 1999),
Barras ( 1994), Dispasquale and Wheaton (1996 Baiidh (1996) offered a com-
prehensive treatment of the concept and key deficlivaracteristics of commercial
property cycles with no substantial empirical suppo

The property market cycles have been noted asethdts of two possible
mechanisms. On the one hand, exogenous busindestypcks — such as inflation
rates and interest rates, finance chain etc. wayelts a cyclical influence on office
property prices. On the other hand, there arensitricharacteristics of the real es-
tate market that tend to amplify these exogenooslks) causing overproduction
of properties and generating endogenous cyclestWineypes of cycles often co-
exist as exogenous induced endogenous cycle airdrétetive importance may
differ across sectors and regions.

Clayton (1996) described .the property cycle agchigequence of recurrent
events reflected in factors such as fluctuatinggs; vacancies, rentals and demand
in the property market However, there are distordiin property cycles, one being
the physical cycle of demand and supply which deffees vacancy and that in turn,
drives rents (endogenous) and the other beingrthadial cycle where capital flow
affects prices (exogenous). Trass (2004) furthptaéxed the property market cy-
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cles as market occurrences that are predictableran/short term patterns wit-
nessed under three distinct stages known as bdamp ind recovery. The cycles
are predictable in that booms (expansion) are nigyrfalowed by slumps (con-
traction) and then market recovery, which gives tsthe next boom as the cycle
continues.

Previous works highlighted the features of eacthe$e phases as distinctive
factors that market counselors need to be convevaémand understand vividly
in their time to time contact with investors, dexggrs and users of developed prop-
erties (Whitten,1987; RICS, 1999; Appraisal Ingdtu2001; and Trass, 2004).
What is observed during the boom/expansion phadedas: demand continues at
increasing levels, creating a need for additiopakcs, low vacancy rates coupled
with few mortgage/forced sales on debt financedperty; new construction fi-
nance is easy to obtain and there are a numbeewflending facilities making
borrowing easier; rapid rental growth are expemehahich some observers call
‘rent spike’ The cycle peak point is where demand supply are growing at the
same rate of equilibrium. Apart from this, the timheéakes for a property to sell
after being listed for sale reduces markedly; prgpprices rise; yields fall as
prices rise proportionally more than rents riseer¢ghare and investors borrow
against their increased property values and sggad t money on consumer This
period often turns most investors to speculatoth tie impression/ expectations
that price growth will continue and that there viaél no subsequent slump phase,
but later in the boom, the media turns its attentmthe reduced affordability of
property.

The second phase which is the period of contratdigmp commences after
peak/equilibrium point. Most participants do notagnize this peak point as va-
cancy rates is at lowest initially, but as supplgveth become higher than demand
growth, vacancy rate rise back towards the long i@bsorption average. As more
stock is released to the market , rental growtlwsl@he longer and bigger the
preceding boom, the longer and harder the subsegluenp is likely to be. Market
participants then realize that the market has tudwvn and their commitment to
new construction should slow or stop.

The third phase is recession period occur whemtrg&et moves past the long
term occupancy average with high supply growth kwd or negative demand
growth. A rational property owner when discovergdtitheir rental rates are not
competitive, then lower rents to capture tenanisy to cover some property run-
ning costs.

The recovery phase, being the last is always mhbonter than the recession
or slump phases. At the bottom point, occupaney its trough. What is observed
during the recovery phase includes; increased mmdscash flows; the length of
time to sell a property reduces; property pricagitbto increase. As this continues,
positive expectations about the market allow owriergicrease rents at a slow
pace. Eventually each local market reaches its l@mmm occupancy average
whereby rental growth is equal to real growth.
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3. MARKET CYCLE INFLUENCE ON OFFICE
PROPERTY INVESTMENT

Historically office property investment have beeariad to have a cyclical pattern
of returns normally due to the influence of offidevelopment cycle exacerbated
by product of lagged relationship between demarntsapply (Barras ,1994). The
development cycle itself is product of differerdges that could be predictable but
are rarely regular as the length and depth ofrtensity of each stage within the
cycle are influenced by the driving factors in tfaional economy and their effect
on property demand and supply. The stage coulcebeadd driven, conglomera-
tion of external factors such as political, econgnmvestors’ confidence, vacan-
cies, high/low interest, lending exchange and fidtarates (Oyebanji, 2003).

Returns from office property can thus be highlyiedas the market tends to
be sensitive to economic performances. That isc@firoperty cycles are results
of two possible mechanisms; exogenous businesseyshocks) and endogenous
property market (attributes). They both interactémse condition that generates
endogenous cycle in the property market. The pettdre cycle exhibit are there-
fore often differ across property sectors and sftiations.

No doubt , office property have high operating sahie to the facilities that
enhance the effectiveness and efficiency of theipiecs. So when a newly devel-
oped office stays longer in the market or whereatang period of newly developed
property is prolonged, it can have substantial ichppa the returns from the prop-
erty.

However, in Nigeria, office property market hasebserved to be largely
speculative (Omuojine, 1994). Developers were nfidedonstruction without de-
mand analysis and pre-arranged tenants, but raétsed on the anticipation of po-
tential demand, which may not be feasible for sewgzars due to time lag between
when construction works are initiated and complgtesivis,1996). Apart from
this, the market itself often lacks perfect infotioa regarding the volume of new
development in the market. The aftermath resuhascurate data on supply and
demand that can capture market analysis and pieukct

Dobberstein (2000) broadly classified factors resjiae for real estate cycles
into three namely, endogenous, exogenous and plegibal influences. The en-
dogenous are the imperfections in the property piatiat ranges from existence
of time lag between when decision to develop metphmsis to construction and
the full absorption by the users. The exogenouséntes occur in form of demand
shocks of different sizes arising from the moverséntthe main economic varia-
bles, structural changes, change in space — timerdiion and the growing ecolog-
ical consciousness in the nation. Apart from the, tthhe market participants due to
their human nature have equally been found to frapact on the market cycles.

Nevertheless the knowledge and understanding ofietiteires of each stage
within the market cycle of any property sectoreonfgo a long way to reduce or
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prevent the risks of developing /investing, puramgiselling, and letting/occupy-
ing office property within any locality, region andtion at large.

4. SCOPE OF STUDY AND RESEARCH METHODOLOGY

Victoria Island (VI) is an affluent city situatedithvin the boundaries of the Eti-
Osa Local Government area of Lagos State. Thedskas originally entirely sur-
rounded by water — bordered by the Atlantic Ocearthe south, the mouth of
the Lagos Lagoon on the West, the Five Cowry Cteg¢ke North and swamps on
the East. The colonial government began the prooédsgling in the eastern
swamps to reduce mosquito breeding areas (Lagest3ttap, 2008).

Victoria Island was later designated as an updoale@lensity residential area.
Failing infrastructure and overcrowding in the blgsiness district on Lagos Island
and a subsequent planning permission led to coniah@roperty development and
mass migration of commercial activities over thst laventy-five years. Today,
Victoria Island is one of Nigeria's busiest centrdanking and commerce, with
most major Nigerian and international corporatitieadquartered on the Island
(Lagos Master Plan, 1985).

This Victoria Island (V1) which has now assumed thedern Central Busi-
ness Districts (CBDs) of Lagos metropolis, has belemsen because of its large
percentage of rented office properties such asgsetp built office complexes,
shopping malls with mixed uses for banking spaces

This study therefore covered office propertiesat#d along major roads
within the commercial axis and inner areas of Mietdsland. The research has
been limited to market transaction over twenty (2€ars taking into cognizance
the fact that the economic trends in Nigeria wittiis period has fluctuated greatly
and rental values of office properties have vapeaportionately .

The research methodology adopted survey desigre el target population
are the professional property managers often edeio as Estate Surveyors and
Valuers in Nigeria. The practicing one among theitthe study area constitute 260;
a figure obtained from the 9th edition of the dioeg of their professional bodies
(NIESV and ESVARBON); while a total of 260 officegperties one from each
firms was retrieved from their managing files. Datre collected through a set of
close-ended questionnaire designed for the propedyagers. The data require
from the property manager include: the charactesisif the office properties being
managed, time taken to let, market position basethe market cycle indicators
for those periods, frequency of their advice toedepers/owners and market pa-
rameters used in giving their advice. The data wesdysed using descriptive sta-
tistics of weighted mean scores on a 5 — point ldaale of very important:5, im-
portant:4. Undecided:3. Less important:2, and uwoirtgmt for the parameters used
in giving their advice. The Kendall coefficientafncordance (W) was further used
to express the level of agreement among managessos ranking of the parame-
ters.
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would occur with perfect agreement amanmankings.

5. DATA ANALYSIS AND DISCUSSION OF RESULTS

In this study, the office property managers perfedrdual role, firstly as a provider
of services relating to office property investmdatisions in the market; and sec-
ondly as the advisers that carried out the lawfsiriictions of the investors/ owners
of property in both letting and management of tiffice® property, Hence data
needed from the office owners are obtained thrabgh property managers.

In Table 1, most of the respondents have long yafarsanaging office prop-
erties, as about 70 percent (23;, 18; 28 %) haea besanaging office property for
more than a decade. This outcome suggests thatdhgers are well experienced
in the management and market operation of theeffioperty.

The physical structure of the office property ia gtudy area are in many floor
levels., More than 75 percent ( 6, 18., 21. 32.%4his property have their number
of floors above 6 storey buildings. This impliesithhe office properties in this
location are purposely built for commercial acigdt and such confirms that the
right type of real property is being studied.

The property market transactions period vary fov tenants to occupy vacant
office spaces . The highest percentage of the nelgmis 36.92 perceive that it takes
between 4 and 6 months to let an office properhjileronly 9 percent says an office
property can be let within one to three month. Timplies that an office property
with several floors takes different periods toyu#t all the floor spaces depending
on the stage of the market cycles.
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Table 1.Characteristics of Office Property under Managemen
Frequency | Percentage (%)

Years of Managing Office Property

Between 1 and 5 Years 38 15
Between 6 and 10 Years 42 16
Between 11 and15 Years 60 23
Between 16 and 20 Years 46 18
Above 20 Years 74 28
Total: 260 100

Number of Floors within the Property

Between 1 and 5 58 22
Between 6 and 10 84 32
Between 11 and 15 55 21
Between 16 and 20 48 19
Above 20 15 6
Total: 260 100

Time Taken to Let Office Property

Between 1 and 3 months 21 8
Between 4 and 6 months 72 28
Between7 and 12 months 30 11
Betweenl12 and 24 months 38 15
More than 24 months 99 38
Total: 260 100

Source: Field Survey, 2014.

Table 2 gives an insight into the market positibthe office property within
two decades spanning from 1995 to 2014 in Victtsiand of Lagos State. Data
relating to the market indicators for each yearddrt@ined from the office property
management files of those respondents that hang bethe market property man-
agement practice since the year 1990. The stuaygnéred four phases within the
market cycles for these two decades (periods betd@85 and 2014) . The market
position eventually showed a cyclical wave thatdregith recession (between
1995 and 1997), to recovery ( between 1998 and )2t@0&xpansion/boom (be-
tween2002 and 2007), to contraction/slump (betva888 and 2010), to recovery
(between2011 and 2014).

It must be noted that supply of office propertyotighout these two decades
were on the increase, but the demand and the wacates changes differently
across the years. Investors or their fund manageed to take caution and study
these two elements that fluctuate in order to aubiwbnceived decision that may
not be worthwhile in the short term or long ternsiba



Table 2. Office Property Market Cycle Position for Two Decades in Victoria Island (between 1995 an

Indicators 1995 1999 | 2000 | 2001 | 2002
Supply Increasing Increasing Greater tha | Greater thai | Greater tha Increasing Increasing Increasing Increasifg Increasjng
demand demand demand
Demand Begin to Less thar Begin to Beginto | Increasiniat | Increasiniat | Increasiniat | Increasing Increasin Increasing
increase supply increase Increase slow rate slow rate slow rate slowly slowly slowly
Vacancy . . : Decreasing t{ Decreasing t( Decreasing t| Decreasing t| Decreasing t{ Very
Rate High High High balanc balanc balanc balanc balanc very low Low
Positive Positive Positive
Rent No growth No growth No growth No growth No growth No growth No growth growth growth growth
Ig/loasrilt(i%tn Recession Recession Recession Recovefy Recovdry Recovery RecoVery Exparfsion  Expafsion  Expapsion
Indicators | 2005 2006 2007 2008 | 2009 | 2010 2011 | 2012
Supply Increasing Increasing Greater tha Increasing Greater tha Increasing Increasing Increasing Increasifg Increasjng
demand demand
Increasin Strongly Strongly Increasin
Demand 9 greater than| greater than| Decreasing| Decreasin 9 Increasing Increasing Increasing Increasifg
slowly slowly
supply supply
Vacancy | Decreasing t| Decreasing t( Balanced High Very high Decreasing t| Decreasing t| Decreasing t{ Very low Very low
Rate balance balance balance balance balance
Positive Positive Pastive Positive
Rent growth growth growth No growth | No growth| No growth No growth No growth No growth growth
Ig/loa}s,rilt(i%tn Expansion Expansion Peak Slump Slump Slump Recovery Recovery Recoverly Recovely

Source Field Survey, 201.
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The result of Table 2 revealed the level of impactaplaced on certain vari-
ables by office property managers in offering adwa letting, selling or develop-
ing a new property to the property owners/ investdhe trend in market values
was ranked first showed that managers depend nmudttends in giving their ad-
vice. This was followed by the state of the econpfollowed by feasibility and
viability studies and marketing strategies normalhgployed was ranked fourth.
Market cycle with its attending indicators was redlsecond to the last variable
while owners influence on what happen in the mar&keked the last. The implica-
tion of these results was that the managers uradetisiy of what constitute market
cycle indicators (as shown in Table two) was ndttptbear much while offering
advice at whatever stage of the property investnagt management. Market
trends had earlier been observed in Omuojine (1894)misleading and deceptive
way of describing market performance. Advice basedeasibility and viability
studies could equally be shrouded with a lot ofeutainties. The state of the nation
economy could either mar or make the market; uh#tional economic state was
often revealed by the level of demand and suppti Wieir vacancy rates which
market cycle captured.

Table 3.Variables Considered by Property Managers in @ffeAdvice

Less Not

VEUELIES Important [Important | Uncertain |Important |Important RIl
(3) (2) (1)

Feasibility & Viability Studies 650 280 30 60 20 80. 3
Market Value Trends 900 200 15 30 10 0.89 1
Market Cycle 500 320 15 90 30 0.73 5
Marketing Strategies 600 320 30 60 20 0.7p 4
Owners’ Influence Prevalil 350 320 30 140 30 0.6p 6)
State of Nation Economy 650 320 0 60 20 0.8L 2

Source: Field Survey, 2014.

In the Kendall Co-efficient of Concordance (W) arsé8 being used to show
whether the managers’ rankings were in perfectaageat; the maximum statistical
responses of 20 were randomly selected from thenZ@itagers using the table of
random numbers in Microsoft Excel. The degree gbeistion among k sets of
ranking (very important:5, important:4. Undecided:8ss important:2, and unim-
portant: 1) of N ( 6 Variables specified in tableed were put in K by N matrix
form (Table 3).

Using the formulal¥ = 0.0678; calculated = 475.02 while S from the sta-
tistical table at 5% levet 764.4 then it could be inferred that (since th&om the
table was greater thahcalculated) the managers’ sets of ranking werepedd-
ent; andiW = 0.0678 showed that maximum disagreement exist amongrihye p
erty managers in the market parameters used toaglviee to property owners
finvestors in the study area.
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Table 4. Randomly Selected 20 Responses For ConcordancesSoyp Managers
Feasibility | Market Market | Marketing | Owners’ Nation

&viability trends cycle strategies | influence | economy
Very Important:5 50 85 35 40 40 75
Important: 4 28 08 20 32 20 04
Undecided: 3 00 00 00 03 03 00
Less Important 2 04 00 08 02 06 06
Not Important 1 01 01 04 02 03 01
R; 83 94 67 79 72 86
(R — 17,)Z 8.07 191.55 173.19 1.35 66.75 34.11

Source: Field Survey, 2014.

6. CONCLUSIONS

This study had provided useful hints on the releeanf property market cycles in
the office property investment market. It had beepirically deduced that demand
and supply factors were key indicators of comméreiice property market cy-
cles, and their condition determined each of thgest that could be experienced in
the market cycle. Hence, the property managers st the knowledge of the
market cycle in order to give appropriate advica thust be time specific to their
clients/ property owners during letting and manageinof the office property. The
determination of the market position was basechendecision rule earlier estab-
lished in theory concerning the features expeategbich phase of the market cy-
cles. It must be noted that the cyclical naturéhefcycle experienced in the study
area was steep in slopes because of long periegpainsion phase between 2002
and 2007 periods. The phases were not proportignatéorm in this study, hence
the advice to give at a particular period or yeaust be defensible and justified.

The managers’ rating revealed lack of knowledgeapnulication of the mar-
ket cycle indicators; and that managers lack datage and applied research cred-
ibility which could bear on their quality of advice when to let, purchase or sell,
start a new development or convert existing- useait for ripe period. The second
analysis inferred that there was no significaneagrent at 5% level in the ranking
of the variables managers considered while givithgice to their clients; an evi-
dence of lack of cooperation among managers ittty area.

Hence, property managers or analysts must embadledaration and create
research units that monitored property transactimes a long period of their firms
establishment, generate descriptive analysis df gata that would subsequently
lead to informed and explicit judgment in their lifggwith clients.

In addition, government policy formulation in comsttion industry, eco-
nomic reforms and empowerments must draw theingthefrom research findings
and the professionals in the built environment nigstnvolved in the implemen-
tation of their economic development policies.
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Abstract:

A broad and in-depth review of voluntary disclosure, as the consequential reflection of corporate
governance, provides aternative explanations for some the research results discussed in the tradi-
tional literature. With regard to the implications of the information asymmetry and the agency
theory on voluntary disclosure, we see that the correlation of such is not absolute. In this paper,
our understanding in the subject matter is deepened, as we evaluate the various dimensions of
corporate disclosure both from a theoretical and an empirical point of view. We discuss the strate-
gic effects as well as the incentives behind corporate disclosure while mirroring the disclosure
theory to the legitimacy theory in real life business settings. As we discuss the potential conflicts
and drawbacks that researchers and practitioners may have encountered in their previous research,
we have discovered that many fundamental research questionsrelated to voluntary disclosure have,
in fact, remain unanswered as a result of mixed interpretations. Finally, we propose directions for
future research, and subseguently open new research arenato be tested by further research.

Keywor ds: corporate disclosure; corporate governance; agency theory; information asymmetry
JEL codes: F23, O30, M16

1. INTRODUCTION

Thelegitimacy theory is often associated with concepts of managerial science, sus-
tainable devel opment aswell as voluntary disclosure, which can be both socia and
environmenta; all of which are equally important to long-term business success.
As amatter of fact, thereis agrowing interest in the legitimacy and the disclosure
theory, as can be seen from the research emphases that have been put on them in
the corporate governance literature. However, the definition of the legitimacy the-
ory is rather broad and covers a spectrum of management activities, which are
deemed proper according to aset of societal norms. Nevertheless, the close link of
the legitimacy theory with voluntary disclosure is withessed by their likelihood in
guantifying the effects of organizationa behavior. These behaviors whose socia
values are in line with the expectations of the society and moral beliefs seem to
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enhance firm performance both in the short runiantie long run, and thus de-
serves research merits on its own. As a matteaaf fhe application of the legiti-
macy theory in a real life business setting iseifd by a number of socially de-
sired business activities that are primarily perfed in return for benefits that are
otherwise unattained without these actions.

Hooghiemstra (2000) has addressed the topic obcatg social reporting uti-
lizing the legitimacy theory. In other words, thetor believes that corporates dis-
close social and environmental information as alted public pressure and media
attention; and that social disclosure is a stratieggffect the public perception
about the legitimacy of the organization. Consetjyewhen it comes to the topic
of corporate communication, the information frompmrate social reporting can
be used to understand the corporate identity alatigthe corporate brand. O’'Do-
novan (2002) has analyzed the reasons why compdisielese environmental in-
formation in the annual reports. The author hasedito find empirical evidence
for the legitimacy theory in real life businesstisgts. The author has explained
voluntary corporate disclosure in terms of sustaimdusinesses in which firms
must act in a socially acceptable manner. The auths also found supporting
evidence for the legitimacy theory as the explatyatactor for corporate disclo-
sures.

Researchers have been interested in the causeaseguences of voluntary
disclosure. For publically listed companies, theoant, depth and quality of dis-
closed information affect the reputation, competitiess and image of the com-
pany in the public eyes. Disclosure on its own dugtsadd business values. The
top management has begun to recognize the needlfetter strategy in tackling
corporate disclosure. While regulations and busiimggrests both require manage-
ment to disclose a certain amount of informatid, public is also interested in
information that is beyond the requirement of 1&Wis pressure on the top man-
agement to reveal their social responsibilities mashed corporate disclosure to
a new dimension. Moreover, the growing importanteustainable development
has resulted in the rising interests in corporéeldsure. When it comes to corpo-
rate governance, it seems that voluntary disclosuam effective way to measure
management efficiency and financial success. Thexethere has been a great
dedication of effort invested in the research dimtary disclosure in the arena of
managerial science. The legitimacy theory, on therochand, has received a con-
troversial public response. Empirical cases seebotb support and contract the
legitimacy theory. Nevertheless, it is acknowledtfet both the legitimacy theory
and voluntary disclosure include some degree aakoharacteristics.

Researchers have now gone beyond the sheer dwfiotithe legitimacy to
the stage of linking the legitimacy theory with tHisclosure theory in order to
further our understanding of corporate governa@deen the mixed results on the
legitimacy theory and voluntary disclosure, the airthis research is to form a ho-
listic picture on the subject matter from differ@eirspectives in order to clear our
understanding in voluntary disclosure. Consequenttydifferentiate between the
propensity of companies to engage in voluntaryldssoe, the academic view of
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voluntary disclosure, the empirical evidence ofiwéry disclosure and finally the
strategic implications of voluntary disclosure lie following sections.

2.LITERATURE ON CORPORATE DISCLOSURE

The popularity of the legitimacy theory and thecttisure theory is seen through
the large amount of research effort dedicated énstlibject matter. We have col-
lected selected articles, which are representafitke trend, on voluntary disclo-
sure in Table 1.

Table 1. Theoretical Articles on Voluntary Disclosure
Author (s) and

Year

Research
Nature

Dontoh (1989) Product theory VaIL_Je-maxw_nlzmg firms may voluntarily disclose unfavgra-
ble information
Darrough and Signaling theo Disclosing proprietary information provides strategic irffor-
Stoughton (1990 9 9 Y mation to competitors but is useful to financial forecasts.
Verrecchia (1990) Agency theory Th_e potent_lal for full disclosure is asso_c_lated with the gy
of information and the level of competition.
Wagenhofer Higher proprietary costs of higher risk of an adverse a
Cost theory . .
(1990) can make disclosure more or less likely.
. . . Firms disclose private information when verification is|im-
Gigler (1994) Signaling theor possible, and such disclosures can be credible.
Feltham and Xid _. _ Partial dl_sclosure exists when an informed manager w4
Signaling theoryjlcommunicate good newand hide bad ones to the caf
(1992) X
market but other way around to competitors.
Clinch and Ver- Agency theor Competitive disadvantages and intensive competitions de-
recchina (1997) gency Y |crease companies’ incentives to disclose information.

Penno (1997)

Information asym|
metry theory

tHigher informational asymmetry is not accompanied
more voluntary disclosure.

Healy and Palep|

L Financial report-

Current research on financial reporting and disclosur

(2001) ing theory  |provided a number of useful insights.
Korn and SchillefCorporate goverrfThe previous result that in equilibrium firms should disg
(2003) ance theory |all their private information is not convincing.
Fishman and Product theory _I\/Iandato_ry qlisc!o_sure is necessary in markets wperéuc
Hagerty (2003) information is difficult to understand.

(2004)

Hughes and Pa¢

Asset theory

Only high precision information is disclosed

An et al.

Information asym|

(2011)

[Motivation for disclosure includes reducing informa
asymmetry; dischargingccountability to stakeholders; g

metry theory

to signaling organizational legitimacy and excellence.

Source: own study on the basis of included literature.

McWilliams et al. (2006) raised the strategic intpace of corporate social
responsibilities in corporate governance. The asthmposed to analyze corporate
social responsibility using a theoretical framewankd defined corporate social re-
sponsibility to be voluntary actions that contribsbme degree of social value to
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the society. Consequently, there is a positivedtiarthe research of corporate so-
cial responsibility as sustaining competitive adaege. Healy and Palepu (2001)
have confirmed the importance of voluntary discteswhich can be seen as part
of corporate social responsibility. However, in thality, in line with the research
results of Fishman and Hagerty (2003), companiess to voluntarily disclose
information when doing so would bring them somevalue than otherwise. As
a matter of fact, companies disclose informaticat #ire not required by law but
choose to do so under public pressure. Therefatantary disclosure is justified
in cases when there is a clear reason of doingd@@nsequential effects of doing
otherwise, as confirmed by Wagenhofer’'s (1990)aede

Darrough and Stoughton (1990) differentiated betwtbe costs and benefits
of voluntary disclosure in terms of investors anchpetitors. Corporate disclosure
poses a clear trade-off for management who wanpéetse their investors but to
prevent their competitors from taking advantagéhefdisclosure. As a matter of
fact, researchers such as Clinch and Verrecchig@7(ltogether with Darrough
and Stoughton (1990) have confirmed the fact thatiével of competition in the
market plays a vital role in the extent of disciesu/Vhen it comes to the infor-
mation asymmetry between the company and the iorgedenno (1997) believes
that information asymmetry does not have merit#®own in terms of voluntary
disclosure, while An et al. (2011) believes thathpanies want to tighten the in-
formation gap with the outside environment. Givieese mixed research results, it
is no doubt that voluntary disclosure is an impurtapic of research, while the
incentive to do so remains unclear.

Dontoh (1989) has shown that not all informatiomjchk is voluntarily dis-
closed are positive by nature, which contradictsftitt that companies use volun-
tary disclosure as a strategy to enhance theitadpno. Gigler (1994) together with
Hughes and Pae (2004) have argued that the goéaliigclosure can be measured
in terms of credibility, which separates our untirding of the quality of disclo-
sure from the content of disclosure. Feltham ared(X992) together with Korn and
Schiller (2003) have argued that disclosed infoiomatay also be misleading by
nature, as companies disclose information baset$ enedibility instead of its au-
thenticity. Subsequently, we see that the discasisighis section has focused on
the theoretical development of voluntary discloswvhich has gained mixed as
well as controversial results based on the previessarch. Therefore, the need for
empirical analysis on the subject matter is strong.

3. STRATEGIC IMPLICATIONS OF VOLUNTARY DISCLOSURE

While the theoretical development of voluntary thsare has been well explored,
the strategic implications of the subject mattél tmain fully unexplored. First

of all, voluntary disclosure needs to be propedfirted. We also need to identify
the different factors that affect the level of diistire via empirical analysis. The
incentives to disclose information needs to besifi@sl along with the effects of
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the disclosure. Likewise, the implications of vdlany disclosure on corporate gov-
ernance including the demand and the related ob#hss activity can be quantified
via empirical cases.

Theoretical | ssuesto Be Resolved

While the legitimacy theory is understood to ingutbncepts such as corporate
social responsibilities, environmental policies amdporate philanthropy, volun-
tary disclosure is often associated with disclosar@tellectual capital and intan-
gible assets. The ambiguity in the definitionshede concepts makes it difficult to
compare the research results of these studiesnglavtonsensus on the definition
of voluntary culture is especially useful in thedeting of corporate governance in
determining the strategic implications of disclesactivity within an organization.

Admittedly, mixed results on voluntary disclosuraka it difficult to quantify
the exact cause and consequence of the disclostivitya While voluntary disclo-
sure is favorably viewed as contributing sociabiesl, it is not clear the true motives
behind this tendency. As a matter of fact, degpigefact that voluntary disclosure
is used for marketing and control purposes, baseth® annual reports it is still
difficult to find persuasive information for theipaite incentives behind the disclo-
sure. Incentives behind voluntary disclosure caexagmined via research methods
such as interviews and surveys. Having these tliearéssues resolved would al-
low us to analyze the role of voluntary disclosarthe management decision mak-
ing process and clear out the cause plus conseggiefncdoing so.

Strategic implications of voluntary disclosure viegisclosure as a value-gen-
erating activity with the motivation to generatetbsocial values and private values
and that both types of value would be in balanesitLiations where social respon-
sible actions necessitate sacrifices of privatefiex) the source of motivation be-
hind voluntary disclosure may not originate froraitte the company but would be
a result of public pressure. We differentiate thatimation to serve others at the
costs of private benefits as opposed to privatetponsible actions that invite so-
cial costs. When privately responsible actions geeesocial values as a conse-
guence, this would benefit the company and theegpeis well. This type of vol-
untary disclosure is similar to the case of exti#tiaa. In other words, disclosure
may generate positive externalities that are bera¢tio the public Nevertheless, it
is often the case that trade-off between privatebts and social values results in
management acting in a way that is not beneficiéhé society.

The positive externality of voluntary disclosurendae increased by under-
standing the incentives for companies to do so.Wthe disclosure activity can be
used as a strategy to generate values for the eoympaanagement may find it
easier to do so. Besides the benefits of reputatiahbranding, the tendency of
companies to disclose strategic information dependbe industry type and public
response to it. One of the best motivation factorsompanies to disclose infor-
mation is when customers are willing to pay a ptamfor such an activity. That
is, when financial benefits result from voluntaigaiosure, companies have more
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incentives to behave in such a socially responsitdaner. Increasing supply of
voluntary disclosure would be a direct respongbhaancrease in the profit margins.

In addition to the incentives to disclose informatithe analysis of voluntary
disclosure as a socially responsible activity alsserves research on its own. An-
swer to this question is not so obvious. The casermeompanies do well by being
socially responsible is different making profitatihe manipulation of information.
While the alignment of financial performance andiabperformance has been al-
ready established, the effect of voluntary disalesmay not always be positive
given the quality, content and the amount of infation that is being disclosed.
Research on voluntary disclosure reveals importtnategic implications of the
legitimacy theory. Both as a strategy to differatgtiand to excel, voluntary disclo-
sure have a vital role to play in the corporateggoance arena.

Analysis of voluntary disclosure from the strategiplications’ point of view
is admittedly challenging and complicated by batimfspecific and industry-spe-
cific factors. Nevertheless, with the rising recibign of voluntary disclosure as
sustaining competitive advantage, the applicatibthe legitimacy theory to real
life business settings also becomes ever more iiapoin summary, research on
voluntary disclosure suffers from definition-reldtissues. Distinguishing between
the strategic implications of corporate discloswagialistic corporate disclosure
and coerced corporate disclosure would be a sigmifitheoretical development.
In addition, the mixed and sometimes even conttadiaesults on voluntary dis-
closure so far would benefit from stringent emgitiests.

4. EMPIRICAL ANALYSISOF VOLUNTARY DISCLOSURE

In order to quantify voluntary disclosure in reabiness settings, we need to meas-
ure the level of disclosure in the annual repdktinittedly, difficulties associated
with the measurement of voluntary disclosure aiedédr our understanding in the
strategic implications of the legitimacy theory.ewf the main challenges in the
empirical analysis of the disclosure theory lieshia lack of unified measurement
standards in terms of the level of disclosure. dxglas there exist mixed results
over the definition of voluntary disclosure, it wdbe difficult to measure and
compare empirical results on the subject matteblefa summarizes the research
trend on voluntary disclosure based on selectéciest

Simon and Wong (2001) have tested a theoreticaldveork related to a set
of corporate governance attributes and voluntasgldsure using a sample of pub-
licly listed companies. The number of independeardatiors and the existence of
a voluntary audit committee have found to be asgediwith an increasing amount
of voluntary disclosure. This effect is confirmegiesearchers such as Cheng and
Courtenay (2006). Chau and Gray (2002) distinguighe low level of disclosure
in family-controlled families. Eng and Mak (2008) the other hand, have done
a research on the impact of ownership structurgedisas board composition and
voluntary disclosure. Their results show that iasetl disclosure is mainly associ-
ated with lower managerial ownership and higheregoment ownership, lower
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outside directors, larger firms and firms with lovdebt. Similar results were ob-
tained by researchers such as McKinnon and Dalineu(t993); Hossain et al.

(2007).

Table 2. Empirical Articles on Voluntary Disclosure

Author (s) and

Subject Nature

Key Argument/Result

Year
Chow and . . .The extent of disclosure is positively related to
Disclosure practices of MeXi-. ; ) . -
Wong-Boren . firm size but not to financial leverage and assefs in
can corporations
(1987) place.
McKinnon and Ownership diffusion, the level of minority interg¢st
Dalimunthe Based on a sample of 65 lisfed subsidiaries, firm size and industry membership
(1993) Australian companies influence voluntary disclosure of segment infor-
mation.
Raffournier |Multiple regression of 16[ISize and internationality affect the disclosure pol-
(1995) Swiss listed companies icy of companies.
Inchausti gane! data ana_IyS|s of 1gize, auditing and stock exchange influence| the
panish companies for th Ee .
(1997) . evel of disclosure
different years
Lang and [Disclosure activity was irfdncreased disclosure may have been hype, which
Lundholm | creased six months before {lmeay have been successful in lowering the copt of
(2000) offering equity capital.
Chau and Gra Financial reporting practicg3he extent of disclosure is likely to be less in fam-
(2002) 1of listed companies in thdy-controlled companies, a feature of the Agian
Asian settings stock markets.
Eng and Mak Sample firms listed on thdower managerial ownership and significant gov-
9(12003) Stock Exchange of Singapgrernment ownership are associated with increpsed
at the end of 1995 disclosure.
Prencipe |A multiple regression of 6@Proprietary costs limit the incentive for segment
(2004) Italian listed companies disclosure to the market.
Firms in the harmaceutica\fvhen firms are faced with potentially increaged
Legoria (2005) industrv durin p1989_1997 political costs would respond by not disclosingfad-
y 9 vertising costs.
Cheng and ) . A higher proportion of independent directors|on
Courtenay Sample firms listed on t §he board are associated with higher levels of|vol-
SGX at the 2000 .
(2006) untary disclosure.
Hossain et al.| The priori expectations wel&irm size, foreign listing status and leverage|are
(2007) based on the agency theony related to the extent of voluntary disclosure
. Correlation and regressi 0, . . . .
Heitzman et al : - [ Voluntary disclosure incentives are in place when
analysis of the advertisi %he i i ; :
(2010) - - e information is less likely to be material.
disclosure decision

Source: own study on the basis of included literature.

Adams (2002) has shown that traditional literatumehe corporate social re-
porting was closely linked to the impact of diffeteorporate characteristics, such
as size and industry grouping. As a matter of f@bipw and Wong-Boren (1987)
were the first ones to establish a positive refeiop between firm size and the
level of disclosure, which was later confirmed l@agearchers such as Inchausti

(1997); Raffo

urnier (1995).
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Maignan and Ralston (2002) have done an empirtcalyson the corporate
communication in terms of voluntary disclosure. Eompanies to appear socially
responsible, voluntary disclosure is one of thedrtgnt means to convey social
meanings. Leuz and Verrecchia (2000) have questitime correlation between
voluntary disclosure and financial success givenedkisting reporting standards.
Lang and Lundholm (2000) have also questioned tite mtention of companies
to disclosure strategic information as part ofitleerporate social responsibilities.
It is not clear that voluntary disclosure wouldauatically benefit neither the so-
ciety nor the company in the long run, as showmdsgarchers such as Heitzman
et al. (2010); Prencipe (2004) and Legoria (208S)a matter of fact, Patten (2002)
has concluded that while firm size and industnssifécation are shown to affect
voluntary disclosure, there is a negative corretatietween corporate performance
and the degree of disclosure.

5. CONCLUSIONS

We define voluntary corporate disclosure to bephavision of company infor-
mation, which is not required by the accountingutations and government rules.
Research in financial reporting has confirmed saébrmation to be of strategic
importance. Companies not only voluntarily revedibimation for strategic pur-
poses but this activity may be carried out extezlgiin order to satisfy the needs
of outside investors. Companies may disclose in&ion on the characteristics
and strategies of their operations or reveal theairhof their socially responsible
practices. Therefore, voluntary disclosure is wvil@at only to the investors but also
to the stakeholders in terms of reducing conflidhterests and information asym-
metry. Given the disclosed information, investaaa make correct financial deci-
sions benefiting the capital market and the gererahomy. The strategic disclo-
sure of corporate information enhances competétsantage.

Voluntary disclosure and financial reporting ar@ortant means for manage-
ment to communicate information about their comesand the public. Therefore,
frameworks to measure and evaluate voluntary discéoremain a key focus in the
managerial research arena. It is acknowledgedtibadevel of disclosure is influ-
enced by the level of regulations. On a micro leveluntary disclosure provides
the communication means to the outside investodsséakeholders. On a macro
level, corporate disclosure is the foundation forefficient capital market. Com-
panies have incentives to disclosure corporatenmdtion when doing so is bene-
ficial. Especially when it is making equity offegs and issuing new capital, it has
high incentives to use disclosure as a strateggturn for a lower cost of capital.
Moreover, when the board of directors and invegpotspressure on the managers
to perform, managers may also use voluntary disotot explain their poor per-
formances.

In this paper, we have reviewed important academit empirical research
on voluntary disclosure summarizing the histortoahds in the subject matter and
identifying areas for future research. We have arpd the capital market demand
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for voluntary disclosure as well as the implicai@f information asymmetry and
the agency conflicts on the level of disclosuree Tritentives to disclose corporate
information may firm-specific or industry-specifidowever, given the mixed re-
search results on the subject matter, our studiribates values to those who wish
to have a holistic picture of the legitimacy theand voluntary disclosure. When
it comes to the reliability of this study, it islkemwledged that the research results
discussed in this paper may suffer from the probdémndogeneity and measure-
ment errors. While research interests in volunthsglosure will continue to grow
in the future due to the rising importance of sinstble development, both the le-
gitimacy theory and the disclosure theory will fiieeted by these global changes.

Conflicting interests between the managers anatitside investors result in
information asymmetry, which hinder the efficienafythe capital market, which
implies that the capital market will overvalue amdlervalue some investment op-
portunities. The information asymmetry problem ¢&ensolved via optimal con-
tracts and regulations in which the managers aetbto disclose private infor-
mation. Nevertheless, from the capital market pofntiew, it is interesting to see
whether information intermediaries, such as thdyats can compensate for this
information asymmetry completely without having thanagers to fully disclose
their corporate knowledge to the investors.

When managers behave in a way that harms the $tgavéthe investors, con-
flicts between self-interests and public intereséates the agency problem. Inves-
tors’ properties may be invested in highly riskgjpcts that are financed by addi-
tional debts. The nature of the asset and the elimdnanagement policy may ben-
efit the managers in the long run but poses sicpnifi risks to the investors espe-
cially during financial distress. In order to alithre interests of the managers and
the investors in this case, compensation agreenugiiscontracts and independent
board of directors may require the managers tdatiscvaluable information that
are critical to the decision-making process ofittvestors that would be otherwise
undisclosed. Market also poses pressure to thegeasiin terms of hostile takeo-
vers in case of poor financial performances. Thestjan here would be the role of
competition, which we have established before, hdresuch market forces would
reduce the interest gaps between the managershandvestors. The following
research questions are raised:

1. What would be the optimal level of regulation thaiances the conflicting
interests between the managers and the investors?

2. How effective are the existing accounting guiddiire influencing the man-
agement decisions?

3. How effective are the information intermediariestrengthening the capital
markets?

4. How can we improve the incentives for managersgage in voluntary dis-
closure that result in positive externalities?

5.  What are the differences between a free markebapprto disclosure as op-
posed to regulated corporate disclosure?

6. Can voluntary disclosure deter new entrants tartheket?



118 Belle Selene Xia

To what extent can we regulate the independentieedioard of directors?
How do we measure and quantify the effectivenes®litary disclosure?
To what extent does the capital market contribtdesconomic growth?

0. What are the implications of international coopierain the area of financial
reporting on voluntary disclosure?

Market imperfections including externalities are tieasons behind the con-
flicting incentives of voluntary disclosure. As esult of information asymmetry,
research has shown the justification for an extenigivel of regulations attempting
to correct for the imperfections. The gap betwéennformed and uninformed can
also be reduced through regulations. Voluntarylossare would potential investors
to free ride the information paid by existing stbolders leading to its underpro-
duction. It would be interesting to know how marfature in this case would af-
fect the operating environment for new entrants.

The existence of an independent audit committe®igirmed to contribute
to the credibility of the information disclosures atock prices react to earnings
announcements. However, it has been shown thatoasignainly act in the inter-
ests of the managers instead of the interestseoptiblic. Future research may
choose to distinguish these conflicts of interestsl thus clear the role of the au-
ditors in voluntary corporate disclosure. By inf@ation intermediaries, we mean
financial analysts who collect data to evaluategbdormances of the companies
that they are following in order to make recommeiaae. While information in-
termediaries add value to the capital market, tleeists a consistent bias in their
analyses either being too optimistic or too negatht the same time, it is acknowl-
edged that the self-interests of the analysts Jairto the case of the audit commit-
tee, getting rewards for generating profits foritheokerage houses, would not
always act in the best interests of the public. Wdee shown that there are still
many research questions related to voluntary discéothat remain unanswered.

B2 ©owoN
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Abstract:

The reasons and sources of firm growth are a fatanomic research since approximately 50
years. Studying various empirical studies all aer world, it is no doubt, that the problematic
issue is just how to measure growth of the firme Tilain objective of the paper is to discuss the
measures of growth of the firm in economics andrtass studies. The article consists of two
sections. The first section reviews basic measofrggowth. The second section elaborates on a
particular case of growth — measures of high-graamtth hyper-growth. The articles is bases on in-
depth literature review and its critics.
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1. INTRODUCTION

The reasons and sources of firm growth are a part of econoseigred since ap-
proximately 50 years. As a starting point the theory of firawgh can be identified
which has challenged in 1950s the neo-classical research. Cdaotteyneo-clas-
sical theory of the firm, the theory of firm growth views tmenpany not only as a
transformer of market-price signals into optimal cosictires. Instead, Penrose
(1959) determines the firm as an autonomous entity which is noéssfal and
growing due to optimal price-quantity adjustment but becaudeeadd¢velopment
and the combination of firm-specific resources.

The main objective of the paper is to discuss the measugrewth of the
firm in economics and business studies. The article consist®ddections. The
first section reviews basic measures of growth. The secoridrsetdborates on a
particular case of growth — measures of high-growth and hypertigr The articles
is bases on in-depth literature review and its critics.
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2. MEASURES OF THE FIRM-LEVEL GROWTH

The models and theories discussed in the previoagters could be distinguished
into two classes: (1) the firm as a machine thatpsoduct or a trivial input-output-
machine of internal and external forces and cas feumore or less described with
measurable parameters or modeled with a matherhatioaomics approach to
identify cause-effect relationships; and (2) thienfis a system of information and
activities and can be described by metaphors artklsobut cannot by modeled
in a positivistic sense. In the case of the firmaasystem, only patterns can be
identified and described verbally.

However, Achtenhagen et al. (2010) remark thatewwaclischolars and entre-
preneurs do not mean the same as the tarsiness growthFor practitioners,
growth is a complex process of internal developmigrefore, they prefer quali-
tative measures whereas academic literature usesynggantitative measures,
which are derived from financial analysis. Therefahe positivistic approaches
are the only approaches that have developed candepaccurately measure
growth. Thus, stochastic models operationalize gnofer example, with variables
such as (1) net sales or (2) employee growth (eagtinen, 1999) or even (3) R&D
expenditures (e.g. Toivanen et al., 2010), eteatify or falsify causal relation-
ships between distinct variables.

The most advanced theories in terms of measurimgthrand statistical cor-
relations are industrial-economics approaches. rBétéstic and management
views of growth measure growth by the growth oferaves, profits, profitably,
market share, etc. and are thus based on varietddas which financial research
provides metrics, to measure quantitative and tpisde firm growth. Overall,
Delmar (1997; 2003) found that turnover/sales s thost frequently applied
growth measure: More than 30% of the studies tlx@ynened used turnover/sales
as a growth measure and 29% used the number ofogegd. Shepherd and
Wiklund (2003) examined firm growth literature andted that 60% apply sales
growth as a metric for growth, 12.5% apply emplogemvth, 12.5%, 14.5% apply
profit and profitability ratios, and 14.4% applyhet measures as growth metrics
(Table 1).
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Table 1. Examples for Measures of Firm Growth as Dependantble applied in various
Research Projects (2005-2014)

M easures Au S

Mishina et al. (2004); Shaw, Duffy, Johnson, and LocKhart
(2005); Gardner (2005); Simsek, Veiga, Lubatkin, and Dino

{\LIJ?:IS\?L?S’ (2005) Zatzick & Iverson (2006); Sine, Mitsuhashi & Kirgch
revenue’ (2006); Arthaud-Day et al. (2006); Moreno & Casillas (2407)

' Holzl (2009); Anaydike-Danes et al. (2009); Evangelisth &
sales growth

Vezzani, (2010); Cassia & Minola (2012); Murmann ef al.
(2014); Beers & Zand, (2014); Coad et al. (2014)

Shaw, Gupta & Delery (2005);

Operating income, Net income,
Earnings, EBITDA

Market share None
Shaw, Duffy, Johnson, and Lockhart (2005); Holzl (2009);
Employment growth Murmann et al. (2014); Anaydike-Danes et al.(2009); Cafz-
nitzki & Delanote (2013); Barbaro et al. (2014)
Basic earning power (BEP) None

Boer & During (2001); OECD, 2006; Rocchina-Barrachin
et al. (2010); Urgal et al. (2013)
Return on Equity (ROE) Shaw, Gupta & Delery (2005); Westphaké&ridar (2005)

Return on investment (ROI); retu Two & Chung (2005); Tan & Tan (2005)

on invested capital (ROIC)

Miller & Eden (2006); Arthaud-Day, Certo, Dalton & Daltpn
Return on assets (ROA) (2006); Sanders & Tuschke (2007); Goerzen & Beamish
(2005)

Kumar (2005); Johnson, Ellstrand, Dalton, Dalton (2005)

Q

Productivity

Total shareholder return (TSR),
stock return; price/book ratio
Value-added measures such as None
EVA (economic value-added), etg.
Source: Own study based on a selective evaluatidaofagement JourngAdministrative Science
QuarterlyandStrategic Management Journ@005-2014) as well as on Achtenhagen, Naldi & Melin
(2010, p. 293) and own research in the field of high-growth-comphteiegure.

Therefore, it can be stated that the overwhelmunglver of studies on firm
growth use financial measures and ratios, whictldda the conclusion that firm
growth in scientific studies is generally measureils quantitative dimension. Ac-
cording to a literature review of Achtenhagen e{2010), almost 50% of scientific
studies measure firm growth in turnover and 30%sueagrowth in staff numbers
both in Europe and America (see Table 2).

Achtenhagen et al. (2010) reviewed 55 articles iphbtl between 1997 and
2008 in selected journdlgo compare metrics and concepts of growth in avécle
literature with ‘entrepreneurial concepts’ of growsee Table 2). They interviewed
2,034 CEOs of Swedish companies. Their objective wwagroblematizethe gap
that exists between how growth is discussed andsumea@ in entrepreneurship

! Entrepreneurship Theory and Practice (ETAP), JdwhBusiness Venturing (JBV), Entrepreneurshig Re-
gional Development (ERD), and International Smalsiess Journal (ISBJ).



124 Robert K. Gruenwald

studies and how it is perceived by entrepreneuemtelves(Achtenhagen et al.,
2010, p. 309). Their conclusion is that growth gadors and measures in academic
literature are mainly quantitative whereas in gimgaeurial or management prac-
tices, growth is generally measured in metricsnbérnal development and thus
more in its qualitative dimension (Achtenhagen ket 2010). Instead, quality
measures in academic literature are seldom. Omfdyvastudies apply qualitative
measures, such as innovation performance, as aureeftis qualitative growth

Table 2. Most commonly used indicators for measuring ecdnatavelopment of SMEs

in scientific studies
U.S.-based/Europe-

Variables based journals Total Percent

Growth measure
Salestumover 176 3 418
Employees 108 15 2713
Growth willingness/Growth intention o4 10 18.2
Profitability k'] 4 73
Combinations of the previously mentioned measures 54 9 164
Growth strategies (¢.g., diversification; product ion; i jonalization) 9 164
Others (¢.g.. assets; value added) o4 4 73
Not reported Y1 s 9.0
N 3w 55

Motivation for choice of measure
=) 1913 32 582
«+) 153 18 27
Partial, referring to prior studics 41 s 9.1
N v 55¢

Growth definition/conceptualization
-) 2912 36 643
«) 158 20 357
N 3 56

Time frame
Cross-sectional 16/6 2 40.0
Longitudinal 21 3 60.0
N w7 55¢

Source of data
Primary data 199 28 509
Secondary data 14 16 29.1
Both " ]| 200
N w7 55¢

Theoretical basis
-) 1 28 $0.0
+) 296 28 50.0
N 37 56

Type of paper
Qualitative n 16 286
Quantitative 2978 3 6.1
Mixed method (1] 2 36
Conceptual 1" 1 18
Total KV 56

Note: * n= 55, because the conceptual article is not included. (=), not made explicit: (+). made explicit.

Notes: Concerning growth measures it is obviously that measuregmogcthe pure expansion of
a firm in terms of sales and employees is the main oetdetermine firm growth. Only one-fifth of
the studies use qualitative financial metrics such profitaloit value-added. Another one-fifth of the
studies uses pure qualitative measures such as growth intentieersifiiation degree.

Source: Achtenhagen et al. (2010, p. 293).
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(e.g, Beers & Zand, 2013). Wach (2012) notes tlagstc measures of performance
and growth may not be sufficient to explain perfante and growth. Classic

measures are uni-dimensional, focused on isolategsaand are not tracked in
several independent areas, whereas the complexpwth needs more complex

systems of performance measurement systems (séz3J)ab

Table 3. Traditional vs. Complex Performance and Growth s8eament Systems

Traditional performance Complex performance
measur ement systems measur ement systems

- . ) . - Multi-dimensional focus combining a variet
- Uni-dimensional focus on financial measurds
of measures

- Performance tracked in isolated areas
- Value-based

- Prevalence on functional measures .
| - Performance tracked in several areas
Source: Own study based on Kaniji et al. (2015, p. 51).

Beers and Zand (2014) or Frenz and Letto-Gille®92Measure firm growth
in terms of share of innovative sales in total rmwe However, recent studies pre-
sent no evidence for the relationship between iatiom growth and firm growth
(e.q., Acs, Parsons & Tracy, 2008). Therefore ushibe assumed that such growth
measures may indicate growth in several areascofrgany, but do not measure
success-relevant factors because highly innovéitives are often not high-growth
firms. Instead, serial entrepreneurs use in thenmbge the term fast mover ad-
vantagé (Thiel, 2014, p. 44) to oppose the widespreadeb&hat the first mover
advantage is a success factor. Rather, also acadesaiarch accentuates more the
risks of technology leaders or first movers andiseto pronounce the more likely
success of second movers (e.g., Cleff & Rennin@$s1® Furthermore, it must be
stated that such non-financial, qualitative redeaonstructs are only second-order
measures, measuring also only changes in isolated &ut cannot link qualitative
measures with quantitative measures.

Other models mentioned in Table 3, such as corpdifat cycle approaches
and evolutionary approaches, provide only metaplisd with assumptions con-
cerning the change of financial variables (e.gyrChill & Lewis, 1983). However,
they do not provide approximate or even exact taticmns between selected inde-
pendent and dependent variables or the operatzaialn of variables, such as the
life cycle stagewhich seems arbitrary. Thus, for example, a comjsaage cannot
be a valid proxy variable for qualifying the companlife cycle stage. Moreover,
even positivistic approaches, such as industriahemics and managerial models,
cannot deliver more than general statements sutaa87 independent variables
explain about 80% of the ROI variance (Schoeffl&77, pp. 111-112).

Concluding it is necessary to state that for meaguhe growth of the firm
different scholars and researchers use mainly teasores, namely changes in (1)
annual turnover or sales as well as (2) employmEns is a very pragmatic ap-
proach as it ensure slid comparisons among enttiésit is more objective than
other non-quantifying measures. What is more, g@lierhigh-growth and hyper-
growth companies/entrepreneurship concept is baisedese two measures.
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3. MEASURES OF HIGH-GROWTH COMPANIES

Starting from Penrose’s theory of firm growth as tonly true classitof growth
studies (Davidssson, Achtenhagen & Naldi, 20107)pthe concept of ‘gazelle
companies’ occurred in the 1970s in the field o$ibass studies. The term and
concept of ‘gazelle companies’ was coined by B{tx979; 1987) in the 1980s and
is now generally accepted for companies that stapidrgrowth rates of more than
20% in number of employees over a 3-year periocbimpanies up to five years
old (Audretsch, 2012, p. 3). However, this condsptow widely accepted, as it is
mirrored in a definition by the Organisation fordaomic Co-operation and De-
velopment (OEDC), which defines:

“High-growth enterprises, as measured by employnfentturnover),

are enterprises with average annualized growthipyees (or in turn-
over) greater than 20% a year, over a three-yeaiquk and with ten or
more employees at the beginning of the observaienod’ (OECD,

2011, p. 74).

According to the OECD, high-growth companies ahmiaority’. They rep-
resent only 3.5% to 6% of the total population, wimeeasured by employment
growth of 20% and even more when measured by tem@ECD, 2011, p. 71).

The termgazelleis a synonym for these types of companies andesl to
distinguish fast-growing companies from large coations (‘elephants’) and small
and micro enterprises (‘mice’). In the sense ofr&tik law, these companies can
be found in the extreme tail of the normal disttibn of firm growth rates
(Audretsch, 2012). The concept of gazelle compaisigatroduced to label the
companies that can be found in the extreme taihahtra-country distribution and
normally are not included in the research of tleelsastic approach, in which the
data sets are generally distributed to larger pritezs (Audretsch, 20126). Accord-
ingly, the high-growth approach confirms the viessritics of the stochastic view
of firm growth such as Laitinen (1999), Reichstaird Jensen (2005), Bottazzi et
al. (2003), and Duschl et al. (2011). High-gromtimpany research, which inves-
tigates the group of gazelles, concludes that smalhd younger companies in
knowledge-intensive industries have significanilyher growth rates than the rest
of an intra-country population (Audretsch, 2012hus, the thesis of stochastic
growth must be rejected because companies wittehigilowth ratios show distinct
characteristics.

However, even now, high-growth patterns are not wederstood in the lit-
erature. It is debated whether growth dependsrategic patterns (niche or mass
market strategies, etc.) or single variables swgcfirm size, age or industry, type
of governance, entrepreneurs’ ambitions, etc. ast & Vante, 2014). Addition-
ally, there is no uniform definition for high-growtompanies. Frequently, high-
growth is measured by employment or by turnover@DE2011). However, Wach
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(2012) identifies six classifications of high-grdwgmall- and medium-sized enter-
prises (SMESs) used in recent research literatutie partially overlapping defini-
tions and characteristics (see Figure 1): (1) yghwth SMESs, (2) innovative high-
growth SMEs, (3) gazelle SMEs, (4) high-tech SME&$,innovative SMEs, and
(6) hyper-growth SMEs (Wach, 2012, p. 42).

~

all enterprises

all SMEs

\_ hyper-growth SMEs Y,

Figure 1. Typologies of High-growth Companies
Source: Wach (2012, p. 42).

According to Audretsch (2012), the new approadfjazelles occurred as firm
growth studies began to include a broader spectfifitm size and age. Thus,
empirical evidence began to shift. Firm growth i@snd in most studies to be
systematically related to certain specific chandsties (e.g., Geroski, 1995; Hall,
1987; Audretsch, 1995). Subsequently, studies dtietusamples from European
countries, supported initially U.S.-focused studiesdretsch, 2012).

The particular interest in high-growth exists fotemst four reasons:

1. Growth is typically equated with high performancelahus with higher re-
turns for owners (Dobbs & Hamilton, 2007);

2. The second reason is the assumption that growingpanies are twice as
likely to survive compared to non-growing compar(iegillips & Kirchhoff,
1989);

3. Additionally, small firms have been identified amiriy responsible for 95%
of radical innovations and 55% of all general inations (Robbins et al.,
2000), due larger firms focusing on products witktbke and thus more pre-
dictable and less risky revenues;

4. High-growth companies provide a disproportionaligher number of jobs
compared to other companies (e.g. Autio et al. Q208.cs et al. (2008);
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Anaydike-Danes et al.(2009)). Therefore, an indrepsiumber of studies
with SME focus have been carried out in the lasyéérs, with each using
different growth measures and explanatory variafdes Table 4).

Many other threshold values are available to dystish high-growth and hy-
per-growth companies (Petersen & Ahmad, 2007). hewet must be questioned
if the discussion about threshold values and ndimitlens has more than academ-
ically value-added in particular because Birchimion was only to distinguish
large businesses quoted on the stock market fromgtowing start-up firms and
small fast-growing start-up firms (Birch et al.,98).

Table 4. Definition of Different Growth-Levels in Terms &inancials

Definition Studies applying this Indicator

Annual revenue growth (CAGR )
<5% over a 3-year period
Normal or moderate [5% to 20% annual revenue growth

Diminishing Growth Own definition

Own definition

Growth (CAGR) over a 3-year period

e.g., Birch (1987); Birch &
High Growth > 20% annual revenue growth ggcci:onf (ggg$)_; Sgg:ﬁgg;i
(Gazelles) (CAGR) over a 3-year period '

Junge (2006); Cassia et al.
(2009); Sendervoitz et al. (2012);
Annual revenue growth rate (CAGR)
>100% in a 5-year period (3000% irFischer et al. (1997)
total!)
Hyper Growth > 500 revenue growth over a 5 yed
period

ieSr?OOC;)/o revenue growth overa 5y Egtslrringer & Jones (2004)
Note: Birch et al. (1987; 1994) and the other authors used theéusraver, Markmann & Gartner
(2002) the ternincome According to the IFRS/GAAP standard; here, the teewenueis used as
synonym for both terms.

Source: Own study.

'Markman & Gartner (2002);

However, such threshold values are irrelevanttis $tudy because a thresh-
old value is always arbitrary und subjective, as @vident regarding the manifold
of different definitions presented above (see Tdkdbove). In this study, however,
companies are compared that perform above the gataple average in specific
financial growth metrics with companies that paridrelow the average of the total
sample. Thus, growth companies are not distingdigtyearbitrary thresholds but
are defined by the average of the total sampldl st@ck-listed companies of the
three countries.

4. CONCLUSIONS

In overviewing the discussed models, theoriesabédes sets, etc., it is evident that
firm growth is a very complex phenomenon that carfr@explained by a simple
model or a simple linear model cause-effect refedip. Therefore, it is remarka-
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ble that theories of many studies apply under-cemptatistical methods such as
bivariate or multivariate analyses. Only the PIM&ly applies an explorative fac-
tor analysis to sort different variables into grsigp a way that factor loadings can
be determined with the result that a group of \deis explains firm growth. How-
ever, the problem in this case is the missing frarency of the data set containing
internal corporate data and not on financial datlable from external sources,
such as the income statement and balance sheeefdifee some industrial eco-
nomics and managerial approaches to measure atarefipn growth are not re-
producible or are, in the case of Porter’s (198@raach, based on a sum of indi-
vidual case studies using mainly qualitative reseaonstructs, which are more or
less metaphors, such as: How, for example, carhttight’ of the market entry
barrier be measured? This can always only be astiNg evaluation of a re-
searcher or respondents.
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