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FOREWORD
This publication was the result of international scientific conference “Trade Perspectives
2019” held at the Faculty of Economics and Business University of Zagreb, Croatia. The
conference has been taking place annually since 2010, and every year the focus is placed on
the selected relevant topic from the area of trade. Therefore, this year, the conference is
exploring business model innovation as a determinant of business success on the domestic and
international scene.
Topics such as digital business transformation, innovation creation or the fourth industrial
revolution are relevant to all economic fields, including domestic and international trade.
Since these are very dynamic and expansive economic areas, considering the real but also the
potential impact on the economic sector or the economy as a whole is an interesting question
from both a theoretical and practical point of view. Among the many new concepts of
business model innovation is an approach in which the new learns about the impairment of the
old and the previously known. In other words, it was told through the prism of reflection and
described a potential new technology towards breaking down existing ones and building new
business models that have the real value of those topics. Trade in all its forms is a clear
indicator of the health of the entire economy, with often an area where new ideas and
concepts are first witnessed. It is hoped that this year's conference and the papers presented
will help theorists and practitioners to cope with this new dynamic environment in which
change is the only constant.
The organization of “Trade Perspectives 2019” conference and the issuing of this
Publication have been supported by the Faculty of Economics and Business, University of
Zagreb, the Croatian Chamber of Economy and the Ministry of Science and Education of the
Republic of Croatia.
We would like to thank them for their financial and organizational support!
Zagreb, 28 November 2019
Editors
Tomislav Baković, PhD
Dora Naletina, PhD
Kristina Petljak, PhD
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PREDGOVOR
Ova publikacija nastala je kao rezultat međunarodne znanstvene Konferencije
“Perspektive trgovine 2019” koja se održala na Ekonomskom fakultetu Sveučilišta u Zagrebu,
Hrvatska. Konferencija se kontinuirano održava jednom godišnje od 2010. godine, a svake
godine fokus stavlja na izabranu relevantnu temu iz područja trgovine. Tako ovogodišnja
Konferencija naglasak stavlja na istraživanje inovacija poslovnog modela kao determinante
uspjeha poduzeća na domaćoj i međunarodnoj sceni.
Teme poput: digitalne transformacije poslovanja, stvaranja inovacija ili četvrte
industrijske revolucije aktualne su u svim ekonomskim područjima pa tako i domaćoj i
međunarodnoj trgovini. Kako se radi o jako dinamičnim i ekspanzivnim područjima
sagledavanje stvarnog, ali i potencijalnog utjecaja na određene ekonomske sektore, ali i
gospodarstva u cjelini, predstavlja zanimljivu temu kako s teorijskog tako i praktičnog
aspekta. Među mnoštvom novih pojmova inovacija poslovnog modela predstavlja pristup u
kojemu se novo izučava oslanjanjem na staro i otprije poznato. Drugim riječima kazano
upravo kroz prizmu refleksije i opisa potencijala novih tehnologija prema razbijanju
postojećih i izgradnji novih poslovnih modela ističe se istinska vrijednost ove teme. Trgovina
u svim svojim oblicima jasan je indikator zdravlja cjelokupnog gospodarstva te često područje
u kojemu se nove ideje i koncepti najprije testiraju. Nadamo se kako će ovogodišnja
konferencija i prezentirani radovi pomoći teoretičarima i praktičarima u snalaženju u tom
novom dinamičnom okruženju u kojemu je promjena jedina konstanta.
Organizaciju Konferencije “Perspektive trgovine 2019” te izdavanje ovog Zbornika
podržali su Ekonomski fakultet Sveučilišta u Zagrebu, Hrvatska gospodarska komora i
Ministarstvo znanosti i obrazovanja Republike Hrvatske.
Hvala im na financijskoj i organizacijskoj podršci!
Zagreb, 28. studenog 2019.
Urednici
Izv. prof. dr. sc. Tomislav Baković
Doc. dr. sc. Dora Naletina
Doc. dr. sc. Kristina Petljak
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INNOVATION AND INTERNATIONALISATION PACE IN A
SMALL TRANSITIONAL ECONOMY: INCUMBENTS VS.
YOUNG FIRMS
Maja Bašić
University of Zagreb, Faculty of Economics and Business
Croatia
Abstract
This study questions whether product and service innovation imply faster
internationalisation in a small transitional open economy. The Republic of Croatia is an
example of such an economy. The survey on Croatian telecommunications’ firms’ innovation
and internationalisation characteristics was done between March and May 2014. 82 single
firm responses were analysed based on their: internationalisation pace, the amount of
product and service innovation, absorptive capacity and institutional support in finding
international markets. Results show that greater service innovation and smaller institutional
support lead to faster internationalisation. Interesting findings emerge when
internationalisation pace and innovation are compared between the sample of incumbent and
young firms. Incumbent firms’ internationalisation pace is not statistically significantly
predicted by neither product nor service innovation, but negatively by their absorptive
capacity. Conversely, young firms’ internationalisation pace is characterised with: (a) a
negative impact of product innovation and institutional support, and (b) a positive impact of
service innovation and a marginally positive impact of absorptive capacity. This paper
further discusses theoretical and practical implications of the identified findings with respect
to the small open transitional economy.
Key words: Internationalisation speed, Transitional economy, Absorptive capacity,
Product and service innovation, Telecommunications industry.
1. INTRODUCTION
Ability to launch products internationally is critical for young, technology-based firms
with limited domestic market size with changing institutional pattern (Ronkko et al., 2013).
For them internationalisation implies depiction of international market niche, that also finds a
lead user. Identification of international market niche allows revenue and profit growth from
returns on R&D investment (Patel et al., 2014).
Oviatt and McDougall's (2005) model is often used to explain the internationalisation
pace (Langseth et al., 2016). Theoretical developments in internationalisation pace comprise a
core aspect of international entrepreneurship theory depicting its importance for small firms
(Lin and Si, 2019). For large firms, such as multinational enterprises, internationalisation pace
enables faster renewal (Riviere and Bass, 2019). Nonetheless, research on internationalisation
pace is limited (Hutzschenreuter et al., 2016) and mainly focuses of issues of documentation
why some firms internationalise fast and others gradually following a sequential
internationalisation process (Ramos et al., 2011). Furthermore, internationalization pace
studies are largely based on the factors influencing pre-internationalisation phase as opposed
to the post-internationalization phase (Oliveira et al., 2018). This paper studies firms’
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internationalisation by determining whether product and service innovations imply faster
internationalisation in a small transitional open economy.
Limited by a domestic market size, internationalisation is a dynamic process, whose pace
is crucial for small open transitional economies’ firms competing to achieve return on
investment (e.g., Casillas and Moreno-Menendez, 2014; Musteen et al., 2010). Key factors
depicting internationalisation pace include: time period required for internationalisation, pace
of deepening, and pace of geographic diversification (Hsieh et al., 2019). Pace of
internationalisation cannot be generalised for all transitional economies nor their firms
because they follow different economic development pattern (Riviere and Bass, 2019).
The Republic of Croatia is a small open transitional economy in which
internationalisation pace became especially important after its transition period in the early
1990s. Following the Independence War from Yugoslavia and uncertainty of domestic
demand in the early 1990s, the Republic of Croatia underwent a transition from socialist
towards a capitalist market system. Telecommunications industry was, and remained, one of
the Croatia’s most important infrastructure industries. The share of telecommunications
industry in Croatia’s GDP was 4.59% in 2008, with its investment accounting for 15.49% of
revenue; and in 2017 ICT goods imports comprising 5.02% of total goods imports, ICT
exports totalling 2.51% of total goods exports, ICT services exports having 5,0% of total
services exports (World Bank, 2019). Hence, in order to fill the gap in internationalisation
pace research of firms in the Republic of Croatia, this paper studies whether Croatia’s
telecommunications industry product and service innovation, firms’ absorptive capacity and
government help in finding international market niche assist faster internationalisation.
Furthermore, this study made a distinction between firms founded before 1990s, in the former
socialist system, and after the 1995 in the capitalist systems. It explored whether differences
in absorptive capacity, product or service innovation and institutional support exist between
the two groups.

2. LITERATURE REVIEW
2.1. Absorptive capacity and internationalisation pace
Absorptive capacity is a firm’s ability to acquire and assimilate, transform and exploit
knowledge available in its environment by engaging it to produce products and services of
higher added value (Cohen and Levinthal, 1990; Zahra and George, 2002). Absorptive
capacity develops organically by building up on prior knowledge across and within a firm
(Cohen and Levinthal, 1990; Huang and Rice, 2009; Todorova and Durisin, 2007).
Importance on knowledge base’s path dependence varies with industries, geographical
territories and the amount of knowledge a firm already possesses (Arte, 2017). Firms capacity
therefore varies with: R&D intensity, qualified personnel and personnel exchange (Schubert
et al., 2018), information on technology, information on markets, customers, competitors,
universities, fairs and exhibitions (Arbussa and Coenders, 2007).
Knowledge-intensive products first enter high-end consumer market (Dunning, 1988). In
line with the Dunning’s eclectic paradigm, firms’ knowledge influences internationalisation
(Sedoglavich, 2012) similarly how it influences absorptive capacity process, based on firms’
prior knowledge; acquisition of new knowledge; integration of both sets of knowledge; action
and feedback (Casillas et al., 2009). Furthermore, firm’s knowledge and its knowledgeintensive products enable firm’s accelerated market entry (Langseth et al., 2016; Falahat et
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al., 2018). Accelerated market entry is especially true in environments that are similar to a
domestic environment (Hutzschenreuter et al., 2016). In cases of high uncertainty, firms can
opt out of internationalisation and decide to sell their products or services in a more familiar
environment facing fewer transactions costs (Schubert et al., 2018). A research on post-entry
internationalisation pace found that different forms of social capital are necessary for
exploitation of knowledge and learning (Prashantham and Young, 2011).
Internationalisation pace varies with firms’ international activities: diversity and depth of
internationalisation (Casillas and Moreno-Menendez, 2014). Diversity of location influences
internationalisation pace such that the internationalisation pace initially decreases, but
gradually increases in the long-run. Namely, without the necessary time a firm cannot absorb
the available knowledge (Eriksson et al., 1998; Petersen et al., 2003). Depth of
internationalisation accelerates internationalisation in the short-run, but decreases in the long
run (Casillas and Moreno-Menendez, 2014). Firms either internationalise fast to reap benefits
of new product or service internationalisation, on a particular market, or internationalise
slowly by exploring possibilities on a variety of markets (Ripolles – Melia et al., 2010).
As internationalisation pace is dependent on prior international activities (Casillas and
Moreno-Menendez, 2014), it can be proposed that both absorptive capacity and
internationalisation have a path dependent, positive relationship. First hypothesis states:
Hypothesis 1: Greater absorptive capacity leads to faster internationalization.
2.2. Innovation and internationalisation pace
Both innovation and internationalisation enable a firm to achieve a competitive advantage
(Riviere and Bass, 2019). Dunning’s (1998) eclectic paradigm states that firms with product
innovation firstly serve customers in developed markets, internationalising to reap the benefits
of its R&D investment. Once a technology is available to a market, it has the ability to be
copied and firms with innovative products or services cannot benefit from their intellectual
property. Therefore, innovation accelerates internationalisation (Ripolles – Melia et al.,
2010).
Nonetheless, internationalisation pace is not only dependent on diversity and depth of
internationalisation, but also on technological patterns of product or service industry (Ramos
et al., 2011; Riviere and Bass, 2019). On the other hand, the type of ownership concentration
influences innovation process and favouring intermediate level of concentration (Yin and
Guo, 2017).
Research on differences between young firms and incumbents’ internationalisation and
innovation patterns provide mixed results. Ronkko et al. (2013) found that the effect of
innovation on internationalisation is only significant for young firms at the beginning of their
operations (Ronkko et al., 2013). Oliveira et al. (2018) found that sector-specific young firms
are not more innovative than incumbets.
However, timely organisation and product or service launch are critical for young firms
(Stayton and Mangematin, 2016). A strategic approach concerning exploration and
exploitation of international markets requires a research that differentiates incumbents and
young firms’ internationalisation pace (Lin and Si, 2019). Hence, second hypothesis states:
Hypothesis 2: Firms with higher levels of innovation experience faster
internationalisation.
Hypothesis 2a: Incumbents with higher levels of innovation experience faster
internationalisation.

3

4

Hypothesis 2b: Young firms with higher levels of innovation experience faster
internationalisation.
2.3. Institutional support in finding international markets and internationalisation
pace
Qian et al. (2018) found that internationalisation pace of born globals depends on
industry dynamism that encourage it and resource constraint that inhibit it. Qian et al.’s
(2018) research suggests that there could be institutional mechanisms that support the pace of
internationalisation and nullify the negative effect of resource constraints. The importance of
institutional support originates in the fact that innovation is a dynamic and global process,
which requires organisational and product adaptation to new markets, which again require
investments (Guinet and Meissner, 2012). When institutions facilitate innovation or
internationalisation processes, they require complementarity between private and public
entities.
When domestic market experiences transition in institutional characteristics, such as a
transition from a socialist towards a capitalist market system the Republic of Croatia
underwent in the early 1990s, incumbent firms sometimes fail to adapt to new market
conditions. By studying the internationalisation process of Polish firms in communist regime,
in the transition period and after transition, Ciszewska-Mlinaric et al. (2018) found that
changing institutional conditions affect firms’ internationalisation pace. Namely, firms
founded during or after a transition process tend to internationalise faster and in greater depth
than incumbents.
Institutional support in terms of business and social networks plays an important role in
this respect, especially concerning younger firms from emerging or transition economies
(Batas and Liu, 2013). Namely, firms with lack of knowledge of a geographical area will
enter a foreign market rather through a network than as a single entity, especially in markets
with institutional voids (Chipp et al., 2019). Although there is a possibility of underdeveloped
local networks (Chipp et al., 2019), research shows mixed results on whether local, foreign or
a balance of the two institutional networks fosters higher internationalisation pace (Patel et
al., 2014). Likewise, mixed results depict the relationship between innovation and
internationalisation pace by being a U-shaped, or moderated by managerial and
internationalisation capabilities (Pucci et al., 2016). Hence, the third hypothesis states:
Hypothesis 3: Greater institutional support in finding international markets leads to
faster internationalisation.
Figure 1 shows the proposed model of research hypotheses.
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Figure 1. Conceptual model
Absorptive
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Firm size
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Product
innovation

H2a

Internationalisation
speed

H2b
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innovation
H3

Market niche
search
support

Source: Author.
3. RESEARCH METHOD
3.1.

Data source and sample

Data for this research were gathered via online questionnaire survey done between April
and May 2014 for the purpose of the Ph.D. thesis on a sample of firms from the Republic of
Croatia’s telecommunications industry. Telecommunications industry comprises both
manufacturing and service firms, which were not differentiated for the purpose of this
analysis, as some firms are both manufacturing and service firms, which was one of the
reasons the telecommunications industry was chosen as a research sample. The Registry of
business entities of the Republic and the Orbis database identifies 347 business entities in the
telecommunications industry. The online questionnaire survey was sent via email to the CEO,
CFO and COOs of identified firms. In several instances more than one response per firm was
obtained. In that case, the answers were averaged to represent an average response to be
obtained across a firm. After data cleaning of 128 gathered responses, 82 valid responses were
tested in this analysis.
3.2.

Variables and measures

Data for this research were gathered via online questionnaire survey done between April
and May 2014 for the purpose of the Ph.D. thesis on a sample of firms from the Republic of
Croatia’s telecommunications industry. Telecommunications industry comprises both
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manufacturing and service firms, which were not differentiated for the purpose of this
analysis, as some firms are both manufacturing and service firms, which was one of the
reasons the telecommunications industry was chosen as a research sample. The Registry of
business entities of the Republic and the Orbis database identifies 347 business entities in the
telecommunications industry. The online questionnaire survey was sent via email to the CEO,
CFO and COOs of identified firms. In several instances more than one response per firm was
obtained. In that case, the answers were averaged to represent an average response to be
obtained across
3.2.1. Dependent variable
Internationalisation pace is a dependent variable. It measures how fast firms
internationalise after their foundation, i.e., how many years it takes firms to internationalise
after their foundation. Internationalisation pace was calculated as a difference between
internationalisation and foundation year. Hierarchical and K-means cluster analysis has
shown the existence of two clusters: Firms that internationalised within 5 years of their
founding are fast internationalisers (37 firms) and those that internationalised after 5 years
were labelled as slow internationalisers (45 firms) (Oviatt and McDougall, 1994).
3.2.2. Independent variables
Absorptive capacity is a firm’s ability to acquire and assimilate the knowledge, and
transform and exploit it through higher value added of its products and services (Cohen and
Levinthal, 1990; Zahra and George, 2002). In this paper absorptive capacity is measured by
the amount of knowledge a firm possesses and uses. Originally, absorptive capacity was
measured by the firm’s R&D expenditure (Cohen and Levinthal, 1990). Firms have the ability
to transfer knowledge developed in its environment and use it by qualified personnel to obtain
new products and services (Spithoven et al., 2010). Hence, possession of knowledge is a
prerequisite for innovation (Tseng et al., 2011). This paper, therefore, measures absorptive
capacity as a measure of acquisition of knowledge (Arbussa and Coenders, 2007) by asking
respondents to evaluate the amount of licences their firm possess in the past 4 years. The
answers were measured on a Likert scale from 1- none to 7 – a lot.
Similarly, product and service innovation were evaluated based on the amount of product
and service innovation a firm produced in the 4 years preceding the survey (Terziovski,
2010). Product and service innovation was defined as new or significantly altered products or
services. Product and service innovation were measured with two items representing: product
innovation and service innovation. Both items were ordinal and measured on a Likert scale
from 1 - none to 7 – a lot.
Institutional support in finding international markets was based on respondents’
perception of how much do government agencies’ support firms in identifying international
markets niches (Busenitz et al., 2000). It was measured on a Likert scale from 1 - not at all to
7 – very much.
3.2.3. Control variables
Consistent with Ronkko et al. (2013), firm age influences the pace of firm growth and
internationalization. Therefore, firm age was used as a control variable. Furthermore, firm
size influences the pace of internationalisation as larger firms have significantly more
resources to invest in market research, but less flexibility in adopting to foreign markets as
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opposed to smaller firms. The effects of firm size and firm age on the internationalisation
pace. Firm size was measured with the number of firm employees (Choi and Contractor,
2016). The answers were recorded on the Likert scale: (1) 1 employee, (2) 2- 5 employees, (3)
6-10 employees, (4) 11-50 employees, (5) 51-150 employees, (6) 151-250 employees, and (7)
more than 251 employees.
4. FINDINGS
The empirical analysis was based on 82 single firm responses (23,6% response rate). 47
firms (57,32% of the sample) in the sample have 50 employees or less; 18 firms (21,95% of
the sample) are medium-sized firms employing between 50 and 250 workers; and 17 firms
(20,73% of the sample) are large firms with more than 250 employees. The Independence
War between 1991 and 1995 marked the Republic of Croatia’s transition from a socialist
towards a capitalist market system. 19 respondent firms were founded in 1995 or prior the
transition to a market-based system took place, i.e., incumbent firms; while 63 firms were
founded after 1995, i.e., in the capitalist market system. Table 1 shows descriptive statistics
and correlations between variables in the model.
Table 1. Descriptive statistics and correlation
Variable
1.
2.
3.
4.
5.
6.
7.

Internationalisation speed
Firm size
Firm age
Institutional support
Absorptive capacity
Product innovation
Service innovation

Mean

S.D.

1

2

3

4

5

6

7

0.55
2.32
4.71
1.53
2.70
4.00
4.45

0.50
1.13
1.44
0.87
1.95
1.94
1.77

1
0.05
0.21*
-0.43***
0.22**
-0.07
0.31***

1
0.17
-0.16
-0.03
0.18
-0.09

1
0.02**
-0.02
-0.00
0.10

1
0.10
0.06
-0.20*

1
0.15
0.26**

1
0.14

1

Note: N = 82. S.D. = standard deviation. Two-tailed test. Pearson correlation reported. All variables were standardised.
*** p ˂ 0.01, ** p ˂ 0.05, * p ˂ 0.10

Positive significant correlation exists between: (1) internationalisation pace and
absorptive capacity, (2) internationalisation pace and service innovation, and (3) service
innovation and absorptive capacity. On the other hand, significant negative correlation exists
between internationalisation pace and institutional support. Binomial logistic regression was
used to test the hypotheses due to the existing two samples of firms: fast and slow
internationalisers. Table 2 portrays the results of the performed binomial logistic regression.
Table 2. Parameter estimates and results of binomial logistic model
Variable

Model 1

Full model
Model 2 Model 3

Model 4

Model 1
-0.27*
(0.15)

Firm size

0.00 (0.03) 0.00 (0.01) 0.03 (0.04) 0.05 (0.05)

Firm age

0.02 (0.02) 0.02 (0.02) 0.14 (0.02) 0.03 (0.02) 0.09 (0.06)
-0.00
(0.02)

Absorptive capacity
Product innovation
Service innovation

-0.00
(0.02)
-0.05**
(0.02)
0.04**
(0.02)

Institutional support
Pseudo R2 (Nagelkerke)
-2 log-likelihood
χ2

0.03 (0.03)
-0.04
(0.02)
0.05**
(0.02)
-0.08***
(0.03)

Incumbents
Model 2 Model 3 Model 4 Model 1
-0.24
-6.38
-1.89
0.02
(0.19)
(562.07) (2176.18)
(0.04)
0.20**
20.73
2.91
0.03
(0.10)
(1504.18) (1021.31)
(0.03)
-0.17**
-12.43
-0.96
(0.08)
(897.19) (752.77)
-14.08
-1.05
(1024.06) (891.61)
-2.73
-0.20
(262.44) (922.93)
-1.71
(678.81)

Young firms
Model 2 Model 3
0.00
0.05
(0.04)
(0.06)
0.03
0.04
(0.03)
(0.03)
0.01
0.02
(0.02)
(0.03)
-0.08**
(0.03)
0.05*
(0.03)

Model 4
0.08
(0.06)
0.04
(0.03)
0.06*
(0.03)
-0.07**
(0.03)
0.06**
(0.03)
-0.09**
(0.04)

0.05

0.05

0.17

0.28

0.39

0.67

1.00

1.00

0.16

0.16

0.32

0.43

110.30

110.29

102.74

94.75

19.86

13.07

0.00

0.00

79.33

79.11

69.84

63.18

3.37

3.39

10.94

18.93

6.48

13.27

26.34

26.34

8.00

8.23

17.50

24.16

Note: NFull model = 82; NIncumbents = 19; NYoung firms = 63. Standard error reported in brackets.
*** p ˂ 0.01, ** p ˂ 0.05, * p ˂ 0.10
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Binomial logistic regression tested four models incorporating: (1) control variables, and
(2) absortive capacity, and (3) product and service innovation, and (4) perceived institutional
support. Furthermore, each of the four models was tested for samples of (a) firms founded
earlier than 1995, i.e., incumbents, and (b) firms founded after 1995, i.e., young firms.
In a full model, absorptive capacity does not have a significant effect. Product innovation
has a negative significant effect only when institutional support is not in the model. When
institutional support is in the model, product innovation still has a negative effect on
internationalisation pace, while service innovation has a positive significant effect. It can be
assumed that part of the negative effect of product innovation is now attributed to the
institutional support variable.
In a sample of incumbent firms, the only significant effect on internationalisation pace is
noted in the negative effect of absorptive capacity on internationalisation pace. Hence, greater
absorptive capacity implies slower internationalisation.
A significant negative effect of product innovation, a positive effect of service
innovation, and a negative effect of institutional support on internationalisation pace is noted
in a sample of young firms. Absorptive capacity has a negative effect in a sample of young
firms, which is significant only at a 10% significance level.
Summary of the tested hypotheses is given in Table 3.
Table 3. Summary of hypotheses’ tests
Absorptive capacity  Internationalisation
pace
H2 Innovation  Internationalisation pace
Institutional support  Internationalisation
H3
pace
H1

Full
model

Incumbents

Young
firms

-

Supported

-

Supported

-

Supported

Supported

-

Supported

Absorptive capacity influences internationalisation pace of incumbents negatively and
internationalisation pace of young firms positively (at a 10% significance level). Product
innovation negatively influences international pace. The negative effect of product innovation
on internationalisation pace is stronger in a sample of younger firms. Service innovation has a
strong positive effect on internationalisation pace of young firms. Institutional support has a
significant negative effect on internationalisation pace, especially in a sample of young firms.
Figure 2 portrays the final full model.
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Figure 2. Final model
Absorptive
capacity

Firm age

Firm size

Product
innovation

Internationalisation
speed

+
Service
innovation
-

Market niche
search
support

Source: Author.
5. CONCLUSION
The goal of this paper was to study whether product and service innovations imply faster
internationalisation in a small transitional open economy. The Republic of Croatia as a small
open transitional economy provided a geographic scope of the research. The importance of
fast internationalisation stems from Croatia’s transition period in the early 1990s during
which firms were faced with Independence War and uncertainty of domestic demand.
Furthermore, firms in one of the most important infrastructure industry, telecommunications
industry, were faced with transition from socialist towards a capitalist market system that
amplified the uncertainties of the Independence War. Hence, this study made a distinction
between firms that were founded before 1990s, in the former socialist system, and after the
1995 in the capitalist systems. It explored whether differences in absorptive capacity, product
or service innovation and institutional support exist between the two groups.
The results imply that firms founded in the socialist system, so called incumbent
telecommunications firms, experience internationalisation pace that is not statistically
significantly predicted by neither product nor service innovation. However, incumbents’
higher level of absorptive capacity leads to slower internationalisation.
Conversely, Croatia’s telecommunication firms founded after 1995, so called young
firms, tend to internationalise: (a) slower under the impact of higher levels of product
innovation and institutional support, and (b) faster under the impact of service innovation and,
marginally, absorptive capacity. Telecommunications industry incumbents’ absorptive

9

10

capacity influences their slower internationalisation, while the opposite is true for young firms
that tend to develop relevant size of absorptive capacity. On the other hand, service
innovation is a statistically significant indicator of rapid internationalisation of firms founded
in the capitalist system. This notion is consistent with historical industry developments as
telecommunications industry services in the 21st century outperform their manufacturing
equivalents. Namely, telecommunications industry became a foundation of other industries
and when this occurs, it results in marginally small growth of product innovation. On the
other hand, development of services, that rely on the aforementioned product innovation,
started to intensify.
In terms of the current developments of 5G networks and its implementation in Europe, it
is interesting to note the fall in supply of traditionally European manufacturers of
telecommunications equipment, and a preference for Chinese products, namely those from
Huawei, that also holds the highest level technology in the industry. Huawei and Chinese ZTE
company own 36% of all 5G standard-essential patents (IPlytics, 2019). In that respect,
Croatian firms, especially large firms, which do business or are under ownership other
European telecommunications firms tend to lose their manufacturing competitive advantage
and focus mainly on services that are the result of the new technology. Furthermore,
internationalisation is limited both in depth as in pace and diversity, as telecommunications is
a strategic industry that is closely aligned to national interests. New technology and product
innovation provide international opportunities, also for Croatian firms, especially in the
European Union and emerging markets, to supply their services. Institutional support here is
required to identify market niches globally as firms focusing on service innovation that
follows a 5G network approach will have difficulty in identifying international opportunities.
In the period which was a focus of this study (four years preceding the survey done in 2014),
institutional assistance had a negative impact. It would be interesting to observe whether the
impact has changed after 2014 and Croatia’s growing integration into the European Union
market, as well as in line with the rise in tourism. Namely, as institutions reconsider what
motivates and enables firms to internationalise (Langseth et al., 2016), the government needs
to adapt their approach to help the firms in the new market conditions. In this respect a huge
progress is necessary to adapt the current institutional support mechanism, even to enable
progress of Croatian firms seizing international business opportunities faster and, in groups,
(e.g., Chipp et al., 2019), allowing not only piggybacking, but also equal strategic partnership
with other Croatian and European union firms.
This research has several limitations. One limitation includes a cross-sectional rather a
longitudinal approach in which data are gathered yearly and compared to see the effects of
product or service innovation on internationalisation pace. Although the author attempted to
rectify this issue with questions on the previous innovation performance, it is difficult to
assess whether it was completely the case. Another limitation lies in the evaluation of the
institutional support. Namely, institutional support should be measured in all industries to
achieve a more objective approach. Hence, this research has fallacies that need to be
addressed in the future research on the topic.
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Abstract

Trade enterprises, especially those operating on the global market, constantly introduce
not only new products to the market, but also new technological and organizational solutions
i.e. innovations in processes based on new technologies. Innovation enable them to develop
their competitive abilities and remain or grow their market shares. At the same time, the
question remains open and interesting to what extent trade development and its
innovativeness depend on the level of innovation of the whole country. This is our main
assumption we want to verify. Given the above, the purpose of the article is to determine if
there is the relationship between internal trade development and the level of innovativeness of
the country. Therefore, the article presents the results of research and analysis between two
groups of measures (published by Eurostat). The first group - measures illustrating the
development of trade in a given country - were, used in that article, among others, variables
such as: employment in trade and trade productivity. The level of innovation of a given
country is measured by research and development expenditure, employment in research and
development activity per 1000 employees and patent applications to The European Patent
Organisation per 1 mln inhabitants. Hence, descriptive statistics, correlation, as well as
cluster analysis were used to determine the relationship between trade development and the
innovativeness of a given country. The analysis covers all European Union countries. The
first general conclusion from our research is that the countries can be classified into three
groups due to the level of trade development. The second main conclusion worthy to notice is
that there is the correlation between the internal trade development and the level of
innovativeness of the country.
Key words: internal trade development, innovativeness, cluster analysis, EU
1. INTRODUCTION
Retail is an important industry of each national economy. In the EU, it is an important
source of employment and significantly contributes to the GDP creation. Moreover, almost
one fifth of all companies are registered in retail industry. In the past decade, retail industry is
changing from applying domestically oriented towards internationally oriented business
strategies (Knezevic et al., 2011). In 2015 the European retailing industry contributed 2.5
trillion euro to the gross domestic product (GDP) of the European Union (EU). This is
approximately 15% of the total output of goods and services produced in the EU28 in 2015
(Kantorowicz et al., 2016: 9). Actually, retail and wholesale trade are one of the largest
services sectors in the EU. Retail trade services alone in 2015 represent 4.5% of gross value
added and 8.6% of employment in the EU countries. Retail and wholesale trade, which are
closely linked, together generate 10% of EU value added and employ 13% of the total
workforce (Jungmittag, 2018: 1). Those numbers confirm the meaning of retail trade in the
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economies of both of the whole EU and each country member separately. The level of internal
trade development in each country is different, although in some countries it’s similar.
It’s worth to underline, that retail trade belongs to very innovative sectors – both as
creator of innovations and absorber of them at the same time. Contemporary literature
highlights changes in internal trade due to digital innovation and explains the abolition of
some parts of trade channels (so-called disintermediation process), but also it points to the
emergence of new intermediaries in trade channels (so-called reintermediation process)
(Turban et al., 2015, 145). In addition, existing trade companies also implement digital
innovations into existing business processes in order to increase efficiency, reduce costs,
improve competitiveness and increase consumer satisfaction. In retail management literature
innovation of business processes within operating trade companies and integration of sales
channel in omnichannel approach is in focus (see Piotrowicz and Cuthbertson, 2014; JuanedaAyens et al., 2016). Level of innovation in retail industry influences its development and
changes its influence on national economy and may cause differences in internal trade
indicators used to explain trends and state-of art of its role in the national economy.
Numerous papers address development of internal trade and innovativeness on microeconomic level and there is a scarcity of papers elaborating macro-economic indicators of
internal trade in the context of innovativeness. Therefore, the main goal of this paper is to
establish to what extent trade development and its innovativeness depend on the level of
innovation of the whole country. Based on all above mentioned, we expect positive
correlation between country’s innovativeness and development indicators of internal trade.
2. THEORETICAL BACKGROUND
Innovations mean the abilities and motivations of the entities operating in it to
permanently search and put into practice the results of research and development works,
scientific research, inventions and new ideas. As Drucker points out, these innovations allow
companies to transform and grow (2015: 24). Innovations may originate both from supply and
demand (Schumpeter 1960: 104; Freeman 1982: 7). Innovations in trade industry are
associated with investments in physical and human capital and they strongly influence both
global and local retailers strategies (Bilińska-Reformat 2013). Retailers invest in all types of
innovations, create and develop them - this is associated with their strategic objectives to
strengthen competitive advantage by increasing the efficiency production factors, e.g.
reducing costs, introducing new products and services (characterized by higher quality or
better functionality). We will give just several examples of innovation – (mainly
technological) implementation in retail. One example is “Future Store” project launched in
2003 in Germany by the Metro Group which implemented and continuously improved
experimental store based on the innovative use of state-of-the-art in IT. Based on results of
that project, Kalyanam et al. (2006) highlighted several innovative technologies with a great
potential for in-store application: digital Personal Shopping Assistant (PSA), intelligent
scales, digital ad displays, digital price labels, and, RFID Product Tagging Technology as a
basis of self-checkout systems.
Nowadays technical innovation in retail is being discussed also in other directions. One
direction is to implementation technology to support the creation of a better shopping
experience at a real point of sale (Tseng Lung and Feng, 2014) or to create a better shopping
experience in digital, first of all, web stores (Pachoulakis and Kapetanakis, 2012). Another
direction of development is the question of whether a classic store can be completely
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transformed into a virtual one, and in that sense, retailers explore whether the shopping
experience in such a store is better or worse than the real-world experience. In line with Burke
(2006), the wave of retail development is now oriented, not only to Customer Relationships,
but also to improving and enhancing the Customer Experience in all retail channels no matter
if channels are physical or digital.
Some other technological innovation is tested, implemented and discussed by major
European retailers (Retail Innovation Days, 2019), for instance: implementation of delivery
drones, improving integration between electronic commerce and physical stores (omnichannel
approach), mobile commerce potentials, social network commerce, geo-location based
systems, robotization, improvement and influence of self-checkout systems, potentials of
Internet of Things (IoT) for retailing, etc. It is worthy to add, that the relationship between
innovation and trade can be considered on various levels. First, considering innovation, we
can capture it globally for the entire economy, in a quantitative way. The basic measures of
the degree of innovation used in the comprehensive OECD (2018) or Eurostat research are
then:
1. the share of expenditure on research and development activities in GDP and the
structure of their financing,
2. expenditure on innovation activities in industrial enterprises,
3. number of scientific publications and patent applications,
4. trade in high-tech industry products,
5. number of employees in the R&D sector.
Secondly, innovation can be analyzed at the micro level through the prism of innovative
activities of enterprises for which it constitutes a strategic issue and the basis for further
development and expansion (Olejnik and Szarzec, 2002: 368-370; Śmigielska and Stefańska
2015), or from the perspective of the process of diffusion of innovations (Mińska-Struzik,
2014: 17 and further). As Reformat noticed, the leaders in implementations of innovations in
retail sector are foreign retail companies which operate in a large scale. She perceives the
success of them in few facts – they better understand customers and their desired shopping
experiences, they have an access to global resources (knowledge, capital, technology), they
are very flexible and last but not least - they have bargain power in the distribution network
and their position in home and host country is very strong. All the innovations are the source
of competitive advantage (Reformat, 2015: 179).
To sum up, all mentioned technologies require change in retail processes and
organization of retail activities. Moreover, digital innovation influences jobs and employment
in retail. Thanks to digital technologies, less people can perform more job tasks than before;
routine and repetitive jobs are transferred to intelligent software and robots, meaning that
employees are more focused on creative tasks, which increases productivity measured by
revenues per employee. And finally, employees in retailing faces smart and educated
consumers, this changes the range of knowledge required to serve such consumers and brings
into account topic of life-long learning.
As all previously mentioned can influence employment market, it is necessary to monitor
what is going on with macro-economic indicators on retail employment, retail productivity
and wages in retailing, too.

17

17

3. METHODOLOGY OF RESEARCH
The purpose of the article is to determine if there is the relationship between internal
trade development and the level of innovativeness of the country. Therefore, in this part
selected data used in further analyzes will be presented first.
The level of innovation of a given country is measured by research and development
expenditure in% of GDP, employment in research and development activity per 1000
employees and patent applications to The European Patent Organisation per 1 mln
inhabitants. These variables are the basic and most commonly used measures in comparative
analyzes assessing the level of innovation of a given country (OECD, 2018). They were also
used to assess the relationship between economic innovation and the development of
international trade (Pulgarin-Molina et al., 2017; Parameswaran, 2010). This article attempts
to examine the relationship between them and the development of internal trade in European
Union countries. To illustrate the importance of innovation, data on the most basic variable
related to innovation - gross domestic expenditure on research and development activity in
individual countries in the years 2000-2016 are presented in the table 1.
Table 1. Gross domestic expenditure on research and development activity
COUNTRIES

2000

Austria
Belgium

1,89
1,92

Bulgaria
Croatia
Cyprus
Czech Republic
Denmark
Estonia
Finland
France
Germany
Greece
Hungary
Ireland
Italy
Latvia
Lithuania
Luxembourg
Malta
Netherlands
Poland
Portugal
Romania
Slovakia
Slovenia

0,50
0,95
0,23
1,11
2,32
0,60
3,25
2,09
2,39
0,56
0,79
1,08
1,01
0,44
0,58
1,58
0,25
1,81
0,64
0,72
0,36
0,64
1,36

Spain
Sweden
United Kingdom
average

0,88
3,91
1,63
1,27

c 2002 r., d 2001 r.
Source: Eurostat’s Database.

2005

c

d

d

c

d

2,37
1,78

2010
in % GDP
2,73
2,05

3,05
2,47

3,09
2,49

0,45
0,86
0,37
1,17
2,39
0,92
3,33
2,05
2,42
0,58
0,92
1,19
1,05
0,53
0,75
1,57
0,53
1,79
0,56
0,76
0,41
0,49
1,41

0,56
0,74
0,45
1,34
2,92
1,58
3,73
2,18
2,71
0,60
1,14
1,59
1,22
0,61
0,78
1,50
0,61
1,72
0,72
1,53
0,46
0,62
2,06

0,96
0,84
0,48
1,93
2,96
1,49
2,90
2,27
2,92
0,97
1,36
1,20
1,34
0,63
1,04
1,27
0,77
2,00
1,00
1,24
0,49
1,18
2,20

0,78
0,85
0,50
1,68
2,87
1,28
2,75
2,25
2,93
1,01
1,21
1,18
1,29
0,44
0,85
1,24
0,61
2,03
0,97
1,27
0,48
0,79
2,00

1,10
3,39
1,56
1,31

1,35
3,22
1,67
1,51

1,22
3,27
1,67
1,61

1,19
3,25
1,69
1,53
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It is worth noting that the largest expenditure on research and development activity were
incurred in Sweden (average value 3.41% GDP) and Finland (3.19% GDP), and the lowest on
Cyprus (average value 0.41%) and Latvia (0.53% GDP. Interestingly, the highest growth
dynamics was recorded in Cyprus and Estonia (in both cases - more than a twofold increase in
the share of this expenditure in GDP).
The second group of variable - measures illustrating the development of trade in a given
country - were, used in that article, variables such as:
 the share of employed in trade in the total number of employed (employed
persons in 'trade; repair of motor vehicles' per employees),
 sales area per capita,
 total turnover per capita,
 retail sales productivity (€ / m²).
It seems that these variables concern the most basic aspects illustrating the level of trade
development in a given country. For example - taking into account the "factor" determining
the development of trade - employees and their importance in the process of innovation and
competitiveness, the chart 1 presents the share of employed in trade in the total number of
employed (employed persons in 'trade; repair of motor vehicles' per employees). As far as that
variable is concerned, it’s worth to emphasize its the huge diversity. The average share of
employed in trade in the total number of employed is 13,9%, the highest share is in countries
such as Cyprus and Greece (above 18%), and the lowest (below 12%) in Luxembourg,
Finland, Sweden and Czech Republic.
Chart 1. The share of employed in trade in the total number of employed (employed persons
in 'trade; repair of motor vehicles' per employees) in 2017 in European Countries (in %)

Source: Own calculation based on Eurostat’s Database.
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To achieve the purpose of the paper the internal trade of individual European Union
countries in the context of their innovation was compared. Firstly, one of the methods of
multivariate statistical analysis, i.e. cluster analysis (Churchill, 2002) was applied to group
EU countries regarding internal trade indicators. The main justification for using this method
is the fact that it makes it possible to include in a single research process even a dozen
different variables describing the studied population. This method enables grouping countries
following the rule that the given group contains objects that are as similar as possible, and
between the groups there are the largest differences. At the same time, this method allows the
visualization of results taking into account all the features explaining a given phenomenon on
one chart, the so-called dendrogram.
As far as similarities and fundamental differences between European Union countries in
the context of internal trade are concerned, the following procedure of research was
implemented. The analysis included the following stages:
1. The selection of explanatory variables that meet the substantive, statistical and formal
requirements specified in the literature (ed. Mynarski, 1992). Taking into account the
substantive requirements, four variables explaining internal trade in the European
Union countries were pre-qualified. They were: the share of employed in trade in the
total number of employed (employed persons in 'trade; repair of motor vehicles' per
employees), sales area per capita, total turnover per capita, retail sales productivity (€ /
m²). The first three variables were finally used in the calculations made from the
above set, since they are characterized by statistical variability at a minimum level of
V = 10%. In the case of the share of employees in trade in the total number of
employees, the variable was transformed (its reversal, as the direction of correlation
with other variables was negative). In turn, considering the completeness of the
variables, Luxembourg, Malta and Portugal were removed from the analysis. For the
remaining countries, taking into account formal conditions, the statistical data used
were complete, measurable and reliable. The source of the data is Eurostat are taken
from years 2014-2017.
2. Normalization of variables due to different measures - in the method used it is
required that the explanatory variables are metric and are expressed at least by the
interval measurement level. In the case of analyzes, all variables were expressed in
relative values.
3. The choice of the cluster analysis method - the research used the nearest neighbor
method, while the Euclidean square distance was used as a measure of similarity
(distance between objects).
4. Creation of the so-called dendrogram, i.e. a hierarchical tree chart illustrating the
subsequent stages of grouping. In the dendrogram, each object is its own class, but it is
connected to a given group (focus) with the highest level of similarity possible, while
the degree of association with objects belonging to this other group is as small as
possible. The dendrogram shows, therefore, the interrelationship of all objects being
analyzed in ever greater clusters, increasingly different from each other.
After the cluster analysis, correlation analysis will be performed in order to describe trade
development and overall innovation of national economies. Since the variables are
quantitative, the Pearson's correlation coefficients between the amount of expenditure on
research and development in % of GDP (or other dimensions which describe innovativeness
of the economy) and selected variables regarding internal trade development in European
Union countries was calculated (utilizing a 2-tailed test at 5% level of significance).
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The considerations presented above lead to the following hypotheses:
H1: - considering the development of trade among European Union countries, groups
of countries similar to each other can be distinguished,
H2: - there is positive correlation between country’s innovativeness and development
indicators of internal trade.
The data were entered into the IBM SPSS Statistics.
4. RESULTS OF RESEARCH
One of the drivers of internal trade development is an innovativeness and diffusion of
innovations both in home country of retailers and brought by them to host countries. The
process leads to decrease of differences between countries in that area, however the dynamics
of this process is different and depends on the general stage of economy development as well
as the quality of trade - to use and develop innovations. Taking into account the variables
characterizing internal trade in European Union countries, three groups (segments) of
countries are distinguished (chart 2).
Chart 2. Clusters based on similarities and differences in the context of internal trade
variables

Source: Own research.
The first group consists of the Scandinavian countries: Finland, Sweden and Denmark, as
well as Belgium and Cyprus. These countries are distinguished by the highest level of internal
trade development. The average sales area per capita is 1.33 m2, and the total turnover per
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capita 7.47. At the same time, they have the lowest share of employees in trade in the total
number of employees (13.9%).
The second distinguished segment is nine countries, such as: Germany, Estonia, Spain,
Italy, Netherlands, France, Austria, United Kingdom and Ireland. In their case, all analyzed
variables are slightly lower than in the case of the first group. Thus, the average sales area per
capita is 1.27 m2, the total turnover per capita is 5.34, while the share of employed in trade in
the total number of employed is 14%.
The countries that make up the third segment have clearly the lowest level of internal
trade development. Ten countries from Central and Eastern Europe were found in it,
including: Romania, Bulgaria, Poland, Lithuania, Hungary, Slovakia, Latvia, Czech Republic,
Slovenia, Croatia, as well as Greece. These countries stand out from the others by the lowest
total turnover per capita (2.45), the lowest sales area per capita (0.98) and the highest share of
employed in trade in the total number of employed (14.3%).
The cluster analysis results presented above lead to a conclusion that hypothesis 1 is
positively verified. It’s worth to notice here, that internal trade development (business
efficiency) does not go hand in hand with an employment variable. So those countries from
groups 1 and 2 are countries where processes in internal trade are more automated than in
countries in group 3. Workers are more often substituted by automation of services in brickand-mortar stores and what’s more e-commerce belong to the most dynamic growing part of
retail sector.
Since both automation and e-commerce are the most noticeable innovations in retail
sector, the next step in our analysis was to check whether the innovativeness of the country
goes hand in hand with the development of trade. This encourages the authors to making
another assumption, that since we can distinguish clusters based on similarities and
differences, one of the sources of it may result from a level of innovativeness in each analyzed
country
That is why in the next stage of our analysis Pearson's correlation coefficients between
variables describing trade development and innovation of economies were determined. The
purpose is to verify to verify the hypothesis that there is positive correlation between
country’s innovativeness and development indicators of internal trade. Table 2 presents the
results of the correlation analysis between the amount of expenditure on research and
development in% of GDP and other variables related to the innovativeness of the economy
and selected variables illustrating the development of trade in European Union countries.
Table 2. Correlation between selected internal trade variables and innovativeness
Expenditure
on R&D in%
of GDP
The share of employee in trade
in general number of employees
Sales area per capita
Total turnover per capita
Retail sales productivity (€ / m²)

Employment in research
and development activity
per 1000 employees

-0.309
0.110
0.739**
0.000
0,692**
0.000
0,472*
0.011

-0.121
0.583
0.690**
0.000
0.885**
0.000
0.716**
0.000

**. Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).

Patent applications to the
European Patent
Organisation per 1 mln
inhabitants
-0.281
0.147
0.755**
0.000
0.769**
0.000
0.549**
0.002

Source: Own research.
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The results confirm that there is a statistically valid correlation between variables. The
highest value of the indicators are in case of sales area per capita, i.e. indicator of the internal
trade density and innovativeness (measured by the expenditure on R&D in% of GDP),
meaning that greater innovativeness the country will have more available sales areas per
inhabitant. Moreover, strong positive correlation is observed between total turnover per capita
and innovativeness (measured mainly by means of the employment in research and
development activity per 1000 employees), i.e. productivity of internal trade will be higher if
there is higher level of innovativeness. In addition, the weak positive correlation is established
between retail sales productivity measured in turnover per square meter and innovativeness
what is logical, but this has to be further explained via in depth research. This allows us the
positive verification of H2, however under the condition, that employment is not included.
On the other side, the share of employee in trade in the overall number of employees in
national economy is reversely correlated with innovativeness of the country. This relation
may lead to the assumption that innovations may lead to a relative reduction of employment
in the distributive trade sector by developing service providing technologies which do not
require direct attendance of store personnel (for example: RFID, self-service cash points, ecommerce, automated teller machines, etc.).
However, we have to emphasize that correlation analysis shows only the fact that there is
a relationship but it doesn’t explain the cause-result relation. Therefore, further research
including larger number of indicators in broader time period should be applied.
5. CONCLUSIONS
Internal trade is one of the most important sectors of national economies. Level of its
development varies from country to country. Furthermore, level of innovations applied in
internal trade also varies between economies. In this paper we applied two methods to
examine and explain relationship between indicators of internal trade development and
innovativeness of EU member states.
First method was cluster analysis by which we distinguished three clusters of countries
according the level of internal trade development measured in sales area per capita, total
turnover per capita and share of employees in trade in the total number of employees. Cluster
analysis On the basis of the cluster analysis we concluded that internal trade development
(business efficiency) does not go hand in hand with an employment variable and that there
have to be some influential factor determining change in employees’ share variable.
Therefore, we used second methodology, i.e. we performed correlation analysis between
the amount of expenditure on research and development, employment in research and
development activity per 1000 employees and patent applications to the European Patent
Organisation per 1 mln inhabitants (as innovativeness indicators) and variables indicating
level of internal trade development. This analysis showed that there is a positive correlation
between (1) density of internal trade and innovativeness, (2) productivity of internal trade and
innovativeness. But that there is a negative correlation between innovativeness and
employees’ share variable. To explain this, one may say, that the labor costs in trade are the
meaningful position in retailer’s budgets and the average wages in that sector are rather below
average in comparison with other private sectors. This may cause few things – first –
employees will search for better paid working places, second - very dynamic growth of ecommerce in all EU countries requires less employees but with IT and marketing
competences and skills. And third – the younger generations perceived stores rather as show
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rooms and their representatives -not as older generations – do not as a rule used to do
shopping in brick-and-mortar stores. All of the above may initiate the process of immigration
of labor forces from one sector to another one which means, that retailers are externally
forced to develop innovations while workers will have to find other types of activities to work
and earn money – probably in other service industries.
Another explanation for presented results is the dynamic of the process of diffusion of
innovations, which is different in each analyzed country due to many macro factors, such as
the general level of development of the country and the overall quality of trade services as
well as the level of integration and concentration of trade. But for now only limited number of
dimensions was used in analysis, which we consider as limitation of our research and requires
future studies.
To summarize, our research and analysis is not finished yet. But it shows some
cognitively interesting areas of studies for researchers due to the fact that not many articles in
field of distributive trade are of macroeconomic analysis type. Researchers often analyze such
relations from micro-level and concentrates on types of innovations and their direct influence
on organizations. This paper concentrates on the more general, macro-analysis level. To
overcome limitations of our so far conducted research it’s necessary to increase number of
dimensions which measure some phenomena using relative measures. Also the next step
would be to create regression models to identify the most and least important dimensions
which influence the productivity of internal trade. Also, further research could be broadened
by examining in field application of technological innovations in various internal trade
companies in order to establish relations and causalities of real technological innovations in
given clusters of countries.
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ARTIFICIAL INTELLIGENCE IN BUSINESS ECONOMICS
Ivan Novak
University of Zagreb, Faculty of Economics and Business
Croatia
Abstract
Invention of artificial intelligence (AI) is certainly one of the most promising
technological advancements in modern economy. General AI reaching singularity makes one
imagine its disruptive influence. Once invented it is supposed to surpass all human cognitive
capabilities. Nevertheless narrow AI has already been widely applied encompassing many
technologies. Using scientific literature this paper aims to examine the application of AI in
business economics. Data has been extracted from the Web of Science by Clarivate Analytics
which is one of the most relevant databases of scientific publications. Total number of
extracted records published in the period from 1963-2019 was 1369. Results provide systemic
overview of the most influential authors, seminal papers and the most important sources for
AI publication. Additionally using multiple correspondence analysis results display the
intellectual map of the research field.
Key words: artificial intelligence, business economics, content analysis, bibliometrics,
HOMALS
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Abstract
Retail innovations contain a wide range of concepts, that can be classified into
technology-based and non-technological innovations. Technology-based innovations include
self-service check out, innovative mobile payments, multichannel-retailing, nutritional
labelling, the widespread use of e-commerce, m-commerce, the introduction of grocery home
delivery, etc.; while non-technological innovations look for fairness and fair deals, ecofriendly purchasing behaviour, knowledge and skills that improve the quality of life, creative
thinking, interaction with consumers, networking, etc. In today's challenging environment,
retailers have to emphasise their ability to build competitive advantages related to their
willingness and capacity to use both types of innovations and to provide innovations to
enhance customer expectations and their shopping experience. In their efforts, the vast
diversity of the consumer market poses additional challenges and opportunities for retailers.
Among various consumers, the youth segment is ranked as to have the most purchasing power
today. At the same time, young consumers are heavily influenced by different types of
innovations but are also drivers for some innovations in retailing. The main purpose of this
paper is to investigate if there is a link between retail innovations and youth purchasing
behaviour. Moreover, the paper explores what type of innovations mostly trigger youth
purchasing. The research methodology consists of a two-phase research study including a
qualitative and quantitative approach. The findings show an interaction between retail
innovations and young consumer purchasing behaviour, but also suggest the need to focus on
developing creative solutions for young consumer purchasing issues, rather than just relying
on technical innovations.
Key words: retailing, innovation, youth, consumers, purchasing
1.

INTRODUCTION

Retailers have to be involved in the implementation of innovative business practices
provided by technological innovations due to constantly emerging retailing technologies and
better-educated consumers with faster access to information. Literature states that the retail
industry is evolving at an accelerated rate due to new technologies and evolving consumer
behaviors (Grewal et al., 2017). Indeed, the history of retail is also a history of the role of
technology in society, and technology has played a role as the primary enabler of change in
retailing (Hopping, 2000).
There are many retail innovations, including handheld and wireless devices, touchscreen
kiosks, electronic signage and shelf labels, virtual reality displays, body scanning, smart
cards, and even robotics, but the Internet is still considered the most visible innovation among
them (Burke, 2002). Amaral and Martinez-Ribes (2014) note that retail innovations may exist
both on the front-end and the back-end of the retail operations. However, those innovations
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differ in their main purpose and we can divide them as follows: i) retail innovations at the
front-end, which are visible to customers, aiming to substantially reduce customers’ efforts in
their purchasing, make the shopping experience more enjoyable and easier, increase their preand post-shopping experiences; and ii) retail innovations at the back-end focused on retail
companies with the purpose to better manage their business practices, reduce costs, increase
productivity, efficiency, etc. (Grewal et al., 2009).
We should point out that technical innovation in stores should respond to both
consumers` preferences and retailers` needs and expectations (Pantano and Viassone, 2014).
Some studies show that consumers would rationally explore different innovations (e.g. Liao
and Shi, 2009; Lohse et al., 2000; Parasuraman and Zinkhan, 2002; Vijayasarathy, 2004) and
that innovations are increasingly encouraging customers to use technology-based self-services
(Clodfelter, 2011; Weijters et al., 2007). The most important fact is that consumers who enjoy
their shopping experience make more purchases (Kim and Kim, 2008).
Amaral et al. (2014) emphasise that in the retail sector, consumers play perhaps the most
important role as being innovation drivers. Among them, youth understood as relatively
somewhere between a teenager and adult (Murad and Mohd Salleh, 2014, p. 36) is a major
target market for the retail industry everywhere (Yip et al., 2012). Young consumers are true
digital natives, connected to vast amounts of timely, global information and instantly socially
connected to friends, businesses, other organizations and even celebrities (Merriman, 2015).
As early adopters in most things, which like to explore and tend to experiment with their
external environments, youth shoppers most often don`t express loyalty to retailers. Thus,
there is an important strategic imperative for retailers to exploit the potential of innovations in
order to increase their customer base and provide more interactive communication,
establishing trustworthiness between them.
The main objective of the paper is to investigate if there is a link between retail
innovations and youth purchasing behaviour. Moreover, the paper determines what type of
innovations mostly trigger that. For the purpose of getting a better insight into the relationship
between innovations in retailing and the purchasing behaviour of young consumers the
research was guided by the following research questions:
RQ1. Is there a link between retail innovations and youth purchasing behaviour?
RQ2. What type of innovations mostly trigger youth purchasing behaviour?
Following the introduction, the paper begins with a theoretical background and an
explanation of some of the most important technology-based and non-technologically based
innovations in retailing for young consumers. Then, the research methodology and the results
of the two-phase research study including a qualitative and a quantitative approach are
presented. Finally, the paper discusses the theoretical and managerial implications, including
the limitations of the study and directions for future research.
2. THEORETICAL BACKGROUND
It is not surprising that current literature is abundant with works about trends reshaping
the retail landscape. Those trends could be regarded as customers` as innovation drivers
(Amaral et al., 2014), retailers` innovative business practices provided by technological
innovations (Renko and Druzijanic, 2014) and a part of store atmospherics to improve
customers` shopping experience and meet their expectations (Puccinelli et al., 2009).
Due to the fact that there are not many works related to retail innovations directed
towards young consumers, in creating a theoretical background we had to rely on the
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literature about retail innovations and consumers in general. As consumers are becoming
better educated, have faster access to information, rely on digital technology, being influenced
by social media, etc., in their purchases they expect more from retailers. „They stand in stores,
using their smartphones to compare prices and product reviews; family and friends instantly
weigh in on shopping decisions via social media; and when they’re ready to buy, an evergrowing list of online retailers deliver products directly to them, sometimes on the same day“
(MacKenzie et al., 2013). In light of Agàrdi et al. (2014) and Grewal et al. (2009) the text that
follows has some explanations of the corresponding technology-based and nontechnologically based innovations in retailing.
2.1. Non-technologically based retail innovations
However, despite many types of research that show how innovations in retail technology
modify customer behaviour in the store (Pantano and Naccarato, 2010), encouraging
customers to perform services themselves (Weijters et al., 2007), there is still a lack in the
literature about the impact of non-technological innovations in retailing. We can suggest to
base non-technological innovations mostly on demographic, societal, and economic changes
(Amaral et al., 2014), with the population growing older, being more educated and
increasingly concerned about health. Therefore, Amaral and Martinez-Ribes (2014) note that
customer-centric retail innovations require a holistic approach that uses as enablers not only
the technology (hardware & software) but also people with expert knowledge from other
disciplines such as anthropology, philosophy, artificial intelligence, biology, neuroscience,
etc. This group of innovations includes, for example, the introduction of grocery home
delivery, because demographic variables are the reasons for shopping online (Morganosky
and Cude, 2000). Park et al. (1998) categorise consumers into two groups: 1) younger
consumers that found convenience and saving time as their primary reasons for buying
groceries online, and 2) older/physically challenged consumers who cited physical or
constraint issues that made it difficult for them to shop at grocery stores.
Another innovation relates to the increase of some product categories, such as organic
food due to more health-conscious consumers and becomes “cool” to be seen as being a
health-conscious consumer (Hanspal and Devasagayam, 2017). There are marketing-mix and
choice-architecture (MMCA) strategies that could be used in the retail setting to manipulate
consumers to purchase healthier products (Houghtaling et al., 2019). Retailers also add a
variety of services to their offerings (e.g. banking, floral, video rental, bakery) by focusing on
adding value for consumers (Morganosky and Cude, 2000) that work longer and feel time
pressure while grocery shopping (Aylott and Mitchell, 1998). Further on, product innovations
are seen as one of the most important aspects of retail innovation in the sense of ready-to-eat
and other convenience food products (Silayoi and Speece, 2004).
An increasing number of research studies deal with the extensive usage of mobile
technologies (Pantano, 2013). Burke notes (2002) that young consumers are using cell phones
to call friends and relatives during shopping. Namely, consumers use technology to redefine
the way they interact with retailers and with each other (via social media, smart devices).
They are connected within social networks and virtual communities. In 2013, there were more
than 1.5 billion social networking users globally, 80% of them are online interacting with
social networks regularly and 70% of global companies use social technologies (Bourlakis,
2014: 38). As can be seen in Figure 1, these figures are expected to grow. Namely, some
studies show that the majority of respondents have been influenced by social media and 30%
of all age groups say they have purchased a product after seeing it on social media (Yasav,
2015).
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With this increasing use of mobile phones and mobile devices, social media is
increasingly used in conducting m-commerce (Venkatesh et al., 2003; Ngai and Gunasekaran,
2007). They enhance mobile consumers to either provide or search ratings and evaluations
about retailers` offers. On the other hand, social media can help retailers locate their
customers, and target their mobile strategy to quickly interact with them (Pelet and
Papadopoulou, 2015). Accordingly, social media and mobile devices are considered an
integral part of the retailer-consumer relationship that enables retailers to positively influence
their consumers’ opinions and behaviours. Besides companies, in their search for products
and services online, social media increasingly provides consumers with the opinions of their
peers (Kuo-Ming, 2009), bloggers and celebrities. Social media is a way for consumers, in
particular, those of younger demographics, to engage and build intimate connections with the
bloggers and celebrities they follow (Zoovu, 2016).
Figure 1. Expected number of social network users worldwide from 2010 to 2021 (in
billions)
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Source: Statista (2018), https://www.statista.com/statistics/278414/number-of-worldwidesocial-network-users/ (accessed 02.11.2019).
Young consumers have highly positive attitudes towards blogger recommendation posts
and they improve their purchase intentions (Chen and Xie, 2008). If they are willing to
believe the content of a sponsored recommendation post, they will be more likely to form a
purchase intention regarding the store and the offerings recommended by the blogger (Lu et
al., 2014). Moreover, it has been demonstrated that consumers usually trust bloggers and
reviewers more than salespeople and corporations (Alsaleh, 2017).
There are also celebrities that affect and inspire purchasing decisions, leading to
customers buying something they desire from someone they trust at the moment (Accenture,
2018). Just take a look at the strategy of the shoe retailer Mass. They developed a surprising
experience in collaboration with the singer Severina. Or David Beckham identifying himself
through fast-fashion retailer H&M. Consumers are willing to pay a higher price for a premium
product of high quality simply because the celebrity endorser has a more positive image and
well-respected (Yang et al., 2012). Celebrities are being thought of differently for consumers
in various nations. For example, in India, celebrities are being worshipped like “idols” to the
masses (Francis and Yazdanifard, 2013).
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Research (Zoovu, 2016) has found that young consumers are more susceptible to
celebrity company/brand endorsements than other age groups taking on an active role in
developing their identities and appearance based upon celebrities. At the same time, as
consumers are becoming better educated and have faster access to information, blind faith in
celebrity endorsement is beginning to wane.
With the growing importance of social media in a shopper’s purchase journey, companies
are evolving and stepping up the endorsement game across different channels (Zoovu, 2016).
Many studies show that a majority of consumers expressed a preference for using more than
one channel when shopping (Burke, 2002) either to learn about new products, to search for
product information, to compare and evaluate alternatives, or to purchase and pay for
products. Thus, we finally come to one of the big innovations in retail for the coming years ‘multichannel-retailing’ that can be considered both as non-technologically based and
technology-based retail innovation. The explanation of its “non-technological characteristic”
relates to new and special skills related to the info- and telecommunication that the
multichannel approach requires from retailers and consumers, as well. On the other hand, its
“technology-based characteristic” implies the use of digital technology to research, browse
and purchase. Young customers want to have fun and to use different channels while
shopping (in-store, online, mobile, interactive TV). They visit a retailer website on their
mobile phone but they also use mobile technology while making purchasing decisions in the
store. Retailers that develop business models that can offer consistency between these
channels have a winning business model. They can achieve that through the development of
easy to use mobile apps, efficient delivery systems and easy and secure payment options.
2.2. Technology-based retail innovations
Technology-based innovations can help retailers target the appropriate consumers, better
manage and reduce costs, and enable consumers to make better-informed purchasing
decisions as well. Renko and Druzijanic (2014) conclude that technology provides benefits to
retailers if it facilitates a better communication flow between them and their customers, as
well as between them and their suppliers.
Considerable volumes of available literature (Eckefeld, 2005; Wang, 2012; Wildstorm,
2005) have focused on the following innovative technology in retailing: barcode scanners at
retail POS (point-of-sale) checkouts, electronic shelf labels, self-checkouts, RFID, fingerprint
authentication, interactive information terminals, and Web portals and e-tailing. Such
innovations can simultaneously benefit consumers and retailers. For example, self-checkout
technology helps shoppers scan, bag, and pay for products without any need to interact with a
cashier. It means that customers gain control; retailers enjoy reduced labor costs from the
fewer number of cashiers required (Inman and Nikolova, 2017). Lai and Chuah (2010) argue
about a huge number of “contactless technologies” emerging as the most promising way of
supporting the retail process, from mobile point of sale (Rouse and McLaughlin, 2014),
Handheld Self Barcode Scanner (www.tesco.com/scan-as-you-shop), SmartOrder technology
(Aruba Networks, 2012), Personal Digital Shopping Assistants (Setiabudi and Tjahyana,
2011), to interactive mirrors (Campbell, 2015) and self-scanning checkouts (Rouse et al.,
2005). Such technology creates a completely new relationship between customers and staff
members because customers do not have to be only in face-to-face interactions with staff
members, rather with a retailer`s web page, virtual screens and aisles, virtual mirrors–fitting
rooms, digital signage, intelligent self-service kiosks, vending machines and dynamic menus.
Scan-and-go technologies allow customers to use their smartphones to scan items as they
shop, then use the retailer’s app to pay. For example, Amazon removed the need for
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consumers to scan items because the Amazon Go app allows customers to scan their smartphone as they enter the store, pick up the products they want, and leave (Grewal et al., 2017).
Some car dealers have launched a virtual reality experience in their showrooms to offer a
more personalised customer experience. Virtual reality glasses enable consumers to configure
their dream car as well as explore the car’s exterior and interior in realistic detail.
Renko and Bošnjak (2016) investigated the implementation of low energy micro-location
technology in retailing and concluded that it ensures that retailers monitor customer behaviour
and create more personalized marketing strategies. From the consumers` point of view, microlocation technology allows them to understand their position, even in indoor locations, to get
information about the objects or products they are seeing and to be punctually notified of
pertinent events, sessions, workshops, etc.
We have to point out that the implementation of innovative technologies depends upon
retailers` ability to convince customers of the benefits of new technologies (Greenhalgh et al.,
2011). Moreover, technologies will only be effective when users are motivated to adopt them
(Davies et al., 2011). There is an example of smart shopping carts in supermarkets in China
that follow customers around the store (instead of having to be pushed) and allow customers
to keep their hands-free, making it easy to focus on looking after children and other personal
tasks. The stores also include ‘magic mirrors’ that sense when an item is picked up and then
display information about it (Gilliland, 2019). There are also smart mirrors as a solution for
the issue (not enough available space, crowding, etc.) related to trying on clothes in fitting
rooms. The smart mirror is actually a camera and a screen that records an eight-second video
to provide a 360-degree view of how a piece of clothing, say, a dress, looks on a customer and
also provides a side-by-side comparison of how a shopper looks in two different dresses
(Wasserman, 2017).
Gil et al. (2008) note that the implementation of technology positively affects the
relationship value of a distributor (i.e. retailer) with its suppliers and customers. New
technology has improved the consumer supply chain by reducing distribution costs and
improving the availability of products to the consumer (Newman and Cullen, 2002: 42). For
example, shelf-ready packaging is created by retailers working together with category
suppliers and packaging suppliers to design packaging that is easy to recognize in the
warehouse within 2 seconds, easy to open in less than 5 seconds, easy to replenish with only
one touch, easy to shop and easy to collapse/break down in 2 seconds (Agàrdi et al., 2014).
We should also mention the use of consumer identification tools (loyalty schemes, ecommerce, m-commerce) combined with channel integration that provides various business
opportunities (new retail offers, customized solutions) for retailers (Agardi, 2014). Increasing
the use of big data/business analytics tools allows retailers to gain a competitive advantage in
areas such as merchandising (e.g. assortment and pricing optimisation), operations and supply
chain (e.g. inventory management, logistics), etc.
Retailers have to be sure about the relative advantage of the implementation of new
technological solutions whether in their stores or in their relationships with suppliers.
Innovative technology could provide efficiency or cost-effectiveness. Technologies at the
retailer`s cash-zone present the willingness of retailers and suppliers to work together.
According to Finne and Sivonen (2009: 223), POS enables truly fact-based management, and
retailers have developed ways to use it, from assortment planning, developing planograms, to
measuring marketing efficiency. Premazzi, Grosso and Castaldo (2011) discuss the benefits
and drawbacks of new technology throughout the entire supply chain, as well as at the in-store
level. McGoldrick (2002: 220) points out that technologies that track customer flows (such as
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EpoS), and help in predicting demand for checkout staff also provide cost-effective enhanced
service.
2. METHODOLOGY
To give an insight into the relationship between innovations in retailing and young
consumers purchasing behaviour a two-phase research study (October-November 2019) was
conducted. The study included a qualitative and quantitative approach:
1) a quantitative study on the sample of 210 undergraduates from the Faculty of Economics
and Business University of Zagreb used as respondents because they represent
homogeneity and represent the young adult segment (Blackwell and Mitchell, 2003).
Sampling was done by convenience, using the snowball technique. An online questionnaire
was designed on the basis of the literature and for the purpose of realising the two main
research questions: RQ1. Is there a link between retail innovations and youth purchasing
behaviour? RQ2. What type of innovations mostly trigger youth purchasing behaviour?
Accordingly, the questionnaire consisted of questions related to using technological
innovations in purchasing, such as smartphone applications, m-commerce websites, social
media on mobile devices, self-checkouts, etc. and about attitudes towards celebrities and
blogging practices in purchase intentions, varieties of products and service offerings in
retail stores, etc. The demographic profile is presented in the following Table 1.
2) a qualitative study with a focus group discussion involving two groups of professional
undergraduate students from the Faculty of Economics and Business University of Zagreb
(five students per each group). The demographic profile of the focus groups was irrelevant
for the results of the study because the participants shared similar characteristics. The focus
group discussion technique was used as participants were allowed to freely express their
opinions and thoughts rather than providing strict answers to predefined numerical ratings
(Wibeck, 2011). Moreover, we used this approach because we were working with strict
timelines, and required a rapid and resource-efficient way of gathering information about
complex relationships (Nyumba, Wilson, Derrick, Mukherjee, 2018). This approach
allowed us to find richer results emanating from the interpretation of the data collected in
the quantitative study, and gave deeper insights into some retail innovations such as
multichannel retailing, self-service technologies, etc. Handwritten notes were taken during
the session, and were transcribed after.
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Table 1. Demographic profile
Measure
Gender
Age
Physical retail store
Preferred
channel
for purchasing

mobile
online

Using social media
Reviewing Blogs for
Purchasing
Following celebrities

Source: Own research.

Items
Male
Female
Under 20 yrs
21-25 yrs
Above 26 yrs
Under 20yrs
21-25yrs
Above 26yrs
Under 20yrs
21-25yrs
Above 26yrs
Under 20yrs
21-25yrs
Above 26yrs
Facebook
Twitter
Instagram
Linkedin
Youtube
Agree
Disagree
Agree
Disagree

Frequency
97
113
88
107
15
54
65
91
113
76
21
71
75
64
91
44
21
38
16
156
54
175
35

Percentage (%)
46.2
53.8
41.9
51.0
7.1
25.7
31.0
43.3
53.8
36.2
10.0
33.8
35.7
30.5
43.3
21.0
10.0
18.1
7.6
74.3
25.7
83.3
16.7

Considering the results in Table 1 we can conclude about the most preferred social media
and confirm the assumption about preferences for following bloggers and celebrities.
Moreover, we investigated the differences in preferred channels for purchasing between
particular age groups due to our interest in multichannel consumer behaviour (it is explained
in the results of the qualitative study). In terms of the respondents’ age (Table 1), it consists of
three different ranges of youth; starting from the youngest that is under 20 years old, followed
by 21-25 years old, and the oldest group which is above 26 years old.
3. RESULTS AND DISCUSSION
For the purpose of getting a complete insight into the relationship between retail
innovations and the purchasing behaviour of young consumers, we followed the approach of
Guetterman, Fetters and Creswell (2015) and used the mixed method. This means that for
solving more robust research objectives, we integrated the results of our quantitative and
qualitative studies. Using a combination of qualitative and quantitative data can improve
evaluation by ensuring that the limitations of one type of data are balanced by the strengths of
another (Caracelli and Greene, 1997). In such a way we can be sure that the understanding of
some areas of the investigation was improved by integrating different ways of acquiring
knowledge.
According to the results of the study, all respondents own a mobile device, particularly
smartphones, because of their large screen and operating systems which allow browsing on
the Internet. Moreover, smartphones provide users with the additional value of the ability to
install software, which enables easier use of social media and m-commerce applications.
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Figure 2. Activities on mobiles (%)
80

66,7

70

57,1

60
50

47,6

42,9

40

taking pictures

social media

listening to music

9,5

5
alarm clock

surf the Internet

check and send emails

to contact colleagues,
friends via gmail

0

weather forecast

9,5

5
sending sms/texting

10

calls

20

23,8

23,8

30

Source: Own research.
Figure 2 suggests that the most common activities of young consumers on their mobile
vary from using gmail to contacting colleagues and friends, calls, sending sms/texting,
checking and sending emails, surfing the Internet, using social media, to checking weather
forecasts, setting alarms, listening to music and taking pictures. The results of this study are
similar to those of Pelet and Papadopoulou (2015) because the most common activity on
mobile appears to be the use of mobiles for surfing the internet (as stated by 66.7 percent of
the respondents). Using social media, such as Facebook, Twitter, LinkedIn, Instagram, etc.,
which can be used to communicate through photos, videos and tags, is in third place with 47.6
percent of respondents that use mobile devices for such activities.
When we asked respondents to chose which channel could improve their purchasing
experience, 80 percent of them pointed out online retailing and 66 percent of the respondents
still consider in-store retailing. Respondents indicated that retailers changed their strategies
utilizing innovative technology (both self-service and used by sales associates) to enable a
quicker and more convenient in-store shopping experience with limited human interaction.
Retailers impact the customer experience by providing technology to help shoppers navigate
the store, virtual reality techniques, interactive interfaces, innovative store layout, e-POS,
CRM desk, digital visual merchandise. M. (male, 19 years old) specified: “When I am waiting
for a tram I am always searching for some offers online. Very often there are some great
offers such as Crno jaje or Ponuda dana, which I can easily use when I buy directly from my
iPhone. And sometimes I even have fun looking for promotions.“
Young customers prefer retail innovations that are in accordance with their lifestyle, with
short lines at self-checkouts, greater speed in mobile payments, easy access to additional
information on interactive screens, in-app navigation tools, etc. as the most distinguished
ones. Similar results were found in the survey of Barr (2001) who investigated self-checkouts,
as the most emphasised sort of retail innovation.
Concerning their preferred way of making purchases, for the majority of participants, the
frequency of offline shopping is higher if compared to online or mobile shopping. Of the
focus discussion study participants, only 1 was an online-only shopper and 3 were store-only
shoppers. The remaining majority, or 6 respondents, used multiple channels. Respondents
have experiences and are familiar with online/mobile shopping but they still like using the
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retailer’s touchpoints. Their explanation supported the findings of Pantano and Priporas
(2016). For example, A. (female, 21 years old) stated: “I am always in a hurry and I have no
time for walking around the store. Therefore, it`s easier for me to search my mobile phone or
tablet and to be informed about the offer. My smartphone has apps to compare prices and
download coupons.”
As the literature (Pantano and Priporas, 2016) indicates clothing, shoes and accessories as
the products most bought through the mobile service, our next step was to find out the role of
social media and celebrities/bloggers in purchasing such categories of products (Figure 3).
Figure 3. The most important factors in clothes, shoes or accessories purchasing (%)
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The results in Figure 3 are similar to Lapasa (2017) where the respondents did not
consider celebrities and bloggers as important in their purchasing. Still, the price is the most
important factor due to the limited budget available to young consumers. However, the results
differ from Balakrishnan and Kumar (2012) who note that celebrities have a positive impact
on consumer buying behavior and Di Bartolo (2016) who found celebrities as the most
important factor in purchasing clothes and shoes while the price is in third place for the
segment of young consumers. There is also Jain (2011) who mentions that in India celebrities
are loved and worshipped.
It was also interesting for us to find out the respondents` opinion about the type of
celebrities which are more influential for purchases. The majority of respondents (6
participants of the focus group discussion) agree about the importance of musicians. The rest
of the group thinks that actors (3 respondents) and sportsmen (1 respondent) influence young
consumers. The discussion revealed that politicians and business executives are not
interesting for young consumers in Croatia, at all, while they like musicians significantly.
This result may be attributed to the fact that music is usually enjoyed by all, university
students, in particular, which spend most of their time streaming online music on YouTube.
The literature (Dix et al., 2010; Djafarova and Rushworth, 2017) agrees that, in general,
sports celebrities are important socialisation agents and can have a significant impact on
purchase intentions and behaviours. Moreover, the research findings confirmed that
celebrities on Instagram are influential in the purchase behaviour of young female users.
However, bloggers and YouTube personalities and ‘Instafamous’ profiles are also powerful.
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4. LIMITATIONS OF THE STUDY
Like any other research, this study is not free of limitations. The results should be
interpreted and accepted with caution for the following reasons. The first limitation is the
choice of the sample as it was drawn only from undergraduate students at one faculty, even
though the results offer valuable insights and a better understanding of the retail innovations.
Precautions should be taken when generalizing these results to other settings and contexts
because the respondents were relatively young and educated. Moreover, there was a relatively
small sample size. Future research is suggested to further replicate the study by investigating
the possible differences among various demographic factors on a larger sample size, as the
literature review revealed that not only young consumers but also all age groups are using
new technological solutions.
Due to limited time and resources, there is also the disadvantage of the research not being
conducted in a specific atmosphere of a retail store or where the researcher is not located
close to the study site. Namely, participants were collected in one location and were prepared
in advance for the discussion around the topic rather than meeting them in some convenient
place.
Finally, the main limitation of the paper is related to the area of investigation as this study
covers only a limited number of retail innovations.
5. CONCLUSION
Instead of being dependent on marketing activities to attract customers' attention, retailers
are relying more on innovations today. This paper has aimed at contributing to the existing
knowledge on innovations in retailing from the point of view of young consumers which
represent the segment familiar with innovations, accustomed to new technologies and have a
particular economic role (de Faultrier et al., 2014). This paper is an attempt to reveal whether
young consumers experience some retail innovations while purchasing and what are the most
frequent ones. The literature review suggests that there are many retail innovations, from
those visible to customers, aiming to reduce customers’ efforts in their purchasing, making
the shopping experience more enjoyable and easier, increasing their pre- and post-shopping
experiences to innovations focused on managing business practices of retail companies,
improving supply chain, reducing costs, etc.
Retailers always attempt to stay ahead of the competition and provide a better shopping
experience to their customers and, this is the main reason why more retailers are focused on
innovations. The introduction of smartphones has enabled young consumers to become more
price-savvy and informed than ever before. They also aren’t afraid to share their opinions
through reviews. We have to point out that the term “innovation” in retailing does not mean
technology-based innovations only (although the literature review suggests just that). We
consider innovation as every innovative business activity (in the physical retail store as well
as online/mobile) that contributes to the consumers` quality of life and the retailers`
interaction with consumers and efficiently managing business practices as well.
There are lots of successful examples of retail innovations that communicate well with
young consumers. For example, “No Line. No Checkout” high-tech convenience stores
introduced by Amazon in 2018, where customers scan their phone with the Amazon Go app at
the entrance of the store and just grab the item they want to buy and leave (the receipt is on
the mobile phone). Key insights from the study among young consumers reveal that
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respondents have experiences and are familiar with online/mobile shopping but they still like
in-store retail innovations that are in accordance with their lifestyle, with short lines at selfcheckouts, greater speed in mobile payments, easy access to additional information on
interactive screens, in-app navigation tools, etc.
In an age where everyone spends most of their day on mobile devices, investing in digital
technology is becoming an important strategic imperative for all retailers. Induced by the
continuous technology push (Pantano et al., 2018) and consumers’ demand for new in-store
experiences (Willems et al., 2017), retailers are trying to adopt new, attractive and exciting
technologies to catch consumers and improve their retail management strategies. The findings
of our study confirmed the use of social media but not the importance of celebrities and
bloggers in purchasing. Therefore, we agree that there’s no doubt that celebrities and bloggers
have an impact on youth lives, but retailers in the Croatian market are still not using them as
much as they could. Today is the era of so-called smart retailing (Poncin et al., 2017) with
retailers trying to connect with their customers using mobile devices either at home, on the
go, or in the shop itself.
Finally, the results of the study confirmed that young Croatian consumers use multiple
channels for purchasing. They have experiences and are familiar with online/mobile shopping
but they still like using the retailer’s touchpoints, because they want to have fun while
shopping.
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Abstract
Firms often innovate their existing business models in order to take up better positions on
the market and try to create sustainable competitive advantage. This is especially visible in
the case of newly established organizations that are riding on the wave of the Fourth
Industrial Revolution. Rapid development of technology and new ways of doing business that
these organizations bring with them have the possibility to act disruptively even in traditional
industries. Every industrial revolution so far created large changes on how companies are
“doing business”. In order to shed more light on this interesting topic we conducted a
literature review on radical innovation in traditional industries caused by impact of business
model innovation.
Key words: Business Model Innovation, Fourth Industrial Revolution, Disruptive change
1. INTRODUCTION
Every industrial revolution so far created large changes on how companies are “doing
business”. The First industrial revolution introduced mechanization, where machines replaced
manual labour. In the Second Industrial Revolution, great scientific discoveries were made,
such as electricity and oil was first used as a source of energy. Second Industrial Revolution
was also marked by numerous medical discoveries as well as the gradual migration of
population from rural to urban areas.
The Third industrial Revolution introduced the digital era with the Internet as well as
numerous technological changes and developments, so it is often called the Digital
Revolution. Fourth Industrial Revolution has also had a significant impact on transformation
of industries, as well as societies causing radical change.
In the ICT sector, Fourth Industrial Revolution is often linked to development of
Artificial Intelligence and robotization, or concepts like Internet of Things. On the other side,
traditional industries link it with Business Model Innovation. Radical innovation occurred
when technology companies entered other industries than ICT. Newly established firms use
technology in their business models and create large changes in the traditional industries.
Business Model Innovation with its dual concept of innovating ways of generating value
proposition and monetization mechanism, nowadays present a source of competitive
advantage. In many industries, innovative business models created disruption of large scales
and made competitors face radical changes.
It is necessary to define the most important activities in the design of innovative business
model and integration of compatible technology. This can create radical innovation and
impact numerous stakeholders in the industry. If business model innovation changes customer
habits, this could create an impact on how competitors on the same market are “doing
business”. However, it is not easy to replicate business model design. Usually, it differentiates
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companies, even if they operate on the same market. In other words, companies with different
business models could implement the same strategy in a different way.
Radical innovation in traditional industry is often linked with digital transformation and
disruption. For newly established companies, implementing business model with integrated
technology does not represent an obstacle. However, radical innovation question the existence
of companies in traditional industry with old business models.
The aim of this paper is to provide a literature review on the radical innovation in
traditional industries, caused by business model innovation.
2. BUSINESS MODEL INNOVATION
Design or architecture of a Business model reflects value creation, delivery, and capture
mechanisms of a company. Basically, it creates design of a profit mechanism for a company
and represents formal illustration of how company integrates its core activities with strategic
and operational plans (Foss and Saebi, 2017).
„The same idea or technology taken to market through two different business models will
yield two different economic outcomes. A mediocre technology pursued within a great
business model may be more valuable that a great technology exploited via a mediocre
business model.“ (Chesbrough, 2010).
It defines unique way the company delivers its own strategy and value proposition to
customers and the role of a company within its value network. Value network includes
customers, suppliers, partners and distribution channels. This network has powerful impact on
creating unique relationships which could extend company’s resources in the future (Onetti et
al., 2012).
Business Model is an instrument by which companies make available the resources, using
internal and external structures and processes, aiming at creating value proposals that solve
their customers’ existing problems or jobs to be done. There are 4 interdependent elements of
a business model (Christensen and Johnson, 2009; Vils et al., 2017):
1) value proposition – defined as product or service development that help customers
solve a problem in a more effective, convenient and accessible manner.
2) resources – defined as making the necessary resources available for solving the
problem, including people, technology, products, services, distribution channels etc.
3) processes – managing internal and external processes to promote the necessary product
and service delivery to solve the problem or the job to be done.
4) profit formula – defining sustainable margins.
Hence we sum up two main activities of every business model: to create value for a
customer and to create a monetization mechanism. Monetization mechanism is also called in
the literature value capture or profit formula. Design of a business model differentiates
companies, even if they operate on the same market. In other words, companies with different
business models could implement the same strategy in a different way.
Chesbrough (2010) creates proposition of how companies should commercialize new
ideas and technologies through their business models:
 Articulate the value proposition.
 Identify a market segment and specify the revenue generation mechanism.
 Define the structure of the value chain.
 Detail the revenue mechanism(s).
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 Estimate the cost structure and profit potential structure.
 Describe the position of the firm within the value network.
 Formulate the competitive strategy by which the innovating firm will gain and hold
advantage over rivals.
If implemented successfully, business model can be a source of competitive advantage
(Mitchell and Coles, 2003; Casadesus-Masanell and Zhu, 2013; Massa and Tucci, 2017;
Wirtz and Daiser, 2018).
Furthermore, Business model Innovation allows companies to quickly adjust to market
changes and to survive within today’s dynamic and competitive business environment
(Johnson et al., 2008; Kastalli and van Looy, 2013; Wirtz and Daiser 2018). A key benefit of
Business Model Innovation, which can be understood as an activity of modifying an existing
business model or designing and implementing a new business model, is that it sheds light on
identifying new value propositions to generate revenues and to find new ways to create and
capture value for its stakeholders (Massa and Tucci, 2017; Wirtz and Daiser 2018).
Amit and Zott (2012) compare the performance of HTC and Apple stock during the two
year period as shown in Figure 1 below. This highlights the potential benefits of successful
business model innovation. During that time, Apple implemented new business model.
Figure 1. The stock price of HTC vs. Apple

Source: Amit and Zott (2012).
Previously, Apple was focused on the production of innovative hardware and software.
By creating the iPod and the associated iTunes, which presented a legal online music
download service, Apple introduced a radical innovation of their business model. By adding
this activities, they transformed music industry (Amit and Zott, 2012).
3. RADICAL INNOVATION IN DIFFERENT INDUSTRIES
Radical digital innovation and its wider systematic effects, referred as digital disruption,
are attracting substantial attention amongst academic and business sector. Digital innovated
firms, such as Uber, AirBnb and Spotify challenge the existence of dominant firms and cause
severe systemic effects in industries and markets. Whether digital innovation is seen as a
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process or outcome, it is generally understood as enabled by and driving digital
transformation of society (Skog, 2018). Ibarra et al. (2018) emphasized how business world’s
rapid digitalization is breaking down the traditional barriers of the industry, causing the need
to rethink the existing business models. Currently, researches are mainly focused on the
technological development and less in the new business models that are emerging through the
integration of those technological innovations.
Fourth Industrial Revolution is transforming the current ways of value creation, since it
involves changes in the technical and production developments, which in turn has brought
extensive organizational consequences and opportunities providing more cooperative
environments, improved customer relationships or new product and services offers (Ibarra et
al., 2018).
Disruptors are using technology to replace old processes, products, or customer habits. If
a company has the opportunity to early adopt technology and innovate their business model, it
is more likely they will achieve a great advantage in their industry. Newly established firms
are more likely to take advantage of disruptive technologies. Companies that fail to establish
their position during disruption in their industry could lose their market share to competitors
which are using integrated technology in their business models.
Radical innovation may refer to a new product, service, or production process,
considering a high degree of novelty for the company that develops them, the market and the
industry. They are associated fundamental changes that represent revolutionary modifications
in technology and serve as the basis for further technical developments. Radical innovation is
prerequisite to overcome social and environmental issues (Domínguez - Escrig, 2019).
Ibarra et al. (2018) proposed four ways to conduct the Digital Transformation in
Manufacturing Companies:
1. Internal and External Process Optimization – represents incremental innovation that
optimizes the actual business without involving big changes. Could be the first step for
traditional manufacturing companies to embrace the Industry 4.0 without addressing
high risks.
2. Customer Interface Improvement - focused on the value delivery improvement. If
internal and external process are optimized, this could be the next investment to add
more value to the traditional business.
3. New Ecosystems and Value Networks - radical innovation of the actual Business
Model
4. New Business Models: Smart products and services - completely new Business Model
based on new technologies.
The four ways of conducting digital transformation can be differentiated based on their
level of novelty and the level of innovation, going from incremental to radical as shown in
Figure 2.
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Figure 2. Four ways to conduct the Digital Transformation in Manufacturing Companies

Source: Ibarra et al. (2018).
4. HOW
BUSINESS
INNOVATION

MODEL

INNOVATION

AFFECTS

RADICAL

In a survey of 1,379 chief executives around the world, 60 percent said that technological
advancements had significantly changed or completely reshaped competition in their sector in
the last five years, and more than 75 percent anticipated they would do so before 2022
(Leinwand and Mainardi, 2017). Digitization has a significant negative impact on the profit
through two loop effects: digital entrants competing with incumbents through disruptive
models, and incumbents responding to disruption and creating more intense competition with
each other (Bughin and Van Zeebroeck, 2017). Souto (2015) managed to defend hypothesis
how relevant business model innovation has a positive effect on successful radical innovation.
His research segment were tourism and hotel firms, where most innovations are nontechnological. This evidence gave us proof on how Business Model Innovation could affect
all types of industries.
If we look at Founded section of the Table 1, we can see years in which disruptors in
traditional industries were founded. We can conclude that presence of digital radical
innovations is actual more than 25 years. All the companies in the Table 1 entered the market
with innovative business model and created online platform. In their cases, Business Model
Innovation influenced radical innovation in the industry they are competing.
Table 1. Radical innovation in industries
Company
Uber
FlixBus
AirBnb
Netflix
Wikipedia
Expedia Group
TurboTax
Amazon
PayPal

Source: authors.

Industry
Taxi transport
Bus transport
Tourism
Television
Libraries
Travel agencies
Tax accounting
Publishing,
Bookselling
Financial

Founded
2009
2011
2008
1997
2001
1996
1993

Activity
Ride-sharing platform, food delivery, bicycle-sharing
Intercity bus service platform
Online platform for arranging and offering lodging
Media services and production
Online free encyclopedia
Travel fare aggregation and metasearch engine
Tax preparation software
E - commerce marketplace

1994
1998

Online money transfers
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Rapid success of platforms such as Uber and Airbnb illustrates how development of the
sharing economy reshapes a large number of economic sectors simultaneously offering real
entrepreneurial opportunities and constituting a threat of disruption for traditional sectors. The
central idea behind sharing economy is the optimization of physical assets such as cars,
apartments, individual devices, and money or intangible assets such as skills and knowledge
by pooling or sharing them through digital platforms. Nowadays, the sharing economy
emerged as a popular label to refer to different initiatives that either connect individuals
through platforms to carry out sales, rentals, swaps, or donations or set up more centralized
“product-service sys- tems” to provide access instead of use, thus intensifying the use of idle
assets (Acquier et al., 2019). We can take Uber as example. They developed and
commercialized a digital taxi booking system. The Uber application can be used by both
licensed and unlicensed taxi drivers across the world. This platform has dramatically
increased competition in the industry and is considerably affecting the ability of incumbents
to appropriate value (Vendrell Herrero et al., 2018).
Platform strategy adoption is opening up new paths to strategic growth. It could be
essential for organizations to defend their position in the market and take advantage of digital
disruption. For example, Healthcare industry is being entirely reshaped and reignited using a
platform model, offering benefits to the public and governments along the way. Organizations
can tap into resources using platform ecosystems, and capacity that they do not have to own.
Ecosystem-driven value creation has implications for economies worldwide. Removing the
constraints of traditional business models, Europe’s incumbent industry players can find new
routes to value creation-embracing disruption to become the new leaders of the digital
economy (Knickrehm, 2016).
Digital disruption can be described as a type of environmental turbulence induced by
digital innovation that leads to the erosion of boundaries and approaches that previously
served as foundations for organizing the production and capture of value. Three key
constitutive elements of digital disruption are digital innovation, digital ecosystems and value
logics. Digital innovation and disruption are part of a larger process of change - digital
transformation. It combines effects of several digital innovations transforming structures,
practices, values, and beliefs that change, threaten, replace or complement existing rules of
the game within organizations, ecosystems, industries or fields (Skog, 2018). This conceptual
model is shown in Figure 3.
Figure 3. Conceptual model of digital disruption dynamics

Source: (Skog, 2018).
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are less resistance to change. Companies that fail to establish their position during disruption
in their industry could lose their market share to competitors which are using integrated
technology in their business models.
Therefore, companies with their internal innovation processes cause changes in
traditional industries. This change impacts mostly competitors and customers in the industry
and their behaviour. We can agree how business model innovations caused big changes in
traditional industries and created big pressure to competitors on the same market to make their
own innovation.
However, competitors find very hard to replicate unique set of activities and implement it
on the same way. Therefore, business models are source of competitive advantage for many
companies. Innovating the dual activity system of generating value for customers and creating
monetization mechanism, companies innovate their business models and use them as
competitive advantage in their industries. Companies developing platforms driven by digital
tools, often represent leaders in traditional industries.
Presence of digital radical innovations is actual more than 25 years. Although digitization
has a significant negative impact on many companies, it surely presents unique opportunity if
company undertakes a digital transformation and respond boldly. To summarize, companies
should respond to radical innovations in their industries with clear strategy which is in line
with their corporate strategy.
Radical innovation includes new product, service, or production process, considering a
high degree of novelty for the company that develops them, the market and the industry.
Relevant business model innovation has a positive effect on successful radical innovation in
industries.
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Abstract
Scientific studies and business practice show that different types of retailers
internationalize in different ways. In literature several classification schemes of international
retailers were proposed in attempt to outline retail internationalization process more
precisely. However, majority of authors based their taxonomy on merchandise category or
store format, considering thus the retail as uniform business model comprised of purchasing
multi-brand products from manufacturer, distributor or wholesaler and direct selling to the
consumers. With fast changes in consumer trends, economic environment and competition,
many market players changed their ways to adopt. Most evident business model innovations
in retail are of retailers integrating backwards into manufacturing and of manufacturers
integrating forward into retailing. Building upon the recent taxonomy that accounts for
various business models within retail, we study drugstore internationalization at the Croatian
market. Findings show that drugstores tend to follow internationalization pattern set by
traditional retailers so it can be argued that business model dictates retail
internationalization process.
Key words: business model,
internationalization, drugstores, Croatia.
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1. INTRODUCTION
Retailing is an international activity. International activity in retail is evident in many
ways: in global sourcing of goods and services, store operations, use of foreign labour, use of
foreign know-how, use of foreign capital, adoption of foreign ideas, adoption of foreign
culture, etc. Internationalization of retail was potentiated by the globalization in the 1960s and
accelerated by the fall of communism and market opening in the late 1980s. In the last few
decades, the world has seen both the increase in volume of international retail activities and
widening of geographical reach of international retail activities.
Internationalization of retailing is a process and enables retail company to exploit
innovation and growth opportunities. However, the process of retail expansion and
internationalization is not homogeneous across different retail types (Moore and Fernie,
2004). Through the past, several classification schemes of international retailers were
proposed in the literature, each reflecting the trends and the ways of the time. Recent studies
base their taxonomy on merchandise category or store format inherently considering retail as
a uniform business model consisted of purchasing multi-brand products from manufacturer,
Graduated Student of Master Study “Trade and International Business” at Faculty of Economics and Business,
University of Zagreb, Croatia, AY 2018/2019
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distributor or wholesaler and selling them directly to the consumers (e.g. Alexander &
Doherty, 2009). Fast changes in consumer trends, economic environment and competition
provoked many market players to change their ways to adopt. Most evident business model
innovations in retail are of retailers integrating backwards into manufacturing and of
manufacturers integrating forward into retailing. Gradually the retail focus shifted from store
image to brand image. And internationalization focus shifted from store image transfer to
brand image transfer. The leading frameworks of internationalization have contributed
significantly to our knowledge of how firms internationalize, but do not fully explain how
firms actually create and capture value from customers when internationalizing their
activities. According to the fast changes in retail, a new classification scheme is needed that
will account for retailer’s business model and thus allow sound reasoning of international
retail strategy and decision making.
This study builds upon the Gomes et al. (2017) classification scheme of international
retailers and studies the contingency between business model and retail internationalization
process. Based on the literature review and evidence from business practice, we argue that
aspects of retail internationalization are not homogenous across retail but are contingent upon
retailer’s business model. Internationalization process can alter in motives (Pederzoli and
Kuppelwieser, 2015), market selection (Gripsrud and Benito, 2005), entry modes (Swoboda et
al., 2015), geographical and cultural distance between home and host country (Evans et al.,
2008), operational patterns (Frasquet et al., 2013) and divestment activities (Alexander et al.,
2005). We focus our analysis to drugstore internationalization at the Croatian market since
drugstores are understudied store format in scientific literature and present rather recent store
format at the Croatian market, that was not existent prior to the market opening.
The rest of the paper is structured as follows. After introductory part, a context of relation
of the internationalization process to the retail business model is given. Third section gives an
overview of existing classification schemes of international retailers, putting the emphasis on
the need to encompass true heterogeneity of retail operations. Forth section provides analysis
of Croatian drugstore market internationalization and discussion is given in fifth section. Final
section concludes with most relevant theoretical and empirical insights of the study.
2. RELATION OF THE INTERNATIONALIZATION PROCESS TO THE
RETAIL BUSINESS MODEL
When evaluating the prospects of international expansion, retailer needs to answer four
basic questions: Who? What? Where? and When? (Dawson and Mukoyama, 2006b: 43).
Who? calls for identification of people making the decision, organizational structure, size and
ownership of the firm, items sold by the firm etc. What? calls for identification of activities
involved meaning defining retail format and formula to be transferred. Where? calls for
identification of location and size of the market. When? calls for defining the time of the
activities and it can be defined by the calendar or by some critical moment or milestone.
Answers to Who? and What? questions will give insight to business model of a retailer,
whereas answers to Where? and When? questions imply how to form internationalization
strategy.
Internationalization of retailing is a process and enables retail company to exploit
innovation and growth opportunities. However, the process of retail expansion and
internationalization is not homogeneous across different retail types (Moore and Fernie,
2004). Therefore, retailers need to be classified according to their business model in order to
allow for sound reasoning of international retail strategy and decision making. Having that in
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mind, a business model can be defined as the systematic method used to generate revenue in a
profitable company, whereas business strategy can be defined as a method used to achieve a
core company objective (Kokemuller, 2017).
It is often said that retailer does not sell just products but whole shopping experience.
Back in 1975, Douglas (1975: 220) stated that customer of a retail store buys from a retailer
not goods but services such as retailer's anticipation, transaction services, product mix,
financing, delivery and information. These services, including physical goods, are brought
together by a retailer in a sales outlet. The outlet can have many different physical forms
known as store formats. Because the sales outlet is created by the retailer, it can be as well
considered as a product of retailer (Dawson and Mukoyama, 2006a: 25).
Having that in mind, a way of purchasing multi-brand products from a manufacturer,
distributor or wholesaler and direct selling to the consumers can be considered as a
conventional business model in retail. But with fast changes in consumer trends, economic
environment and competition, many market players changed their ways to adopt. Most
prominent business model innovations in retail are vertical integrations of retailers backwards
into manufacturing and of manufacturers forward into retailing. Gradually the retail focus
shifted from store image to brand image.
In order to understand internationalization process, different trends within international
retailing and operational challenges in international markets as to enhance success of
international expansion, it is necessary to categorize the various retailers that have developed
and continue to develop in international market. There is no universally acceptable
classification system of retailers. Every country has developed its own classification scheme
designed to cater its own statistical purposes. The problem arises when considering
international retailers because different national classification schemes collide and often
retailers adopt their mode to the local market.
3. TAXONOMY OF INTERNATIONAL RETAILERS
In literature several classification schemes were proposed. Hollander (1970) offered one
of the earliest classification of international retailers. His taxonomy included luxury goods
dealers, general merchandise dealers, trading companies, specialized chains and direct selling
and automatic vending. Treadgold (1988) constructed a typology of international retailers
based on the entry modes and location of the new market. His typology revealed cautious
internationalists, emboldened internationalist, aggressive internationalists and world powers.
Salmon and Tordjman (1989) classified international retailers according to their
internationalization strategy as global, multinational and investment. Pellegrini (1991) based
his typology on FDI motives in retailing which included innovation advantages, ceilings on
home market growth and strategic considerations involving rivals’ actions. Helfferich et al.
(1997) classified international retailers over five dimensions (geographic scope, cultural
spread, cultural orientation, marketing strategy and management strategy) into four groups
(international, global, transnational and multinational retailers). Alexander and Doherty
(2009: 106) classified the international retailers according to their merchandise category (food
and non-food retailers) and format base (big box and universal unit retailers).
Nowadays, some of the proposed classification schemes can be considered dated,
especially if considering predominantly merchandise category as a discriminant factor. Since
retail internationalization includes transfer of know-how as well, beyond simple store format
transfer, a classification scheme that encompasses a retailer’s business model would seem
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more suitable for discussion of similarities and differences in the internationalization patterns
of retail business across the retail type. The leading frameworks of internationalization have
contributed significantly to our knowledge of how firms internationalize, but do not fully
explain how firms actually create and capture value from customers when internationalizing
their activities. McQuillan and Sharkey Scott (2015) argue that understanding the value
creation and capture activities that define their business model is critical for firms moving into
less familiar markets, and is particularly relevant for service firms where variability is an
inherent feature of the customer experience.
Gomes et al. (2017) proposed a taxonomy taking into account true heterogeneity of retail
operations. The proposed taxonomy identifies three distinct types: traditional retailers,
specialized branded retailers and direct branded retailers. The types of retailers differ in terms
of (i) core business (retail vs. manufacture), (ii) product/brand scope (wide vs. narrow), (iii)
brands management (own brands vs. third parties’ brands) and, in the case of retailers also
involved in manufacture, (iv) channel strategy (own stores only vs. own and third-party
stores). Such classification can be comparable to classification based on business model as it
can provide insights into international retailing with respect to motives, market selection,
entry modes, operational patterns and international performance outcomes, as well as profile
of divestment.
Traditional retailers include general merchandise retailers (e.g. Tesco, Walmart, Marks &
Spencer) and specialized retailers (e.g. Home Depot, Toys ‘R’ Us and Boots) whose stores
distribute products/brands of several manufacturers. General merchandise retailers operate in
a format of supermarkets, hypermarkets, department stores and discount stores and usually
employ large store format. Both general merchandise and specialized retailers may develop
private labels (or store own brands), which compete with branded suppliers, in an attempt to
increase their bargaining power (Bao et al., 2011).
Specialized branded retailers are retailing firms whose stores distribute only the brands
they develop and manage through backward integration into manufacturing – either by
operating their own manufacture activities or else by outsourcing from third parties in an
OEM (original equipment manufacturer) manner. However, the products/brands that they
manufacture and control are not sold elsewhere, but only through their (wholly owned or
franchised) branded retail stores (e.g., C&A, H&M, Zara).
Direct branded retailers are manufacturing firms’ that develop and manage brands and are
also involved with the direct distribution of their brands through retail mono-branded stores.
Their main activity is manufacturing and branding and they usually sell their (branded)
products to (multi-product, multi-brand) mass retailers or specialized retailers. However, the
brand manufacturer also integrates forward into distribution, by operating (wholly-owned or
franchised) mono-brand stores, where they only sell their own products (manufacture directly
by them or outsourced from third-parties in an OEM manner) and brands. There are examples
of direct branded retailers in computers (e.g. Apple), sportswear (e.g. Nike, Adidas), luxury
articles (e.g. Burberry, Louis Vuitton), chocolates (e.g. Godiva), perfume and cosmetics (e.g.
L’Occitane, MAC), clothing (e.g. Hugo Boss, All Saints, Desigual).
The core business of mass merchandise and (non-branded) specialized retailers is retail
itself: they purchase products/brands from several manufacturers and sell them to consumers,
providing location and assortment benefits. Interestingly, while the core business of branded
retailers is also retail, they, nonetheless, are also involved in manufacturing – either by
operating their own plants or not, but always by involvement in design and product
specification, having their products made to order – and product branding (i.e., the brand of
the products they sell is tightly connected to their brand as retailers); by managing its own
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(and exclusive) products and brands and by having such products sold exclusively through its
own network of stores, the branded retailer expects to offer better value for money to its
customers. On the other hand, the core business of brand’s manufacturer retailers is
manufacturing (including OEM arrangements) and branding, while they in general have their
(branded) products sold through diverse third parties’ (multi-product, multi-brand) retail
outlets; however, they also operate their own (wholly owned or franchised) stores, where they
sell exclusively their own branded products, as a way to enhance the consumer’s involvement
and full brand experience.
4. ANALYSIS
OF
CROATIAN
INTERNATIONALIZATION

DRUGSTORE

MARKET

Drugstores can be defined as retail outlets of following product categories: over-thecounter drugs and food supplements, cosmetics and toiletries, personal hygiene products,
cleaning products and food products, with recent and stable emphasis on health care products
and healthy food. The drugstore market in Croatia before mid-1990s can be characterized as
non-existent to underdeveloped. It was a time of market opening in East and Southeast
Europe and Croatia was under a transition from centralized economy with state ownership to
modern competitive market. In the first half of 1990s, drugstore and cosmetic products could
have been acquired in national FMCG retail chains like Diona and Konzum, or national
department store Nama. The entry of German drugstore chain dm - drogerie markt into
Croatia denoted the inception of Croatian drugstore market, and with later entry of Müller and
BIPA it continued to develop. Table 1. outlines main size indicators of international
drugstores operating in Croatia today. The analysis of the internationalization process of
Croatian drugstore market is provided later in text.
Table 1. Size indicators of drugstore chains in Croatia
Dm – drogerie
markt
1,470
No. of employees
157
No. of stores
21,300
No. of SKUs
Annual revenue 2015 1,992,000,000 HRK
Annual revenue 2016 2,100,000,000 HRK
Annual revenue 2017 2,149,000,000 HRK
Source: InStore (2018: 50-52).
Drugstore retailer

Müller

BIPA

1,500
85
180,000
988,983,374 HRK
1,107,883,953 HRK
1,401,256,155 HRK

634
104
316,290,000 HRK
384,550,000 HRK
460,440,000 HRK

Note: 1 EUR = app. 7.5 HRK

Up until the arrival of dm - drogerie markt, the category niche was reserved for small
perfumeries, pharmacies and large mass merchandizers, but with time Croatian shoppers
acquired the habit of purchasing cosmetics and toiletries in specialized stores. Recent market
trends show that Croatian shoppers prefer to buy in drugstores. Total retail selling area of
drugstore format in Croatia increased by 20.5% from 2016 to 2017 (InStore, 2018: 5).
Compared to countries in Central and East Europe region, Croatia has the most developed
drugstore channel, reaching 7% of national FMCG market value, which is in line with
developed market like Austria and followed by emerging Poland and Slovakia with 5% value
share (Kožić, 2018).
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Dm – drogerie markt is one of the largest drugstore chains in Central and Southeast
Europe. It started its operations in 1973 in German city Karlsruhe and only three years later
started its international expansion, first to neighbour and culturally homogenous Austria. In
the 1990s continued its expansion towards east. Today, dm – drogerie markt operates in 13
countries, with more than 3,566 stores Europe wide and 61,721 employees, generating annual
turnover of 10.701 billion euros. First dm – drogerie markt store in Croatia was open in 1996
and by 2018 there were 157 of them.
The timing of entry into Croatian market, as well as other former communist and socialist
countries, coincided with market opening. The entry of dm – drogerie markt into Croatian
market denoted the inception of Croatian drugstore market since before its appearance
Croatian customers were unfamiliar with that kind of specialized store format. The entry of
dm – drogerie markt into Croatian market was driven by push factors, meaning it was rather
pushed by saturation of home market than pulled by cost efficiency of host market. However,
the collapse of socialist regime in Croatia and market opening did act as a strong trigger and
pull factor. The entry mode of internationalization was through organic growth with new
stores opening. Since there were no direct competitors or comparable retailers at the Croatian
market at the time, merger & acquisition was not viable entry mode. Likewise, since two
markets are geographically and culturally quite close there was no need for joint ventures with
local firms. And given the financial stability of the corporation, and traditionally good image
of and trust towards German brands inherent among Croatian consumers, flagship store
opening seemed and justified as appropriate entry mode. Soon after entry, dm – drogerie
markt continued with national expansion. Only six years later, continental expansion extended
onto islands. Massive expansion in number of stores was followed and supported by
expansion of logistic and transport operations in the form of new storage facilities and
distribution centre.
By the time dm – drogerie markt strengthen its position on Croatian market, first direct
competitor emerged. In 2005 national drugstore chain Kozmo, a company within Agrokor
group, opened its first store. Following market entry was registered in 2006 by German
drugstore chain Müller. Müller company was founded in 1953 as a first barber shop for men.
First Müller drugstore was opened in 1973 and soon has started international expansion. Up to
2016, a total of 810 stores existed in 7 countries, of which 85 in Croatia. The distinguishing
feature of Müller, compared to other drugstore chains, is the width of its assortment. Next to
ordinary drugstore products, it offers wide range of multimedia, toys, office and school supply
etc. In 2017, Müller increased its markets share in Croatia by acquisition of 70 existing
Kozmo drugstores. With this takeover, Kozmo exited the Croatian drugstore market and as a
reason for divestment poor financial results were accounted. Kozmo's late entry into the
market and tying its assortment to the one of Konzum, sister company operating in the
supermarket format, caused Kozmo to fail to reach its full market potential.
Soon after Müller, another German drugstore chain entered Croatian market. In 2007,
BIPA opened its first drugstore in Croatia and has grown steadily since, opening on average
ten new stores and fifty new work places annually. Today there are more than 100 BIPA
drugstores across Croatia. BIPA's internationalization into Croatian market was motivated by
geographical position of the country enabling thus many logistic benefits. Distinguishing
feature of BIPA, compared to its rivals, is offering of branded products at prices lower than
accustomed for specialized retail format.
Comparing the annual revenues in 2017 (Table 1), following market shares can be
calculated: dm – drogerie markt holds 53% of market value, followed by Müller with 35%
market share, whereas BIPA holds only 12% of the market. Leading market share of dm -
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drogerie markt can be explained with first mover advantage. On the other hand, Müller shows
higher revenue increase in recent years which can be partly attributed to massive acquisition
of Kozmo drugstores.
5. DISCUSSION
The aspects of retail internationalization process with regard to retailer type i.e. its
business model are outlined in Table 2.
Table 2. Aspects of retail internationalization regarding the type of retailer and its business
model
Aspects / Retail
type (Business
model)
Why (motives)
Where
(market
selection,
number of
countries)

Traditional Retailer

Branded Retailer

Direct-Channel
Retailer

Fewer countries.

Pull factors
Targets a specific group
of consumers as per life
style, and is less
influenced by psychical
distance.
More countries.

How
(entry modes)

Organic, Merger &
Acquisition, Joint Venture

Organic, Master
Franchise

How
(operational
patterns)

Internationalization of the
retail formula, adapted to
the host markets.
Consumers experience in
the store, retail services
technology, under a
corporate brand.

Internationalization of
the brand store, with few
adaptations to the host
markets. Consumers
experience the integrated
store and brand
experience.

Divestment
Profile

Divestment takes place by
leaving the market or
Merger/Acquisition with
local player.

Divestment in stages:
store chain reduced to a
minimum to justify local
market support
(distribution centres,
offices).

Pull factors
Targets a specific group
of consumers as per life
style, and is less
influenced by psychical
distance.
More countries.
Mixed models (whollyowned, franchised) and
flagship stores
Internationalization of
the brand image, with
few adaptations to the
host market. Consumers
enjoy the full brand
experience in the stores
and may buy the brands
in other channels.

Push factors
Highly influenced by
psychic distance, prefers
psychically close countries.

Source: Gomes et al. (2017).

Divestment may occur
by reducing store
presence or changing
brand channel variety.

According to the Gomes et al. (2017) classification scheme, drugstores correspond to
class of traditional retailers. Traditional retailers, either mass merchandise or specialized,
internationalize their retail format expressed through the store image (assortment, brands,
services, location), and usually expand abroad by reactive motivations (push factors) which is
often saturation of their domestic market. They tend to expand their retail format to
psychically close countries, thus selecting a small number of countries. Their operational
pattern is oriented by the host country characteristics, and to better attain high profit margins,
they often adopt high-control entry modes, although they tend to partner with a local firm
when psychic distance becomes an issue. As consumers experience is a result of the local
store image, marketing mix is adapted to host market and usually managed by the local team.
When bringing retail innovation and knowledge to host country, they may benefit from first
mover advantages, including those arising from market closure resulting from local site
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domination and accustomed consumer. They may be more resistant to failure, due to
resources availability, but divestment is more likely to happen by completely leaving the host
market or through merge and/or acquisition of a local partner.
Likewise, it can be concluded that drugstore internationalization in Croatian market
followed typical pattern laid down by traditional retailers and their business model. The
collapse of the socialist regime acted as a trigger point allowing the market opening.
Accordingly, sales increase can be defined as main motive for internationalization which is
characteristic of retail internationalization to Central and Eastern Europe countries (Tatoglu et
al., 2003). What is common to all three retailers is that they are subsidiaries of German
companies what allowed them low-risk expansion since German brands have always enjoyed
high reputation and confidence in good quality among Croatian consumers. Germany has
already been confirmed as dominant originating country form which large retailers enter
markets in Central and South-East Europe (Knežević and Delić, 2015). Country of origin of
product as well as store image proved to be one of principal elements of the retail
internationalization process which potentially have a direct effect on the consumer (Rudienė
and Stašys, 2015). The home and host markets are rather geographically and culturally close
which is in line with the law of distance proposed by Ghemawat (2017: 1). All three retailers
engaged in international expansion after considerable time of operating at domestic market,
accumulating thus much needed capital and reacting to the saturation of home market. It can
be argued that because of high labour costs in Croatia, expansion into Croatian market was
motivated rather by increase in customer base than by cost efficiency. All three retailers opted
for organic growth as an entry mode, opening their local subsidiaries in Croatia and
positioning their flagship stores in popular shopping centres. Foreign direct investments offer
the highest degree of control over foreign operations which is prerequisite in brand building.
And strong store brand is key when discussing traditional retailers and building and sustaining
their competitive advantage since the vast majority of the merchandise they sell is multi-brand
and available at competitor stores. All three retailers offer as well products under private
labels, adopting thus their business model through backward integration with manufacturing.
However, those labels are sold only in their stores and are not distributed via other channels
meaning they can be still characterized as traditional retailers.
What is important to emphasize is that prior to the entry of foreign drugstores, drugstore
market did not exist in Croatia. Knežević (2003) performed an early analysis of Croatian
market upon its opening and internationalization and suggested that the entry of European
chain stores enhanced competition, brought their know-how and introduced new technologies,
new forms of trading (such as hypermarkets and large specialty stores), standardized business
procedures which are to some extent adapted to domestic market requirements, and new
specialization of work places and work processes, together with new work attitudes and
habits. Likewise, with entry of international drugstore chains, benefited not only Croatian
consumers but industry, society and economy as well. Consumers benefited from new format
appearance, wider product and service offering and price competitiveness to which they
responded with loyalty, and this loyalty was rewarded with various benefits and price-cuts
within loyalty program. International drugstore chains were pioneers in customer service
management and loyalty programs, setting thus an example and raising the bar for domestic
companies. They started their loyalty programs well before big data era and utilization of POS
data for promotional and operations management purposes. International drugstore chains
were also among first to start corporate social responsible activities aimed at society,
employees, vendors and customers. Good employee care can be confirmed by the fact that
Müller and dm - drogerie markt have been voted for several years in a row as the most
desirable employers in Croatia (Poslovni dnevnik, 2018). Since international drugstore
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retailers, led by dm – drogerie markt as first mover, initiated many new practices new at the
time for Croatia as post-socialist country, it can be argued that industry as a whole benefited
from knowledge and know-how transfer.
6. CONCLUSION
Retailing is an international activity. International character of retail is evident in many
ways: from global sourcing of goods and services, store operations, use of foreign labour,
foreign know-how and foreign capital, to adoption of foreign ideas and foreign culture.
Internationalization of retailing is a process and enables retail company to exploit innovation
and growth opportunities. However, the process of retail expansion and internationalization is
not homogeneous across different retail types. Scientific studies and business practice show
that different types of retailers internationalize in different ways.
Through the past, several classification schemes of international retailers were proposed
in the literature, each reflecting the trends and the ways of the time. Majority of studies based
their taxonomy on merchandise category or store format inherently considering retail as a
uniform business model consisted of purchasing multi-brand products from manufacturer,
distributor or wholesaler and selling them directly to the consumers. Fast changes in
consumer trends, economic environment and competition provoked many market players to
change their ways to adopt. Most evident business model innovations in retail are vertical
integrations of retailers integrating backwards into manufacturing and of manufacturers
integrating forward into retailing.
According to the fast changes in retail, a new classification scheme is needed that will
account for retailer’s business model and thus allow sound reasoning of international retail
strategy and decision making. This study builds upon the Gomes et al. (2017) classification
scheme of international retailers and studies the contingency between business model and
retail internationalization process. We focus our analysis to drugstore internationalization at
the Croatian market since drugstores are understudied store format in scientific literature and
present rather recent store format at the Croatian market, that was not existent prior to the
market opening. According to the Gomes et al. (2017) classification scheme, drugstores
correspond to class of traditional retailers. The analysis of Croatian drugstore market
internationalization shows that drugstore internationalization pattern coincides to a large
degree to the internationalization pattern set by traditional retailers. So it can be concluded
that retail internationalization process is contingent upon business model.
Value of the paper reflects in its scientific contribution and managerial implications.
Scientific contribution of the paper consists in researching an understudied field - contingency
of retail internationalization to business model while putting the emphasis on necessity to
differentiate between various business models within retail as opposed to viewing retail as a
uniform business model. Study results offer valuable implications for the retail practice since
they contribute to understanding of the internationalization process, different trends within
international retailing and operational challenges in international markets which can help to
enhance success of international expansion.
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TESTING THE LINDER HYPOTHESIS IN THE CASE OF EU15 COUNTRIES
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Abstract
This paper investigates the validity of the Linder hypothesis in the case of EU-15
countries. The Linder hypothesis is one of the new theories of international trade which states
that the greater the similarity between countries’ economic structures or preferences, the
greater is the trade between them. The Linder theory predicted that most trade should occur
between developed countries or “the North-North” direction of trade as opposed to “the
North-South” pattern of trade between developed and developing countries. In order to
investigate whether the patterns of trade of EU-15 countries are in accordance with the
Linder hypothesis, a panel regression gravity model was constructed in the period from 2001
to 2017. The panel regression gravity model is estimated using pooled OLS, fixed and random
effects models. The Linder effect is captured through the Linder variable expressed as an
absolute difference between GDP per capita of importing and supply market countries. The
augmented gravity model included additional dummy variables; adjacency and EU-15
membership dummy. The results of the analysis have shown that bilateral EU-15 countries’
imports are positively correlated with the value of GDP of supply market countries, the
Linder variable, adjacency and EU-15 membership dummy leading to the rejection of the
Linder hypothesis. On the other hand, bilateral EU-15 countries’ imports are, as expected,
negatively correlated with the distance variable.
Key words: Linder hypothesis, EU-15, gravity model, panel data
1. INTRODUCTION
After the Leontief testing (Leontief, 1953) of Heckscher-Ohlin theory (Ohlin, 1933), new
trade theories have arisen (gravity model of international trade (Isard, 1954), Kravis theory of
availability (Kravis, 1956), Linder theory of similar preferences (Linder, 1961), Product life
cycle theory of international trade (Vernon, 1966), New Trade Theory (Krugman, 1979), etc.)
and Porter’s diamond theory (Porter, 1980). They all tried to explain the patterns of
international trade which Heckscher-Ohlin theory could not explain. Some of the rigid
assumptions of the Heckscher-Ohlin theory have been questioned out and dismissed. One of
new trade theories of international trade is a Linder theory of similar preferences, also known
as the Linder hypothesis. It is a demand oriented theory of international trade which is
contrary to the supply-side oriented classical theories of international trade such as Smith’s
theory of absolute advantaged and Ricardo’s theory of comparative advantages. Linder
hypothesis states that “the more similar are the demand structures of two countries, the more
intensive, potentially, is the trade between these two countries", Linder (1961).
Although the Linder hypothesis has been tested numerous times in previous empirical
research in the last 50-60 years, no final conclusions have been made as to its validity. Some
researchers argued in favour of the Linder hypothesis but some of them argue in its rejection.
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However, the decision on the acceptance or rejection of the Linder hypothesis mostly
depends on the sample of countries included in the analysis, the trade flows used and the
observed time period. The goal of this paper is to test the Linder hypothesis in the case of the
EU-15 countries. The paper follows and continues on Jošić and Bašić (2019) paper in which
the authors confronted the Linder theory with the gravity model of international trade. For
that purpose they analyzed trade patterns for three large World countries; the United States of
America, Germany and Japan. In this paper, using gravity model of international trade, Linder
hypothesis and gravity model of international trade are investigated for EU-15 countries.
They can also be classified as developed countries, so the validity of the Linder hypothesis is
tested for developed countries as well. The hypothesis of the paper which will be tested is
whether the Linder hypothesis is valid for EU-15 countries. For this purpose a cross-country
panel regression model is constructed based on annual data for bilateral trade imports for EU15 countries from 2001 to 2017. Pooled OLS, fixed effects and random effects models will be
estimated and evaluated. Hausman and loglikelihood ratio tests are used in order to determine
which model is best suited to data. The paper is structured in five chapters including an
abstract and a list of the references at the end of the paper. The first chapter is the
introduction. The second chapter presents the literature review while the third chapter presents
methodology and data. In the fourth chapter the main results and discussion are displayed and
elaborated. The final chapter provides the conclusion.
2. LITERATURE REVIEW
In this chapter the literature review of empirical investigations of the validity of the
Linder hypothesis will be presented and elaborated. Arnon and Weinblatt (1998) tested the
Linder hypothesis in trade among and between developed and less developed countries. They
provided empirical evidence supporting the comprehensive validity of the Linder’s hypothesis
for all countries. Surprisingly, this phenomenon seems to be more powerful for trade between
low income countries than for high income countries. Bukhari et al. (2005) found empirical
support for the Linder hypothesis for Bangladesh, India and Pakistan. These countries trade
more intensively with countries of similar per capita income levels. The major contribution of
this paper is the use of a censored dependant variable in estimation which was a shortcoming
in the existing literature. Choi (2002) used pooled trade data from 63 countries for the years
1970, 1980, 1990 and 1992 and found support for the validity of the Linder hypothesis.
Globalization may have strengthened the Linder hypothesis in the 1990s through the
movement towards regional and global trade liberalization.
Chow et al. (1999) investigated whether the Linder hypothesis holds in the Pacific NIC
trade during the 1965 to 1990 period by employing an extensive disaggregated dataset
including all manufactured exports. The results generally supported the Linder hypothesis
which was consistent with other intertemporal studies at that time. Hallak (2010) estimated
the sectoral Linder hypothesis on a sample of 64 countries in 1995. This author explained that
the reason for the failure of the hypothesis in the previous research is the use of an appropriate
empirical benchmark, the hypothesis is shown to hold when it is formulated at a sector-level.
Kennedy and McHugh (1980) tested the Linder hypothesis using an intertemporal method
with results not supporting the Linder hypothesis. The limitation of the study is the use of
total trade, rather than trade in manufactures, but the impact of distance has been isolated.
McPherson et al. (2001) presented empirical evidence in support of the Linder hypothesis
for five of the six East African developing countries. The contribution of this research is
three-fold: there is a focus on developing countries rather than only on developed countries,
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the analysis captures both time-series and cross-section elements by employing a panel
dataset and empirical methodology uses a censored dependant variable in estimation.
Niem (2016) tested whether similarity between countries positively affects the index of
vertical intra-industry trade share (VIIT) by using trade data of the cosmetic industry in
China. They found that VIIT was higher when China traded with a country of a similar size or
economic development. Rauh (2010) examined the validity of the Linder hypothesis using
panel data with country and time fixed effects in the case of Germany’s trade within Europe.
Germany trades more intensively with countries with similar per capita income levels having
economic orientation towards exports.
Steinbach (2015) investigated the Linder hypothesis for bilateral export trade in
agricultural and food products on a sample of 152 countries using trade data from 1995 to
2012. Similar aggregate preferences are an important determinant of bilateral export trade in
agricultural and food products with similarity effect more expressed for processed products
and weakest for bulk products. Kennedy and McHugh (1983) tested the Linder hypothesis for
United States’ exports with findings contrary to the acceptance of the Linder hypothesis. No
association between income differences and trade intensity for the United States trade partners
was found. Bohman and Nilsson (2007) introduced a new method for testing the Linder
hypothesis focusing on income distribution within a country. They identify common market
between trading partners by calculating the income overlap. The results showed the positive
and significant effect of the Linder variables supporting the Linder hypothesis. Jošić and
Bašić (2019) confronted the gravity model of international trade with the Linder hypothesis
using bilateral trade data for the United States, Germany and Japan in the period from 2000 to
2016. The results of the analysis favoured the gravity model of trade while the Linder effect
could not be confirmed.
3. METHODOLOGY AND DATA
Testing of Linder hypothesis in the case of EU-15 countries will be conducted with the
help of the gravity model of international trade. The gravity model of international trade is a
standard and widely used instrument of international trade policy analysis. The founder of the
gravity model is Walter Isard in 1954 (Isard, 1954) but more accredited for its development in
economic practice is a Dutch economist Jan Tinbergen, Tinbergen (1962). The gravity model
of international trade is based on Isaac Newton’s law of gravity. The volume of bilateral
international trade is proportional to the economic size of countries and inversely proportional
to the distance between them. In Equation 1 the standard representation of the gravity model
is presented.
𝐹𝐹𝑖𝑖𝑖𝑖 = 𝛽𝛽0

𝛽𝛽
𝛽𝛽
𝐺𝐺𝐺𝐺𝐺𝐺𝑖𝑖 1 𝐺𝐺𝐺𝐺𝐺𝐺𝑗𝑗 2
𝛽𝛽

𝐷𝐷𝑖𝑖𝑖𝑖3

𝜂𝜂𝑖𝑖𝑖𝑖

(1)

𝐹𝐹𝑖𝑖𝑖𝑖 stands for bilateral trade flows (import, exports, total trade), 𝛽𝛽0 is a gravity
(regression) constant, 𝐺𝐺𝐺𝐺𝐺𝐺𝑖𝑖 and 𝐺𝐺𝐺𝐺𝐺𝐺𝑗𝑗 are economic sizes of countries represented with their
GDPs, 𝐷𝐷𝑖𝑖𝑖𝑖 denotes the distance between two countries, 𝛽𝛽1 , 𝛽𝛽2 and 𝛽𝛽3 are regression
coefficients while 𝜂𝜂𝑖𝑖𝑖𝑖 represents an error term. For the purpose of econometric analysis,
Equation 1 can be transformed into linear form by employing logarithmic transformation
(Equation 2).
𝑙𝑙𝑙𝑙𝐹𝐹𝑖𝑖𝑖𝑖 = 𝑙𝑙𝑙𝑙𝛽𝛽0 + 𝛽𝛽1 𝑙𝑙𝑙𝑙𝐺𝐺𝐺𝐺𝐺𝐺𝑖𝑖 + 𝛽𝛽2 𝑙𝑙𝑙𝑙𝐺𝐺𝐺𝐺𝐺𝐺𝑗𝑗 + 𝛽𝛽3 𝑙𝑙𝑙𝑙𝐷𝐷𝑖𝑖𝑖𝑖 + 𝛽𝛽4 𝛾𝛾𝑖𝑖𝑖𝑖 +𝜀𝜀𝑖𝑖𝑖𝑖
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𝛾𝛾𝑖𝑖𝑖𝑖 variable represents all other determinants of bilateral trade flows such as common
language, common border and colonial ties, common currency, access to sea, tariffs,
membership in regional trade agreements and organisations, etc., Anderson and van Wincoop
(2003). In the paper the Linder hypothesis will be tested by calculating the coefficient of the
Linder variable. The Linder variable is defined as the absolute difference between countries
GDP per capita, Equation 2.
𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿 = |𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝑖𝑖 − 𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝑗𝑗 |

(3)

where 𝐺𝐺𝐺𝐺𝐺𝐺𝑖𝑖 is a gross domestic product per capita of country 𝑖𝑖 and 𝐺𝐺𝐺𝐺𝐺𝐺𝑗𝑗 is a gross
domestic product per capita of supply country 𝑗𝑗. According to the Linder hypothesis, the
greater the similarity between countries’ per capita incomes, the greater will be trade among
them. Therefore, the lower the value of the Linder variable, the larger the volume of trade
should occur. In this analysis the Imports variable will be used as an approximation for trade
flows. In Equation 4 the gravity regression model with the Linder variable is presented.
𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝑖𝑖𝑖𝑖𝑖𝑖 = 𝛽𝛽0 + 𝛽𝛽1 𝐺𝐺𝐺𝐺𝐺𝐺𝑗𝑗𝑗𝑗 + 𝛽𝛽2 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽3 𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽4 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝑖𝑖𝑖𝑖𝑖𝑖 +
𝛽𝛽5 𝐸𝐸𝐸𝐸 − 15𝑖𝑖𝑖𝑖𝑖𝑖 + 𝜀𝜀𝑖𝑖𝑖𝑖𝑖𝑖

(4)

In addition to the primary variables in the gravity model (GDP and distance) and the
Linder variable, the impact of adjacency and membership in EU-15 will be evaluated. Data
for bilateral imports for EU-15 countries are taken from the International Trade Centre’s
Trade Map database based on Eurostat and COMTRADE statistics, International Trade
Centre (2019). In Appendix the full list of importer (EU-15) and supplying countries (225) is
presented. Imports values are expressed in thousands of US dollars. Data for countries’ gross
domestic products are provided from the World Bank Database, World Bank (2019a) and
expressed in current US dollars. Data for countries’ gross domestic products per capita are
also provided from the World Bank Database (2019b) and expressed in current US dollars.
The distance between countries is calculated as an aerial distance between countries’ capital
cities and expressed in kilometres. Data are available from the CEPII's GeoDist Database,
Mayer and Zignago (2019) and DistanceFromTo webpage using distance between cities and
places on map distance calculator. Specifically, the distance between each of EU-15
countries’ capital cities and each of supplying countries’ capital cities is calculated.
A cross-country panel regression model is constructed using the Equation 4 based on
annual data for 15 EU countries and its supplying market countries in the period from 2001 to
2017. There are over 50,000 data entries for each of the variables. The logarithmic
transformation could not be made due to zeroes in some trade data, that is, in situations where
there is no trade between countries. The omission of zeroes in trade data is not recommended
because it can lead to significant biases in estimation. Firstly, panel OLS (POLS) regression is
evaluated and presented. However, due to the heterogeneity of data, the POLS model is not
suitable to data, so fixed and random effects models should be preferred. After that the fixed
effects model will be constructed and evaluated. There is a problem of time invariant
characteristics of data, namely the distance variable, adjacency and EU-15 dummy variables.
Therefore, the results of the random effects model will also be presented and described. In
order to choose between the fixed effects model and the POLS model, a likelihood ratio test
or the redundant fixed effect test is implemented. On the other hand, the Hausman test or the
correlated random effects test is used in order to differentiate between the fixed effects and
random effects models and determine which model is better suited to data. Lastly, the
robustness check will be made by presenting results of the fixed and random effects models

74

70

for each of the individual EU-15 countries. In that way, the confirmation of the results of the
overall panel cross-country regression model will be made.
4. RESULTS AND DISCUSSION
In this chapter the main results of the analysis will be presented and described after which
a short discussion follows. In Table 1 the descriptive statistics of the variables included in the
analysis based on an individual sample are presented. The dependent variable in the analysis
is 𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼 while independent variables are 𝐺𝐺𝐺𝐺𝐺𝐺𝑗𝑗 , 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷, 𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿, 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 and 𝐸𝐸𝐸𝐸 −
15 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷.
Table 1. Descriptive statistics of variables
Variable/Stat.

IMPORTS

GDPj

DISTANCE

LINDER

ADJACENCY

EU-15

Mean

1241367.

3.16E+11

6,774.563

33,764.16

0.01607

0.06250

Median

7,648.500

1.98E+10

6,509.792

32,378.57

0.0

0.0

Maximum

1.22E+08

1.95E+13

19,586.18

118,550.1

1.0

1.0

Minimum

0.0

13,196,545

59.61723

0.0

0.0

0.0

Std. Dev.

6,053,209.

1.32E+12

4,204.643

20,497.25

0.125751

0.242064

Skewness

9.45547

9.18746

0.614871

1.23625

7.69665

3.61478

Kurtosis

115.4039

103.0958

2.91961

5.76428

60.23856

14.06667

Jarque-Bera

30,921,586

21,050,648

3,614.572

27,957.34

8361432.

415875.9

Probability

0.0

0.0

0.0

0.0

0.0

0.0

Sum

7.09E+10

1.54E+16

3.87E+08

1.65E+09

918.

3,570.

Sum Sq. Dev.

2.09E+18

8.45E+28

1.01E+12

2.05E+13

903.2464

3,346.875

Observations

57,120

48,781

57,120

48,782

57,120

57,120

Source: Author's calculations.

The number of observations is quite large, 57,120 except in the case of 𝐺𝐺𝐺𝐺𝐺𝐺𝑗𝑗 and the
𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿 variable in which case it amounts to 48,781 because data for gross domestic products
for some low-income countries were not available. The maximum value of 𝐺𝐺𝐺𝐺𝐺𝐺𝑗𝑗 variable is
1.95E+13 and is recorded in the United States in America in 2017. On the other hand, the
country with the minimum value of GDP was Tuvalu (13,196,545 USD) in 2001. The
smallest distance between countries’ capital cities is between Austrian and Slovakian capital
cities Vienna and Bratislava (59.61 km) while the largest distance is between Spain’s capital
Madrid and New Zealand’s capital Wellington (19,586.18 km). On average the distance
between EU-15 capital cities and supply countries’ capital cities is 6,774.563 km. In Table 2
the correlation matrix of independent variables used in the analysis is presented. It can be
noticed that there are no strong positive or negative connections between independent
variables.
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Table 2. Correlation matrix
Variable/correl.

GDPj

LINDER

DISTANCE

ADJACENCY

EU-15

GDPj

1.0

-0.12384

-0.03116

0.06899

0.14036

LINDER

-0.12384

1.0

0.09827

-0.10029

-0.21806

DISTANCE

-0.03116

0.09827

1.0

-0.19986

-0.34921

ADJACENCY

0.06899

-0.10029

-0.19986

1.0

0.27947

EU-15

0.14036

-0.21806

-0.34921

0.27947

1.0

Source: Author's calculations.

In Figures 1-4 scatter plot diagrams of 𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼 versus 𝐺𝐺𝐺𝐺𝐺𝐺𝑗𝑗 , 𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼 versus 𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺,
𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼 versus 𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿 variable and 𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼 versus 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷 variable are presented.

Figures 1-4. Scatter plot diagrams 𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼 vs 𝐺𝐺𝐺𝐺𝐺𝐺𝑗𝑗 , 𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺, 𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿 and 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷
variables

Source: Author’s illustration.

From the regression lines drawn in each of the figures it can be noticed that there is a
positive relationship between 𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼 and 𝐺𝐺𝐺𝐺𝐺𝐺𝑗𝑗 and 𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺 variables. This is indicating
that the higher the value of gross domestic product in absolute or per capita term is, the higher
the imports should be, which is consistent with the economic theory. Furthermore, the
relationship between the imports value and the distance between trading countries is as
expected negative. Smaller values of the Linder variable (smaller or more similar values of
gross domestic products per capita of trading countries) are associated with larger imports
between countries hinting that the Linder hypothesis could be valid but one should consider
that these are pooled values of data which does not account for the heterogeneity in data. In

76

72

Table 3 the results of the cross-country panel regression analysis for EU-15 countries in
the period from 2001 to 2017 are presented. The number of observations is 48,781. Three
models are constructed and displayed: POLS, fixed effects and random effects. In order to
determine which model is best suited to data, the Hausman and likelihood ratio tests have
been implemented. The Hausman test is chosen in order to differentiate between the fixed
effects and random effects model. The null-hypothesis of the Hausman test is that the p-value
is larger than 0.05, which is the case in this analysis, so the random effects model can be
chosen as preferable. According to the values of cross-section F-stat. and cross-section Chisquare stat. on the likelihood ratio test (probability below 0.05 level), the fixed effects model
is preferable over the POLS model indicating heterogeneity in cross-section data.
Table 3. Cross-country panel regression analysis, Imports, 2001-2017
Dependent variable
Independ.variable/Model
Constant
GDPj
Distance
Linder
Adjacency
EU-15

Imports
POLS

FE

RE

1,064,689. ***
(175994.0)
1.67E-06 ***
(2.85E-07)
-42.08253 ***
(13.66205)
-17.97232 ***
(3.225551)
16,972,005 ***
(2958922.)
5,545,741.***
(850398.3)

527,206.3 ***
(108412.4)
1.75E-06 ***
(3.35E-07)
17.47107 ***
(4.815244)
17.47107 ***
(4.815244)

198,319.4 *
(119111.4)
1.75E-06 ***
(3.14E-07)
-44.28745 ***
(13.19750)
6.442420 ***
(1.502847)
17,097,669 ***
(2966805.)
5,876,971. ***
(873229.6)

Adjusted R-squared

0.391416

0.934931

0.159551

S.E. of regression

5,090,755.

1,664,599.

1,664,337.

Prob. (F-statistic)

0.00000

0.00000

0.00000

Mean depend. var.

1,442,431.

1,442,431.

120,708.5

S.D. dependent var.

6,525,622.

6,525,622.

1,815,393.

Akaike info criterion

33.72387

31.54612

Durbin -Watson

0.034711

0.339328

0.319190

48,781

48,781

48,781

Observations
Hausman test
Likelihood ratio test

Chi Square Stat. 0.000000, Prob. 1.0000
Cross-section F stat. 188.506203, Prob. 0.0000
Cross-section Chi-square stat. 125116.998252, Prob. 0.0000

Standard errors in parentheses, * denotes significance under 1%, ** denotes significance under
5% and *** denotes significance under 10% percent

Source: Authors' calculations.
𝐺𝐺𝐺𝐺𝐺𝐺𝑗𝑗 variable is positive and significant under 0.01 level in both the fixed and the
random effects model meaning that the larger the gross domestic product of trade partner
country, the higher is the value of imports, which is in line with the standard gravity model of
international trade. The distance variable is unexpectedly positive in the fixed effects model
but the time invariant characteristics of data should be taken into account. On the other hand,
under the random effects model, the sign of the distance variable is as expected negative and
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significant. Also, the adjacency and EU-15 dummies, due to time-invariant characteristics of
data, could not be included into the fixed effects model. Both variables are significant and
positive in random effects specification which is in line with the economic theory; common
border and European union membership have beneficial effect on EU-15 countries’ imports.
The positive and significant sign of the Linder variable in the fixed and random effects
models points to the conclusion that the Linder hypothesis is not valid in the case of the EU15 countries.
The robustness check is performed by presenting the results of the fixed and random
effects models for each of the individual EU-15 countries presented in Tables A1 and A2 in
the Appendix. The results confirmed the previous findings. In the fixed effects specification
time-invariant variables distance, adjacency and EU-15 dummy could not be identified
because they do not vary within cross-sections. The validity of the Linder hypothesis could
not be confirmed in the case of individual EU-15 countries except in the case of Greece.
5. CONCLUSION
The goal of this paper was to test the Linder hypothesis in the case of EU-15 countries.
For that purpose a cross-country panel regression model was constructed on bilateral imports
in the period from 2001 to 2017. The results of the Linder hypothesis testing have shown that
the validity of the Linder hypothesis could not be accepted both for the overall model
(including all EU-15 countries) and for the individual EU-15 countries’ models. There was a
problem of time invariant characteristics of data, namely the distance variable, the adjacency
and EU-15 dummy variables but this problem was solved using random effects model
specification. The signs of the variables of interest were significant and positive as expected
from the economic theory point of view, gross domestic product or national income has a
positive effect on trade while the distance between countries has a negative effect on trade.
The factors that positively affect bilateral trade flows of EU-15 countries are common border
between countries or adjacency and common membership in the EU (intraregional EU-15
trade). The results of the analysis are in line with the last investigation in this field (Jošić and
Bašić, 2019) which also suggested the rejection of the Linder hypothesis for the large
developed countries. The limitations of the research are related to time invariant
characteristics of data, as previously mentioned, and trade zeroes in trade data representing
the lack of trade which is the reason why the logarithmic model could not be constructed.
Furthermore, for the GDP variable some time-series data were unavailable or missing. Further
investigations in this field should be made by additionally analysing trade patterns of other
groups of countries such as developing countries and checking the validity of the Linder
hypothesis.
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43.72637
(61.68270)

-53.54167
(71.61993)

-28.05615*
(16.16556)

-16.11557
(15.11306)

-54.83700
(105.5471)

-137.9233
(91.94661)

-10.73833
(8.330142)

-257.1982*
(145.1708)

-24.66863**
(12.32941)

-71.65418
(51.23871)

-2.345819
(3.418068)

-11.61715
(12.63275)

-34.13203
(62.16128)

-60.10817*
(34.45940)

-128.9959
(108.7151)

8.52E-07***
(4.48E-08)

2.06E-06***
(8.81E-08)

3.83E-07***
(1.72E-08)

2.98E-07***
(1.73E-08)

3.82E-06***
(9.73E-08)

2.05E-06***
(7.17E-08)

5.47E-07***
(1.52E-08)

6.97E-06***
(1.60E-07)

1.71E-07***
(1.57E-08)

2.97E-06***
(7.29E-08)

9.26E-08***
(5.11E-09)

2.21E-07***
(1.85E-08)

1.70E-06***
(5.25E-08)

6.16E-07***
(3.10E-08)

3.51E-06***
(9.22E-08)

Austria

Belgium

Denmark

Finland

France

Italy

Ireland

Germany

Greece

Netherlands

Luxembourg

Portugal

Spain

Sweden

United Kingdom

Source: Author’s calculations

Distance

GDPj

46.48181***
(6.238833)

8.018949***
(1.443268)

9.437631***
(3.609459)

2.419530
(1.573980)

0.436110***
(0.111403)

21.65115***
(4.090621)

-2.292598***
(1.001933)

65.74961***
(10.03765)

0.858528
(0.754502)

18.77076***
(4.962060)

22.05959***
(6.381575)

4.194389***
(1.002999)

3.613238***
(0.807400)

12.20152**
(5.401024)

7.22853***
(2.38014)

Linder

1826591.
(5614732.)

6362890.***
(1240067.)

7076850.***
(1706852.)

19361804***
(683841.6)

3939527.***
(113690.1)

45088554***
(1965154.)

474835.0
(341807.5)

26451321***
(2933338.)

18391520***
(419103.0)

7796667.***
(2581210.)

20977100***
(2383710.)

5192616.***
(427945.6)

13675324***
(878348.3)

32154019***
(2148234.)

10644735***
(1271788.)

Adjacency

Independent variables

Country

Random effects model
EU-15

15903347***
(1674721.)

4576618.***
(512839.5)

8378210.***
(970506.5)

1877264.***
(198754.7)

161606.7***
(57343.60)

4425693.***
(823804.8)

1565602.***
(191120.9)

13208063***
(2444677.)

990094.4***
(125945.4)

11119697***
(1467617.)

10437938***
(1780202.)

1569506.***
(214757.8)

2259980.***
(259068.4)

5518257.***
(1246628.)

4199982***
(938268.0)
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8.193437
(51.12811)

Distance

Adjacency

EU-15

Table A2. Fixed effects model for individual countries, 2001-2017

0.957004

0.929372

0.949444

0.943742

0.956284

0.944645

0.857672

0.937824

0.950335

0.951906

0.953488

0.900534

0.950616

0.932744

0.949235

Adj. R-sq.

1983522.

670506.5

1124558.

434947.6

120767.2

1724408.

355515.2

3539161.

414592.3

1522525.

2098639.

392073.4

377940.7

2000072.

949380.1

S.E.regr.

0.000000

0.000000

0.000000

0.000000

0.000000

0.000000

0.000000

0.000000

0.000000

0.000000

0.000000

0.000000

0.000000

0.000000

0.000000

Prob Fstat.

3004016.

684079.4

1560265.

358912.1

96818.16

1998419.

300248.5

4939368.

357993.0

2154504.

2773869.

329931.7

418457.4

1894886.

716977.9

Mean
dep. var.

9565845.

2522988.

5001466.

1833775.

577599.1

7329280.

942351.6

14193427

1860354.

6942571.

9730910.

1243169.

1700713.

7712260.

4213658.

S.D.
depen.

Regression statistics

31.89726

29.72807

30.76229

28.86228

26.29955

31.61728

28.45895

33.05530

28.76659

31.36807

32.01010

28.65491

28.58176

31.91388

30.42364

Akaike
info crit.

0.521175

0.400088

0.614731

0.356022

0.694803

0.362880

0.526489

0.302254

0.512284

0.492942

0.363978

0.641926

0.444973

0.441634

0.353737

D-W

3255

3255

3255

3232

3232

3255

3249

3271

3255

3249

3271

3238

3255

3255

3254

Obs.

Afghanistan, Albania, Algeria, Andorra, Angola, Anguilla, Antigua and Barbuda, Argentina, Armenia, Aruba, Australia, Azerbaijan, Bahamas, Bahrain,
Bangladesh, Barbados, Belarus, Belgium, Belize, Benin, Bermuda, Bonaire, Sint Eustatius and Saba, Bosnia and Herzegovina, Botswana, Brazil, British Indian
Ocean Territory, British Virgin Islands, Brunei, Bulgaria, Burkina Faso, Burundi, Cambodia, Cameroon, Canada, Cape Verde, Cayman Islands, Central African
Republic, Chad, Chile, China, Christmas Island, Cocos (Keeling) Islands, Colombia, Comoros, Congo, Democratic Republic, Congo, Republic, Cook Islands,
Costa Rica, Cote d'Ivoire, Croatia, Cuba, Curaçao, Cyprus, Czech Republic, Denmark, Djibouti, Dominica, Dominican Republic, Ecuador, Egypt, Arab Republic,
El Salvador, Equatorial Guinea, Eritrea, Estonia, Eswatini, Ethiopia, Faeroe Islands, Falkland Island, Fiji, Finland, France, French Southern and Antarctic Lands,
French Polynesia, Gabon, Gambia, The Georgia, Germany, Ghana, Gibraltar, Greece, Greenland, Grenada, Guatemala, Guinea, Guinea-Bissau, Guyana, Haiti,
Honduras, Hong Kong, Hungary, Iceland, India, Indonesia, Iran, Islamic Republic, Iraq, Ireland, Israel, Italy, Jamaica, Japan, Jordan, Kazakhstan, Kenya, Kiribati,
Korea, Democratic Republic, Korea, Republic, Kuwait, Kyrgyz Republic, Lao PDR, Latvia, Lebanon, Lesotho, Liberia, Libya, Lithuania, Luxembourg, Macao,
Macedonia, North, Madagascar, Malawi, Malaysia, Maldives, Mali, Malta, Marshall Islands, Mauritania, Mauritius, Mexico, Micronesia, Federal States,
Moldova, Mongolia, Montenegro, Montserrat, Morocco, Mozambique, Myanmar, Namibia, Nauru, Nepal, Netherlands, Netherlands Antilles, New Caledonia,
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Senegal, Serbia, Seychelles, Sierra Leone, Singapore, Slovak Republic, Slovenia, Solomon Islands, Somalia, South Africa, South Sudan, Spain, Sri Lanka, Sudan,
Suriname, Sweden, Switzerland, Syrian Arab Republic, Taipei, Tajikistan, Tanzania, Thailand, Timor-Leste, Togo, Tokelau, Tonga, Trinidad and Tobago,
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THE IMPORTANCE OF FREE TRADE ZONES IN LIBYA
FOR THE GROWTH OF TRADE BETWEEN AFRICA AND
EUROPE
Mostafa Mohamaed Elhawari
Embassy of Libya
Croatia
Abstract
Libya has a great deal to offer in terms of being a distinct strategic location linking the
continents of Europe and Africa and possessing availability of raw materials, labour and the
vast land on which free trade zones are established. The main purpose of this study is to
identify the main advantages and opportunities available to Libya for a transit trade centre in
the Mediterranean basin, through the establishment of free trade zones. Specifically, this
research is seeking to examine the extent to which Libya contributes the growth of trade
between the continents of Europe and Africa through free trade zone projects. The research is
being undertaken using the descriptive approach in describing the available possibilities,
opportunities, challenges, and plans of Libya towards becoming a regional trade centre and
analyzing the available data and information. It reached a number of conclusions that
emphasize the importance of directing investments to establish trade in the context of the
establishment of regional economic blocs in the context of globalization and opportunities for
mobility. The preliminary results of the study indicate that Libya's free trade zones will
contribute through investments available to support trade between Africa and Europe and
create direct and indirect job opportunities in Libya and neighbouring countries to achieve
development and stability in the region, which will help in combating illegal immigration,
poverty, unemployment, crime and terrorism, which will make these countries are a source of
raw materials rather than migrants. The practical implication of this study is linked with how
Libya's free trade zone can maximize the growth of trade between the continents of Europe
and Africa which achieve good rates of return for investors and contribute to the security and
economic stability of the host country and neighbouring countries.
Key words: Strategic location, Free Trade Zones, Libya, Regional economic blocs
1. INTRODUCTION
1.1. Research background
This research is based on evaluating the importance of free trade zones in Libya for the
growth of trade between Africa and Europe. Libya has a unique geographical location with a
total area 0f 1.76 million square kilometers and a coastal front extending to more than 1900
km on the Mediterranean Sea facing the European shores, making it the North African gate,
connecting South Europe with the Sub-Saharan Africa countries and Eastern with Western
Arabic countries. This outstanding location has been used for centuries as a path for convoys
and trade between the sea and the desert and between the east and the west; a fact that is
confirmed by much archaeological evidence from the cities and villages along the historic
trade tracks and its centers in North Africa. In light of current international economical
transformations witnessed throughout the world, globalization has become the norm in almost
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all areas with an emphasis on economic activities, communication systems and transportation;
which has abolished many regional and national restrictions, bringing destinations closer and
removed obstacles that might have hindered economical partnerships and common benefits.
Therefore, the idea of re-establishing Libya as a vital area for growth of local, regional
and continental trade between Mediterranean countries and the rest of the world by sea routes
and from the area of South Sahara to Africa through land roads. Despite the fact that this step
has been delayed for decades due to many local, regional and international factors including
political and conflict of economic interest.
However, Libya’s attempts have continued by entering into partnerships and bilateral and
regional agreements in order to refresh its economy and create diversity in its income sources
instead of relying on a single source of income, which is oil, to finance 95% of its expenses
(the Dutch disease). This has been affected its national security due to the fluctuations in oil
prices and its affection with outer conditions that are beyond its controls as well as the aspects
of security and political instability in the region. These attempts emerged by encouraging
local and foreign investments at the end of the nineties and after decades of political,
economical and commercial isolation during which the Libyan economy was under direct
control and interventions by the state due to its adoption of the social-economic system. The
most important attempt was the decision to build free trading zones taking advantage of the
available Libyan capabilities; most notable natural resources and geographical location that
qualifies it to build more than one free trade zone. This was due to the economical
transformations witnessed by Libya and its regional and international surroundings especially
between the African countries and the European continent.
As a result, this topic was selected to show the capabilities and opportunities in Libya to
be a trade centre bringing both continents together through the establishment of free trade
zones to enhance trade and growth between Africa and Europe. Taking advantage of the
available opportunities and possibilities like naval and land routes to create an investment
model that combines resources of raw material with available labour and vast lands, with
affordable prices in Libya and neighbouring African countries; alongside available capital,
modern management and technical expertise, and consumer markets, which stimulates the
establishment of promising future investments.
1.1. Gaps in the literature
It is now widely understood that free trade and globalization have played an enormous
role in elevating living standards around the world, especially in underdeveloped and
developing countries. It can be observed that after the event of the globalization and free
trade, most investors all over the world faced a significant amount of challenges due to the
growth in competition fuelled by globalization and stagnation in the growth of the main
economies. The literature shows a lack of empirical evidence which indicates that Libya as a
distinct strategic location was used as a free trade zone contributes to the growth of trade
between the continents of Europe and Africa. However, various studies had already been
conducted about the free zones and globalization; but the scope of most of the studies has
been broad and general. This shows a clear gap in available in the existing literature.
Therefore, it can be confirmed that studying the free trade zones in Libya for the growth of
trade between Africa and Europe holds particular importance. This also shows there is a lack
of understanding of the translation of Libya location to be a free trade zone in the current
economic world. Thus, there is a need to fill the research gap by carrying out the study in the
context of the current environment where contemporary literature has paid less attention.
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1.2. Research questions
What are the main advantages of Libya in the contemporary environment, and how
can be Free trade zone between Africa and Europe?
Diversifying sources of income and increasing economic development as the primary goals of
most of the countries require a complete understanding of the importance of free trade zones
in Libya for the growth of trade between Africa and Europe. Thus, by having complete
information about the importance of free trade zones in Libya can ensure the growth of trade
between Africa and Europe.
To what extent can Libya’s strategic location contribute to the growth of trade
between Africa and Europe?
The aim of this question is to learn about the strategic location of Libya, and how such a
location is making a contribution towards maximising the growth of trade between Africa and
Europe. This will help in highlighting the strategic location of Libya to be a free trade zone in
the Mediterranean basin.
How does Libya’s Trade manage and how can be better maximised through its
strategic location as a ‘free trade zone’?
By realising the importance of the free trade zone in Libya, this question holds huge
important, as it intended to identify how Libya through its strategic location manages its
foreign trade. It will help in making improvements in current strategies of foreign trade and in
developing a new framework for Libya.
2. LITERATURE REVIEW
2.1. The concept of free-trade zones
Some concepts were posed mostly of scholars interested in legislations and international
perspectives. From a global perspective, the of free-trade zone is a defined as “That closed
area under guard in which goods are stored whether this area was in a seaport, airport, inner
land or on the coast, where it receives foreign goods for re-export, display or some additional
operations to be done on them” (Osirir 2010: 41). A research conducted by Nazari (2018) states
that the kind of investments that aims to encourage the establishment of export industries by
seeking to make the free zones attractive for foreign investments away from being subject to
the laws of the applying state, by granting the investment projects many incentives, benefits
and exemptions, through special laws governing the establishment of the investment projects
in the free zones”.
Legislations can also be regarded as one of the most important perspectives of free-trade
zones (FTZs). According to article 2 from the Jordanian free zones corporation law No. 32 of
1984 and its amendments: “free zones are part of the Kingdom’s territory, defined and
enclosed by a separation barrier, where goods are placed for the purpose of storage or
manufacturing with the suspension of the collection of taxes or due fees, and these goods are
considered to be outside the Kingdom” (Jordanian legislation). According to the article 2 of
the Libyan Law No. 9 (2000), free zones are defined as: “zones freed from tax, customs,
commercial, monetary and other restrictions, declared for all who wish to invest in it or to
use it to achieve the purpose of the free zone. Free zones may be established for the purpose
of establishing a specific project or for the use of specific entity or activity in which all or
some of the benefits provided to investors and users are granted within the scope of the free
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zone” (Libyan legislation). The free zone may contain a seaport, an airport or an entire or
partial border port provided that these facilities and are intended for free zone use.
Finally, the core definition for a free zone can be found in the report of Free Zones of the
Year 2019 by Michael Ansner and is as follows “Free-Zones can be regarded as an
investment in industrial infrastructure and a services provider to attract and facilitate
Foreign Direct Investment (FDI), integrate local firms into global value chains, promote
export-oriented growth and generate employment” (CEO Insights, 2019). In this way, it is
considered a type of Direct Foreign Investment and is connected to foreign trade.
2.2. Types of Free Zones
Free zones have different types and divisions which he MENA-OECD Investment
programme (2010) identifies the following types of zones:
 Free Trade Zones (FTZs): also known as commercial-free zones. They are fenced-in,
duty-free areas, offering warehousing, storage, and distribution facilities for trade,
transhipment, and re-export operations.
 Export Processing Zones (EPZs): are industrial estates aimed primarily at attracting
export-oriented investments. They cover usually a wide array of manufacturing
industries.
 Special Economic Zones (SEZs): are larger estates and could be considered cities on
their own. They usually cover all industrial and service sectors and target both foreign
and domestic markets. They provide an array of incentives ranging from tax incentives
to regulatory incentives. In addition, they permit on-site residence. Specialized
Zones/Investment Zones (SZs): targeted at specific sectors or economic activities
mostly tailored according to their sectoral targets (Al mahdi, 1981: 26).
2.3. The role of free trade zone in growth and economic development
Foreign trade, as a major factor of openness, plays a prominent role in the process of
growth and economic development, by enhancing the production capacity of goods and
services, while opening foreign markets to domestic products; which contributes to increasing
the income and increasing the levels of well-being of citizens. Foreign trade is also considered
an important indicator of competitiveness in international markets, reflecting the country's
production and export capacity and the level of income obtained through exports and its
effects on the country's balance of trade due to the increase in the country's foreign exchange
earnings. This has led some economists to consider foreign trade as the engine for growth and
economic development. The growth rates achieved during the last 50 years, in developing
countries, are attributed to the growth of exports. However, the role of exports in developing
countries is still lagging behind its role in developed countries. A discrepancy between growth
rates in exports in both developing and developed countries has been noticed which led to the
decrease in the developing countries contributions to the world trade (El Mahjoubi, 2010: 43).
2.4. Previous studies
Having considered the available studies related to the subject of free trade zones in Libya,
it should be noted that one of the main challenges undertaking this research is the lack of
many researches on the subject of free trade zones in Libya. As such, this topic is considered
to be modern, and its role as a trade centre contributes to the growth of trade between the
Mediterranean countries, especially between Africa and Europe. Since 2011, Libya’s
economy has undergone substantial change due to the country’s political changes and security
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situation. This led, in particular, to the conduct of research studies on a comprehensive basis
from all institutions in Libya and used some research studies available in Libya and some
neighbouring countries. Here is a brief overview of the most notable previous studies.
The study of (Futaisi, 2011) deal with the basic trends in the development of intra-Arab
trade, with special emphasis on Libya's position therein, and the introduction of the approach
of trade liberalization among Arab countries as a means to achieve and accelerate economic
development. It aims at reviewing the trend of intra-Arab trade, and efforts to modernize it
and show the difficulties it faces. In addition, this study seeks to identify ways and means of
developing trade among Arab countries, and the potential benefits in the short and long term.
This study is based on a number of hypotheses, namely that the conflicts and differences
between the Arab countries are expected to be one of the most important areas of low level
and the volume of trade among them, in addition to the different legislation on import and
export in each country, and the apparent underdevelopment of industrial production. This
study followed the descriptive-analytical approach, which corresponds to the study and
analysis of the nature of the problem that addresses it. While Mahjoubi studied (El Mahjoubi,
2010) the importance of foreign trade in Libya, whose economy depends mainly on the
depleted resources, (oil) which means that Libya means from the problem of deliberate
diversification in the sources of financing its budget expenditures. The main question is
whether it is possible to achieve multiple benefits for the Libyan economy through foreign
trade. The study has several objectives, the most important of which is the definition of the
Libyan economy and the analysis of the foreign trade situation, with the analysis of Libyan
foreign trade and the focus on EU countries and the status of Libya in the European Union.
The main findings of the study were that the Libyan economy is heavily dependent on the oil
sector, and that the Libyan economy is the most open because the total exports and imports
are almost equal to GDP. Most of Libya's exports are directed to EU countries, with an
average total relative importance of 82.35% during the study period, indicating that EU
countries are Libya's main trading partner. As for the most important recommendations
related to the subject of the study, and the need to benefit from the location of Libya, making
it a free trade zone between European and African countries, this can only concern the
infrastructure in Libya, and create a safe environment free of corruption in order to attract
foreign investment and provide appropriate facilities for investors. To search for joint
ventures with EU countries, Libya's largest trading partner inside and outside Libya.
The study (Mezrig, 2013) addresses the role of free zones as a form of foreign direct
investment in regional economic development,So the problem was what is the role of free
zones in achieving economic development? To understand this impact, the selection of some
countries as experiments (Egypt, the United Arab Emirates and Algeria) as models for
recognizing the contribution of free zones to the revival of the local and regional development
of these countries. The study concluded that the goals and objectives of establishing similar
free zones in the countries under study, in terms of contributing to economic development in
general and attracting foreign and domestic investment, and the provision of foreign currency
and the creation of new jobs. Circulate to all countries, each country has its own conditions,
capabilities and policies. The most important recommendations reached are to provide a
flexible administrative body capable of operating the free zones under any circumstances, and
to focus on providing the necessary infrastructure for the success of the free zones, with the
importance of promoting and marketing the free zone in order to attract foreign investment
through conferences and seminars. Scientific and specialized workshops, in addition to
serious marketing of the advantages of investing in the free zones.
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2.5. Methodology
This research is guided by the methodological framework (Figure 1), which has been
identified as useful for helping researcher in selecting the most appropriate research methods,
techniques (data collection tools) used in the search as well as the design and process. Based
on this, the study uses descriptive and analytical method. The main purpose of the descriptive
and analytical method is that it helps to describe the different aspects of what exists on the
topic and to carry out analysis on the facts and information which are available and after
collecting these data.
Figure 1. The methodological framework
Descriptive & Analytical Methodology

Descriptive

Analytical

To generate hypotheses

To test hypotheses

Source: Author.
3. THE PRACTICAL ASPECTS
3.1. Libya and international trade
There are many factors that qualify Libya to be a major trade centre in the regional;
contributing to the growth of international trade in the Mediterranean region serving Europe,
Africa, Asia and the Americas such as Libya is a Mediterranean country in the centre of North
African countries; with a total area of 1.76 million square kilometre, and total land border of
4,348 Kilometre (with Tunisia 459km, with Algeria 982km, with Niger 354km, with Chad
1055km, with Sudan 383km and with Egypt 1115km). Since ancient times, Libya played a
major role in the transit trade due to its geographic location making it an important trade
centre, where Romans, Greeks, Phoenicians and others founded cities centuries ago. Whose
prints are still present today as trade centres near coastal ports, making them a centre of trade
in the Mediterranean. Cities like Tobruk, Derna, Soussa and Shahat (Qurina) in the east, and
major cities like Leptis magna, Oya (old name of Tripoli) and Sabratha, in the west. These
centres formed a connection trading points between the Mediterranean and Sahara countries
through southern cities of transit trade centres in the Libyan Desert like Ghat, Murzeg,
Ghadames and el Kufra. This confirms the importance of the geographical location of Libya
to contribute to the growth of trade between the Mediterranean countries and the Adriatic Sea
due to the proximity of navigation routes and then the expansion to the rest of European
countries and the Middle East all the way to the Far East and the continents of South and
North America. In addition to the lack of geographical barriers to the countries of south
Libyan Sahara, countries land communication movement, which connects them to countries
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of Central, Western and Eastern Africa.
Figure 2. The most important Libyan seaports

Source: https://www.researchgate.net/figure/Libyan-Port-Locations_fig2_325693712.
In addition to this, Libya has natural resources, in which most of them have not been used
yet. It is worth noted that the report of the Libyan oil and gas council issued on 30 June 2016,
highlighted the most prominent raw material in Libya. Foremost, Libya is a country rich in
natural resources with oil and gas being the major resource. It is one of the main energyexporting countries in the world and it is the main source of national income. Moreover, there
are many other natural resources such as non-metallic minerals including carbon rocks like
limestone, dolomite and calcarite that considered one of the largest wealth of this country, and
used in many industrial purposes (e.g cement and lime industry, manufacturing of iron and
steel, and refractory bricks industry) and the possibility of its use in chemical industries.
Furthermore, mineral ores, mainly iron ores, that have not yet been exploited. Recent studies
also confirmed the presence of gold, uranium and some rare elements in South Libya.
Regardless of the availability of livestock and fishery with great potentials for growth, there
are also many available agricultural crops including dates, citrus fruits, wheat, barley, olives,
tomatoes, and soybeans can be used in the food industries.
3.2. The movement of Libyan trade
As per data from the International Monetary Fund (IMF); the Libyan Central Bank report
(2014) identified the main destinations of Libyan exports and imports. Table 1 presented
Libyan exports during the period (2010-2014). Although most of this trade depended
primarily on one commodity (i.e Libyan oil), it should be noted that the largest share of
Libyan exports destination was for the Eurozone countries, as considered one of the most
economically strong countries, which ranged between (63.1-70.3%). Such high exports were
due to the presence of safe passages between Libya and these countries at a lower transport
cost. This indication will undoubtedly encourage the expansion in increasing the amount of
trading activity between Libya and Europe.
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Table 1. Geographical distribution of exports (2010-2014)
Area
Developed
countries
Euro zone
Other
countries
Developing
countries
Asia
The rest of
European
countries
Middle
East, N.
Africa &
Pakistan
Africa
(South
Sahara)
Western
half of the
globe
Total
Exports

2010

2012

2011

2013

2014

Average

Libyan
Dinar

(%)

Libyan
(%)
Dinar

Libyan
Libyan
Libyan
(%)
(%)
(%)
Dinar
Dinar
Dinar

(%)

35,226

82.7

13,312

76.1

41,397

79.9 39,277 83.8 18,246.4 84.2

81.3

29,923

70.2

11,357

65

32,714

63.1 29,759 63.5 14,933.7 68.9

66.1

5,303

12.5

1,955

11.1

8,683

16.8

15.2

7,354

17.1

3,171

23.8

10,432

5,083

11.9

1,312

13.2

8,031

445

1

166

0.9

388

1,667

3.9

1,671

9.6

18

0

21

141

0.3

42,580

100

9,519

20.3 3,312.7 15.3

20.1

7,584

16.2

3,312

15.4

18.5

15.5

4,173

8.9

1,011.3

4.7

10.8

0.7

465

1

513.0

2.4

1.2

1,987

3.8

2,507

5.3

1,749.0

8.1

6.1

0.1

25

0.1

33

0.1

38.7

0.2

0.1

1

0

1

0

406

0.9

0.1

0

0.2

16,483

100

51,829

21,559

100

100

100 46,862 100

Source: https://cbl.gov.ly/en/.
Similarly, table 2 presented Libyan imports during the period (2010-2014). We find that
European Union countries are on the top of the list of main importers to Libya with a
percentage ranging between (29.8-38.4%).This reaffirms the presence of trade channels
between Libya and Europe due to the proximity of export and import seaports through safe
waterways between them. This was the main reason for the EU countries to take lead in the
list of geographical distribution of trade with Libya among other countries, even despite the
limitation of exported goods from Libya, with oil being the main good and the diversity of
imports to Libya from EU countries, with a variety of other destinations such as Middle
Eastern, North African, African sub-Sahara countries and Asia to a lesser extent according to
statistics.
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Table 2. Geographical distribution of imports (2010-2014)
Area
Developed
countries
Euro zone
Other
countries
Developing
countries
Asia
The rest of
European
countries
Middle East,
N. Africa
and Pakistan
Africa
(South
Sahara)
Western half
of the globe
Total
Imports

2010
Libyan
Dinar

(%)

2012

2011
Libyan
(%)
Dinar

Libyan
Dinar

2013

2014

Average

(%)

Libyan
Dinar

(%)

Libyan
(%)
Dinar

(%)

45.7

16,298

49.1 11,205.0 46.1

47.9

12,837 57.0

3,578

8,654

38.4

2,568

29.8

6,275

30.6

.11,562

34.8 7,733.5

31.8

33.1

4,183

18.6

1,010

11.7

3,096

15.1

4,735.8

14.3 3,471.5

14.3

14.8

9,706

43.0

5,050

58.5

11,149 54.4

16,896

50.9

13,082

50.4

51.4

2,884

12.8

1,018

11.8

3,028

14.8

4,594.9

13.8 3,752.1

15.4

13.7

2,962

13.1

1,138

13.2

3,501

17.1

5,789.9

17.4 4,343.9

17.9

15.7

3,110

13.8

2,655

30.8

3,924

19.1

5,428.0

16.4 4,009.0

16.5

19.3

49

0.2

45

0.5

41

0.2

64.8

0.2

59.7

0.2

0.3

701

3.1

194

2.2

655

3.2

1,018.5

3.1

91.4

0.4

2.4

8,628

100

20,520

100

33,194

100

24,287

100

100

22,543 100

41.5

9,371

Source: https://cbl.gov.ly/en/.
3.3. Libyan attempts to liberalize foreign trade
Libya has attempted to take advantage of its geographical location and available
resources to develop and diversify its economy, the most important of which is intra-regional
trade, both Arabic and African, by signing several bilateral and regional agreements and
entering into international gatherings such as the Agreement on trade exchange and transit
(1953), included Jordan, Syria, Iraq, Saudi Arabia, Lebanon, Egypt and Libya, to facilitate
trade exchange and standardize customs tariffs with customs exemption for some agricultural
and animal products (Awad Allah, 2003: 315). Also, agreement on trade conduction and trade
exchange development between Arab countries (1981) which included 21 Arab countries and
entailed several principles including the liberalization of trade exchange between Arab
countries from various duties and different restriction and protection of Arabic goods from
non-Arab goods. In 1996, the agreement on the establishment of the Greater Arab Free Trade
Area (GAFTA). This initiative came after the failure of previous attempts included all Arab
countries. A decision was issued by the Economic and Social Council of the Arab Countries
League about the establishment of the Arab trade zone according to the declaration of the
Arab Summit 1997 (Oraykat, 2004: 312). In 1989, the agreement of the Arab Maghreb Union
that included Mauritania, Morocco, Algeria, Tunisia and Libya. It was aiming to achieve
industrial, agricultural, commercial and social development with an emphasis on building
joint projects between its members. (L’Baal, 2012: 36). In 1994, it was an agreement signed
to establish the Common Market for Eastern and Southern Africa (COMESA) region as a
preferential trading zone which its members 20 countries including Libya, Egypt, Angola,
Ethiopia, Sudan, Uganda, Zambia, Madagascar and Mauritius, Zambia and Zimbabwe. Libya
joined in June 2005 and aimed to establish a free trading zone to achieve economic and social
cooperation. Finally, the most recent agreement which Libya has joined was the agreement on
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establishing the African continental free trading zone 2019. It was announced by the African
Union on its official website and by several news agencies that it was signed in March 2019
to establish the African free trade zone. It aims to remove trade barriers and boost trade
between the continent, at a time when UN reports indicated that “less than 40% of African
trade is related to raw materials and 60% is related to manufactured materials”. Despite all of
these attempts, Libya continues to have the desires and urgency to have a diverse economy
based on its available natural and human resources utilizing its geographic importance.
Hence, the idea of establishing free trade zones on the Libyan land as a different experience
that covers the negative aspects of the joint free zones agreements with other countries, to
trade zones on the Libyan land with the participation of foreign and local investors.
3.4. Free zones in Libya
In view of Libya’s keenness to take advantage of its geographical location, its potential
and in the framework of achieving Libyan country’s goals for diversifying its income sources
and pushing its development wheel and increasing growth rates, the idea of establishing free
trade zones appeared on the basis of many studies that were conducted, in particular, before
the discovery of oil in commercial quantities and starting to export it. In 1959, the Libyan
authorities issued Law No. 10 with respect to Free Zones due to the important role of trade in
the development the country resources especially in a country that has a unique geographical
location such as Libya. However, the matter was neglected until the late 90s with the issuance
of Law No. (9) of 2000 regulating transit trade and free zones due to the export of oil and to
political and economic changes witnessed in Libya. This law granted permission to establish
free trade zones that are exempted from taxation, customs and monetary restrictions and
contains a seaport, an airport or a partial or whole border port, and was granted authority
permission for the establishment by a decision from the Prime Minister.
According to prepared studies to establish many free trading zones in Libya on the
coastal areas opposite the European coasts, the land borders with the Eastern and Western
Arab countries, and the southern borders with African sub-Sahara countries, Libya seeks to
achieve a number of objectives, as follows:
 Encouraging transit trade and various industrial operations and manufacturing
processes to transform goods or prepare them trade exchange.
 Providing all trade-related services; banking, insurance and investment services.
 Transfer and settlement of technology and knowledge and developing them in an
environment that is free from restrictions, which serves the Libyan economy.
 Contribution to the development of goods and services trade exchange leading to the
creation of an advanced industrial and service base.
 Achieving common interest in the Libyan economy and investors.
 Opening professional training in all fields and employing the national labour in the
projects and services established inside the free zones.
 Achieving good investment revenue from the institutions established inside the free
zones.
As such, some exemptions were offered to investors and users of the free zones
including:
 Projects, investors and users of the free trade zone are not subject to the requirements
of registration in the imports, exporters and commercial registry.
 Projects, goods, services, money and imported or traded goods in the free zone are
exempted from any custom duties, taxes or any other fees.
 Transactions, exchanges or goods are not subject to any restrictions or control
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regulations enforced in Libya, except in terms of belief, ethics, national security,
health or environmental protection.
3.5. Steps taken to establish free trade zones in Libya
Libya has already started preparing technical studies for partnerships with companies and
international expertise houses to establish free trade zones according to feasibility studies and
within the limits of available capabilities and resources. The first of these steps was issuing
decisions to establish free trade zones in Misurata and Elmreisa.
3.5.1. Misurata free trade zone
Misurata is a city located in northwestern Libya on the Mediterranean coast, situated 187
km east of Tripoli, and 825 km west of Benghazi, with an area of 3,539 Hectares divided into
2 locations. The first location of 539 Hectares includes the Misurata seaport and the second
location of 3000 Hectares includes the iron and steel complex. Misurata free trade zone was
established under the resolution No. 495 of 2000 of the General People’s Committee (the
former official name of the Prime Ministry) as a commercial zone freed from all tax, customs,
commercial, monetary and other restrictions, except in terms of belief, national security,
health and environmental protection according to the law. The vision of the Misurata free
trade zone is for Libya to be a leading investment destination in the Mediterranean free zones
area, transfer and localization of technology and knowledge, opening the horizons of training
and employment, and supporting the national economy and contributing to diversifying
income sources.
The geographical location of the Misurata free trade zone characterized by its presence in
one of the largest commercially active city in Libya. It has also a seaport that has been
included in 2006, as well as the Misurata International Airport, 20km away from the free
zone. In addition, its proximity to natural resources makes it a good environment for all
commercial, industrial and service activities. A study conducted by AECOM in cooperation
with the free zone (Jebel Ali - UAE), concluded that Identifying construction services, food
industry, plastic and petrochemical industry, cement industry, building materials, and food
industries as the most important activities and projects targeted in the region. Estimating the
volume of demand for land and the number of projects and direct employment opportunities
for the next 20 years. Estimates were made according to basic and optimistic scenarios for
future periods of 5, 10, 15 and 20 years according to the following.
Table 3. Estimates based on future baseline and optimistic scenarios
The volume of demand
The number of companies
for land in hectares
targeted for settlement
Year
(5)
Basic state 694
Optimistic 864
state

Years

Direct employment
opportunities
Year
Year Year (20)
(10)
(15)

Year Year Year Year Year Year Year Year
(10) (15) (20) (5) (10) (15) (20)
(5)
957 1,206 1,543 251 376 513 701 21,657 30,578 38,554

48,448

1,345 1,778 2,317 336

79,122

494

713

1,009 30,870 44,607 60,146

Source: Data from (AECOM), table from the Department of Misurata Free Zone.
A logistic study conducted by a French Company (SDV) conducted to compare the port
of Misurata free trade zone as a main passage for imports and exports of the neighboring noncoastal African countries with the ports of some African countries. The study was concluded
with promising results that the Misurata free trade zone outperforms external operating
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standards of (Port Sudan – Sudan), (Port Lagos – Nigeria), (Port Douala – Cameroon), (Port
Cotonou – Benin), with recommendations to review the transport prices of public and private
transport companies to increase competitiveness.
Figure 3 shows the trade routes from the ports and cities of sub-Saharan African countries
to Libya and then to Europe according to the study.
Figure 3. Map of The trade routes from the ports and cities of sub-Saharan African countries

Source: Map data from (SDV), Accessed from Misurata Free Zone Administration, modified
by Author.
Figure 4 shows a similar map for the routes used to transport illegal immigrants from
African countries to Europe, which confirms the ease of movement according to these routes
that connect Central Africa to Europe via Libyan territory due to the geographical location
that connects the sub-Saharan African countries to southern European.
Figure 4. Similar map for the routes used to transport illegal immigrants from African
countries to Europe

Source: Iom, Altia consulting.
A study conducted by the English consultancy office (BECKETT RANKINE)
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concentrated on transit trade of containers, ships and maritime traffic in the Mediterranean
Sea; alongside a study of transit containers market and how to compete with the main ports in
the Mediterranean. The study concluded promising results for the maritime traffic transit trade
from the Port of Misurata free trade zone and the navigation routes as shown in figure number
5 and figure 6.
Figure 5. Map of Mediterranean container traffic

Source: BECKETT RANKINE, and from Misurata Free Zone.
Figure 6. Map of ships and shipping

Source: (BECKETT RANKINE), and from Misurata Free Zone.
The consultancy office also conducted Marine survey of depths and several geological
studies of the quarries near Misurata, the natural resources available, in addition studies
related to sea waves and barriers. Even-though there is no room to review the complete study,
the results were good and encouraging to implement the Misurata free trade zone project.
After the completion of technical studies, plans have been made to start in the
complementing projects of the Misurata free trade zone, in location (B) covers an area of
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3000 hectares and only 8 km away from location (A), as referred to earlier. In this regard,
there are 2 main projects:
 The first project which includes preparation of the infrastructure and building a cargo
airport and a container port.
A - Preparation of an area of 2,200 hectares, including the preparation of the necessary
infrastructure of roads, electricity, water and communications for an area of 1500 hectares.
This project aims to attract investors and major companies to establish their heavy and light
industrial projects and various service projects that require large areas and cannot be
implemented on location (A).
B - Establishment of an integrated cargo airport on an area of 600 hectares in location (B)
and the main objectives from its establishment can be summarized as follows:
Taking advantage of the strategic location of Libya in general and the Misurata free trade
zone especially, this airport can have a significant role in connecting trade movement and
transport between African markets allocated in the south and east boarders of Libya and
European countries in the north with the rest of the world. Promoting the trading activities
especially transit trade inline with the international standards for commercial air cargo
systems. This project is expected to be of interest to international shipping companies and
contributes to meet the demand of air cargo services, as the area around Libya lacks this type
of specialized airports. Since the airport is part of the Misurata free trade zone and is
centralized in the industrial location with its various divisions, it will facilitate exporting and
importing goods and at lower costs, and will be an addition to the free zone with the seaport
for facilitation and development of import and export movements. The airport will attract
international and domestic freight companies to transport goods between Misurata Free Zone,
African countries, European countries and then to the world.
C - Building a new port for container transit trade with an area of 500 hectares and 18m depth
to accommodate large vessels. This project aims to achieve several goals including:
 Transforming the Misurata free zone to a main transit port in the Mediterranean region
for container and goods.
 Establishing a trading center to facilitate and encourage container transit and exchange
between African, Asian, European and American continents.
 Encouraging manufacturing and transforming operations and supporting national
economy with oil-alternative financial resources for income.
 Providing job opportunities and initiating professional training; and gaining technical
and administrative expertise.
 The second project includes the expansion, modification and maintenance of the road
network between Misurata and southern Libya to the borders with Chad and Niger
countries; and the establishment of transit trade stations and customs centers to
support transit trade to the African countries.
The main objectives of the project are:
1. The development of the Libyan infrastructure linking it with free trade zones to attract
transit trade to maximize gains to the Libyan economy.
2. Development of free zone neighboring geographic areas, and villages and cities along
the way to create more direct and indirect employment opportunities.
3. Establishing industries and activities using raw materials from some African countries
that do not have seaports by facilitating the export of their products to the Libyan
market or to export through the free trade zone.
4. Help build and establish specialized or general free zones in southern Libya, and then
on the routes of Africa to establish free zones in important locations representing
transit trade stations that link target markets with the Misurata free trade zone. Also
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establishing investment activities in the targeted free zones that provide employment
opportunities in the Libyan south areas, by establishing industrial activities in the free
zones to establish export activities relying on raw material available in south Libyan
cities and areas.
3.5.2. Tamanhint free zone
Tamanhint area located in the south of Libya, 30 km northeast of Sabha city; the biggest
city in the south and the third-largest city in Libya. The Tamanhint free zone was established
by the resolution of the Council of Ministers No. 196 of 2015 as a free belonging to the free
trade zone of Misurata. The zone was to enjoys all the advantages, exemptions and facilities
stipulated by law (9) of 2000 on regulating transit trade and free zones.
Figure 7. Maps of current free trade zones in Libya

Figure 8. Maps of proposed free trade zones in Libya

Source: Misurata Free Trade Zone.
The main objective from its establishment is to encourage transit trade, industry and
manufacturing operations, which can be summarized as follows:
1. Establishing industries based on raw materials available in the area:
There are several sources of raw materials in the area which can be utilized to establish many
industries. Clay which is used in many industries, sand which can be used in industries of
more than 110 projects, according to the studies of the Libyan Industrial Research Center, in
addition to the availability of rocks, limestone, iron, cement, marble and raw materials used in
the ceramics industry.
2. Establishing the manufacturing and logistics industries based on agricultural products:
There are several agricultural crops in the areas of southern Libya adjacent to Tamnhint, on
which production and processing factories can be set up, for the conservation, collection and
export. Such crops as grain, soy, potato, citrus, legumes, vegetables and dates.
3. Establishing service activities in the field of aviation:
Due to the fact that Tamanhint was an airbase in the past, it is possible to benefit from the
presence of the Tamanhint Center for the maintenance and development of aircraft on an area
of 10 km fully equipped. The centre includes workshops, administrative buildings and
aircrafts assembly and maintenance facilities.
This project is offered for investment to be used in several engineering projects, including:
4. Assembling light aircraft as a first stage provided that the manufacturing stage is
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gradually introduced.
5. Manufacture of spare parts for cars and aircraft, and the manufacture of construction
equipment and tools.
6. Establishing an international aviation centre for training and engineering serving local
and African companies. There are efforts to establish other proposed trade zones in
free trade zones in (Ghadames - the borders with Algeria), (Ghat-the borders with
Niger), (Al-Qatroun - near the borders with Chad and Niger) (Waw El Namousborders with Chad), (Kufra - borders with Sudan) To be complementary to and
interconnected with the Misurata Free Zone. As shown in Figures 7 and 8.
3.5.3. El Mreisa free zone (Benghazi)
The importance of establishing this free zone is its geographical location and the
availability of investment opportunities factors linking northern Libya, facing Europe, to its
southern region, adjacent to sub-Saharan African countries and then to the rest of the African
countries. This importance is evidenced by several indications, including the use of the United
Nations organizations of the airport (Benina - Benghazi) and the port of Benghazi to deliver
relief shipments to African countries that have gone through crises in the past, despite the lack
of sophisticated and integrated infrastructure of roads and airports and modern commercial
ports.
The establishment of El Mreisa free trade zone (Benghazi):
El Mreisa Free Zone is the second free trade zone to be established in Libya. The Free
Zone was established on an area of (1200 hectares) as a project that is expected to contribute
to the improvement of the eastern region economy in particular and Libya in general. It is
located west of Benghazi coastal city in eastern Libya, which is the second largest Libyan city
after the capital Tripoli and about 1000 km away. El Mreisa was approved by the Ministerial
Council Resolution No. (744) 2007. In 2013, an establishing committee for the free zone was
formed by the decision of the Minister of Economy No. (372); with the task is to prepare a
vision for the operation of the zone in the best way possible ensuring competition to attract
foreign and Libyan investors to invest in it and to update the economic feasibility study
prepared by the Economic Research Center in Benghazi in 2007.
Significance of construction: According to studies conducted with the help of local and
international expertise houses including the Center for Research and Economic Sciences,
University of Benghazi and some international studies centers, on the current and future trade
movement. It was found that: The Mediterranean basin accounted for 29% of the world trade
movement during the period from 1995-2005 which can be divided as follows: European
Union 39% - Asia and Japan 37% - Middle East 15% - Africa, north west and south Sahara
3%, the rest of the world 6%. The EU’s trade with North-West and sub-Saharan countries
accounts for 86% of its trade with the rest of the African countries. Global trade flows
indicate that more than 12% of land cargo trade goes to the African continent and that the
total trade (exports + imports) for some African countries with no sea access increased by 5.4
times during the period from 1995-2015, about once every 4 years. he importance of the
trading partners between African countries and EU, Asian and Middle East countries; as
African exports to them reached 48.2% from the total exports in 2013, while imports were
almost 77.7% during the same year. Based on this, the Libyan state considered transit trade to
be promising and an important factor in development if it’s strategically planned to utilize
local resources, and taking the necessary actions to facilitate procedures provide the needed
facilities for sea, land and air transportation. It will also create a market for some local raw
materials or semi-manufactured goods that can be marketed to the EU and African countries,
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which may have a long-term impact on the development of high-tech industries in Libya. The
Vision of the establishment of a free economic zone that reflects the strategic and
developmental vision of the Libyan economy and works as an important connection link
between the Africa, Asia and Europe.
Expected Objectives:
 Attracting foreign investments and domestication of exports industries.
 Job Creation and training opportunities for all national segments.
 Domestication of export industries and creating bonds with local economy.
 Importing technology and acquiring skills of modern management.
The proposed scheme of subdivisions of the proposed El Mreisa free zone.
Table 4. Previous division of the free zone
The industrial division:
- Manufacturing industry zone
- Seaport zone
- Industrial services zone
- Sewage treatment station
- Oil services zone
- Power plant and sea water technology
Source: www.efz.ly.

The civil division:
- Tourist service area
- The smart city
- Financial services area
- Media services area

Investment steps:
Several initiatives were taken to attract investment by contacting foreign investors such
as the Arab-Chinese Chamber, the Libyan-British Businessmen Council and the LibyanEuropean Chamber who have been engaged into serious discussions to invest in these
projects.
The El Mreisa free zone is expected to create about 60,000 direct job opportunities for
Libyan youth and more than 450,000 indirect job opportunities in Libya in general, according
to the economic feasibility study prepared by the Center for Research and Economic Sciences
in 2007 and the technical report prepared by the scientific team assembled by the Benghazi
University in 2013.
The main present obstacles:
- Land ownership issues between some residence who possess old deeds and the state. There
is an overlap in the ownership of the lands allocated for the establishment of the free zones.
Although the legal ownership in the real estate register is in the name of the ElMreisa free
zone since 2005.
- The presence
presence ofof political
political division
division in
in the
the state’s
state’s institutions,
institutions, the
-The
the political
political instability
instability and
and
security
security situation
situation are
are most
most important
important current
current obstacles.
obstacles.
4. RESULTS
There are certain useful insights which have been obtained from the data collected for
this research. This section presents the preliminary results obtained from primary and
secondary data, as highlighted below:
1. Free trade zones are one of the most important direct investment opportunities to
enhance the foreign trade sector in particular and the economic sector as a whole
provided that there are opportunities and elements of success, including adequate and
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integrated feasibility studies.
2. There is a direct and important relationship between direct investments and the growth
of trade between the two countries, especially in the field of domestication of
industrial and commercial investments in the free trade zones based on the mutual
benefits between the investor and the host country in achieving the objectives of
economic and social development.
3. The Mediterranean region is of vital strategic importance to the continents of Africa
and Europe, because of the potential of this region to communicate by sea, land and
air. Creating a Mediterranean link rather than separating them, with multiple
opportunities for joint investment to be exploited in joint projects to ensure stability
and prosperity in the region.
4. The existence of regional economic blocs has promoted the establishment of common
or separate free trade areas with concessions, exemptions and services provided. While
the most important economic objectives of the establishment of free trade zones are: to
increase the volume of exports and the growth of foreign exchange income, transfer of
technology, create jobs and reduce the budget deficit, in addition to their contribution
to the revitalization of global trade.
5. As a result of the stages of development experienced by the free trade zones in their
concept, types and objectives, the most important development is the shift from
regions to collect goods and re-export only, to manufacturing zones and domestication
of industries, technologies and associated expertise in an environment close to the
sources of raw materials. This type of investment, often long-term, contributed to
stable and sustainable development.
6. Significant economic disparities exist between African developing countries with
natural resources and manpower, developed European countries with capital, modern
technical expertise and employment opportunities, which have greatly encouraged the
migration of labour, minds and human capacities from Africa to Europe, both legally
and illegally.
7. For better livelihood opportunities, this has harmed the security, stability and economy
of many European and African countries, as well as the daily risks to the lives of
illegal immigrants.
8. There are many attempts to establish bilateral economic partnerships between some
European and African countries, including agreements signed between some southern
European and North African countries. The aim was to unite efforts and create an
economic partnership, underlining the desire of the two continents to tap the potential
and resources available to both sides.
9. Through studies conducted by specialized research centres and Libyan international,
regional and local research centres, a plan has been established for the establishment
of 6 to 7 interconnected free trade zones to enable Libya to be an important trade
centre that contributes to the growth of trade between the continents of Africa and
Europe.
10. The sample of the geographical distribution of Libyan exports and imports over the
period (2010-2014) showed that exports and imports from the euro area to Libya were
at the top of the list. These could be considered as an important indicator of the
potential for the future growth of Libyan European trade. This resulted in the
availability of safe and converging corridors, reduced costs and transport risks, and
encouraged growth.
11. Libya has conducted some experiments through several agreements to liberalize
transit trade in order to increase trade traffic, especially transit trade, as an alternative
source of income for Libya. Moreover, Libya has taken a number of effective
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measures to establish free trade zones, the most important of which is the adoption of
the law establishing and regulating free trade zones. Notably are decisions to establish
free trade zones in western, eastern and southern Libya, near ports and airports.
The most important current opportunities for investment in the free trade zones in Libya
are the free trade zones in Misurata and Taminhint. Investment opportunities are available in
various fields, the most important of which is the export industries on the available raw
materials. The most promising investment opportunities are in the Free Trade Area (Elmrisa).
On the other hand, Libya's role, as a trade hub contributes to the growth of trade between
Europe and Africa, has been affected by several obstacles. Prior to 2011, the instability of the
vision of the political regime and the adoption of a targeted economy approach and the
intervention of the former state in the absence of stability in foreign policy affected Libya's
roll in foreign trade. Since the 2011 revolution, other challenges emerged particularly the
ratification of the constitution, which defined its political system and the identity of its
economy, and the incomplete construction of state institutions, resulting in a vacuum and the
absence of political and economic stability in Libya, especially after the political split in 2014.
5. CONCLUSIONS
Based on what has been viewed from results and theoretical literature and the available
data and information about available investment opportunities in the free trade zones in Libya,
this study concludes by presenting a number of conclusions and recommendations as well as
limitations and future research.
5.1. Recommendations
As per the conclusions presented above, a set of recommendations are drawn and should
be considered, as follows:
 To give particular emphasis and need to benefit from the conditions created by
globalization in the fields of telecommunications, transport, capital transfer and
investments, in order to exchange financial, scientific and technical benefits as well as
ease of movement of goods, services and employment.
 It is important to note that European countries have a new vision of future relations
with African countries on the basis of a lasting investment partnership, in order to
achieve mutual benefit. On the other hand, African countries, in particular, North
Africa and sub-Saharan Africa, should build on successful experiences in establishing
strong economic areas such as the European Union, to enable them to develop joint
strategies for future investments of their available resources, which will bring mutual
benefits between the State and the investor and contribute to development. Therefore,
it is strongly recommended to take advantage of the many investment opportunities
available in Africa.
 European countries should take advantage of investment opportunities in the
establishment of industrial free trade zones in African countries, in light of the
international competition for investment in Africa, especially China and Russia, which
began to direct investments in many countries where there are successful investment
opportunities.
 It is time to intensify all political, economic and security efforts of European and
African countries to develop a common vision of spatial economic development,
through long-term settlement of long-term investment projects in countries of origin or
transit of illegal immigrants to reduce irregular migration and associated instability.
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 The geographic location of Libya, which is close to the European countries, should be
exploited. Thus, utilizing the land routes linking the countries of Central, East and
West Africa in the growth of trade as ways of exchanging raw and manufactured
goods. Substances and semi-manufactured goods rather than human trafficking.
 The Libyan State should establish a clear future vision for its economic objectives
through a strategy of diversifying its sources of income and achieving its economic
security and reducing the economy's dependence on oil resources to finance its
expenditures. By supporting and developing the foreign trade sector, especially in
attracting investments in free trade zones, and taking advantage of the opportunities
and resources available to it to be a major trading centre that supports the growth of
trade between Africa and Europe.
 The necessity establish an advanced national Libyan information system that provides
the necessary information to investors within the framework of supporting the
marketing of direct investments available in the free trade zones in the fields of
manufacturing, transformation or packaging for export.
 Emphasizing the importance of localization of investment projects in the free zones
proposed to be established in the south; creating direct employment opportunities and
indirect investment opportunities through the development of adjacent areas to these
free zones and the routes linking them, which contribute to the provision of indirect
employment opportunities for citizens and immigrants. Developing of adjacent areas.
In order to achieve the above recommendations, European and African countries should
consider investment opportunities in the Libyan free trade zones, taking advantage of
available opportunities, by intervening in solutions to the stability of the Libyan state because
political and economic stability in the region will contribute to the stability of the sea area. It
will serve as a cornerstone for the growth of trade between African and European countries
and the rest of the world. Libya will become a centre for the export of goods and services
rather than a terminal for the export of illegal immigrants, and a source of security concerns
for neighbouring regional states.
5.2. Contribution of the Study
This study contributes to literature in a number of advantages. These include the
possibility of opening research fields in the fields of industrial, commercial and agricultural
investment, and opening the field for researchers to study the opportunities and possibilities
available to take advantage of the possibilities available in Libya, as an important link
between Africa and Europe, in addition to studying the economic causes of illegal
immigration, in addition to increasing research on areas Free trade and its development.
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Abstract
The purpose of this paper is to conceptualize, explain and illustrate ethical consumer
behavior in the context of today's changing world and to gain knowledge about culture and
consumer behavior that affect one another. The paper emphasizes the importance of
understanding the personal characteristics of ethical consumers as well as broadening the
concept of ethical consumerism and understanding consumer behavior and its connection to
culture in order to better formulate marketing strategies. In order to do this, we study model
of national culture, use two valuable cross-cultural models, discuss the trend of ethical
consumerism through selected studies and statistical reports, offer possible solutions to
increase ethical consumerism, and reflect on possible directions for the development of global
consumer culture influencing the creation of marketing strategies. The approach is
conceptual with illustrative examples. The main findings suggest that companies should focus
on understanding the new cultures in which they plan to operate, as well as the dimensions of
the culture of each country and have an integrated view of individual and culture. The
concept of ethical consumer behavior trend is expanding. There is a need for greater
consumer education about the reasons for ethical consumerism. It is important to formulate a
detailed scale for measuring ethical behavior in the light of different cultures. Since emphasis
on acting at a multinational level, a marketing dictionary of the corporations has now
changed. Growing cultural globalization requires standardization of marketing strategies that
must be balanced with adaptation to cultural differences.
Key words: Culture, Consumer behavior, Ethical consumerism, Global consumer culture
1. INTRODUCTION
The climate change phenomena related to global warming trend is observed since the
mid-20th century to the human expansion of the “greenhouse effect”, a warming that results
when the atmosphere traps heat radiating from Earth toward space. Over the last century the
burning of fossil fuels has increased the concentration of atmospheric carbon dioxide and this
happens because the coal or oil burning process combines carbon with oxygen in the air to
make CO2 (NASA – global climate change, 2019). To a lesser extent, the clearing of land for
agriculture, industry, and other human activities has increased concentrations of greenhouse
gases. Animal agriculture is the second largest contributor of greenhouse gas and is a leading
cause of deforestation, water and air pollution and biodiversity loss. In order to accommodate
70 billion animals, a third of the planet's ice-free land and nearly 16% percent of global
freshwater is devoted. Moreover, a third of worldwide grain production is used to feed
livestock. Scientific experts from countries all over the world under the auspices of United
Nations have concluded in the Fifth assessment report (2014.), the intergovernmental panel on
climate change, there is 95 % probability that human activities over the past 50 years have
2

Student on university postgraduate (doctoral) study Economics and Global Security

103

99

warmed the planet. Globally, economic and population growth continue to be the most
important drivers of increases in CO2 emissions from fossil fuel combustion.
The emerging impressive trend in the world is very important in this context and is called
ethical consumerism. The basis of ethical consumer behavior is growing awareness and
knowledge that is affecting consumer practices and it is based on the concept of dollar voting.
It refers to the making of consumer decisions according to social and environmental
considerations such as animal, social, and environmental welfare. Consumer behavior is the
product of culture. Probably one of the most important learned aspects of culture is a culture's
values that provide us with guidelines as to what is right in any given situation. A complete
and through appreciation of the cultural dimensions may be the most important gain to a
foreign marketer in the preparation of marketing strategies. The marketer of today must be
able to react to market change quickly and anticipate new trends within constantly evolving
the market segments that may not have existed. Emerging markets create new marketing
opportunities for marketing experts as new market segments evolve.
The objective of this paper is to gain knowledge of ethical consumer behavior as well as
to explain the theoretical background of the relationship between consumer behavior and
culture. The question that arises is the extent to which ethical consumerism is pervasive, in
what ways the value - behavior gap can be reduced, how to increase ethically oriented
behavior, and how the cultural environment influences behavior. There is a need to broaden a
knowledge of ethica consumerism, of what are the personal characteristics of ethical
consumers as well as the impact of culture on consumer behavior. Culture has a very strong
influence on consumer behavior. Therefore, after a detailed explanation of the concept of
culture in Chapter 1, we study the impact of cultural dimensions on consumer behavior. In
Chapter 2, we study the interaction of consumer culture and behavior with the help of two
cross-cultural behavior models. In Chapter 3, we explain the concept of ethical consumer
behavior, with the help of graphical representations and statistics from recent studies, explain
how the concept has expanded over time and include three studies that link ethical behaviors
to the cultural dimensions. The ethical gap phenomenon, ways to narrow it and how to
increase ethical consumerism will be explained. And finally, in the last chapter, we look at
possible directions for changing a global culture that can change consumer behavior and
influence marketing strategies like standardization and adaptation as well as product
differentiation concept.
2. UNDERSTANDING AND CONCEPTUALIZING CULTURE
Dutch social psychologist and professor of organizational anthropology and international
management Geert Hofstede (2001), refers to culture as the „collective programming of the
mind that distinguishes the members of one group from another“ and explains the mind stands
for the head, heart, and hands – that is, for thinking, feeling and acting with consequences for
beliefs, attitudes and skills. Hofstede explains the concept of culture by defining mental
programming or „software of the mind“ in both of his books: Cultures consequences:
Comparing values, behaviors, institutions and organizations across nations and Cultures and
organizations: Software of the mind: Intercultural cooperation and its importance for survival.
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Figure 1. Levels of human mental programming
Individual - personality
- ingerited and learned
Collective - culture learned
Universal - human
nature -inherited

Source: Adjusted according to Hofstede (2001), p. 3. and Hofstede et al. (2010), p. 6.
As illustrated in in Figure 1. the individual level of human programming is unique and it
is partly inherited by individual's set of genes and partly learned. Learned means modified by
the influence of collective programming (culture) and by unique personal experiences. It is
difficult to divide individual personality and collective culture (the two interact) and there is
no consensus which phenomena are human universals. „Human nature is inherited within our
genes; within the computer analogy it is the „operating system“ that determines our physical
and basic psychological functioning (…) the human ability to feel fear, anger, love, joy,
sadness, and shame, the need to associate with others (…) However, what one does with these
feelings, how one expresses fear, joy, observations, and so on, is modified by the culture. “
(Hofestede et al., 2010)
Edward T. Hall (1976), american anthropologist and cross – cultural researcher, in his
book Beyond culture discussed that we have been taught to think linearly rather than
comprehensively, and we do this not trough conscious design or because we are not
intelligent or capable, but because of the way in which deep cultural undercurrents structure
life in subtle but highly consistent ways that are not consciously formulated „like the invisible
jet streams in the skies that determine the course of the storm, these hidden currents shape
our lives.“ He states: „Culture is man’s medium: there is not one aspect of human life that is
not touched and altered by culture. This means personality, how people express themselves
(including shows of emotion), the way they think, how they move, how problems are solved,
how their cities are planned and laid out, how transportation systems function and are
organized, as well as how economic systems are put together and function. However, (…) it is
frequently the most obvious and taken – for – granted and therefore the least studied aspects
of culture that influence behavior in the deepest and most subtle ways. “Additionally, he
explains culture as series of situational models for behavior and thought. However, central in
the definition of culture is that culture is a collective phenomenon shared among its members
and shareness is the common denominator of most definitions of culture in cross – cultural
psychology.
Culture is one of the most challenging elements of international marketplace. It is a
system of learned behavior patterns characteristic of the members of a given society (Czinkota
and Ronkainen, 1995) and the various facets of culture are interrelated „you touch a culture in
one place and everything else is affected“ it is shared and in effect defines the boundaries of
different groups (Hall, 1976). Culture is constantly shaped by a set of dynamic variables such
as language, religion, values, attitudes, manners, aesthetics, technology, education or social
institutions and international marketing experts needs both factual and interpretive knowledge
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of the culture and cultural changes. Hofstede (2010) explains that culture manifests itself not
only in values but in more superficial ways: in symbols, heroes and rituals. Values are
invisible until they become evident in behaviors. Culture affects our motives, brand
comprehension, attitudes and intentions, creates meanings for everyday products, provide
people with sense of identity and consumer perceives world through his cultural lens. (Kire
and Rajkumar, 2018) It influences on consumer and vice versa.
Symbols are words, gestures, pictures, and objects that carry often complex meanings
recognized only by those who share the same culture, heroes are persons who possess
characteristics that are highly prized in a culture and thus serve as models for behavior. And
rituals are collective activities that, within the culture are considered socially essential,
keeping the individual bound within the norms of the collectivity. Explaining the concept of
value, De Mooij (2011) suggests that values of both consumers and marketers are defined by
their culture, hence the importance of understanding the value concept, culture and the various
dimensions of culture that can explain consumer behavior differences. A value refers to a
single belief of a very specific kind, as opposed to attitude that refers to an organization of
several beliefs. Values have cognitive, affective and behavioral components. Values are
effective in the sense that people can feel emotional about them and they have a behavioral
exponent it the sense it is an intervening variable that leads to action when activated.
As observed by Hall (1976) today, the sea, he air, the waterways, the earth, the land and
what it produces have all became our commons, and are all being overused: „in a word,
unless human beings can learn to pull together and regulate consumption and production
patterns, they are headed for disaster. It's impossible to cooperate or to do any of these things
unless we know each other's ways of thinking. The answer lies not in restricting human
endeavors, but in evolving new alternatives, new possibilities, new dimensions, new options,
and new avenues for creative uses of human beings based on the recognition of the multiple
and unusual talents so manifest in diversity of the human race.“
2.1. Hofstede on cultural differences at the nation-state level
Geert Hofstede's monumental work Culture's Consequences represents more than a
decade of research. He is one of the most cited authors in his field. Many authors refer to his
work, explore its dimensions, criticize some of its components or want to expand it (as
Beugelsdijk and Welzel, 2018) Additionally, Hofstede’s dimensional concept of culture
dominates in cross-cultural psychology (which studies human behavior through the lens of
culture), international management (Beugelsdijk and Welzel, 2018) and global marketing. He
introduces a concept of dimensions of national cultures by inquiry into the philosophical
opposition between the specific and the general, the distinction between different and the
similar, unique and comparable.
Hofstede (2001) explains that degree of national cultural homogeneity varies from one
country to another and even if a society contains different cultural groups, these usually share
certain traits with one another that make their members recognizable to foreigners as
belonging to that society. He argues that he chosen to represent his work in the model because
dimensional model are preferable for research and typologies for teaching purposes. As Hall
(1976) rightfully said: „The purpose of the model is to enable the user to do a better job in
handling the enormous complexity of life. By using models, we see and test how well it works,
as well as how consistent it is as a mechanical or philosophical system…All theoretical
models are incomplete. By definition they are abstraction and therefore they leave things out.
“

106

102

Hofstede's book is about differences in national culture among matched samples of IBM
business employees across more than 50 countries and it shows evidence of similarities and
differences among culture patterns of countries (later the analysis was enlarged to more than
70 countries all over the world). The author suggests that the word culture can be applied to
any human collectivity or category: an organization, a profession, an age group, an entire
gender, or a family and that on the national level collectivity there must be mechanisms in
societies that permit the maintenance of stability in culture patterns across many generations.
Such stabilizing culture patterns are shown in the Figure 2. Changes in culture, as argued by
the author, come mainly from the outside, trough forces of nature or forces of human beings.
Figure 2. Stabilizing culture patterns

Source: Hofstede, G. (2001), p. 12.
With his thoughts ahead of his time, Hall (1976) showed understanding of national
culture as he stated: „the Germans, the French, the Italians, the Spanish, Portuguese, and
English, as well as Scandinavian and Balkan cultures, all have their own identity, language,
systems and nonverbal communication, material culture, history, and way of doing things.“
De Mooij (2015) explains that international marketing generally works with national
level dana (GNI/capita, educational levels) and adding cultural values of the nation levels is
useful for international researches who want to understand the differences in consumer usage
or preferences which are not captured by differences to income or demographic factors. The
comparison of national cultures presupposes that there is something to be compared and that
each culture is not so unique that any parallel with another culture is meaningless.
Hofstede (2001) has created dimensions as follows:
1. Power distance, which is related to the different solutions to the basic problem of
human inequality
2. Uncertainty avoidance, which is related to the level of stress in a society in the face
of unknown future
3. Individualism versus collectivism, which is related to the integration of individuals
into primary groups
4. Masculinity versus femininity, which is related to the division of emotional roles
between men and women
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5. Long-term versus short-term orientation, which is related to the choice of focus for
people's efforts, the future or the present.
In a new edition of Cultures and Organizations (2010) a new dimension has been added
which is called indulgence versus restraint which is defined as a tendency to allow relatively
free gratification of basic and natural human desires related to enjoying life and having fun.
These five dimensions were empirically validated, and each country could be positioned on
the scale represented by each dimension. However, the country scores do not provide absolute
country positions but only their positions relative to the other countries in the set. Since the
focus of this paper is cross-cultural consumer behavior, we will discuss that aspect further
looking at the dimensions of the nation’s culture. Hofstede correlated each dimension with
components of behavior, personality traits or consumer behavior (which is contained in
separate chapters or tables). We will now explore some of the characteristics of consumer
behavior by different dimensions. Hofstede (2001) observed that country consumption data
showed many meaningful correlations with uncertainty avoidance index, and in cases there
were stronger correlation with UAI (uncertainty avoidance index) than with GNP per capita
or purchasing power parity. In the consumption of beverages and food figures suggest that
there is a link between UAI and search for purity and simplicity (for example UAI correlated
positively with the use of mineral water and the sales of fresh fruits and sugar). Interestingly,
UAI correlated negatively with the adoption of new media, conventional media, use of
Internet, newspaper reading, and book reading which suggest for low UAI countries have
more open-minded mentality in searching for information and in acceptance of innovation. In
financial matters, people from higher UAI countries invested less in stocks and more in
precious metals.
If we look at the dimension od individualism, some of the behavioral traits shown by
persons in countries with greater individualism are: high public self-consciousness, extravert
behavior, attitudes toward others independent of group membership, confrontations are
normal, less conformity behavior, emotional expression of happiness encouraged and sadness
discouraged. In high IDV countries people were more likely to live in detached houses and
less likely to live in apartments and they were more likely to possess home and life insurance.
They more often engage in do-it-yourself activities such as painting walls and plumbing, they
read more books and lead a self-supporting lifestyle.
The position of a country on the masculinity/femininity dimension is reflected in the
sharing buying decisions between family partners and it seems that cultural values influencing
role behavior which are latent in the more traditional countries become manifest when
countries modernize. Status purchases are more frequent in masculine cultures. In feminine
cultures more people wore cheap watches and watches in feminine countries served less as a
symbol of success. In feminine cultures people also bought less jewelry and read more fiction
books. Masculine cultures showed more confidence in the advertising industry as opposed to
skepticism of feminine cultures which is explained by advertising reflecting US masculine
values.
Today, the question is whether culture is more homogenized or polarized and does it
cross national borders. Zovko (2018) contends that the significance of the border has not
disappeared but its function has been altered: "In contrast to natural boundaries, borders as
social processes are not a spatial fact with sociological consequences but a sociological fact
that is spatially formed." The author states that sometimes the boundaries of the state and
society coincide, but most often this is not the case. Beugelsdijk and Welzel (2018) point out
that culture, according to their research, is changing, and that this is reflected in the results of
the dimensions of the countries. Their main findings were that cultural change is substantial
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and that societies have become more individualistic and more joyous. There is a change in the
direction of less trust and more distrust, but these changes are relatively small compared with
the cultural change observed for individualism and joy. Authors conclude that cultural
differences can be explained by three factors: economic development, generational effects,
and a country’s unique geographic location and political history. Economic development and
generational shifts account for half of the variation in cultural change. However, their findings
imply that national cultural differences are quite persistent over time and relative country
rankings tend to be rather stable. Hofstede's model has proven to be useful for better national
cooperation and understanding as well as devising marketing strategies.
3. THE INTERACTION OF CULTURE AND CONSUMER BEHAVIOR
Consumer behavior can be defined as study of the processes involved when people select,
purchase, use or dispose of products, services, ideas, or experiences to satisfy needs or desires
(De Mooij, 2011). It is a process that includes the issues that influence the consumer before,
during and after the purchase. Science of psychology studies human behavior at the individual
level, sociology studies human behavior at group level. But cultural forces operate at each
level and author argues that culture is more than a social or environmental influence.
Personality and culture are interconnected in various ways. Previšić and Ozretić Došen (2002)
propose a model of consumer decision making process in which the consumer 's decision is
influenced by two components: interpersonal (influence of culture, society and family) and
personal (needs and motives, perceptions, attitudes, learning and concept of oneself). Instead
of categorizing behavior aspects according to the separate disciplines, De Mooij (2011)
suggests, we need an integrated view of the individual, culture and society. For understanding
the influence of culture on consumer behavior, marketers must integrate culture in various
components of human behavior. Artifacts and abstract elements of culture must be separated
so that consumer behavior consequences of culture can be specified. Cultural values should be
included as an integral part of the consumer and not as an environmental factor. The
individual-culture relationship is two-way and both sides have an equal meaning in
influencing and changing. The individual creates the culture and he is the product of the
culture. An individual may behave according to cultural norms, rules and customs, but he is
also the initiator of the creation and change of culture.
Consumer has multiple roles within the culture (Kesić, 1999):
1. As a product of culture, the individual expresses conformism and he is motivated to act
in a determined manner in every situation
2. As the bearer of culture, the individual seeks to demonstrate the desirability of an
accepted behavior and to instruct others to adopt the behavior
3. As a beneficiary of culture, he adopts common attitudes, values and behaviors and
promotes his own interests
4. In the role of creator of culture, the individual participates in changing existing values
and seeks to introduce news and changes.
The first three roles of the individual constitute his static acceptance of existing cultural
goods, and only the fourth role means the active relationship of individuals in changing the
existing material and spiritual values of culture. Kesić (1999.) finds that the buying cycles of
individual products differ from one cultural group to another. While certain ethnic groups buy
food products daily, Western European cultures are supplied weekly and only some products
are purchased daily. Of course, depending on the time intervals of the purchase, the decisionmaking process itself will be different.
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Luna and Forquer Gupta (2001) present the model of the mutual influence of culture and
consumer behavior, as shown in a Figure 3. An individual's behavior is the result of
individual's cultural value system for a particular context. Individuals' cultural value systems
are developed over time as they are socialized into a particular group. Societal culture as well
as regional subculture and familial values all influence the formation of an individual's
cultural value system. Thus, the cultural value system includes cultural elements that
individuals have in common with the groups to which they belong, as well as idiosyncratic
values unique to the individual.
Figure 3. A model of the interaction of culture and consumer behavior

Source: Luna, D.; Gupta Forquer, S. (2001), p. 47.
Kesić, (2011) finds that impact of culture on consumer behavior can be assessed in two
ways: directly and indirectly. As the author explain, the direct influence is reflected in the
effect of culture on the formation of values, beliefs, attitudes and predispositions, and the
personality of the individual as an internal group of variables and the influence on the
willingness to buy as the penultimate phase of the purchase, Indirect influence also implies
influence on all the above categories, but through various primary and secondary groups. In
this case, the secondary influence of these groups is reflected in their interpretation of
particular categories of culture and the transfer of values thus interpreted to the individual.
Figure 4 shows another valuable cross – cultural consumer behavior model that focuses
on the influence of culture on human behavior that is relevant for international marketing.
Furthermore, in this model income is also one of the components.
De Mooij and Hofstede (2011) explain that if there is no income, there is little or no
consumption, so income is placed in a separate box and added to the model. In this
framework, there are structured cultural components of the person in terms of consumer
attributes and processes, and cultural components of behavior in terms of consumer behavior
domains.
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Figure 4. Cross – cultural consumer behavior framework

Source: De Mooij, M.; Hofstede, G. (2011), p. 182.
Cultural models explain differences and help develop strategies that target consumers
across cultures more effectively.
4. GLOBAL PHENOMENON OF ETHICAL CONSUMER BEHAVIOR
Over the last years, more and more people around the world have become better informed
and more aware of the origins of the goods they purchase on a day-to-day basis, the buying
policies and practices of the shops they visit and the policies and principles of the services
they buy. The use of Internet and social media is changing the culture and increasing
awareness and knowledge that is affecting consumer practices and may cause the difference
between someone buying a particular product or service or not.
There are a number of reasons for the development that will be discussed here and which
is commonly referred to as ethical consumerism, ethical consumption, ethical purchasing,
moral purchasing, ethical sourcing, ethical shopping or green consumerism. Fundamentally,
ethical consumerism is a form of consumer activism, in other words, consumers taking
responsibility for their decisions in purchasing goods and services that is based on the concept
of dollar voting, positive buying, moral boycott and empowering other consumers to make
ethically informed consumption choices.
As explained by Papaoikonomou, Ryan and Valverde (2011), ethical consumer behavior
refers to the making of consumer decisions according to social and environmental
considerations such as animal, social, and environmental welfare. Early research was
narrowly focused on the study of the green consumer but since the 1990s, more issues related
to the welfare of society have been included, thus broadening the conceptualization of ethical
consumer behavior. Presently, there is a growing multidisciplinary literature on the evolving
and dynamic phenomenon of ethical consumer behavior, with contributions from sociology,
ethics social psychology, anthropology, human geography and economics. Sudbury-Riley and
Kohlbacher (2016) point out that ethical purchasing is conscious and based on a particular
ethical or social issue rather than based on taste, color or design. They note several important
themes that need to be included in the concept such as environmental issues, social justice,
human rights and boycotting as a form of anticonsumption that can be targeted at particular
products made by companies with the lack of corporate social responsibility.
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Ethicaly concerned type of consumer chooses goods and services that respect the
environment and human beings, paying attention to the impact made by the whole life cycle
of the product (production, selection, transportation, purchase, use, maintenance, handling and
disposal) in order to implement consumption models that aim to modify practices as well as
economic and environmental patterns in the long term (Signori and Forno, 2016).
Consequently, ethical consumerism might serve as a form of social control of business,
providing incentives for companies to be more socially and environmentally responsible and
an increase in the number of responsible consumers would play an important role in
encouraging a change in production processes. Consumers are, therefore, promoters of a more
sustainable society both through their act of consuming (or not consuming) goods and by the
pressure they can place on the producers, peers, local governments and so on.
Nowadays a critical approach to the choice of goods is one of the megatrends in
consumer behavior: people began to pay much more attention to health, environmental
friendliness and naturalness of products. Recent review of global consumer trends for 2019.
(Euromonitor International) find consumer consciousness one of the megatrends. As it is
explained in the review, conscious consumers have respectful and compassionate approach to
consumption that embraces mindfulness of other human beings, animals and environment.
Animal welfare is the focus of the conscious consumer approach and animal – friendly
consumer behavior is rising fast in developed economies: „Veganism, the practice of
abstaining from use of animal products for any purpose is increasingly adopted by a wide
range of people…from the health conscious, to those concerned with animal welfare to those
who see how the environment is negatively affected by industrial meat production…even in
developing regions, in countries such as China, Indonesia and India, young, urban, middleand high-income consumers are also advocates of the new Conscious Consumerism trend“.
The chart-supported Euromonitor's review states that it is not only meat and dairy alternatives
that conscious consumer buy, they choose clothes that are leather- and fur free and use nonanimal-derived ingredients in their beauty and personal care products. They support cosmetics
brands that are cruelty-free and are not tested on animals. For more than one-fifth of
respondents in Euromonitor's survey data, the product feature „not tested on the animals,
cruelty-free and 100% vegan“ influenced their purchasing choice in color cosmetics.
As a result, what used to be domain of ethically positioned niche producers, is now being
embraced by mainstream foodservice, cosmetic and clothing companies. To further illustrate
the trend, the ethical consumer markets report (2018) shows that on all components of ethical
consumerism one can see that it is on the rise. The report, often used by UK Government,
shows that in many sectors in the United Kingdom, consumers are turning towards more
sustainable options as their concern for the environment grows. Green energy grew an
impressive 56.3% in 2017, ethical food and drink was also up 16.3%, fueled by growing sales
of vegetarian products. Figure 5. shows the components according to which the report
measured ethical consumerism and the measured results.
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Figure 5. A year on year comparison of the components of ethical consumerism

Source: Ethical consumer report 2018.
Ethical clothing increased by 19.9% and buying second-hand clothing for environmental
reasons increased 22.5% (Figure 6). The report states that the strength of such spending is
remarkable since UK retail sales fell in 2017. for the first time since 2013. and have remained
challenging since.
Figure 6. A year on year comparison of ethical personal products consumption components

Source: Ethical consumer report 2018.
Figure 7 presents the growth of all seven categories of ethical food and drink. The market
grew by 16.3%, the largest increase since 2012. The report highlights the £ 657,000,000
market for vegetarian and vegan products in the UK, as well as a 52% and 153% increase in
the number of vegeterians and vegans. The statistics are particularly impressive among the
younger population, amongst the ages of 18-25.
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Figure 7. A year on year comparison of ethical food consumption components

Source: Ethical consumer report 2018.
Over a quarter of those who responded to YouGov survey (The ethical consumer research
association) stated that they had avoided buying a product or using a service due to its
negative environmental impact in the past year – an increase of 65% since 2016. New
renewable energy providers have seen remarkable growth in recent years. More and more
consumers are turning to renewable energy, in the face of growing concern about climate
change. Much of the UK population are currently operating personal boycotts over ethical
issues and according to the Ethical consumer's survey, at least 49% of the UK population have
chosen not to buy a particular because of concerns about its ethical reputation.
The most popular types of personal boycott operated by shoppers in the UK, in October
2018, were against businesses with poor animal welfare standards (31%), a negative
environmental impact (27%) and unethical corporate practices (19%). Since 2016, there has
been a 65% increase in those that have avoided buying a product or service due to its negative
impact on the environment.
EU agricultural outlook for markets and income 2018-2030, by European Commission,
states that meat consumption per capita in the EU is expected to gradually decline and the
decline in consumption will be affected by an increasing preference for a lower meat intake
and meat substitutes. This reasons are stated: growing social and ethical concerns (animal
welfare, water pollution), environmental and climate issues (carbon footprints), health
concerns (supported by the WHO), an ageing European population (with lower protein needs)
and lower availability. A declining trend in meat consumption is more pronounced for the EU,
compared to other countries. At global level, according to the Outlook, dairy is one of the
consumption categories in which organic products are most prominent and the Six Member
States (Germany, France, the UK, Denmark, Sweden and Austria) account for more than three
quarters of EU organic milk production. Organic milk supply is forecast to increase in the
coming years, in particular in Germany and France, and to a lesser extent in Denmark. The
decreasing trend in EU liquid milk consumption should continue over the outlook period. In
the 10 years to 2018, it declined mainly due to a drop in the EU-15 (almost 8 kg per capita
less, as compared with an increase of close to 2 kg in the EU-N13).
In the last decade, sales of plant-based drinks more than doubled, in particular for nonsoya drinks, which represented more than 40 % of plant-based drinks in 2018 (as compared
with 17 % a decade ago).
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Figure 8. Retail and foodservice volume of plant – based drinks (million liters)

Source: EU agricultural outlook for markets and income 2018-2030.
Due to the impact of increased demand for ethical products, production is changing. EU’s
organic viticulture has shown a significant growth over the last 7 years. Growth has been
strongest in Spain where the share of organic vineyards increased from 5 % in 2010 to 11 %
in 2017. In 2016, around 9 % of EU vineyards were organic with the highest shares in Italy
(15 % of Italian wine area), Spain (11 %) and France (9 %). According to the Outlook, it is
expected that organic wine production will continue to grow until 2030. With strong demand,
the growth of organic production will depend on future price premium for organic wine,
which compensates farmers for lower yields and higher costs. Fruit is one of the most
important sectors in the organic market, and over the outlook period, further expansion of
organic apple, peach and nectarine production is predicted, due to growing demand in the EU.
The increased demand consequently leads to more purchases of Fairtrade and BioTrade
products and provides greater support for such initiatives: „the growing demand among global
consumers for natural and environmentally-friendly products continues to offer growing
opportunities for BioTrade and against this background, UNCTAD, with the support of the
Swiss State Secretariat for Economic Affairs launched the Global BioTrade programme:
Linking trade, biodiversity and sustainable development for 2018-2022.“(UNCTAD, 2019).
As a response to the 2030. Agenda for sustainable development, UNCTAD’s BioTrade
initiative has been amplifying its efforts to encourage sustainable trade activities. BioTrade is
being implemented in over 50 countries in Asia, Africa, the Americas and Europe in sectors
such as personal care, phytopharma, food, fashion, ornamental flora and fauna, handicrafts,
textiles and natural fibers, sustainable tourism, and forestry-based carbon credit activities. As
of 2017, sales by BioTrade companies and initiatives amounted to US$4.8 billion showing a
very significant increase from US$40 million in 2003.
As Garabedian (2007) contends, people show a more responsible approach to their
consumer choices due to the combination of two factors: the breadth of choice and consumer
awareness. Active propaganda of a healthy lifestyle and environmental protection imposes its
imprint on consumer behavior and, in turn, companies are reflecting the changes in customer
attitudes by introducing new business trategies, principles of corporate social responsibility
and moving towards the concept of sustainable marketing. Consequently, consumer concerns
tend to widen to include new values such as origins of manufacture, level of packaging,
pollution generated during manufacturing and so on. This, new type of consumer emphasizes
the responsible and altruistic character of the act of consumption as opposed to purely egoistic
consumption in the economic sense. Thus, the new dimension of the consumer requires to
integrate other parameters in this level of consumption.
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An important question that arises is whether we can determine the personal
characteristics of ethical consumers and how to identify global customer segments for
successful implementation of marketing strategies. Papaoikonomou and Valverde (2011)
provided selected studies and identified the profiling, modeling and understanding the ethical
consumers. Some of the main findings related to the profiling were that ethical consumers
tend to be university educated, young and women, opinion leaders, careful shoppers,
distrustful of advertising, politically left and altruist, extrovert, agreeable and conscientious,
feel accountable for the impact of his purchases on the world. However, some studies find
that there is no sociodemographic, gender or clear profile for ethical customers. Main findings
related to modeling ethical consumer behavior include the facts that can predict future
behavior such as: positive attitude, personal distress and empathy, ethical self-identity, the
hierarchical structure of the values-attitudes-intention-behavior, past environmental behavior
that affects perceived psychological consequences of actions, environmental and animal rights
motives influencing attitudes towards organic food.
When we examine the components of ethical behavior across cultures - in terms of
national cultures - that is, if there are changes in the components of ethical behavior when we
change the cultural context, it is possible to use Hofstede's dimensions of culture. The study
provided by Kim and Choi (2005) shows understanding of green buying behavior by focusing
on how collectivism, environmental concern, and PCE (perceived consumer effectiveness as a
belief that a person has that his actions has power to change something) drive ecological
consumptions as well as how relate to each other. Collectivistic individuals who value group
goals and cooperation might be highly motivated to make proenvironmental choices and
greater perceived self-efficacy directly influences the likelihood that consumers actually
engage in green purchase behavior. Authors explain that, unlike general product purchase
decisions, ecological consumption choices are future and group oriented and instead of instant
gratification for the buyer, using green products often provides benefits for the entire society
in the long term. Environmental concerns also had a direct, positive influence on green
purchase. However, environmental concerns that reflect an individuals’ belief toward the
environment appear to be not related to their collectivistic tendencies. The paper concludes
that corporations need to be aware that consumers would only act if they believe that
purchasing green products would make a difference in saving the environment.
Figure 9. Modified model of green purchase behavior
Collectivism

Environmental
concern

PCE

Green purchase
behavior

Source: Kim, Y. and Choi, M. S. (2005), p. 597.
According to various studies, ethical consumers have a higher level of education. For
example Euromonitor's global survey about ethical consumerism (2017) has found that 71%
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of respondents who buy ethical products have a graduate degree and that awareness varies
considerably with educational level. College and university graduates displayed the highest
consciousness regarding important environmental considerations. This suggests that greater
consumer education is required to help people appreciate scientific claims and the health
benefits of eco-friendly products and implies new marketing strategies. Globally, consumers’
interest in living ethically peaks after the age of 30, in line with the height of their careers and
earning potential. However, in developed markets there is stronger engagement with
environmental values among the over 60s consumer base.
The effects of cultural dimensions on decision making in marketing field has been
researched by Lu et al (1999). They studied differences along Hofstede's typology in the US
and Taiwan and point out that culture is an important determinant of ethical beliefs. In an
increasingly interconnected and globalized world, and in line with the megatrend of ethical
consumerism, marketers should segment the world market and create new strategies, one of
the segments could be the segment of millennial ethical consumers.
The Niesel global survey of corporate social responsibility and sustainability (2015)
pooled more than 30000 consumers in 60 countries throughout Asia - Pacific, Europe, Latin
America, the Middle East and North America. Consumers were asked how much influence
factors such as environment, packaging, price, marketing, and organic or health claims had on
their purchase decisions and millennials were the most willing to pay extra for sustainable
offerings (findings show percentage of 73%). Additionally, the rise is in percentage of
respondents under 20, also known as Generation Z. A study done by Rasmussen-Hansen and
Louver (2017) and consisting of 755 participants (students in colleges of business or
commerce in the USA, India and China) also shows that millennial students are both
interested in and thoughtful of environmental values, their relationship to environmental
responsibility confirms that many of the previously found millennial values toward the
environment were held consistently by students in business schools around the globe. Beyond
being millennials, the commonalities between these students were the fact they were
business/commerce students nearing graduation, and each lives in a country that is one of
three comprising the largest ecological footprint. However, while students in each of the three
countries completed the same survey, „responses received from students in India had, in
general, longer narratives that were thoughtful and described environmental sustainability in a
holistic manner, which authors contributed to a greater Hofstede's femininity score.
With consumers directing consumption in favor of much more respectful of the
environment and social equity, the meaning of responsible business is shifting, demanding
companies to improve minimum ethical standards even for regular products and change
practices that are no longer sufficient for the consumers.
4.1. Closing the gap between values and behavior with pro-environmental learning
When talking about the megatrend of ethical behavior, it is important to mention an
interesting phenomenon that may affect the way research questionnaires are compiled and
conducted. Attitude-behavior gap or value-behavior gap is situation where stated ethical
intentions are rarely acted upon in terms of actual ethical consumer choices.
Sudbury-Riley and Kohlbacher (2015) contend that opinion research and actual buying
rarely match, and that behavior gap is recognizable across many nations. They suggest that
attitude-behavior gap is not unique to ethical consumption and that such behavior was
observed across a range of non-consumption related behaviors. However, they state that
attitude towards behavior impact intentions, which can then predict behavior in a specific
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context. They explain that rather than solely measure attitudes or intentions there is needed at
least a scale that asks what people actually do to help the environment.
Zralek (2017) refers to behavior gap as the „side effect“ of the definition of sustainable
consumption and discrepancy between positive attitudes toward sustainable consumption held
by consumers and their unsustainable behaviors. Author explains neutralization as a defense
mechanism that consumers use and points out at several different techniques of neutralization
such as “defense of necessity” – if certain behavior is perceived as necessary, the acting
person does not need to feel guilty about its consequences and “denial of the necessity of law”
– in case of given type of behavior there are no laws, they cannot be violated.
In Maio (2012) experiment students have randomly been given one of two tasks: they
would either spend 10 minutes writing a defense of why they thought the value of equality
was important or not, or the students would complete simple tasks that merely mentioned
equality in some way (e.g. by rating their feelings about equality). After, it was measured how
much the participants discriminated against members of an arbitrary group of people that was
created in the lab. Participants who have thought about why they value equality showed less
discrimination than participants who have merely been reminded about the value. Author
Conclude that „concreteness may matter the most: those who refer to specific examples and
particular situations are the ones whose actions are most affected by the task. “ Babutsidze
and Chai (2018) argue that social norms and imitation processes have real potential to help in
the diffusion of pro-environmental behavior. Authors point out that the tendency to imitate
others can be interpreted as part of a population learning process through which consumers
learn to act in a manner that is in line with their underlying concern about climate change.
Results of their research suggest that an important feature of imitation process is that
consumers may respond in a heterogeneous fashion to observing pro-environmental behavior.
Research by Signori and Forno (2015) suggests influencing the actual transformation of
intentions into consumer behavior but with taking into account the influence exerted by the
socio-economic context in which these practices are shaped. Solidarity Purchase Groups, in
which research was conducted, have strong cultural impact on changing attitudes and general
behavior regarding sustainability related issues, people not only change their consumption but
they also feel more collaborative and trustful towards others, more interested in politics and
have an increased sense of social effectiveness. Authors point out that members tend to have a
high level of education .They highlight how amongst the participants there is an increase in
the consumption of organic food (79.4%), seasonal food (68.1%) and local produce (80.6%),
with a drop in the consumption of meat (42.5%). Additionally, co-education role in these
groups encourages responsible consumption.
Aditionally, the report by European commission - Attitudes of European citizens towards
the environment (report presents the results of the Special Eurobarometer public opinion
survey on the environment in the 28 European Union countries in 2017) show increase in
environmentally positive behavior. More than nine in ten respondents (94%) say that the
protection of the environment is important to them personally, four in five Europeans (81%)
agree that environmental issues have a direct effect on their daily life and their health and
more than four in five Europeans (84%) agree that they are worried about the impact on their
health of chemicals present in everyday products. However, we can observe the smaller
percentages related to their direct influence on the environment. When asked about their
personal use of single use plastic carrier bags, more than a third (38%) say they have cut
down on their use in the last 12 months, while a similar proportion (42%) say that they cut
down their use before the last 12 months. Respondents were asked to identify the actions they
had personally taken in the past two years to reduce harmful emissions into the air. The two
most mentioned actions are frequently using public transport or a bicycle, or choosing to walk
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instead of taking the car (35%) and replacing older energy-intensive equipment (hot water
boiler, oven, dishwasher, etc.) with newer equipment with a better energy efficiency rating
(32%). Around one in eight respondents (13%) say they have changed their home heating
system from a higher-emission system to a lower one (natural gas, pellets, electricity, solar,
etc.). Report states that more than six in ten respondents in the EU (62%) say that they have
undertaken at least one action to reduce harmful emissions into the air. We can observe the
difference versus 94% who say protecting environment is important to them personally.
Additionally, there are differences between countries; for example, respondents in Sweden
and Cyprus are more than twice as likely as those in Croatia and Poland to say that protecting
the environment is very important to them.
Garabedian (2007) explain that the consumer information environment is all the more
important as the quality is unobservable. At the macro level consumer have to be informed of
the global environmental situation (level of soil pollution, toxicity of pesticides, etc.) and
respect for workers (average wages in certain countries, working conditions and exchange,
etc.) and at the microeconomic level, the information should be about the product itself and
does this product contain the ethical elements. Author states that according to a study by the
CSA - Agence Bio (2003) 87% of consumers (...) of organic product say they would consume
more organic products if they were more readily available in their usual stores.
The reasons for not purchasing ethical products, although that was the original intention,
can also be trivial in nature and include: insufficient amount of money at the time of purchase,
shortage of the wanted ethical product at the particular retail outlet, or substantial discounts
and aggressive proportion of competing unethical products present at the particular retail
outlet.
Narrowing the gap represents a challenge of great practical and theoretical importance in
different fields of sustainability practices. The solution to this could be some new learning
practices. In this regard, Jokic (2019) in the chapter of the book Looking into the future in
2068 announces the trend of continuing formal education that will continue into the 21st
century, predicts that higher education will be legally compulsory in democratic societies and
more flexible forms of education combining formal, non-formal and informal education.
Education needs to be actively adapted to social and economic change and the advancement
of science and technology. The advancement of education as well as techniques in the field of
psychology that have been explained will help bridge the value-behavior gap. Aditionally, we
can relate personal characteristics such as extraversion, a culture that encourages ethical
behavior, and mental processes such as learning with the Demooij's model in figure 2 and
chapter 4 to predict ethical behavior and create new marketing strategies based on learning
and raising awerness.
5. GLOBAL CONSUMER CULTURE
After centuries of technological progress and advances in international cooperation, the
world is more connected than ever and the question one must as is if there is a global world
culture that affects consumer behsvior and consequently marketing strategies? Is the world
becoming more homogenous or the homogenization of markets is unlikely and finally, how to
determine marketing strategies in that context?
Until recently, the main opinion of scholars was that world is becoming more globalized.
Globalization is defined as complex and multifaceted phenomenon, a process of integration
and interaction among people, companies and governments worldwide. Globalization is the
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word used to describe the growing interdependence of the world’s economies, cultures, and
populations, brought about by cross-border trade in goods and services, technology, and flows
of investment, people, and information (Peterson institute for international economics, 2019),
a business initiative based on the belief that the world is becoming more homogeneous and
that distinctions between national markets are not only fading but, for some products, will
eventually disappear (Czinkota and Ronkainen, 1995) and it refers to a wider human
rendezvous (to bring together at a particular time and place), which is particularly relevant in
relation to culture (Nederveen Pieterse, 2019).
James (2005) argues that globalization may become more totalizing than it is now, but
can never be completed and it is „no more than the extension of matrices of social practice
and meaning across the world – space…it is layered and uneven process , changing in its
form, rather than able to be defined as a specific condition.“ And in recent years,
globalization really has changed if judging by increased global interactions due to advances in
transportation and communication technology. Today’s world is interconnected like never
before. DHL Global connectedness index report 2018. shows the world's overall level of
global connectedness – taking into account the depth and breadth of trade, capital,
information, and people flows – reached a new record high. As shown in Figure, the Global
connectedness index rose to a new peak level in 2017, and it had steady increased before 2007
– 2008. when the global financial crisis has given way to a volatile expansion trend.
Figure 10. Global connectedness, depth and breadth, 2001 – 2017.

Source: DHL Global connectedness index report (2018).
As identified in the report (2018) the depth of globalization measures how much of a
given type of activity (exports of goods and services (%GDP), foreign direct investment
flows, portfolio equity stock, telephone calls, migrants, university students, tourists) could
take place either within or across national borders is international rather than domestic. On all
the metrics international activity is smaller than domestic activity. Gross exports of goods and
services added up to 29% of GDP in 2017., flows of foreign direct investment equaled 7% of
gross fixed capital formation, 7% of the telephone calls (including calls over the Internet)
were international, and just 3% of people lived outside the countries where they were born.
Although the authors of the Global connectedness report 2018. concludes that the world is
more globalized, they emphasize that it is less globalized than most people perceive: „In
business, the limited depth and breadth of globalization imply that one-size-fits-all strategies
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are seldom the best choice. Substantial adaptation to cross-country differences is usually
required, and the research indicates that managers who overestimate the depth of
globalization more than others do are more likely to overlook such adaptation requirements“.
Czinkota and Ronkainen (1995) have expressed a thought that could be applied to the
present time: ”Globalization has become one of the most important strategic issues for
marketing management (…) Many forces, both external and internal, are driving companies
to globalize by expanding and coordinating their participation in foreign markets. Marketers
may occasionally be able to take identical technical and marketing concepts around the
world, but most often, the concept must be customized to local tastes.“
Similarly, Cateora and Graham (2002) find that the growing globalization of the markets
that gives rise to standardization must be balanced with the continuing need to assess all
markets for those differences that might require adaptation for successful acceptanc and that
global communications and other worldwide socializing forces have fostered a
homogenization of tastes, needs, and values in a significant sector of the population across all
cultures. The authors conclude that in spite of forces of homogenization, consumers also see
the world of global symbols, company images, and product choice through the lens of their
own local culture and its stage of development and market sophistication.
Indeed, it is the question of great importance for any company wishing to do international
business, whether to use an adaptation or standardization marketing strategy and even more
importantly to what extent. Another question we need to ask is will the future trends in global
culture affecting consumer behavior be more homogeneous or heterogeneous?
In that context, the definition the cultural globalization refers to the transmission of ideas,
meanings, and values around the world in a way as to influence, extend and intensify social
relations which reflect standardization of cultural expressions. We can say that cultural
globalization, along with economic and political globalization, is part of the overall process of
globalization. An aspect of cultural globalization, is cultural homogenization and it refers to
the reduction in cultural diversity in a way of increasingly similar values. While explaining
the meaning and character of cultural globalization, Tomlison (2007) wrote: „this increasing
connectivity is, in many ways an obvious aspect of our lives (…) it increasingly influences the
styles of food we eat, the music, cinema and television that forms our entertainment, and
social and material anxieties and perplexities that characterize everyday modern life: “from
the shadow cast by terrorist attacks to worries over global warming, influenza or how
fluctuations in the global economy are likely to affect our job security, our taxes (…) it is
quite clear that we are living in a much more globally connected world today than even 20
years ago, and in longer historical terms the level of global interdependence is without
precedent.“
Magu (2015) argues that the processes of interconnectedness and greater cultural
integration through travel commerce, migration and recreation have brought exposure to
human rights and capitalist democracy and these interactions affect both Western and non –
Western societies causing a hybrid rather than a distinct, pure cultures. He states that
interconnections have led to respatialization and re – structuring of human relations
occasioned and supported by rapid developments in technology, communication and
language.
The Global connectedness index has shown that we are moving towards increasing
interconnectivity that leads to a change in consumer behavior, greater innovation and success
of companies operating internationally. However, globalization may be under pressure of
recent geopolitical tensions. Global trade is increasingly afflicted by uncertainty, with perhaps
the biggest current cause being the ongoing trade dispute between the US and China.
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Uncertainty is compounded by Brexit, the exact nature and effects of which are still unclear.
Political risk map 2019. predicts that transition to a multipolar world is likely to continue.
While the US, China, Russia, and to a lesser extent the EU and Japan, will remain the most
powerful actors, emerging powers such as India, Iran, Saudi Arabia, Turkey and Brazil will be
increasingly important players. Isolationist and protectionist sentiments and practices have
arisen in some countries, halting, at least momentarily the process of globalization.
Similarly, O'Sullivan (2019) predicts a fully multipolar world composed of three (perhaps
four, depending on how India develops) large regions that are distinct in the workings of their
economies, laws, cultures, and security networks – is manifestly underway. He discusses that
until 2018, multipolarity was a more theoretical concept and more something to write about
than to witness. He contends that this is changing quickly: “trade tensions, advances in
technologies (such as quantum computing), and the regulation of technology are just some of
the fissures around which the world is splitting into distinct regions. Multipolarity is gaining
traction and will have two broad axes (…) the poles in the multipolar world have to be large
in terms of economic, financial, and geopolitical power (…) the essence of multipolarity is not
simply that the poles are large and powerful but also that they develop distinct, culturally
consistent ways of doing things. Multipolarity, where regions do things distinctly and
differently, is also very different from multilateralism, where they do them together“ Jokic
(2019) announces a multipolar world divided into several zones of different social order. Part
of the zones will be governed by democratic and in some, autocratic regimes. He discusses
that only a few societies will be nationally designated. Zone inequality will grow and
education will be one of the key sources of inequality. They will be stratified by knowledgerich and knowledge-poor societies. A knowledge-rich society will nurture critical thought and
the ability to collaborate. One can conclude that if culture will be polarized in a way of
culturally distinct ways of doing things, thus consumer behavior will change in that context,
and this means marketing strategies and new marketing standards will be designed
accordingly.
From the perspective of consumer impact on culture, the Mintel Consumer trends report
(2019) announces trends in consumer behavior in 2030, that will be related to a sense of
value, to be respected and supported, finding solutions through technology, understanding and
expressing oneself, finding mesurable benefits from investments), seeking for stimulation and
experiences, feeling connected to the external environment and seeking physical and mental
wellbeing.
Cleveland et al. (2019) argue that fusion of global consumer culture with local elements
and homogenization of markets is highly unlikely and that pluralistic cultural dispositions and
identities are differentially activated accordingly to the context (to make a valid predictions of
consumer behavior. According to the author, global consumer culture is not standardized
entity or homogenous influence across consumption domains, but rather conditional, and
therefore episodic. He states that consumers various social identities exist next to each other
and consumers might embrace a global culture in one context and not in another context.
Czinkota and Ronkainen (1995) stated that various external and internal variables influence
the degree to which the firm will cater the unique needs of each of the markets it will enter
and that decision is critical to all marketers, small and large, in their attempt to serve
customers better, regardless of their geographic location, while maintaining overall
profitability.
Products can be differentiated by their composition, by their tangible features such as
packaging or quality, or by their augmented features such as warranty. The core product may
be the same or very similar for different consumer cultural groups and in relation to
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competitors' products, leaving the marketer with tangible or augmented features of a product
to achieve differentiation (Figure 11).
The authors noted that psychological expectations may vary dramatically from one
market to another without having a dramatic effect on the core product, yet warranting a
careful assessment of choices to be made.
Figure 11. Elements of product differentiation concept
Core product: core
benefit or service
Tangible features:
packaging, brand
name, quality, styling
Augmented features:
after - sale services,
warranty, installation,
delivery and credit

Source: adapted from Czinkota, M. R.; Ronkainen, A. I. (1995), p. 263.
When it comes to the dilemma of using standardization or product adaptation, there are a
few other things to consider such as: government regulation (legal restrictions, nontariff
barriers, imposing metric standards on products,), conflicting needs of the domestic and
international markets, cost savings in production and marketing, cost of adapting, resources,
global connectedness, global competition, local competition, market opportunity, differing
consumer behavior patterns, regions and countries with a similar cultural background, climate
and geography (product has to be protected against longer transit times and no nonalowed
preservatives have to be used).
What is essential, is to conduct the investigative research involved in determining, for
example, features that would be most appealing to consumers and to investigate and explore
consumption patterns, psychological patterns and cultural criteria. A correct interpretation of
a culture in terms of language, religion, aesthetics and education affect contributes to better
sales of products or services and greater customer satisfaction.
6. CONCLUSION
Along with dramatic shifts in global politics, the increasing scope and level of technical
and economic growth has strengthened the dissemination of information related to
environment and human rights, and thus encouraged the spread of ethical consumerism
megatrend. This paper explained the emergence of the global phenomenon of ethical
consumerism through selected recent research and through profiling of ethical customers. It
can be concluded that ethical consumerism behavior is broadening in terms of more issues
related to the welfare of society, environment and animal rights have been included in the
concept and it is on the rise. Conscious purchasing is based on a particular ethical or social
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issue rather than based on a taste, color or design. Such values contribute to making
companies more socially responsible but from the perspective of the customer, it must be kept
in mind that advertising of companies related to social responsibility is sincere and based on
specific figures in terms of how much they help the environment. Buyers should support
biotrade and fairtrade products as much as possible and thus support such producers and they
need to be informed about the treatment of animals and the environmental impact of the meat
industry. The figures suggest that most ethical consumers have a higher level of education and
are more informed, and in this respect it is necessary to educate customers more and more
about the reasons for conscious consumerism. A reason to encourage greater education and
awareness is to bridge the gap between value and actions of the consumers. The solution to
this could be new learning practices. In this regard there is a need of continuing formal
education and more flexible forms of education combining formal, non-formal and informal
education. The advancement of education as well as the techniques in the field of psychology
that have been explained will help to bridge the value-behavior gap.
This research has shown that culture and individual behavior are interrelated, and we
have explained this using selected models. It is important for companies to know the culture
and mindset of consumers in a foreign market. Expanding markets around the world have
increased competition for all levels of international marketing. To keep abreast of the
competition and maintain a viable position for increasingly competitive markets, reflecting on
global perspective is necessary. Global competition also requires quality products and rapidly
advancing technology, but the company should consider whether there are sufficient
resources.
However, indicators as well as the opinions of scientists prove that the world is not
globalized to the extent we expect it to be and standardization is not sufficient as a marketing
strategy, but rather knowledge of local cultures as well as learning about the concept of
cultures and their relationship with consumer behavior. The political risk map, and many
scholars predict the emergence of a multipolar world, which will surely influence consumer
behavior as well as various aspects of creating a marketing mix. The megatrend of ethical
consumerism is changing marketing perspectives and refines international business practices
and certainly need to be examined in light of company goals.
This research may be a good basis for future research because of the detailed approach to
ethical consumer behavior as well as the relationship between consumer behavior and culture.
Tips for future research are related to the fact that the field of ethical consumerism is
expanding and there are new ways of ethically-minded consumer behavior as well as new
products should be taken into account in the research; there is a need to explore in detail the
personal characteristics of ethical consumers; it is important to formulate a detailed scale for
measuring ethical behavior in the light of different cultures; in the case of value-behavior gap
research, the questionnaire should include questions asking consumers to describe specific
actions and evidence regarding the domain of ethical consumerism to keep the results as
accurate as possible; there is a need to better investigate ways to increase ethical consumer
behavior and education to reduce attitude-behavior ethical gap and finally there is a need for
research into the societal concern for animal welfare.
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CONSUMER PRICES IN EU COUNTRIES: DO DIFFERENCES
STIMULATE RETAILERS?
Dario Dunković
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Abstract
The paper deals with the differences in international consumer price levels across the
Union. At first, the differences are examined in theoretical framework of factors that influence
pricing. The impact of the degree of competition in the retail market will also be addressed,
as well as management response on pricing. The aim of this paper is to understand the
reasons for significant dispersion and convergence among the levels of consumer prices of
food and consumer goods in the Single market. Such economic circumstances broadens the
space for retail internationalization because it stimulates retailers to exploit differences in
purchasing power and consumer habits through different marketing strategies in order to
achieve better profitability.
Key words: consumer prices level, price dispersion, retailer, EU market
1. INTRODUCTION
Buying from different national markets customers are confronted with different levels of
retail or consumer prices. The level of consumer prices signals the position of the national
economy and the standard of living that prevails in the country relative to other countries.
Conceptually, price level refers to the price sensitivity of an individual market (Ancarani and
Shankar, 2004). Prices of food and other goods in the European regions and countries diverge
significantly as the prices of products and services are higher in some regions and lower in
other regions and countries. The Consumer Price Index (CPI) in Europe is rising, as illustrated
in Chart 1, which reveals that there has been a price increase of about 15% over the 10-year
period and that is a trend. For retail price research, it is important to point out that there is
wide divergence in prices across countries (ACROSS and GfK, 2018), and this is mostly
attributed to unequal purchasing power among residents (eg, a Luxembourg resident has 8.8
times more purchasing power than a Bulgarian resident) and different procurement and
operations costs.
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Figure 1. Index and trend of consumer prices increase in EU countries in period 2008 2018

Source: Trading economics, available at: https://tradingeconomics.com/europeanunion/consumer-price-index-cpi (accessed 02.10.2018).
Studies comparing price levels between geographically different markets within the same
economic activity generally reveal that prices of some products are resistant to geographical
dispersion (e.g., cement, fuel), while others, such as food, are not (Schmalensee, 1989).
International retailers are following price discriminating policy against geographical, national
and local markets because it has proven to be beneficial for greater profitability. Where they
can afford it, they increase their margins by increasing sales prices in certain markets.
Consumer price level analysis provides macroeconomic insight into the situation in the retail
market and thus facilitates an understanding of other market conditions and trends, but also
creates a foothold for the planning and positioning of retailers. The distribution sector in
which retailing plays a major role, has the function of intermediation between producers and
consumers, which affects the functioning of the overall European market economy. Retailing
also plays a key role in European monetary policy as it shapes commodity and service prices
and thus directs cash flows.
Consumers with more purchasing power are less sensitive to prices than those with less
power. Therefore, it is likely that those with less money on disposal will put more effort into
finding better prices and will be better pricing experts in different stores and even good
pricing experts in certain regions, if required by purchase. Online shopping just makes it
easier to search and compare prices, which works for sensitive buyers. However, price
sensitivity depends on other factors too. In more developed markets where customers are
better connected to the Internet, where information on offers and pricing is promptly available
online and where prices can be more easily compared, there is less price sensitivity (Lynch
and Ariely, 2000). Likewise, Zettelmeyer (2000) finds that, if e-commerce is widely
available, the average level of internet pricing is likely to be lower than in conventional store.
Therefore, when researching and comparing price levels between countries, it is important to
understand the impact of the retail structure of online and offline sales channels on the level
of retail prices. Given the higher saturation of online and multichannel retailers creates more
space for price competition all that puts additional pressure on price levels, which can
ultimately affect the level of retail prices in the market.
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2. FACTORS IN FORMING PRICES
The Boston Consulting Group (2006) formed a matrix of the relationship between retail
prices and the accessibility of stores to provide a recommendation on how to respond to
competitiveness growth in the European retail sector. They are invoking for a market trend
where shoppers are looking for lower prices and more convenient stores. In countries where
higher density of shops (the number of shops per capita) automatically prices of groceries are
more favorable, naturally when prices are adopted to the purchasing power of the belonging
population. Thus, they point out Denmark, Germany and Switzerland as the countries with the
highest density of stores and the lowest prices of groceries when adjusted to their purchasing
power, while Italy, Portugal, Greece and Poland are positioned in the opposite part of the
matrix because there is a low density of shops and because of their purchasing power the
inhabitants over there can afford the least. Furthermore, the results of their market research
reveal that customers are more and more inclined to shop at stores that offer expected value at
low prices such as hypermarkets and discounts, and at the same time are less likely to spend
in convenience stores. This scenario suggests that discount prices are increasingly dictating
the level of retail prices.
For 65% of European consumers, price is the most important factor in making a
purchasing decision, therefore more important than product quality, service and performance
(Nielsen, 2013). Price competition is becoming more and more visible and is increasing as
opportunities to compare retail prices across specialized online platforms are increasing,
making customers more informed about decision making. Therefore, to observe the level of
prices in European retail, it requires to consider the degree of competitiveness among retailers
and the market concentration that prevails, since knowing the impact of these forces on prices
makes it easier to create an explanation for price differences between European countries.
Schmalensee (1989) concludes that it is difficult to determine the effect of concentration on
prices because there are conflicting contributions, but there is certainly a greater correlation
between market concentration and price levels than there is between concentration and
profitability. Where competition is higher, it is obvious that market competitors will respond
more quickly to change and adjust prices, as the behavior of competitors will have a greater
impact on their pricing strategy. There is a perception among European retailers that there is a
high degree of competitiveness in the market, although, on average, only 27% say that their
pricing policy relies on competition, which is why they use sticky prices or "flexible pricing",
while most of 54% form prices by adding a percentage margin (Álvarez and Hernando, 2006).
Furthermore, the results of the same authors obtained by the survey reveal that in France and
Belgium, almost 40% of retailers form prices according to competitors' prices, while in
Germany they do so only 17%. Nijs et al. (2007) showed what these factors are and how
much is individual impact to the store price level. At first, the upmost influential factor is the
former price, which is reflected in the formation of future prices, as customers expect it (the
most significant contribution to the price variation is 62%). Then, second in importance, the
wholesale price stands out because the cost of purchasing the goods is the main variable of
profitability where the contracted wholesale prices depend on the forecasted sale of the goods
(a change in the wholesale price can affect the price variation by 26.4%). The third factor is
demand, which affects the price variation in the range of 11-16%. Managing categories of
goods is considered to be the fourth factor because price formation considers the selling
prices, purchase prices and demand of competing commodities within the category to achieve
the best possible profitability of the category as a whole (participation in variations in price
formation is 7,9 - 9,6%). Price competitiveness and store turnover are the last factor because
lower promotional prices at a competitive store can have the effect of lowering the price and
lowering the retailer turnover (participation with 5.5% in price variation). These somewhat
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unexpected research findings impose the order of importance of a particular factor in making
a decision on pricing. Thus, for example, by placing great importance on price competition
and store turnover when pricing, retail management can reduce profitability and impair
performance. Otherwise, sales and turnover are often identified, although there is a difference
between them. Store turnover is related to customer frequency and quantity of goods. For
example, a buyer can buy one hundred pieces of mineral water bottles, which generated a lot
of traffic because it significantly affected the stock of goods, however, this did not
significantly affect sales due to the low price of the item. Likewise, a store can have a lot of
traffic by visiting a hundred shoppers (sightseeing visitors), but if only ten of them have made
a purchase, it indicates a small effect of traffic on sales because a small proportion of them
have turned into buyers. Store turnover should be distinguished from sales. Traffic without
sales arises fixed cost because the customer enjoys a part of the cost-generating retail service.
3. COMPETITION EFFECT ON CONSUMER PRICES
Competitiveness among European retailers depends on a number of factors, among which
Reynolds and Cuthbertson (2014) highlight: consolidation (consolidation, takeovers and
mergers create more powerful business systems) leading to increasing concentration in the
retail market; then market dynamics, labor productivity, adoption of Internet technologies and
differences in price levels. Retail price level research shows that market consolidation brings
greater efficiency and creates pressure to reduce the general price level (Bolton, et al., 2010).
According to Kotilainen et al. (2010) the VAT rate and low population density are very
important factors affecting higher prices of goods and services in some parts of Europe such
as Finland and Sweden. Also, the effects of market regulation (e.g. aggravating circumstances
for the construction of larger area stores in smaller local areas, limitation of working hours
and working days) impairs retail performance, which puts pressure on margins in some parts,
especially in Italy, and then has the effect of increasing price levels (Schivardi and Viviano,
2011). For Croatian retailers, joining the European Union marked a slight drop in prices for
food and consumer goods, primarily due to the removal of some administrative barriers.
Croatia is a small market facing geographical fragmentation, burdened by a poorly developed
logistics network, and a market that is accompanied by high operating costs embedded in the
trading margin so that it is positioned among the highest in Europe in terms of retail prices
(Euromonitor, 2018).
Differences in the structure of market competitiveness affect price levels. If there is a
high population density in one geographic area that makes up a large market, and in another
there is a low population density, this larger market attracts more retailers to open stores.
Sparsely populated regions, which are small markets, can withstand a low density of stores so
that differences in the number of shops per capita and the pressure of competition between
regions can be expected to be large. Where store density is lower, the level of retail prices will
be expected to be higher than in these regions where there is higher density and prices will be
approximately uniform.
The severity of competition in the market dictates the frequency of price review and price
level adjustments in stores. If there is a lower intensity of competition, it is expected that the
management will conduct a less frequent price adjustment process. Figure 2 shows the
analyzed data from a survey conducted among retailers in nine European countries.
Management with an idea to operate in a less competitive environment audits prices at longer
intervals throughout the year. The more intense the competition (e.g. strong competition) the
higher frequency of price audit occurs as a result of the reaction to competitors' behavior. It
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can be seen that in markets where there is a very strong competition, as many as a third (about
34%) of all retailers initiate frequent (more than 4 times) price adjustments.
Figure 2. Retail price audit given the degree of market competition
Percentage of retailers
examined

80
60
40
20
0

Very weak
competition

more than 4 times

Weak competition

Strong competition

between 4 and 12 times

Very strong
competition

les than 4 times

Source: Álvarez and Hernando (2006).
The market concentration of the top five (CR5) of food retailers in most European
countries is over 50%. In 2000, the rate averaged around 43% to show 2015 data increasing to
an average of 52% (European Parliament, 2016). It follows that it is important to investigate
the impact of the degree of market concentration, as a pronounced trend in European retail, on
the movements of retail prices. Market concentration indicates the degree to which a small
number of "n" companies, most often three or five leading companies, serve the overall
market. If the concentration is small, this means that the leading "n" companies do not
significantly affect market movements. Thus, the smaller the market concentration index in
retail, the stronger competition among players can be expected, since the power is equally
distributed. Increasing competition in retail is not only affected by lower price levels due to
pressure on margins, but also by price dynamics such as the frequency of promotional price
reductions (Dobson and Waterson, 1997). The higher the concentration, the closer the market
is to the state of the oligopoly, where then total consumption is divided into just a few rivals.
To the best of our knowledge, several empirical studies have been conducted to assess the
impact of concentration on the level of consumer prices in the European food and consumer
markets. Some have also been encouraged to facilitate competition decision-making. A
market structure in which greater competitiveness drives down prices and increases consumer
well-being (Dobson and Waterson, 1997). The results of a survey of the impact of retail
concentration (using the Herfindahl-Hirschman Index, HHI) on consumer price levels (using
the Harmonized Index of Consumer Prices -HICP) show a very positive relationship between
retail market concentration and price levels by analyzing a sample from multiple European
countries (Ciapanna and Rondinelli, 2014). The authors conclude that higher market
concentration can be expected where the price level is higher because it is profitable to open
(or take over) new stores so that large and powerful are expanding, thus further concentrating
the market.
Market concentration also varies significantly between countries. In 2015, Croatia
recorded a CR10 index of 82% and a CR5 of 65% (AZTN). The Belgian and German retail
markets are dominated by the highest concentration among European countries
(Bundeskartellamt, 2014). According to GAIN Report (2016) in Germany, the five leading
retailers hold a high 86% of the retail market: Edeka Group (Edeka + Net) with 25%, Rewe
Group (Rewe + Penny) with 15%, Schwartz-Group (Lidl + Kaufland) with 15 %, Aldi with
12% and Metro Group (Real and Metro) with 5%.
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The research carried out by Ciapanna and Rondinelli (2014) also covered the influence of
the concentration of supply groups on the price level. The results reveal the opposite, positive
effect on prices, i.e. higher concentration of purchasing groups (such as: AMS-Sourcing,
EMD, BIGS, Coopernic, Alidis / AgeCore, Eurauchan) leads to lower consumer prices of
goods. These are in a more powerful bargaining position with the manufacturers. Higher
ordered quantities of goods allow them to lower their prices further, which means lower entry
prices and more space in the formation of sales prices.
Research has been carried out at the request of the European Parliament on the impact of
takeovers and mergers in the retail sector on the price level in the European retail space. The
results show that these processes had no effect on prices (European Parliament, 2016). Price
levels were observed on a sample of 11 categories of goods in 171 stores before and after
takeover in 2009-2013 and the results show that the process did not affect prices, however, it
created a negative effect on the diversity of supply. Which means that prices have not risen
with either retailers that were part of these processes or competitors, but as a result buyers
have experienced a narrowing of the range of goods.
There are significant discrepancies in the levels of retail prices among EU Member States
(European Central Bank, 2011). However, prices also vary between regions within the same
Member State, apparently to mitigate the present disparity in income levels or GDP among
residents of different regions (Jansky and Kolcunova, 2017). Thus, for example, a higher
price level was observed in Bratislava, Prague or Bucharest than in the rest of Slovakia, the
Czech Republic and Romania. Average retail prices in Member States are much lower than,
for example, prices in Switzerland or Norway, and can be compared to retail prices in the
United States. The dispersion of price levels is expected due to the variation in the amount of
disposable income per country, labor costs and infrastructure, but also due to different tax
burden on final consumption (e.g. VAT and excise duty rates). Generally, higher income and
purchasing power in highly developed countries such as Germany, the Netherlands or France
enables customers to have greater availability of higher quality and thus more expensive
products. Consumer price levels have an impact on living costs because the greater the share
of disposable income has to be spent on basic necessities and food, the less resources are left
for entertainment, recreation, tourism, education and other uses that increase the well-being of
the population.
Table 1. Sales Value, Number of Stores and Sales Area by Format of Top 10 Retailers in
Europe in 2015
Retailer / group
Schwarz Group
Tesco
Carrefour
Aldi
Edeka
Rewe Group
Leclerc
InterMarché
Auchan
Sainsbury
TOP-10 total
ALL – EU1
Share TOP-10 (%)
1

Sales in bil. €

Discont Hipermkt.
59.2
17.1

Supermkt.
-

Number of stores

Discont
10,224

Hipermkt.
1,218

Shopping area in mil. m2

Supermkt. Discont
9.7

Hipermkt.
4.8

Supermkt.
-

-

40.3

5.9

-

1,105

742

-

5.1

0.9

1.7

26.7

25.0

814

701

6,302

0.6

5.4

4.5

49.4

-

-

8,123

-

-

6.4

-

-

14.2

4.8

26.0

4,820

316

5,985

3.6

1.4

5.1

11.0

1.3

27.0

3,534

101

6,325

2.5

0.3

5.7

-

27.6

1.8

-

589

165

-

3.2

0.2

0.9

3.6

24.5

305

125

2,194

0.2

0.5

3.4

-

19.2

7.9

-

478

2,572

-

4.3

2.1

0.03

19.6

3.6

13

374

227

0.0

1.6

0.3

136.4

160.3

121.6

27,833

5,007

24,512

23.1

26.5

22.2

179.7

259.5

322.5

46,297

9,001

91,259

35.2

45.0

57.5

76

62

38

60

56

27

66

59

39

The figure covers the value of the entire retail sector, that is, all retailers in the European Union.

Source: European Parliament (2016).
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Statistics of the European Central Bank (2011) show that price levels vary more between
countries than within countries. Significant differences in price ranges exist between
manufacturers and brands and among retail formats (Wagner, et al., 2012). The intensity of
the spread and the high percentage of discounters (according to the data in Table 1, a quarter
of the total Union-wide retail sales come from discount stores), then the trend of
strengthening brands and online retailing generally acts to lower the general level of retail
prices in Europe. Price dispersion across countries is lower for goods than for services, with
smaller differences in the prices of electronic devices, clothing and footwear, and larger
among food categories. Other factors that influence the imbalance of the general level of retail
prices include supply chain constraints, population demographics, costs of production and
energy, weather conditions and exchange rate differences.
From all the above, factors affecting price levels across countries can be categorized into
structural, natural and market (Nooteboom, 1982; 1986). Structural factors include the VAT
rate and regulatory levies on products such as excise duties on alcoholic beverages,
differences in personal incomes, and regulation affecting sales costs (eg restrictions on
advertising or working hours, etc.). The retail structure also plays an important role in this
category as large stores and chains, due to their economies of scale, can offer lower prices
than smaller stores. The greater proportion of large stores and discounters in the retail
structure creates additional pressure on price competition and lowers the general level of
consumer prices. In Germany, discounters carry more than a third of retail sales, while in
France their share is around 6% (Planet Retail, 2014). Labor productivity also has an impact
on the price level because it depends on the amount of operating costs. In some European
countries, where regulation restricts the working hours of traders more strictly and dictates the
types of contractual relations with workers, labor costs are higher, which is maintained at
higher margins and retail prices. The Croatian regulatory framework governing labor relations
has a restrictive effect on the scheduling of working hours and the manner of employment of
workers, it is more rigorous and rigid than, for example, the Dutch one (Dunković, 2017) so it
is the main cause of high labor costs in Croatian trade.
In online commerce, the geographical blocking and selective pricing of goods and
services depending on the country from which the customer visiting the web shop comes is
also a valuable example of how the same items are offered at different European prices in the
single European market. Structural market failures may include infrequent cases where
visitors from Croatia are offered a higher online price on a web shop in Germany for the same
item than visitors from Germany or Austria because they will not pass on those markets with
a higher price because of the richer supply and higher price competition. There have been
many examples of non-transparent and segmented pricing by online retailers offering the
same product on their web shop at a different price to those customers who, according to the
internet address record, access a web shop from another country where purchasing power is
lower / higher and the price level is much lower / higher.
Different price levels can also be explained by natural factors such as climatic conditions,
geographical features, local customer preferences as well as differences in tastes, culture and
lifestyle, and the costs that customers have as an integral part of search and purchase. The
price of butter is much lower in northern European countries where it is more commonly used
for cooking than in southern European countries where the market for this product is less
developed due to less demand.
The third category is market conditions, which allow retailers and distributors of price
variations to gain attractiveness and competitiveness (e.g. the described impact of
concentration is an important factor in market conditions). The cost of transportation also
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depends on market conditions as it affects the entry and sale price of the goods. Pasta from
Italy was expected to be sold at a lower price in Italy than in France or Spain, for example.
The scale of innovation in online, conventional and multi-channel retailing has
contributed to increased competitiveness, but also increased customer satisfaction. The digital
economy is stimulating the emergence of new business models and retail formats where
customers feel even stronger price competition and greater cross-border shopping
opportunities. Internet technologies are influencing the buying decision process, including
price transparency, as shoppers can now easily search for offers and prices online and buy
goods offline; or search offline and shop online. Price competition is increasing and
customers are increasingly feeling it, with online pricing platforms and similar tools making it
easy for buyers to price information about goods and services on the market to compare and
make better informed purchasing decisions. Comparison of prices at which various retailers
offer goods is also available on mobile devices. According to a study by Nielsen (2013), for
65% of Europeans price were the backbone of the decision to buy food and consumer goods,
ahead of all other factors such as quality, service and product characteristics. The survey finds
that 57% of shoppers compare product prices during each purchase, while 35% sometimes do
so.
4. PRICE DIFFERENCES
The level of prices in the national market is important macroeconomic factor when
planning sales, pricing and deciding whether to expand to foreign markets. Under normal
conditions, if the national market records a higher level of retail prices than another market, it
signals the existence of higher retail prices in that market and the demand for better quality
goods. The level of final consumption of households is also useful because it shows the total
outflow of funds for goods and services, i.e. the purchasing power of households in the
national market, which is also reflected in the level of gross domestic product. The index in
Figure 3 compares the final household consumption figures in some European countries.
Figure 3. Household final consumption index in 2017 in some European countries (EU28 = 100)
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Source: Eurostat (2018).
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Household consumption in North Macedonia is the lowest among European countries,
but some EU member states such as Poland and Romania are in a similar position. The index
for Croatia shows that households spend 91% of the EU-28 average. Countries with a higher
standard of living also have a higher value of consumption per household.
Retail price levels for consumer goods and services across countries can be compared
using a specific statistical methodology. First, it is important to explain the significance of a
special price level index (PLI), which in relative terms shows the ratio of prices of a group of
goods or services in a country to the overall average of prices of a group of goods or services
in the countries under observation. In order to compare the price of a kilogram of sugar or a
liter of sunflower oil in Croatia with the price in Denmark, Bulgaria or the average price at the
level of all countries, the purchasing power parity concept (PPP) is used in the statistical
methodology. It is common to compare prices at the commodity group level, such as food,
non-alcoholic beverages, alcoholic beverages, tobacco, etc. If the sugar package in Croatia
costs 0.90 EUR and in Denmark 1.59 EUR, then the PPP allows an equal comparison
regardless of different national currencies. For every euro spent on sugar in Denmark, the
buyer will spend 0.56 EUR in Croatia for the same quantity and quality. Applying the retail
price level index to purchasing power parity, it can be clearly stated that the levels of final
prices of food in the European countries differ significantly. On average, food accounts for
18% of the personal consumption of households, while soft drinks account for 6% (Eurostat,
2016). The highest price dispersion (measured by the standard deviation of the deviation from
the average value) was recorded in the beverage category.
The Retail Price Level Index gives an idea of the differences in the general price level
between European countries, including specific indices for the food and non-alcoholic
beverages category. Countries in Northwestern Europe, including the Scandinavian countries
and Switzerland, have the highest retail price indices. In Denmark, the general price level is
36% higher than the EU-28 average, while in Romania the price level is half lower than the
average, from which it can be concluded that the range is dramatic because prices in some
countries are three times higher than in others. In the countries of Central and Southern
Europe the price level is about average, while in the countries of Southeast Europe they are
far lower, so North Macedonia, Albania and Bulgaria are the European countries with the
lowest level of consumer prices. Accordingly, countries can be divided into three groups,
those relatively expensive countries such as Switzerland, Sweden or Ireland, then a group of
countries around the EU average (the Netherlands, Belgium and beyond) and those below the
EU average such as Greece, Portugal and others among which also includes Croatia. The low
price level is usually signaled by the qualitative characteristics of the product, because
throughout Europe, the same brands of products can be found whose quality varies due to the
different price offered on the other market. In an article published in The Guardian (2017), the
President of the European Commission stated that "in some parts of Europe, food will not be
sold to people of a lower quality than in other parts if it is identical in packaging and branded"
... "Slovaks do not deserve less fish in Canned fish, Hungarians have less meat in their
portions, and Czechs have less cocoa in the chocolate they are being sold.
A higher level of commodity prices allows retailers to generate more revenue from an
identical basket in Croatia than in the Czech Republic or Hungary, for example. The highest
prices of food typical for Switzerland, Iceland, Denmark or Norway show that a buyer from
Slovenia or Croatia could buy there for much less value in a basket than at home. For
example, the price of packing 10 eggs in a Icelandic shop costs from 3.76 to 5.91 EUR while
in Croatia it ranges from 1.60 to 2.28 EUR. The differences in the prices of common foods
and services, as the statistics in Table 3 reveal, are large, meaning that the average prices of
some foods or services in one country can be several times larger than in another.

137

132

Table 2. Average prices of some groceries and services in euros
Flour
(1kg)

Beef
(1 kg)

Chicken
(1 kg)

Yoghurt
(1L)

Margarine
(250 g)

Sugar
(1kg)

Coffee
(1kg)

Beer Car wash
(1L)

Cinema
ticket

Cup of
coffee

Bulgaria

0,55

:

5,12

1,13

0,72

0,72

9,28

1,09

:

3,90

0,59

Czech Rep.

0,46

3,75

5,51

2,09

0,85

0,65

11,43

1,54

5,94

4,40

0,89
2,05

Germany

:

7,45

:

1,97

:

0,78

:

1,63

7,16

8,37

Spain

0,77

:

:

:

:

0,91

7,14

:

:

:

:

Croatia

0,75

7,16

7,35

1,59

0,77

0,69

10,57

1,72

5,29

3,26

1,00

Italy

0,74

10,37

9,66

4,19

1,03

1,03

11,57

1,81

11,30

7,98

0,95

Malta

0,93

6,99

7,26

3,23

1,12

1,06

:

2,67

16,00

6,53

1,58

0,53

5,90

9,05

0,89

0,90

0,98

10,39

1,65

11,69

9,48

2,21
1,27

The
Netherlands
Poland

0,56

3,15

3,67

1,67

0,59

0,53

9,86

1,27

4,15

4,36

Romania

0,62

4,13

4,63

1,36

0,67

0,66

10,78

1,61

:

:

1,13

Slovenia

0,74

7,03

7,92

1,53

0,91

0,97

9,52

1,98

7,52

5,66

1,10

Slovakia

0,46

:

5,51

1,81

0,70

0,74

11,13

1,32

6,66

4,42

1,01

Turkey

0,92

:

3,75

1,40

0,49

1,28

34,42

3,52

5,77

3,82

:

Source: Eurostat (2018).
So far, several studies on the dispersion and convergence of retail prices at the level of
European countries have been made. Intra-EU price dispersion was measured using an
econometric model by Riemer and Stokman (2009), showing that dispersion in Europe
declined significantly by observing price developments over the period 1960-2008. Although
price dispersion has increased slightly in the US during the same period, it can be said that the
level of dispersion in the US and Europe has almost equalized. Looking at the more detailed
price movements in the observed categories (food, footwear and clothing, furniture, recreation
and culture, transportation and telecom, alcoholic beverages), the largest price dispersion
appears in the housing category. The authors point out that the decrease in dispersion can be
explained by several factors that have influenced this trend, such as the harmonization of tax
rates, higher exchange rate stability (introduction of the euro), and convergence of input costs
(eg labor costs) as a result of strengthening the openness of the European market especially
since 2003. A survey of the structure of retail and wholesale prices in the Eurozone by the
European Central Bank (2011) also revealed that on average, one quarter of the retail price
paid by end customers is the value added generated by retailers through intermediation in the
supply chain.
5. CONCLUSION
In the international retail markets of the EU Single Market countries, there are large
differences in the levels of prices of food and consumer goods. The reason for above-average
improvement in half of the countries lies in a greater degree of economic development, higher
purchasing power and a better standard of living, and the consequence is the enjoyment of a
different consumer lifestyle, where some can afford more different things and others less. Not
only are national markets subject to price divergence, it is also expressed across European
regions, and it is obvious that this trend will take more momentum in the future and turn into
a challenge as price transparency over the Internet increases. The analysis of the level of retail
prices showed that the different impact of macroeconomic factors influences the level of retail
prices. This proves that retail chains that operate in multiple national markets and operate
under different market conditions incorporate price-related factors into purchasing power in
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individual countries in order to maximize their use in the benefit of better profitability.
Strengthening the market concentration of retailers has the effect of lowering the price level.
If we compare the purchasing power of consumers from Denmark or Sweden, it is quite clear
that they can buy almost twice as much goods in Croatia for the same monetary value.
Accordingly, it is desirable to investigate the effects of selling the same products in different
markets at significantly higher or lower prices and how this affects customer behavior in
cross-border online shopping. It is likely that such variations in price levels will always exist,
so it is important to investigate market responses that economic policy pushes to equalize
product quality, which can lead to deeper divergence of purchasing power.
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Abstract
The moment of disposal of the product can be of key importance to satisfaction with the
purchase and product itself. A question on how much influence factors of product availability
and its disposal that occur in purchases in the form of waiting in store queues, the duration of
the purchase itself, the energy spent in the purchase have on consumers can be an indicator
of consumer dissatisfaction due to less and less available free time in modern conditions,
which is why consumers opt for alternative forms of purchasing, such as electronic retail.
Also, on the other hand, waiting for delivering a product in electronic purchasing and the
price of delivery affect the consumer's determination to make a purchase. In this study,
consumers' reactions to these indicators were analyzed in nine Danube region countries
(Austria, Germany, Slovakia, Serbia, Croatia, Hungary, Bulgaria, Ukraine and Romania)
with a different level of development of electronic retail. The results of the survey indicate
that waiting in store queues represent an indicator and reason for which consumers switch to
Internet shopping in the Danube region. The most important indicator affecting the purchase
is the price of products in all countries. Price of delivery and speed of delivery as indicators
are not crucial when it comes to computer hardware and products for children and babies,
whilst regardless of the price and speed of delivery of the product, consumers would remain
loyal to shopping food and groceries on the Internet, as well as goods from the category of
easy perishable, fresh and frozen food.
Key words: E-Market, Consumers, Products, Delivery of Products, Socio-Demographic
Profile of Consumers, Internet
1. INTRODUCTION
In modern conditions, consumers make pressure on retailers in terms of product
availability, delivery, delivery pricing, tracking product delivery through applications, etc.
increasingly. The new requirements relate to the delivery speed and information on product
delivery to the home address of consumers, both those who buy in retail store and those who
do their shopping online. One of the notable trends that will characterize consumer behavior
in purchases in the United States in the coming period, as one of the countries with the most
developed electronic retailing, is: a change in the supply chain structure that will lead to the
extension of retailers' supply chain with innovative consumer services, which will involve the
delivery of products to the consumer's home address, regardless of the marketing channel
purchases, reducing the role of the workforce and achieving greater efficiency, effectiveness,
and the overall profitability of the marketing channel; while new generation department stores
will have a limited offer, but the expansion of supply in electronic stores with the efficient
delivery of products to consumers (McParlin et al., 2012).
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The characteristics of consumer behavior in electronic retailing in Germany show that
(Evans, 2013): 27% of German consumers would rather buy online if they could take
products in the retail store while 42% would like to buy online and have the ability to return
the product to a retail store; 44% of consumers want to determine delivery time
independently, and 33% want more options for takeover of ordered products at retailer
locations; 94% of retailers believe that tracking product delivery is crucial and necessary,
69% consumers want to track ordered products by e-mail, while 65% want the ability to track
delivery directly through the retailer's website, and half of online consumers in Germany say
that the return of ordered products is an area that needs to be improved, while 71% pay closer
attention to the return policy of a retailer.
One of the main reasons for the state of electronic retailing and the comparative
advantages of electronic retail in Japan are the low cost of delivering products; most
electronic retailers have free delivery of products ordered on the Internet to the consumer's
home, thanks to the developed delivery network and servicing companies with the delivery
done at the same day (Osaka, 2014). A factor of competitiveness of electronic retail in U.
Kingdom is lower price level than with traditional retailers, as well as low prices of product
delivery (and free delivery to the consumer's home address) (PostNord, 2014). Similarly,
there is comparative advantage of electronic retailing in relation to traditional retailers in
France in a form of lower product prices and free delivery to home address.
There is a noticeable evaluation of competitiveness of buying on the Internet in Serbia
(Filipović, 2019), from the aspect of both supply and demand, in relation to the difficulties
that are still present and in the process of removing (implementation of electronic payments,
expanding offers, post sales service, the geographical coverage of delivery, etc.) (Končar and
Leković, 2016). Authors of the study note that although this kind of shifting seems
economically rational, consumers rarely switch to electronic marketing channels in Serbia.
Bearing in mind the above listed aspects, contribution of this paper is identification of
barriers in buying on the Internet in nine Danube region countries, which are caused by the
underdeveloped and not so credible payment system, slow product delivery, impossibility of
getting insight into quality of products before buying them, etc. Objective of paper is to
analyze how to waiting in queues, duration of purchase, energy spent in the purchase, the
price of the product, waiting for delivering a product in electronic purchasing and the price of
product delivery affect the consumer's determination to make a purchase on the Internet. The
research question is whether these indicators statistically significantly depending on the
socio-demographic profile of consumers who do the shopping over the Internet in the Danube
Region countries?
2. LITERATURE REVIEW
Many researchers indicate the reasons and indicators that influence the transition of
consumers to the purchasing on the Internet. There are different approaches to research, while
some are talking about comparative advantages, others focus on behavioral reasons. What is
evident is that Internet sales is different from traditional channel sales by a certain kind of
promise to complete the order in the right place, time and cost is sold, apart from the products
themselves, which brings conclusion that one of the key tools of online trade, is logistics
(Kawa, 2017). Some of the authors emphasize importance of the delivery, among other
elements in Internet sales. By that, Agatz et al. (2006) claimed that in an online channel,
delivery is a key service element (Agatz et al., 2006). Other authors suggest that one of the
main disadvantages of e-commerce is the speed of disposal of the product which does not
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correspond to the speed of ordering, namely, the speed of ordering may take a few seconds (or
a few “clicks”), but time of disposal of the product is postponed until the delivery of the
product, and it can take up to several days (Leković and Milićević, 2013).
Nisar and Prabhakar (2017) developed a model and suggested that perceived value, in
turn, strongly affected online purchase intentions. They enter the price as the main indicator
of disposal of product which will affect consumers’ purchase intention. In their research they
concluded that perceived value is a measure between quality of the product once customers
really received the item and price they actually paid. Other authors suggested that quality of
logistic service is curtail in satisfaction, because the users (consumers) of these logistic
services have much greater expectations in terms of speed and reliability of delivery, in
comparison to the traditional way of buying (Xing and Grant, 2016). This study compares
traditional way of buying, and online purchasing which is also subject of our research.
Končar et al. (2016) pointed out in their research to the differences in prices of the bestselling product categories between “pure play” retailers and “brick and click” retailers in both
marketing channels (traditional and electronic). Similar research conclude that retailers do
offer lower prices for products in their electronic stores compared to retail stores, so the
conclusion that prices are an indicator of marketing channel competitiveness to “brick and
click” retailers can be drawn (Vojvodić, 2019). This research also showed that the prices are
an indicator of competitiveness between the two electronic retailers “pure play” and “bricks
and clicks”, and that “pure play” retailers offer higher prices than “bricks and clicks” retailers,
so if “pure play” want to compete with “brick and click” retailers, they must opt for other
indicators of competitiveness. Business through the marketing channel, thanks to the new
interactivity power, has the ability to differentiate products and services better through the
accelerated flow of information (Lovreta et al., 2019).
Through interactivity and re-customization, the consumer gets products that are in line
with his needs (Končar et al., 2019). Electronic commerce is a revolutionary way to sell
products, but also specific way for delivering product to customers (Končar, 2008). In the
research the authors emphasized the importance of making e-commerce attractive way of
buying by providing some competitive advantages to the customer in comparison to other
forms of buying the same product. In sense of product disposal this competitive advantage
should overcome the eventual dissatisfaction with the physical unavailability of the product
and the risk the customer takes when purchasing on the Internet. Authors raise questions that
occur in efficient realization of sales on the Internet: Is customer willing to wait, for how long
and under what circumstances in terms of logistics could be considered as a critical indicator
of success? Answering to those questions becomes crucial in maintaining e-commerce
competitive advantage. One more study analyzes some of the indicators of satisfaction and
disposal of products. It is the study of Dillon and Reif (2004) where they seek to validate the
contribution of physical effort, lifestyle compatibility, enjoyment, shopping time, and product
availability to the overall shopping experience (Dillon and Reif, 2004).
In retail sector logistics is usually related to providing adequate product availability level,
i.e. to delivering the right product, at the right time, to the right place (Milićević et al., 2018),
but in ecommerce context there are no limits in time and space (Hendrawan and Zorigoo,
2019). Efficient logistics in e-commerce was a source of competitive advantage few years
ago, however, today it is a prerequisite; those who win, in turn, are companies that implement
new logistics solutions tailored to the needs of the market (Kawa, 2017). By that, authors
underline logistics as an indicator of success, among others, with indicators of disposal
products included (Shibasaki and Kawasaki, 2019). Other studies pointed out that online
shopping is more environmental friendly compared to purchase in store because consumers
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can just please their wishes with just a click of mouse without going out from house by taking
any transportation (Jusoh and Ling, 2012) which is one more competitive advantage,
compared to traditional shopping experience.
According to Md Jusoh and Hai Ling (2012) research demographic variables such as
income, education and age have a modest impact on the decision of whether to buy online
whereas the most important determinant of online shopping was previous behavior such as
earlier online purchases. Authors focus on democratic characteristics of consumers who
purchase on the Internet in order to analyze consumer base for further research of indicators
of disposal of products that influence purchasing on Internet.
Other research based on behavioral approach concluded that e-commerce experience,
product perception and customer service have significant relationship with attitude towards ecommerce purchases through online shopping (Jusoh and Ling, 2012). Personal experiences
combined with information communicated by others form the basis for developing an image
in the mind’s eye of the individual. Ultimately, each person adopts attitude (i.e.,
predisposition to respond in a consistently favorable or unfavorable manner) regarding an
Internet purchase process that incorporates what they know or believe about the process, how
much they like or dislike the process, and how they routinely act or behave regarding the
process (Dillon and Reif, 2004).
3. METHODOLOGY
3.1. Research objective and hypotheses
The objective of the research was to determine the socio-demographic profile of
consumers who do the shopping over the Internet in the Danube Region countries, after which
the indicators of disposal of the product with the impact on Internet shopping were examined.
The indicators of disposal of product influencing the shifting to the purchase on the Internet
are: waiting in queues, duration of purchase, energy spent in the purchase, the price of the
product, the price and the speed of delivery of the product. These indicators are divided into
indicators that are characteristic of shopping in the retail store and dissatisfaction caused by
these indicators, and the other group of indicators are related to the indicators of disposal of
the product after the purchase on the Internet.
In determining the socio-demographic profile of consumers on the Internet in the
countries of the Danube Region, the age, place of residence, educational level and gender are
set as predictors. The hypotheses read as follows.
H1: Socio-demographic indicators are significant predictors of Internet shopping.
H2: There is a statistically significant difference in the number of Internet shoppers
between the Danube Region countries.
H3: Waiting in queues in retail store is a factor that drives consumers to Internet shopping
in the Danube region countries.
H4: The duration of purchase, spent energy and product price are indicators that make
consumers switch to Internet shopping.
H5: Certain categories of products such as the pricey ones, the ones that call for customer
service, the ones that need to be delivered fast etc. are rarely purchased on the Internet.
H6: Delivery costs and speed of delivery are significant indicators in Internet shopping.
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Age
Age

25-34
25-34
35-44
35-44
45-54
45-54

Gender
Gender

Place
Place of
of
residence
residence

Male
Male
Female
Female

Rural
Rural
Urban
Urban

F F
%%
F F
%%
F F
%%
F F
%%

Total
TotalAustria
Austria
Germany
Germany
Slovakia
Slovakia
Serbia
188188 16 16
18 18
16
16 18
31.39
31.39 32.0032.00 36.00 36.00 32.00 32.00
30.00
316316 28 28
24 24
26
26 33
52.75
52.75 56.0056.00 48.00 48.00 52.00 52.00
55.00
64 64
3 3
4
4
7
7 7
10.68
10.68 6.00 6.00 8.00 8.00 14.00 14.00
11.67
31 31
3 3
4
4
1
1 2
5.185.18 6.00 6.00 8.00 8.00 2.00 2.003.33

F F
%%
F F
%%

212212 16 16
22 22
15
15 22
2231
35.39
35.39 32.0032.00 44.00 44.00 30.00 30.00
36.67 36.67
51.67
387387 34 34
28 28
35
35 38
3829
64.61
64.61 68.0068.00 56.00 56.00 70.00 70.00
63.33 63.33
48.33

3134
51.67
34.00
2966
48.33
66.00

3436
34.00
36.36
6663
66.00
63.64

36
22
36.36
22.00
63
78
63.64
78.00

14
22
46.67
22.00
16
78
53.33
78.00

14
46.67
16
53.33

F F
%%
F F
%%

138138 11 11
9
9
14
14 16
1624
23.04
23.04 22.0022.00 18.00 18.00 28.00 28.00
26.67 26.67
40.00
461461 39 39
41 41
36
36 44
4436
76.96
76.96 78.0078.00 82.00 82.00 72.00 72.00
73.33 73.33
60.00

2422
40.00
22.00
3678
60.00
78.00

2218
22.00
18.18
7881
78.00
81.82

18
19
18.18
19.00
81
81.82
81.00

519
16.67
19.00
25
81
83.33
81.00

5
16.67
25
83.33

107107
17.86
17.86
93 93
15.53
15.53
87 87
14.52
14.52
312312
52.09
52.09

F F
%%
F F
High
High
%%
F F
Higher
Higher
%%
F F
Higher
Higher
++
%%
Secondary
Secondary

Education
Education
level
level

8 8
16.0016.00
13 13
26.0026.00
6 6
12.0012.00
23 23
46.0046.00

F F 599599 50 50
% % 100.00
100.00 8.35 8.35
Legend.
Legend. FF ––frequency.
frequency.%%
- percentage.
- percentage.
Number
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52.00
53.54
53.54
54.00
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7 14
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46
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11
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2
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14
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7 11
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4. RESULTS
In order to establish a socio-demographic profile of respondents who buy products
online, in order to confirm or reject H1, a binary logistic regression analysis was applied. The
criterion variable is the purchase on the Internet (0 - does not buy and 1 - buys), while the
predictor variables represent age, gender, education and place of residence. The regression
model is statistically significant (χ2 (8) = 41.08, p < .001), whereby 9% of the variance of the
criteria can be explained on the basis of the predictor set.
As important predictors, age, place of residence and education are distinguished, while
gender is not a significant predictor. In relation to the youngest category of respondents (1524 years), the oldest category of respondents (45 to 54 years) buys significantly less
frequently on the Internet (B = -1.40, OR = 0.25, p = .001). Respondents living in rural area
buy considerably less on the Internet than respondents living in the urban, city areas (B = 0.58, OR = 0.56, p < .01).When it comes to education, respondents with secondary education
buy significantly less on the Internet than respondents with higher education (B = 1.38, OR =
3.96, p < .001) as well as high + education (B = 0.80, OR = 2.23 , p = .001), whereas the
respondents with higher education differ marginally (B = 0.58, OR = 2.23, p = .067). Based
on model defined in this way, the accuracy of the classification is 64.6%.
Table 2. Partial contributions to the predictions of purchasing on the Internet.
95% CI
B

p level

OR

DG

GG

0.18

DF
3
1

.002
.372

1.20

0.81

1.78

-0.19

1

.529

0.83

0.46

1.50

45 – 54 year

-1.40

1

.001

0.25

0.11

0.58

Gender (r.c. Male)

0.13

1

.466

1.14

0.80

1.63

Place of residence
(r.c. Urban)

-0.58

1

.008

0.56

0.36

0.86

Age (r.c.15 – 24 year)
25 – 34 year
35 – 44 year

3
Education (r.c. Secondary)
.000
1.38
1
.000
3.96 2.10 7.46
High
0.58
1
.067
1.78 0.96 3.31
Higher
0.80
1
2.23 1.37 3.63
Higher +
.001
Legend. B – B weight. DF - number of degrees of freedom. OR - odds ratio. 95% CI - confidence intervals. DG Breaking the confidence interval. GG - upper limit of confidence interval. r.c. - reference category.

Source: Author's calculation.

In order to examine the connection between the country and the purchase on the Internet,
with the aim to prove or reject H2, χ2 test was applied. The results point to the conclusion that
the connection between the country and the purchase on the Internet is statistically significant
((χ2 (8) = 37.15, p < .001), where the effect of these differences is low to moderate (C = .24, p
< .001).The smallest number of Internet shoppers are respondents from Serbia and Croatia
(36-42%), while online shopping is more pronounced in other countries, mostly in Slovakia
(80%). The results are shown in Table 3.
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Table 3. Country connectivity and purchases on the Internet.
Austria
Germany
Slovakia
Serbia
Croatia
Hungary
Bulgaria
Ukraine
Romania

F
%
F
%
F
%
F
%
F
%
F
%
F
%
F
%
F
%

Purchasing on the Internet
No
Yes
13
37
26.0%
74.0%
14
36
28.0%
72.0%
10
40
20.0%
80.0%
34
26
56.7%
43.3%
38
22
63.3%
36.7%
43
57
43.0%
57.0%
39
60
39.4%
60.6%
36
64
36.0%
64.0%
13
17
43.3%
56.7%

Source: Author's calculation.

In order to examine the connection between the country and waiting in queues in retail
store, which is the subject of proving the H3 hypothesis, χ2 test was applied. The results
indicate that the connection between country and purchases on the Internet is statistically
significant ((χ2 (16) = 85.16, p < .001), while the effect size of these differences is moderate
(C = .35, p < .001). Waiting in queues in retail store were mostly bothered the respondents
from Slovakia and Bulgaria, while they least disturbed the respondents are from Croatia.
Respondents from other countries report that waiting in queues is moderately disturbing for
them.
Table 4. Country connection and waiting in queues.
Waitingand
in queues
Table 3. Country connectivity
purchases on the Internet.

VeryPurchasing
bothering on the
Bothering
Internet
No
Yes
4
13
F
Austria
13
37
8.0%
26.0%
%F
Austria
26.0%
74.0%
9
22
F%
Germany
14
36
F
18.0%
44.0%
Germany %
28.0%
72.0%
5
24
F%
Slovakia
10
40
F
10.0%
48.0%
Slovakia %
20.0%
80.0%
14
21
F%
Serbia
34
26
F
23.3%
35.0%
%
Serbia
56.7%
43.3%
%
33
11
F
38
22
F
Croatia
Croatia %
55.0%
18.3%
63.3%
36.7%
%
14
53
F F
43
57
Hungary
Hungary %
14.0%
53.0%
43.0%
57.0%
%
19
48
F F
39
60
Bulgaria
Bulgaria %
19.2%
48.5%
39.4%
60.6%
%
16
55
F F
36
64
Ukraine
Ukraine
16.0%
55.0%
%%
36.0%
64.0%
13
17
11
11
F F
Romania
Romania
43.3%
56.7%
36.7%
36.7%
%%
Source:
calculation
Source:Author's
Author's
calculation.

Not bothering
33
66.0%
19
38.0%
21
42.0%
25
41.7%
16
26.7%
33
33.0%
32
32.3%
29
29.0%
8
26.7%

In order to examine the connection between
143
149 the country and waiting in queues in retail
store, which is the subject of proving the H3 hypothesis, χ2 test was applied. The results
indicate that the connection between country and purchases on the Internet is statistically
significant ((χ2 (16) = 85.16, p < .001), while the effect size of these differences is moderate
(C = .35, p < .001). Waiting in queues in retail store were mostly bothered the respondents
from Slovakia and Bulgaria, while they least disturbed the respondents are from Croatia.

In order to examine the relationship between the country and the indicators that
influences the purchase: the duration of purchase, the spent energy in the purchase and the
product price (H4), χ2 test was applied. The results indicate that the correlation between
country and the indicators affecting the purchase of products is statistically significant ((χ2
(16) = 34.47, p < .01), whereby the magnitude of the effect of these differences is low to
moderate (C = .23, p < .001).The most important indicator affecting the purchase is the price
of products in all countries. The time for the purchase of products is a more pronounced
indicator for respondents from Austria and Croatia, while a slightly larger number of
respondents from Serbia, Ukraine, Croatia and Romania do not attach much importance to
indicators such as price or buying speed. The results are shown in Table 5.
Table 5. Factors affecting the purchase of products.
Factors affecting the purchase of products

Austria
Germany
Slovakia
Serbia
Croatia
Hungary
Bulgaria
Ukraine
Romania

F
%
F
%
F
%
F
%
F
%
F
%
F
%
F
%
F
%

Do not think
about those
factors
7
14.0%
10
20.0%
11
22.0%
23
38.3%
18
30.0%
24
24.0%
19
19.2%
23
23.0%
12
40.0%

Source: Author's calculation.

Price is
important
32
64.0%
34
68.0%
34
68.0%
31
51.7%
26
43.3%
57
57.0%
72
72.7%
63
63.0%
14
46.7%

It is important
to finish
shopping fast
11
22.0%
6
12.0%
5
10.0%
6
10.0%
16
26.7%
19
19.0%
8
8.1%
14
14.0%
4
13.3%

For the purpose of a more detailed analysis of what are the subject of shopping on the
Internet, and the proving of the H5 hypothesis, the categories of products that the respondents
buy on the Internet, the series of χ2 test for one variable have been applied. Results (Table 6)
indicate that the proportion of responses is statistically significantly varies for all product
categories. Certain categories of products such as the pricey ones (e.g. furniture), the ones that
call for customer service (e.g. household products), the ones that need to be delivered fast
(e.g. food products, children and baby products etc.) are categories of products that are
significantly less shopped on the Internet, which determines product categories in the H5
hypothesis. All other product categories are often purchased online.
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Table 6. Product categories that are purchased on the Internet.
Yes
F

Books / magazines / newspapers

No
%

F

%

χ2

P

478 79.8 121 20.2 212.7 .000

Clothing, sports equipment and footwear 354 59.1 245 40.9
Technique
380 63.4 219 36.6
Computer hardware
349 58.3 250 41.7
Computer software
366 61.1 233 38.9

19.8

.000

43.2

.000

16.3

.000

29.5

.000

Video / music / cameras

387 64.6 210 35.1

52.4

.000

Food and groceries products

196 32.7 403 67.3

71.5

.000

Perishable, fresh and frozen food

107 17.9 492 82.1 247.4 .000

Household products

268 44.7 331 55.3

6.6

.010

Cosmetics and body care

332 55.4 267 44.6

7.0

.008

Furniture

264 44.1 335 55.9

8.4

.004

Products for babies and children

237 39.6 362 60.4

26.0

.000

Office equipment

394 65.8 205 34.2

59.6

.000

Source: Author's calculation.
The subject of H6 hypothesis testing is determining in which product categories price and
delivery speed play a key role, in order for the buyer to order the product on the Internet, a
series of χ2 tests for a single variable has been applied. The results (Table 7) indicate that
these indicators are not key (there are no significant differences) in computer hardware and
products for children and babies.
Table 7. Product categories and price and speed of delivery.
Yes

No
%
F
%
χ2
p
75.8 145 24.2 159.4 .000

Books / magazines / newspapers

F
454

Clothing, sports equipment and footwear
Technique
Computer hardware
Computer software
Video / music / cameras
Food and groceries products
Perishable, fresh and frozen food
Household products
Cosmetics and body care
Furniture
Products for babies and children
Office equipment

336

56.1 263 43.9

8.8

.003

346
316
335
350
270
241
325
343
351
297
381

57.8
52.8
55.9
58.4
45.1
40.2
54.3
57.3
58.6
49.6
63.6

14.4
1.9
8.4
17.0
5.8
22.8
4.3
12.6
18.1
.04
44.9

.000
.164
.004
.000
.016
.000
.037
.000
.000
.838
.000

Source: Author's calculation.

253
282
264
249
329
358
274
256
247
302
217

42.2
47.1
44.1
41.6
54.9
59.8
45.7
42.7
41.2
50.4
36.2

Regardless of the price and speed of delivery of products, consumers would remain loyal
to food and grocery producers as well as from the category of perishable, fresh and frozen
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foods. In the case of all other product categories, price and delivery speed will affect supplier
change.
5. DISCUSSION AND CONCLUSSION
In the study of the indicators of disposing of the product with the impact on Internet
shopping in the Danube region countries, the conclusion was first reached on the social and
demographic variables of the respondents. Age, place of residence and education are
distinguished as important predictors while gender is not a significant predictor. In relation to
the youngest category of respondents (15-24 years), the oldest category of respondents (45 to
54 years) buys significantly less on the Internet. Respondents living in a rural area buy
considerably less on the Internet than respondents living in the urban city areas. When it
comes to education, respondents with secondary education buy significantly less on the
Internet than respondents with high education, as well as respondents with higher + education,
while the respondents with higher education differ marginally. Based on the above, H1
hypothesis have been half proven.
For purpose of further analysis of the indicator of disposal of the product of importance
for the purchase on the Internet, the connection between the country and the purchase on the
Internet was examined. The results point to the conclusion that the link between country and
purchases on the Internet is statistically significant, with the size of the effect of these
differences being low to moderate. Respondents from Serbia and Croatia are the least likely to
buy on the Internet, while in other countries, mostly in Slovakia, online shopping is more
pronounced whereby the hypothesis H2 is proven. There is an expected difference in
purchases on the Internet in the Danube region countries and therefore the reaction of
consumers on product disposal indicators and the relationship between these two variables is
the subject of future extensive research.
In the part of the research with the aim of proving the H3 hypothesis, it has been proven
that waiting in queues in retail store represents the indicator that affects consumer switching
to Internet shopping in the Danube region countries, which indicates that the connection
between the country and purchases on the Internet is statistically significant, with the
magnitude of the effect of these differences being moderate. Respondents from Slovakia and
Bulgaria are most bothered with waiting in queues in retail store while the respondents from
Croatia are least disturbed by it, which has an impact on their determination to make
purchases on the Internet, while respondents from other countries are moderately disturbed by
this indicator of disposal of product.
The results point to the conclusion that the correlation between the country and indicators
affecting the purchase of products is statistically significant, as evidenced by the H4
hypothesis, where the magnitude of the effect of differences is low to moderate depending on
the indicator: the duration of purchase, the spent energy in purchase, product price. The most
important indicator affecting the purchase is the price of the product, in all countries. The
time for the purchase of products is a more pronounced indicator for respondents from Austria
and Croatia, while a slightly larger number of respondents from Serbia, Ukraine, Croatia and
Romania do not give much importance to indicators such as price or buying speed.
A detailed
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of Internet
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determines the product categories in the H5 hypothesis, while all other product categories are
often purchased on the Internet.
In proving the hypothesis of H6, it was concluded that price and speed of delivery as
indicators of disposal products in shopping on the Internet are not crucial for certain products
(there are no significant differences) such as computer hardware and products for children and
babies. Regardless of the price and speed of delivery of products, consumers would remain
loyal to shopping on the Internet from the category of food and grocery products as well as
from the category of perishable, fresh and frozen food products. In the case of all other
product categories, price and delivery speed will affect change in way of purchasing products.
In this way, H6 hypothesis has been proven for particular products.
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Abstract
The application of threat intelligence and information sharing across sectors vital for
economy and society, i.e. critical infrastructures, has rapidly increased in recent years as a
response to the growing cyber threats and challenges which are accompanying the
digitalization of economic and social life. The EU Directive on security of network and
information systems (NIS Directive) defined responsibilities for early threat warnings. Threat
intelligence represents external information about a threat that an organization can consume
and then integrate into an actionable process. For an organization, such information can be
of strategic, tactical and operational value. Most organizations are not mature enough to
completely utilize all types of threat intelligence, however, key economic actors, notably
operators providing essential services and digital service providers must exercise due care
and utilize such information on all levels. The data gathered is analyzed and filtered to
produce threat intelligence reports as a way of informing management about the risks of
advanced persistent threats (APT) as well as to take appropriate security measures. Properly
applied threat intelligence can provide greater insight into cyber threats, allowing for a faster
and targeted response. In the following years the inclusion of threat intelligence in
organizations will become increasingly important not only for key economic actors but rather
for organizations of all sizes. This paper will discuss multidimensional threat intelligence
scale problem and its application in organizations.
Key words: cyber, intelligence, NIS, security, threat
1. INTRODUCTION
Great American engineer, statistician professor, author, lecturer, and management
consultant, W. Edwards Deming (1900-1993) also known as one of the key actors responsible
for the rapid growth and development of Japan after the 2nd world war and the father of
modern quality management, coined the phrase “In God we trust, all others must bring data”
(Harris, 2007). Data should act as the foundation for the decision-making process and not as a
substitute for the own judgement. This quote very concisely explains the importance of
understanding and interpreting the large volume of data that gets created almost every day by
the world. Modern business intelligence is not just about business reporting. It is a mature
system that provides interactive dashboards, what-if planning, mobile analytics as well as
large back-end parts for maintaining control and governance around reporting important for
business decisions. Equally important, the application of threat intelligence and information
sharing across sectors vital for economy and society has rapidly increased in recent years as a
response to the growing number of cyber threats and challenges which are accompanying the
digitalization of economic and social life. For successful security operations and cyber
defense, as promoted by the EU Directive on security of network and information systems
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(NIS Directive) (EU Commission, 2019), threat intelligence pertains to criminal masterminds
and nation-state actors scheming to steal vast sums of data and sow confusion in the civilized
world. They would use insidious cyber weapons capable of wreaking havoc on the unwary
and gather shady evildoers to recruit accomplices for their criminal operations.
In order to cope with this problem, researchers introduced the notion of “Threat
Intelligence”, which refers to “the set of data collected, assessed and applied regarding
security threats, threat actors, exploits, malware, vulnerabilities and compromise indicators”.
Gartner defines threat intelligence as “evidence-based knowledge, including context,
mechanisms, indicators, implications and actionable advice, about an existing or emerging
menace or hazard to assets that can be used to inform decisions regarding the subject's
response to that menace or hazard” (Gartner, 2013).
In a knowledge-driven digital economy, enterprises have two core assets: data, which is
their internet protocol address (IP) and apps, which are the manifestation of their business
processes. All email must originate from an IP address, and IP reputation can be used to tell if
a certain IP address is responsible for sending spam or unwanted bulk email. Apps are
fundamental to digital transformation, manifested as mobile apps, customer portals, websites
and even as application programming interface (API). Historically, criminals have made
money either by extortion or theft, therefore, cyber criminals being no different as the cyber
crime industry makes its money targeting these two core digital enterprise assets. Network
and information systems and electronic communications networks and services play a vital
role in society and have become the backbone of economic growth. Information and
communications technology (ICT) underpin the complex systems which support everyday
societal activities, keep our economies running in key sectors such as health, energy, finance
and transport, and support the functioning of the internal market. Increased digitalization and
connectivity increase cybersecurity risks, thus making society more vulnerable to cyber
threats and exacerbating the dangers faced by individuals, including vulnerable persons such
as children. In order to mitigate those risks, all necessary actions need to be taken to improve
cybersecurity.
Properly applied threat intelligence can provide greater insight into cyber threats,
allowing for a faster and targeted response. In addition to the NIS Directive (EU Commission,
2019), the Cybersecurity Act (EUR-Lex, 2019) has demonstrated the need for a unified
approach to respond to all cybersecurity challenges, protect citizens and stay competitive.
Effective cyber defense is all about building good context. The more that is known about the
environment, the systems being protected and the data residing on those systems, the better
the ability to protect them. In recent years, cyberthreat intelligence has become an important
supporting pillar in a mature cybersecurity strategy. When applied well, threat intelligence
can help security teams defend against an ever-more sophisticated threat landscape before,
during and after attack. By studying adversaries and understanding their strategies and
objectives, organizations can build more effective, refined and robust cyber defenses.
The aim of this paper is to caution on the multidimensional threat intelligence scale
problem and its application in organizations as not all industry sectors are on the same
maturity level with the cyber security topic. Countering cyber threat is as much about its
present as it is about future projections. New threats do not only arise from new technologies;
they come from known vulnerabilities in existing technologies.
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2. CRITICAL INFRASTRUCTURES AND THREAT INTELLIGENCE
According to the European Council (EU Council, 2008) the term Critical Infrastructures
(CI) means an asset, system or part of a system that is essential for the proper operation of
vital societal functions, related with health, safety, security, economic or social well-being of
people. Failure to maintain a tolerable operation level, or worse the complete collapse of a CI
would have a significant impact on human, social, economic and national levels. Business and
industry from both the private and the public sectors, largely depend on CIs for their vital
functions. A CI system can be viewed as a collection of interconnected components that work
together to accomplish a domain specific function. It achieves this through either human or
automated decision making that responds to the demands placed on the system to deliver the
best possible service in any given situation (Gritzalis, 2019).
Most organizations are not mature enough to completely utilize all types of threat
intelligence, however, key economic actors, notably CI operators providing essential services
and digital service providers must exercise due care and utilize such information on all levels.
Cyber Threat Intelligence emerged in order to help security practitioners in recognizing the
indicators of cyber-attacks, extracting information about the attack methods, and consequently
responding to the attack accurately and in a timely manner (Dehghantanha, 2018).
Fundamental to digital transformation is that enterprises are simply generating more data than
ever before and therefore present more opportunity to the cybercrime industry. CI are
susceptible to cyber attacks precisely because of their high inherent value and intrinsic
vulnerabilities, coupled with a significant potential to inflict widespread harm on targeted
countries. Threats to the cyber security of CI emanate from a wide spectrum of prospective
perpetrators. Often, the governments and industries responsible for the CI are unaware of the
extension and integration of the “web” on which their infrastructures rely. The safety of the
citizens and the economies of these countries rely on the continuous operation of these
systems to provide the services vital to the country and its people. The proliferation of
interconnectivity and dependencies of these CI systems has led to vulnerabilities, with attacks
possible against almost every country's CI from nearly anywhere in the world. Threat actors
do not discriminate according to industry or geography, as every vertical and region saw
significant attacks (Brenner, 2013).
Confidence in being able to secure an organization’s ICT infrastructure depends on
understanding the threats and risks to be faced, especially in lieu of the complexity that stems
from allowing external connectivity for operational technology (OT) systems and adding a
growing number of devices that expand effort to manage asset inventory, device and system
configuration, and change management. Managing risk is essential to ensuring that key
economic actors remain resilient. As many organizations are going through digital
transformation in order to become more agile and competitive, OT systems are being
connected to the outside world. This trend promises many benefits for organizations, but at
the same time exposes OT systems to APT’s. According to a study, nearly two-thirds of OT
devices are connected - 32% directly to the internet, and another 32% through a gateway into
the enterprise (SANS, 2018). With computer worms such as Stuxnet, which destroyed many
of Iran's centrifuges at its nuclear plant in Natanz, it has become imperative to harden the
physical infrastructure of ICT. A targeted cyber-attack could wreak significant damage to
physical infrastructure and even though cyber-attacks occur with greater frequency and
intensity around the world, many either go unreported or are underreported, leaving the public
with a false sense of security about the threat they pose and the lives and property they
impact. Infrastructure is becoming a target of choice among both individual and statesponsored cyber-attackers, who recognize the value of disrupting security systems that were
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previously thought of as impenetrable. Many CI systems are operated by a common form of
industrial control system known as a supervisory control and data acquisition (SCADA)
system, which allows for remote controlling and monitoring of industrial processes. The bestknown example of a cyber-attack occurred in 2003 when the northeastern United States lost
electric load that served more than 50 million people. The footprint of the blackout on both
sides of the US-Canadian border included large urban centers that were affected by the
blackout. Total economic cost of the blackout was estimated to be between 7 and 10 billion
USD (ELCON, 2004), having disrupted power over a wide area for at least 2 days. Never a
blackout resulted with such a devastating impact. Subsequent to that attack, SCADA attacks
occurred in the United Kingdom, Italy, and Malta, among others (Brenner, 2013).
In most cases, the attackers overwrote firmware on critical devices leaving them
unresponsive to any remote commands from operators, effectively leaving operators blind. An
attacker with the ability to control an entire city's power grid and other utilities could grind
that city's entire economy to a halt instantly and devastate countless lives in the process. The
only way to prevent issues like these from arising in the future is to further improve security
measures. The most famous forms of malware targeting SCADA systems are identified as
Stuxnet, Havex, Industroyer and Triton/Trisis (Fortinet, 2019). They all have in common
ability to sneak through Industrial Control Systems (ICS) undetected by exploiting the
weakest link in the cyber defense network (people), posing as a legitimate e-mail, or finding a
back door in the SCADA system. Cyber-attacks against connected assets can result in the loss
of intellectual property; the loss of production through disruption or damage to physical
equipment, systems and product; huge financial losses; and serious injuries or death.
Orchestrating meaningful network communication across a variety of endpoints can be
challenging, especially when proprietary protocols and vendor-specific implementations still
overlay open standards, making interoperability complicated, if not unachievable.
3. REGULATORY FRAMEWORK
Security of information systems is an area of information security where security
measures and standards are established for information that is processed, stored or transmitted
so that it is usable and accessible to authorized users. Security of the information system
includes protection of confidentiality, integrity and availability of data. It is also a set of best
practices ensuring overall data protection and information risk management which involves
the application of information security measures in the planning and implementation of
information systems, business resilience, log management and threat analysis. Good practices
are based on international standards such as ISO/IEC 27002, ISO/IEC 15408, CobiT and the
guidelines of the EU and the North Atlantic Treaty Organization (NATO). It is important to
perform compliance audits to assess key economic actors against regulatory frameworks. The
first step in any compliance audit begins with requesting organizations policies and
procedures, as well as their current network diagram. This information should be obtained
before assessing the client’s technologies, physical security and people because it usually
allows auditors to get a solid understanding of the environment and its information security
program’s maturity level. This also ends up being the deficiency or gap in compliance as
those policies and procedures are either not developed or not updated for some time. These
issues affect compliance status and negatively impact security posture of the key economic
actor.
The governments of the world are responding to the new threats, especially regarding the
CI. The risks are great, up to and including global economic collapse. In response,
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governments have developed guidelines to help industries protect their critical assets. The EU
NIS Directive forced member states to adopt more rigid cyber-security standards and created
an avenue for 28 member states and operators of essential services, key economic actors in
industries such as energy, transport, banking, finance, health, water distribution and
telecommunications to communicate. On the American continent, the North American
Electric Reliability Corporation (NERC) standards were instituted in response to the 2003
blackout in the northeastern United States. Guidelines, like the NIST Cybersecurity
Framework (NIST, 2019), promote the use of threat intelligence and information sharing
beyond the domain of larger, more resource-rich organizations to include companies of all
sizes. In the financial and telecommunications industry much progress has been made. The
banking system is better capitalized, institutions are in a stronger liquidity position, there is an
effective regime for stress testing, and the ability to resolve the largest institutions when they
falter has been improved. In other sectors where key economic actors operate improvement is
visible since the introduction of the NIS Directive, however, it is too early for a conclusion on
the final state of compliance. Sharing cyber-threat intelligence is a key strategy for improving
cyber defense, but there are risks of breaching regulations and laws regarding privacy, such as
the General Data Protection Regulation (GDPR) that is designed to protect citizen’s data
privacy (Albakri, 2019).
4. CYBER SECURITY RISK MANAGEMENT
Cyber risks could be viewed as a form of operational risk but given the potential for the
widespread impact of cyber-attacks on the key economic actors, notably operators providing
essential services and digital service providers. Cyber resilience has gained momentum over
the last few years as organizations realize that cyber-risk is not an IT risk but a broader
business risk. Cyber resilience could be defined as "the alignment of prevention, detection,
and response capabilities to manage, mitigate, and move on from cyber-attacks" (DARK
Reading, 2018).
Cyber-attacks have become more systematic, maliciously targeting key economic actors
and playing out over time for maximum effect. Creating a security program around
intelligence on threats and business risks will support resilience in a constantly shifting risk
landscape. But few companies have the appropriate skills and resources in-house to
effectively secure their information assets and while optimizing business performance. Cyber
security risk management remains a problem with no easy fix available. It requires a
consistent application of management attention with a tolerance for bad news and discipline
for clear communication. Three factors, when combined, make it exceptionally difficult to
secure an environment and prevent successful cyber-attacks at key economic actors (Spires,
2017). First factor is complexity in the IT environment. IT systems are by their nature
extremely complex and in many cases far-flung, so creating airtight security is incredibly
challenging. Second factor are highly skilled adversaries. The hackers’ tactics and methods
continue to grow more sophisticated. Plus, their risk is low because they are hard to catch.
They are smart and, with billions of dollars on the line, more highly motivated than ever.
Third factor is lack of IT professionals. The shortage of qualified cyber security professionals
with the right skills, knowledge and experience is an ongoing “crisis”, according to Forbes
(NeSmith, 2018).
However, the awareness of cybersecurity risk among CEOs, board members and leaders
of government organizations has increased significantly in the past couple of years, and many
organizations, especially key economic actors, recognize that cybersecurity breaches are the
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greatest business risk they face. Accordingly, organizations are becoming more sophisticated
in treating the challenge as an enterprise risk management problem, and they are using tools
to help them identify a rational way forward to best address that risk. Organizations must
triage the problems and focus on minimizing the risk that can do the most harm to the
organization. As a de facto standard, two tools are adopted for cyber security risk
management efforts. First tool is already above mentioned NIST Cybersecurity Framework
(NIST, 2019); it helps organizations to better understand, manage and reduce cybersecurity
risk. It will assist in determining which activities are most important to assure critical
operations and service delivery. The framework outlines a rigorous seven-step process that
results in an action plan to implement investments that will have the greatest positive impact
on an organization's cybersecurity posture. And NIST did not develop the framework in a
vacuum. It was crowdsourced with the support of more than 3,000 people from diverse parts
of industry, academia and government. Framework also covers the cybersecurity life cycle,
from identifying threats to implementing protections, and addresses how to detect, respond
and recover from intrusions. Second tool is the Center for Internet Security’s 20 critical
controls (CIS, 2019). Those recommended actions provide specific and actionable ways to
stop today’s most pervasive and dangerous cyberattacks. The listings and descriptions are
valuable in ensuring that an organization is investigating all appropriate controls and in
communicating with non-technical executives. If an organization cannot implement those
basic controls, it can never secure its environment. Yet many key economic actors struggle to
maintain an accurate inventory of what they have on their networks and devices. The
complexity factor can be exceedingly difficult for large organizations to manage. It must be
remembered that NIST's Cybersecurity Framework and CIS' 20 Critical Controls are tools,
not solutions in and of themselves. They can provide an organization with a roadmap for
conducting rigorous and regular cybersecurity enterprise risk management processes that will
significantly lower an organization's risk to catastrophic loss. The implementation of a robust
cybersecurity enterprise risk management process, however, will always be dependent on
leaders' sustained commitment to implementing and overseeing the process. Organizations
that are managing and reducing ICT risk successfully know that effective cyber security is all
about building good context. The more that’s known about the environment, the systems
being protected and the data residing on those systems, the better the ability to protect them.
Context also bears on compliance strategy. Context around regulatory requirements and the
data they affect is critical to achieving and maintaining compliance in a cost and resource
effective manner.
5. CONTEXT AWARE SECURITY
According to Gartner, context aware security represents the use of supplemental
information to improve security decisions at the time they are made, resulting in more
accurate security decisions capable of supporting dynamic business and IT environments. The
most commonly cited context information types are environmental, such as location and time.
However, context information valuable to information security exists throughout the IT stack,
including IP, device, URL and application reputation; business value context; and the threat
context in which the decision is made (Gartner, n.d.). Context aware security relies on these
contextual factors to drive rapid response when deciding. Much of this information is easily
understood by the end user (such as time and location), but not always understood by
applications providing data based on queries and triggers. Context is important for making
better and faster decisions about protecting key economic actors from escalating risks. Key
benefits of contextual security are increased effectiveness of cyber security measures, greater
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efficiency of ICT and human resources and more flexibility to apply security where and when
it is needed most. Contextual security applies intelligence about key economic actor’s
environment to the systems and data being protected. Proper context helps identify
appropriate levels of security, improves the precision of security controls and makes security
reporting more meaningful. A typical major obstacle to incorporating context into a security
monitoring program is the availability of the contextual information in a format that supports
integration with log and alert data. If the information does exist, often it is not in a format or
mechanism that enables integration to occur. The information must be keyed or be searchable
by the contents of the log and alert data. The key might be IP address or range, port,
hostname, fully qualified domain name, username, database or file name, application or
transaction name (Solutionary, 2017).
Additionally, the contextual information needs to be validated to ensure that it is accurate
and has integrity. Most people have experienced attempts by organizations to market to them
based on a database the organization acquired from a third-party. Mismatches in these
databases are common and often result in individuals being incorrectly associated with a
relative or even a stranger with a similar name. The challenge for organizations is to ensure
they aren’t decisively making bad decisions, so automation is the key to ensuring the
information remains updated over time. Once the contextual information is available in an
accurate, up-to-date and validated format that can be integrated based on key values, a
platform is needed that enables the log and alert data to be linked together with the contextual
information. The ideal platform integrates the data and information in real time to allow
efficient and effective linkage of data and enables rules and complex event processing to
occur using the contextual threat intelligence. Making the information relevant to the security
analyst is a key deliverable. This may include referencing the user impacted by the incident,
the criticality and regulatory scope of the assets impacted and the incorporation of threat,
application and information intelligence. Context goes further to help security analyst decide
which security events to prioritize. It also aids investigation efforts, providing incident details
in context with processing and analysis trails all the way down to the logs. Contextual security
provides indicators that can identify a security incident. The power of contextual threat
intelligence comes from making strategic security decisions to protect organization before an
incident occurs. Threat intelligence is what threat data become when they have been gathered
and evaluated from trusted, reliable sources, processed and enriched, then disseminated in a
way where it can be considered actionable by an analyst.
6. MULTIDIMENSIONAL THREAT INTELLIGENCE SCALE PROBLEM
Threat intelligence can be divided broadly into three categories: tactical, operational and
strategic. At the organizational level it is important to determine which type of threat
intelligence is delivered to the right decision-maker in the right way, at the right time. Tactical
threat intelligence is information from known attacks, as a result of direct action by
cybercriminals, which have the potential to immediately influence cybersecurity decisionmaking. It supports daily operations and events and is limited in analysis. Real-time solutions
are common providers of this sort of intelligence – providing indicators of compromise (IOC)
like file hashes, malicious domains, email subjects, links and attachments, registry keys,
filenames, DLLs etc. and can be delivered through machine readable threat intelligence
(MRTI) feeds or simple integration with security products. This sort of immediate threat
intelligence is relatively easy to gather, process and disseminate. However, tactical threat
intelligence information is short term in nature as some IOC’s can become obsolete very
quickly. Also, if threat intelligence information is not of high quality this category of
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contextual threat intelligence will provide false positives. Operational threat intelligence
provides a greater level of context than tactical threat intelligence. It offers insight into threat
actor's motivation, capabilities and objectives. While remaining technically focused, it helps
teams assess specific incidents relating to events and investigations, helping guide and
support incident response. Tactics, techniques and procedures are key components of
operational threat intelligence. This sort of intelligence, augmented by human analysis, lasts
longer than tactical intelligence. Strategic intelligence informs its users about high-level
cyber-risk that tends to be associated with foreign policy, global events and movements on the
internet which can impact the cyber safety of an organization. This situational intelligence
helps decision-makers allocate budget to investments that best protect their enterprise, align it
to strategic business priorities, and make long term calculations regarding how their
organization and sector might be affected by its environment, both digital and otherwise. It is
the most complex form of intelligence to generate and is human resource intensive. It
demands a nuanced understanding of the cyberthreat landscape and assesses disparate sources
before integrating to form an overall picture of long-term issues for decision-makers. A
strategic threat intelligence report identifies overarching trends and patterns, alongside
operational and tactical intelligence (Blueliv, 2019).
All categories of threat intelligence can be used both proactively and reactively. It is an
opportunity to get one step ahead of the attackers, using contextualized information about
emerging and known threats. The better prepared a security team is, the stronger its security
posture. Threat intelligence helps teams prioritize their activities to counter threats which
have the highest probability of occurring and protect assets which have the highest probability
of being targeted. In order to be successful, organizations must be empowered to reduce their
attack surface and staff overload so they can get more out of their existing firewall and threat
intelligence investments. As the use of threat intelligence becomes more pervasive, it has also
become clear that there is a multidimensional scale problem that needs to be addressed. First
dimension pertains to existing network security controls that have a threat intelligence scale
problem. Unfortunately, there are many cyber-security technology vendors marketing threat
intelligence with questionable value and limited only to firewalls. The problem here is that
firewalls provide only limited threat intelligence because of performance limitations. The best
firewalls can handle only a few hundred thousand threat indicators, yet there are tens of
millions malicious IP addresses and domains that exist at any given moment. This leads many
organizations to a false sense of security with a limited subset of threat intelligence hoping
this subset provides the coverage needed. Many organizations, key economic actors, are
realizing this approach to be inadequate and are turning to external threat intelligence to
address the firewall threat intelligence scale problem. Second dimension pertains to
operationalization of threat intelligence that is challenging at scale. There is a massive amount
of external threat intelligence that key economic actors can access to improve their cyber
defense posture. As costs can be a constraint for expensive commercial threat intelligence
feeds, there are plenty of low-cost or even free threat intelligence feeds available from open
source, government and industry sources. The scale problem lies in managing, maintaining,
and making effective use of threat intelligence and putting it in context. Some of the
challenges include managing multiple threat intelligence feeds that come in different formats,
ensuring threat intelligence feeds are up to date, integration of threat intelligence into security
operations. The late is especially interesting as it directly leads into another dimension of the
network security threat intelligence scale problem. While firewalls provide a limited subset of
threat intelligence, this same limitation is hindering ability to act based on external threat
intelligence. The third dimension is the cyber security human scale problem. The human
factor is the weakest link in both prevention and mitigation of cyber breaches, while the best
defense is to test and train people on security policies, technology and tools. Just one mistake
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from any employee across an entire organization can be very costly. That’s why companies
today are stress-testing and training every level of the organization, to gain a deeper
understanding of the cyber threat landscape, the types of attacks they might face, and the
impact these attacks can have. A holistic, organization-wide approach, that bridges and train
the people with the policies and technologies, in a safe environment, is the most impactful,
long-term and authentic way to prepare key economic actors for the next wave of inevitable
cyber-attacks.
7. CONCLUSION
Cyber resilience has gained momentum over the last few years as organizations realize
that cyber-risk is not an IT risk but a broader business risk. The power sector has already
demonstrated itself to be particularly vulnerable and must dedicate substantially more
resources to closing back doors and training employees to avoid clicking on malicious files.
Adversaries are thinking strategically, extracting as much value as possible from each new
threat they develop by exploiting unprotected systems and vulnerabilities in both older and
newer technologies. ICS and SCADA systems have historically been the technology
workhorses at many organizations, lasting for decades without major upgrades. The reality of
advanced persistent threats requires a more strategic approach - everything from patching to
segmentation to access control. It is imperative that those systems are subject to the same
level of security protection, the same security hygiene standards, and the same tracking and
reporting processes as the IT network. Applied to cyberspace, companies can do a lot to help
themselves. Simply ensuring that only approved programs can run on their systems, regularly
patching all software, educating employees about cyber-risks and constantly monitoring
networks would help keep most intruders out.
Many organizations have realized they require threat intelligence to be able to change
their security model from reactive to proactive model in order to stay ahead of the attackers.
However, this can only provide value when it is researched, analyzed and disseminated
correctly. Tackling cybercrime often requires international co-operation. In recent years this
has been getting better, partly thanks to agreements such as the Council of Europe’s
Convention on Cybercrime, whose members assist each other in international investigations.
More resources for crime-fighting outfits, including teams on secondment from the private
sector, would clear out more criminals. More focused and more effective cooperative efforts
are needed between private-public entities to address today's risks with tomorrow's
technologies. The threats are real, and they will get bigger. The best way to counter them is
with a comprehensive, strategic approach involving an entire organization.
The growing sophistication of cybercriminal threats calls for a partnerships-based,
multifaceted and agile approach that goes beyond detection and disruption. The Internet has
turned out to be one of the biggest forces for progress in the history of mankind and it is now
at the heart of the global economy and it needs to be properly secured. Threat intelligence and
information sharing have turned out to be critical requirements for successful security
operations and cyber defense. Threat intelligence means that key economic actors can focus
their cybersecurity resources on where they are most needed at the tactical, operational and
strategic levels. As the use of threat intelligence becomes more prevalent, it also become
obvious that there is a multidimensional threat intelligence scale problem that needs to be
addressed. One can say that threat intelligence represents one of the most critical weapons in
cyber defense. Many organizations are yet to see the value of adding threat intelligence to
their cybersecurity infrastructure as a crucial layer of deep defense.
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Abstract
The world today functions and operates in a digital environment so that information and
communication technology have become an integral part of all customs procedures. The
World Customs Organization monitors and participates in the high rhythm of informationdriven change. Digital customs means using digital systems for collection and storage of
customs duties, for the control of goods, people, means of transportation and money, all to
ensure cross-border trade. The ultimate goal of digital customs is to replace classic
paperwork with electronic operations to create a more modern and efficient customs in line
with global changes. Further development of digital solutions and services facilitates
transactions in the trading world. Increase in the customs administration operational
efficiency achieved by means of adopting new digital technologies in the customs community
will enable further promotion of connectivity, interoperability and cooperation among all
global trade participants. The aim of this paper is to point out and present changes that
digital technology has introduced into customs procedures to facilitate and simplify the
exchange of goods between all the world's trading partners.
Key words: Customs administration, technology, cross-border trade
1. INTRODUCTION
International trade and world economic trends over the past decades have been marked by
the globalization use of IT and communications technology. The globalization environment
imposed new priorities, vision and doctrine on the customs system to increase the efficiency
of customs operations (Demirović and Mataga, 2018a).
Today, information and communication technology is an integral part of customs
procedures in the digital environment. Digital customs today is enabled based on digital
systems collection of customs duties and control of transport means, goods and people in
cross-border trade (Mikuriya, 2016).
The US Customs and Border Protection (CBP) uses the Global Entry program, which
provides quick entry to passengers evaluated as low risk persons for US Control, is carried out
with the automated help at border crossings where personal documents and fingerprints are
scanned, customs declaration filled, after which passenger obtains printed completion
procedure certificate (Global, 2019). Earth-orbiting satellites also play a role in securing
border protection and border crossings. The satellite technology prevents unauthorized trade
in drugs, weapons, people and other forms of smuggling by tracking transportation means and
persons who cross border legal or illegal. (How, 2019).
The replacement of classic paper customs procedures with electronic operations in line
with global events is the ultimate goal of the digital customs in order to facilitate global trade
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transactions. Accepting digital technologies will enable the customs community's efficiency
and further cooperation between all global trade participants (Mikuriya, 2016).
This paper will present the use of digital technology in the e-customs environment of
international trade through multidisciplinary evaluation, statistics data, shown as customs
mission in the 21st century of technologically advanced cross-border trade and also
development of further application solutions. The changes in customs procedures globally and
European Union, due to technology innovations in customs procedures, and new custom
working methods will be explained.
2. E-CUSTOMS AND E-COMMERCE IN NUMBERS
E-customs is a system based on the use of information technologies for the purpose of
mutual electronic data and information exchange between the customs service and the
entrepreneurs. The use and further development of e-customs enables, within a given
institutional framework, effective customs control and faster goods flow in a global
environment.
Global increase in statistics data and the rise in overall figures in customs procedures
generally indicate that the system in future, could be functional solely by using e-customs. All
the steps of international trade are in direct connection with the export and import customs
procedures as shown in Figure 1 (The 7 steps, 2019).
Figure 1. The role of customs clearance in import and export

Source: https://transporteca.co.uk/international-shipping-guide/ (accessed 07.07.2019).
E-commerce has changed the international trade. Customs administrations with
innovative solutions must cooperate with all relevant parties to manage e-commerce
transactions (Cross-Border, 2019). Figure 2 illustrates how the process of international
merchandise flow is very interdependent due to the regulations and documentations required
for effectively crossing the border (Logistics, 2019).
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Figure 2. Electronic Data Processing

Source:
available
at:
https://www.descartes.com/system/files/documents/wp_logistics_flow_control.pdf (accessed
07.07.2019).
The customs service adapts daily to the fundamental drivers of globalization and to the
exchange of goods and capital flows. Globalized reality manifests in the fact that today there
are over 1.2 billion international tourist arrivals per year, almost one billion of social networks
users with one foreign "friend", and within the EU more than two million people commute
every day to another country member (Europska komisija, 2017).
Statistical data credibly indicate the results of import and export customs procedures.
With its contractual policy, the EU has created the largest trading block with 140 countries
worldwide. Every billion euros realized by export opens new 14000 work places. Every
seventh work place in the EU, or 30 million working places, depends on exports done to the
rest of the world (Europska komisija, 2017). In the EU's exports and imports, in the year
2016, 300 million customs declarations worth 3.5 trillion euros were submitted (Europska
komisija, 2018).
The European Union participates with 15% in the world's trade and at the business, the
same level as in the case of the US and China. Within one hour, 93% of import customs
declarations are processed, and only every 100th declaration awaits completion of the
customs procedure for more than 48 hours. In a simplified system, 72% of procedures were
performed and 78% of international exchange of goods was conducted with countries with
which the EU has signed free trade agreements (EU, 2019).

3. MULTIDISCIPLINARY COOPERATION IN E-CUSTOMS
Mutual co-operation conditioned by the digital age and the use of digital technologies
requires continuous working meetings, conferences, joint partnership analysis of challenges
and opportunities and shared access to e-platforms.
Customs trends function in globalization processes and competitive environment as seen
in Figure 3. This environment has generated new trends with widespread use of information
and communication technology (Facilitating, 2019).
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Figure 3. Global trade chain and role of customs in it

Source:
http://ebook.comcec.org/Kutuphane/Icerik/Yayinlar/Analitik_Calismalar/Ticaret/Toplanti11re
v2/files/assets/common/downloads/publication.pdf (accessed 07.07.2019).
Previous events, future development, challenges, opportunities, and tremendous potential
of digital commerce require a global approach. Trade and customs E-Platforms enable the
connection and collaboration of all participants in the process of moving goods from the
manufacturer to the end customer as shown in Figure 4 (Tsang, 2018).
Figure 4. Collaboration of customs and all parties ine-commerce

Source:
http://economists-pick-research.hktdc.com/business-news/article/ResearchArticles/Mainland-Cross-border-E-Commerce-Opportunities-for-Hong-KongBusinesses/rp/en/1/1X000000/1X0A3HYN.htm (accessed 07.07.2019).
The enormous increase in cross-border e-commerce creates the need for multidisciplinary
approach and collaboration between all involved in customs processes that for connectivity is
generated globally.
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That is why the conference on cross-border e-commerce with over 1500 participants from
the public and private sector was held in Beijing, in February 2018. The conclusion pointed to
the necessity for monitoring the pace of e-commerce that changes the current business
patterns, which requires consolidation at the multilateral level and the formation of
partnerships between all involved, such as customs administrations, companies and other
systems involved in e-commerce (Lloyd, 2018).
In October 2018, the 13th annual WIC PICARD conference was held in Malatyi, Turkey.
At the conference, a communication platform was established between customs, universities,
institutes and the private sector on issues relevant to international trade and directly related to
customs duties. The World Customs Organization (WCO) gathered more than 200
participants from 65 countries from international and regional organizations focusing on
linking the system and facilitating cross-border e-commerce (WCO, 2018). In March 2019,
the WCO organized a conference/meeting "SMART Borders: Knowledge Based Customs
Implementation", focusing on the key role of data and technology in optimizing customs
procedures. The aim was that the international customs resolutely faced the new emerging
risks and obligations of using technology-based tools and decisions to resolve cross-border
security challenges. Topics dealing with customs services such as the environment,
medicines, safety, risk management and information, cultural heritage, intellectual property,
health, income, customs investigations, money laundering, and terrorist financing required the
participation of numerous partner organizations. Thus, the event was joined by the following
organisations, such as: FRONTEX, UNODC, INTERPOL, UN organizations, members of the
scientific community, Organisation for Economic Cooperation and Development, Europol
and Pixstart (The, 2019).The Conference on technology was held in June, 2019 in Baku,
Azerbaijan. More than 900 public and private sector representatives, academic community
and international organizations from over a dozen countries shared their achievements in
introducing electronic services in customs procedures. Discussions on further impacts on
technology, on the continuation of digital transformation and on technology-based initiatives
were held. Moreover, artificial intelligence, robotics, drones, face recognition, machine
learning and blockchains, innovation in the transportation industry, such as self-contained
trucks, smart containers and Hyperloop that would eliminate borders, distance and time were
also topics that would link customs and technology (WCO, 2019).
4. MISSION OF CUSTOMS SERVICES IN THE 21ST CENTURY
Traditional core tasks of the customs service were border controls and collection of
customs duties. In the globalized environment, as Figure 5. shows, and over the past decade,
customs services have been given new tasks primarily aimed at protecting the security of
society.
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Figure 5. 21st Century Customs Framework

Source: https://www.cbp.gov/trade/21CCF (accessed 17.06.2019).
These powers relate to the check-up of goods, products and imported food due to the
growing threats of terrorism, international organized crime and other threats while taking
steps to facilitate legitimate international trade (Demirović and Mataga, 2018).
The most recognizable part of previous actions of the customs service was the
implementation of the government economic policy and economy strengthening through
calculation and collection of customs duties. Customs service is also recognizable as a
facilitating factor for trade and transport. Everyday activities of the customs service are
activities against the illegal trade, various forms of smuggling and the detection of goods
movement trends. Therefore, customs plays a significant role in the protection of human
health, environmental protection and national security (Šplajt and Kozary, 2018).
The World Customs Organization in collaboration with 177 customs administrations
participates in global trade changes, shapes world security and the economic environment.
WCO develops practices in order to strengthen customs administrations, individually and
collectively, responds to the great challenges they are facing and becomes the driving force of
activities in their environment. These changes and practices are shown in Figure 6.
Figure 6. Customs Guidelines for the 21st Century

Source:
http://www.wcoomd.org/en/topics/capacity-building/activities-andprogrammes/mercator-programme/cb_support_customs_reform_modernization.aspx
(accessed 07.07.2019).
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Especially due to the escalation of terrorist attacks, the World Customs Organization has
taken measures for the protection of all its members. In that order and to take place in the
wider security context in 2015, Resolution Punta Cana was introduced. Resolution Punta
Cana gives to customs service the opportunity to take measures such as the purchase of
modern equipment for the detection of radiation, chemical and biological threats.
It is carried out in parallel with continuous education and training of customs officers in
identifying strategic goods, dual-use goods and technologies of mass destruction while further
improving standards of achieving faster and easier global trade. The goal of the World
Customs Organization is that in a secure-protective role its member countries use the power
of preventive and repressive to the investigation and processing, forensic and intelligence
activities, monitoring and upgrading risk analysis (Šplajt and Kozary, 2018).
5. USE OF TECHNOLOGY IN CROSS-BORDER TRAFFIC
Highly integrated automation systems, transport and goods clearance speed, the
standardized verification procedures and the high efficiency of the tariff clearance provide the
basis for the technology-oriented customs surveillance system (Customs, 2018). Figure 7
shows their interaction.
Figure 7. Monitoring the movement of customs consignments with technology help

Source:
http://www.five-r.com/shop/customs-container-logistics-surveillance-system/
(accessed 06.07.2019).
Experts from various technology fields agree that the future development of cross-border
traffic lies in combination and interaction of technology and systems. Primarily, further
development must be based on electronics, software, sensors and networking. The interaction
of these elements will enable all participants’ collection and data exchange by tracking the
movement of goods along with the biometric and biographical supervision of persons
(Tempier, 2016). The World Trade Organization's guidelines on reducing administration and
simplification of customs procedures are accepted around the world. Customs participation in
digital revolution makes trade easier and cheaper. The establishment of new customs working
methods enables completion of the customs procedure simply by entrepreneurs' notification to
amenable customs office. Figure 8 shows how the number of controls significantly reduces
(AEO, 2018).
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Figure 8. Electronic data exchange enables customs procedures simplification

Source: http://www.customs.go.jp/english/aeo/pamphlet.pdf (accessed 06.07.2019).
In the Asia-Pacific region, in 2017 APEC, member states reduced export time by 16%
and costs by 8% just by utilization of unique information systems (Hendrickson and Chapnick
2018). The EU is an example of how the use of technology can contribute to the system
efficiency. Based on the several studies, it can be concluded that reduction of 10% in waiting
time for customs procedures increases trade by 2.5 to 5%. The direct consequence of
procedure digitalization is a creation of integrated customs service in the EU (Europska
komisija, 2018).
Figure 9 illustrates United Nations expert’s evolutionary development model of the
unique window for the no paper trade (Koh Tat Tsen, 2011).
Figure 9. Single window –a platform for information delivery needed in customs clearance

Source:
http://www.unece.org/fileadmin/DAM/trade/Trade_Facilitation_Forum/BkgrdDocs/TenYears
SingleWindow.pdf (accessed 06.07.2019).
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In order to respond adequately to future challenges, investment in modernization is a
prerequisite. For this purpose, within the framework of the Customs 2020 program, with an
amount of 500 million euros made available for financing information systems to create the
whole European electronic environment enabling real-time data exchange (Europska
komisija, 2014).
6. ELECTRONIC SYSTEMS IN THE
EUROPEAN CUSTOMS LEGISLATION

IMPLEMENTATIONS

OF

THE

In order to create an effective system for the protection of the European customs area,
criteria have been set up to create an advanced risk analysis system that allows the customs
services of member states (EU) detection of threats before the border. This created the balance
between implementation of customs controls on entry to the EU and facilitation of customs
procedures for reliable entrepreneurs (Demirović and Mataga 2018).
The customs and security concept that underpins the lawful flow of goods on the
international level consists of several instruments. The fundamental part is the use of
electronic data exchange to establish a risk analysis system. The other instrument is the
obligation for all included in the international exchange-electronic to submit safety entry or
exit customs declarations. The third instrument is facilitation for reliable entrepreneurs based
on customs legislation when performing customs procedures. Given the e-environment of all
involved in the international trade, these instruments apply within the framework of the ecustoms concept (Demirović and Mataga 2018a).The EU Customs Law basic objective is
ensuring undisturbed and efficient customs treatment by using the potential of digital tools in
the Union in a way that enables entrepreneurs to operate in a non-paper way with the
harmonized operation of all customs administrations (Europska komisija, 2018).This made it
possible for 114365 customs officers to process more than 300000 million declarations in one
day (EU, 2019).The guidelines of the new EU customs law became evident in the fact that in
the experts from all customs administrations and economy representatives were included in
working groups for its application. Accordingly, the European Commission has developed the
application program that will be informational support for the new law implementation
providing customs services for effective collection of customs duties (Zlopaša, 2016).
The technology use for further repression of illegal trade of customs goods in the EU has
created a monitoring system and a system of security features. For example, for tobacco
products, importers and producers have the obligation to label products with a unique coded
identification mark that is integrated with a safety feature or a tobacco mark (Bratko, 2019).
The application of EU Customs Law in 2016, led to the harmonization of procedures in
the European Union. In order to establish a unique action pattern, the European Commission
has created a common EU Trader Portal through which EU entrepreneurs apply for any
customs procedure. The system consists of components by which the Customs Service makes
decisions such as: portals for entrepreneurs, registers of approvals and public services
available on the Internet. The whole system has the role of transparent requirements and
decisions management and faster communication between the economic sector and the
customs service (Kleković, 2018). The use of digitalisation and data flow provide the basis for
customs controls, which will ultimately enable customs resources directing to the most
challenging action areas while simultaneously reducing the administrative burden on
entrepreneurs (Europska komisija, 2018).
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The above-mentioned facts from the new customs provisions are a step forward
compared to the previous customs legislation. Reliable working companies will have
particular privileges in international trade and the opportunity to become Authorized
Economic Operators (AEO). Concentrating customs service to detect new facts, and without
unnecessary repetition of the old ones reduces the overall risk level for companies. This will
allow easier access to process simplifications as well as better protection and security of the
customs area (Mazzi, 2017).
Additional upgrade of the customs legislation that facilitates the international trade for
EU companies is the centralized clearance. This upgrade makes it possible for an entrepreneur
to submit a declaration of goods that has been submitted for clearance in another member
state in the place of his residence. Example: an entrepreneur from Austria with a residence in
Klagenfurt submits a customs declaration at the Customs Office in Klagenfurt, whereas the
goods are entering the EU at the Customs Office in Split (Pisačić Krstičević and Galić, 2018).
The condition for centralized clearance is the approval of residence state with the consent
of the member state where the goods are submitted for electronic data processing. Procedures
for the centralized clearance are release into free circulation, customs warehousing, temporary
import, use for special purposes, internal production, foreign production, export and re-export.
The advantages of the procedure are customs duties centralization for those companies that
have residence in one member state and the branch offices in another member state(s) or when
entrepreneur’s warehouse is in one state and the goods come through another member state.
Further advantages are that one approval issue is valid in several member states. Ultimately,
the promotion of co-operation among all EU customs services by adopting approval at the
management level and at operational level for the submission, receipt and verification of
customs duties (Pisačić Krstičević and Galić, 2018).
7. ACTIVITIES OF CUSTOMS ADMINISTRATION OF THE REPUBLIC OF
CROATIA
Due to the Croatia's geographical position on the EU eastern land and sea border,
Croatian customs administration has an outstanding role in overseeing customs-security
measures at the borders with the third countries/non-member countries. Adapting to the
globalized customs service environment, the Croatian customs and legal system uses new
technologies and technical means as important tools to control and suppress all illegal actions
(Demirović and Mataga, 2019).
Within the single EU customs system, the Croatia's current business strategy is the
functioning and development framework for the Croatian customs service. As a part of the
service that conducts business activities based on the EU customs legislation through effective
action, it facilitates the legitimate international trade and creates partnerships with the
economy (Baković, 2019). The application installed on entrepreneur’s personal computer or
smart phone is a tool enabling e-signing of documents and sending them in real time to the
customs service. At the same time, a two-way communication is enabled, that is, receiving
documentation from the Customs Administration using the G2B service as shown in Figure
10 (Carinski, 2019).
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Figure 10. G2B system for electronic communication between entrepreneurs and Croatian
customs

Source:
https://carina.gov.hr/UserDocsImages/dokumenti/e-Carina/G2B/ecarina.Upute%20za%20kori%C5%A1tenje%20aplikacije%20Carinski%20G2B%20klijent%2
0v1.7.pdf (accessed06.07.2019).
By implementing reforms, Croatian customs administration modernizes working system
with legal standards and good EU practice. Simplification in administration, less obligations
for entrepreneurs, legal security and the elimination of tax evasion are the benefits of that
customs practice (Demirović, 2017). In the construction of new electronic systems required
for further implementation of the EU customs, human and material resources of customs
administrations from all member states are engaged. Educational workshops and seminars on
new electronic systems for entrepreneurs and customs service were also organized.
Information activities were carried out through the web pages of the customs administration
and in the articles published in the Customs News (Zlopaša, 2019).
Together with other member states, the Croatian customs administration may equally
participate in the battle against fraud and by sharing empirical information from the practice
contribute to the fraud prevention (Benazić, 2017).
Based on the application of the European Union customs system and national customs
regulations, the Croatian custom administration continually and successfully, through key
performance indicators, directs its work towards positive revenue collection (Izvješće, 2019).
It is therefore to be expected that the obligations in the area of customs will arise due to the
future Croatian presidency of EU Council.
The Croatian Customs Administration has initiated cooperation from Budapest to
Istanbul. On this basis, a co-operation Group for South East European Airports was created
under the auspices of the Council of Europe. A Pre Arrival Passenger Information System
(PAPIS) has been created to carry out analytical processing and to select customs control
targets based on the information collected on passengers and goods. This allows for quick
passage of passengers and effective control. The Customs Office at Franjo Tudjman Airport
in Zagreb has become an international training centre for customs and police officers. It
provides advanced training modules (Radman, 2019). Such an organized and managed system
has achieved results that have been news to all world media (Boltižar and Žabec, 2019).
8. CONCLUSION
In order to increase the efficiency of customs work in the globalization environment, the
new priorities, vision and doctrine have been imposed on the customs system. In the modern
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digital environment, information and communication technology has become an integral part
of customs procedures. Digital technologies enable the customs community's efficiency and
better cooperation between all global trade participants. E-commerce has changed the
international trade. Customs administrations must cooperate with all relevant parties to
manage e-commerce transactions with innovative solutions.
Future development, opportunities, challenges and tremendous potential of digital
commerce require a global approach and set up of communication platform between customs,
private sector, universities and institutes regarding the topics relevant to the international
trade and directly related customs duties.
There are discussions on a daily basis about further impacts of technology, on the
continuation of digital transformation, and on technology-based initiatives. Artificial
intelligence, robotics, drones, face recognition, machine learning and blockchains, innovation
in the transportation industry, such as self-contained trucks, smart containers and Hyperloop
will facilitate border procedures and save time. In the digital environment, data flow which is
fundamental in customs control will ultimately enable directing of customs resources to the
most pervasive areas of action while simultaneously reducing the administrative burden on
entrepreneurs.
Customs service is also a facilitating factor for trade and transport. Everyday activities of
the customs service are activities against the illegal trade, the detection of good movement
trends and various forms of smuggling. Therefore, customs play a significant role in national
security, environmental protection and in the protection of human health.
The customs administration plays an outstanding role in overseeing customs-security
measures at the border with other countries. It modernizes the working system by
implementing reforms with legal standards and good practice.
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Abstract
The retail industry has changed significantly in the past decade. The digital revolution
has created exacting customers expecting higher levels of service and product quality. In
order to remain competitive for their customers, traditional brick-and-mortar retailers have
added online channels, and revolutionized mobile technologies along with social media,
becoming omnichannel retail companies. The purpose of this paper is to provide a current
state of the research on differences between multichannel and omnichannel retailing, as well
as O2O commerce as a transition retail model. The paper also presents the practices and
factors increasing satisfaction of consumers buying their products online and offline. The
paper is based on a review of the existing literature of academic studies and research based
studies. The review offers a structured approach to what is a current research gap in the field
of omnichannel retailing, and provides a roadmap for future research.
Key words: channel integration, customer satisfaction, multichannel, omnichannel, O2O
commerce
1. INTRODUCTION
With the explosion of online businesses in the last decade, consumers have wider choices
for their purchases, which made them more informed about product offerings than ever
before. Major contributors for these advancements are social networks (i.e. Facebook,
Instagram, and Tweeter etc.), company websites and peer groups for product reviews and
customer feedbacks (PowerReviews, 2016; Sunil, 2015). In the early stages of electronic
commerce (e-commerce) development, physical or brick-and-mortar retailers just developed
online sales channels as separate business divisions. Therefore, the increase in online retailing
is mostly influenced by the emergence of the so-called brick-and-click service providers,
simultaneously providing online and offline services (Wang and Zhang, 2018). In this view,
companies established online facilities that were autonomous from their brick-and-mortar
shops (Taylor et al., 2019), as the costs of data integration among different channels were
high (Frasquet and Miquel, 2017). However, they can offer advantages over pure brick or
click strategies, in terms of lower costs, improved trust, etc., only if they integrate two
different strategies (i.e. multichannel integration) to take advantage of each channel (Chang et
al., 2018; Zheng et al., 2016); unlike, this strategy would lead to failure (Herhausen et al.,
2015) as different channels from the same retailer would act like competitors to each other.
As consumers want to be convinced in product quality before the final purchase, they
search for all available information from various sources. The revolutionized mobile
technologies (i.e. location-based applications, self-check-out technologies, etc.) have
transformed retail strategies and consumers shopping behaviors (Kang, 2019). Therefore, to
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remain competitive in dynamic marketplace, the retailers need to assess the practices and
factors influencing purchase behavior of consumers in different channels. In other words,
retailers should switch from multichannel to omnichannel retail model (Verhoef et al., 2015),
by integrating all available channels. Taylor and Levin (2014) suggest smartphone-enabled
consumers are the omnichannel drivers, as mobile applications are an increasingly important
part of omnichannel retailing. Furthermore, Sopadjieva et al. (2017) found that approximately
73 percent of today’s customers are omnichannel shoppers, which confirms the importance of
consideration of omnichannel practices and shopping behaviors in order to remain
competitive in the multifaceted environment.
In response to these changes and opportunities enabled by developments of new retail
strategies, interest in different aspects of omnichannel benefits has increased in recent years.
This paper presents a review of the literature that addresses the following research questions
in the subject area:
RQ1. What is the difference between multichannel and omnichannel retail strategy?
RQ2. What has been studied regarding different modes of online and offline channel
integration?
RQ3. What are the future opportunities regarding omnichannel research?
The reminder of the paper is organized as follows. The next section establishes the concept of
multichannel integration, and related O2O retail model. Section three distinguishes
multichannel and omnichannel concepts, and presents available omnichannel fulfillment
strategies, and factors influencing online or offline consumers buying. The final section
presents a summary and conclusions by highlighting research gaps and suggestions for future
research.
2. MULTICHANNEL INTEGRATION
There are various factors influencing consumer decision on buying online or offline, such
as product price, sales promotions, discount coupons, variety of products available, quality of
products and services, shipping and handling costs and the like. Sunil (2015) examined which
factors influence consumers when choosing between online and offline channels, but did not
find any differences in the impact strength among tested factors. Although online and offline
channels were considered as competitors for years, advancements offered by cross-channel
synergy including lower costs, improved trust and market extension (Ailawadi and Farris,
2017; Wang and Zgang, 2018), and increased customer loyalty, resulted in the emergence of
the so-called multichannel strategy. In the context of improved trust, by using combination of
different channels, customers gather more product information and compare prices from
multiple retailers. Furthermore, by combination of different channels retailers provide valueadded services to customers, increasing customer satisfaction and loyalty. All these
multichannel opportunities lead to retailers’ sales growth.
Frasquet and Miquel (2017) defined multichannel integration (MCI) as the management
of diverse channels striving to offer shoppers a seamless experience across all company’s
channels. Brick-and-click service providers or multichannel retail companies offer their
products and services through both online and offline channels (Wollenburg et al., 2018), and
multichannel strategy offers significant benefits to retailers in terms of positive transfer effect
from online to offline performance, and vice versa (Bock et al., 2012). On the other hand,
Wang and Zhang (2018) research proved there is no direct influence of online service failure
on offline customer loyalty. In other words, the negative perceptual effect probably won't spill
over online service failure to offline performance. However, brick-and-click service providers
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do not necessarily result in profit increase for firms, because customers still prefer offline
above online channels (Wang and Zhang, 2018). Therefore, only channel integration may lead
to competitive advantage for brick-and-click service providers (Herhausen et al., 2015), and
this integration can be realized in two dimensions – physical integration, referring to
possibility of shopping across channels, and information integration, referring to providing
information on products across channels.
2.1. Factors increasing online and offline satisfaction
As consumers are still more inclined to traditional brick-and-mortar stores, to increase
their competitiveness, online retailers provide different types of services such as free shipping
services, product comparison options, discount coupons, flexible product return policies etc.
(Sunil, 2015). Generally, online stores provide special sales offers, coupons and timely
information about the product (Kacen et al., 2013). Furthermore, online stores often provide
greater variety of products than offline stores, which makes them more appealing to final
customers.
There are three features important for the customer satisfaction in the online business
context: (1) system quality, referring to adaptability, availability and usability of the system,
(2) information quality, referring to ease of access, understanding and security, and (3) service
quality, referring to overall support from the retailer (Xu et al., 2013). Chang et al. (2018)
examined the influence of online satisfaction on behavioral intentions towards different
channels, concluding that online satisfaction increases behavioral intentions toward online
channels, but has no significant effect on offline satisfaction and intention to buy offline.
In contrast to online satisfaction, Chang et al. (2018) suggest offline satisfaction further
increases intentions to buy from both offline and online retailers’ channels. Also, several
researches showed that offline trust increases online trust in multichannel retailers’ online
business (e.g. Bock et al., 2012; Yang et al., 2011). Generally, offline stores provide an
opportunity for consumers to physically examine characteristics of a certain product. The instore experience therefore dominates in generating customer value perceptions in the retail
industry. Also, to address the consumers’ requests in real time, offline facilities engage sales
executives and sales persons who contribute to overall purchasing satisfaction. Therefore,
offline channels whose business core is to provide seamless shopping experience still
maintain strong competitive advantage over online service providers.
However, as multichannel strategy suggests, when a retailer succeeds in integrating its
online and offline channels, customers will develop positive attitudes towards the retailer and
will not be willing to change retailer (Frasquet and Miquel, 2017). Therefore, regardless of
whether the competitive advantage comes from online or offline channel satisfaction, when
channels were integrated, the increase in overall retailers’ loyalty and customer satisfaction is
somehow guaranteed.
2.2. O2O commerce as a new business model
As retailers recognized the importance of online and offline channel integration, which
has been broadly applied in the multichannel context (Bock et al., 2012), the new successful
business model known as online-to-offline (O2O) commerce appeared. O2O model describes
how retailers attract customers via online channels (by providing information about available
products) and direct them to brick-and-mortar stores (Du and Tang, 2014; Hsieh, 2017), that
offer complete service experience to final customers. O2O assumes engaging with online
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customers in various ways to encourage them to leave the digital channel and enter a physical
store. Thereat, retailers mostly use mobile services and social communities (e.g. locationbased technologies), which are shown as effective tools for reaching customers. Therefore, it
can be said that core value of the O2O commerce is to provide an integrated consumer
experience.
Figure 1 shows the online-to-offline (O2O) business model, where customer fluctuates
between online and offline sales channel. In the first two steps, customer searches and places
an order for products via online devices. The order is then processed to brick-and-mortar
stores, where customer takes the product. After the completion of the sales process, customer
gives online feedback on the quality of the retailers’ services, while retailer attributes
information on sales quantities via online channels. These final steps in O2O commerce show
the progress of the retail models from multi- to omnichannel strategy, through multi-touch
attribution where retailers can follow the journey of customers from online to offline
channels, attribute the value of each interaction and make more informed decisions.
Figure 1. O2O commerce

Source: https://www.o2oplatform.com/blog/o2o-commerce (accessed 03.09.2019).
This model characterizes the increase in offline channel sales enabled by online channel
tools, such as online catalogs, price information, availability of products (finding nearest
brick-and-mortar store through location-based service) and placing orders online before
visiting physical stores (Chang et al., 208). Furthermore, product promotion on a social media
affects offline sales in retail industry. But, in order to raise competitiveness, retailers should
integrate online and offline business model by cooperating between online and offline
channels, balancing the sales price levels and distribution of products, and promoting
channels mutually. In order to build successful O2O platform, retailers need to focus on
factors increasing customer loyalty, but first of all to integrate existing sales channels to avoid
customers transfer to competitors.
3. FROM MULTICHANNEL TO OMNICHANNEL RETAILING
Multichannel concept enabled customers to interact with the retailer via multiple canals
(Verhoef et al., 2015), but at the same time did not offer convenient shopping experience, by
connecting offline and online models (Mosquera et al., 2017). As in O2O commerce,
customers were only attracted by online services to visit physical stores, but this model did
not offer customers to purchase and operate via multiple channels. Furthermore, brick-andclicks were struggling to achieve competitive advantages mostly because of the lack of
channel integration (Frasquet and Miquel, 2017). Also, the advent of different mobile
channels and social media in online and offline retailing further changed the business
environment. Therefore, in recent years appeared omnichannel retail concept, perceived as
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one of the most influential evolutions in retail business strategies in recent years (Mosquera et
al., 2018; Verhoef et al., 2015).
Figure 2 shows the evolution of retail strategies, from single to omnichannel models,
which has stared with the advent of first electronic commerce (e-commerce) activities. In the
beginnings of retail activities, customers had only one touchpoint available in physical stores.
In multichannel model customers used multiple (i.e. online and offline) touchpoints operating
separately, while the next step in retail development, crosschannel retail, presumed cross
multiple touchpoints as part of the same brand. This level of retail model development also
includes O2O commerce, as the final step to omnichannel retail strategy, where customer
interacts with retail brand anytime and anywhere.
Figure 2. From single channel to omnichannel retailing

Source: Naeem (2018).
Omnichannel retailing enables customers to simultaneously shop across channels and
interact with the retailer (Yang et al., 2019), which enables breaking down the existing
barriers among electronic and physical stores (Melero et al., 2016; Verhoef et al., 2015), and
maximizes customer shopping experience which is fundamental for omnichannel success
(Larke et al., 2018). In other words, the natural borders between channels begin to disappear.
Therefore, omnichannel retailing takes a broader perspective on channel integration and how
customers move through different canals in their purchasing process. Verhoef et al. (2015)
define omnichannel management as “the synergetic management of the numerous available
channels and customer touchpoints, in such a way that the customer experience across
channels and the performance over channels is optimized”.
Today’s shoppers want to make purchases anytime, from anywhere and from any device,
and if necessary, to return their purchases anywhere (Taylor et al., 2019). Therefore,
Mosquera et al. (2018) defined omnichannel shoppers as customers using at least two
different retail channels, constantly, interchangeably and simultaneously (Verhoef et al.,
2015) during their shopping activities. Thereat, mobile channels emerged to leading
mainstream for shopping activities as consumers may access to desired products anytime and
anywhere. As the importance of online channel in retail industry is growing, brick-and-mortar
stores should increase the shopping experience by implementing a variety of technological
innovations, such as quick response, tablets, free Wi-Fi (Piotrowicz and Cuthbertson, 2014),
virtual fitting rooms (Savastano et al., 2019), automatic checkouts (Kang, 2019) and the like.
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Furthermore, omnichannel strategy is changing physical store experience by combining
online and traditional activities, like “click and collect”, “order online, return to store”,
“ordering in-store” (Bell et al., 2014).
Several researches (e.g. Berman and Thelen, 2018; Verhoef et al., 2015) suggested the
main differences between multichannel and omnichannel management; the summary of the
proposed differences is shown in Table 1.
Table 1. Differences between multichannel and omnichannel management
Criteria
Channel scope

Performance objectives

Information flow
Distinction between physical
and online store
Supply chain integration
Place of purchase, pickup and
return

Multichannel

Omnichannel

Brick-and-mortar store, online
store, web catalog, mobile
Brick-and-mortar store, online
channels,
social
media,
store, web catalog
customer touchpoints (i.e. TV,
radio)
Maximizing a retailers total
Maximizing the performance of
performance across different
a specific channel (i.e. sales per
channels (i.e. overall retail
channel,
experience
per
customer experience, total
channel)
retailer sales)
Inconsistent message across Uniform messages across
channels
channels
Physical and online facilities are Seamless customer experience
divided
across channels
Orders from multiple channels
Each channel has a separate
are unified using a common
supply chain
supply chain
Combination
of
different
From the same channel
channels

Source: adapted from Berman and Thelen (2018), Verhoef et al. (2015).

As authors suggested in Table 1, channel integration is one of the most important features
which differs omnichannel from multichannel strategy. This attitude is further confirmed by
Giddes et al. (2014) study of the UK women’s dress market, which confirmed that a retailer’s
presence across different channels increases total retailers sales. Furthermore, Hernausen et
al. (2015) found that channel integration generates additional sales from customers.
However, several studies showed many difficulties in achieving omnichannel retailing in
terms of unifying customer experience across different channels (e.g. Hubner et al., 2016;
Larke et al., 2018). In this context, one of the most challenging tasks is to predict sales
forecasts by implementing integrated customer databases across different channels, in order to
minimise additional holding costs (Holweg et al., 2016).
3.1. Omnichannel fulfillment strategies
There are two most common consumer behaviors in an omnichannel retailing,
webrooming and showrooming (Kang, 2019). Webrooming occurs in situations when
customer searches for product online, but orders it in a physical store (Flavin et al., 2016),
which has become predominant practice among today’s consumers (Sopadjieva et al., 2017).
On the other hand, showrooming refers to researching products offline and purchasing them
online (Mehra et al., 2018). Therefore, retailers are pushed to redefine physical store function
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and in-store shopping experience, promoting the use of new technologies in order to integrate
channels (Savastano et al., 2019).
Furthermore, as omnichannel strategy allows customers to order from multiple
touchpoints and orders can be filled from any location across channels (Taylor et al., 2019),
there are several combinations of ordering, payment and return activities in an omnichannel
context (Berman and Thelen, 2018): buy online and ship to store (BOSS); buy online and
pickup in store (BOPS); buy online and return to store (BORIS); or buy online and ship to
home (BOSH). Taylor et al. (2019) distinguish BOPS and BOSS fulfillment strategies as the
inventory used to fulfill BOPS orders comes from the store’s inventory, while in the BOSS
strategy the order is directed to a store from DCs for fulfillment. These opportunities in
omnichannel environment question the role of the retailers’ physical stores; whether they are
pickup or return locations for online purchases, buying location for closely located customers,
or a retailer’s products showroom.
Figure 2. Multichannel and omnichannel scope

Source: authors
Figure 2 shows relations between analyzed business concepts. Firstly, online and offline
channel integration resulted in the occurrence of the so-called online-to-offline (O2O)
commerce, referring to attracting customers via online channels and directing them to
physical stores. The integration of online and offline business channels is reflected in
multichannel strategy or at brick-and-click retailers. However, maximized customer shopping
experience is achieved in omnichannel business context, where customers order from multiple
touchpoints and orders can be filled from any location across channels (i.e. BOSS, BOPS,
BORIS, and BOSH strategy).
3.2. Factors influencing online or offline consumers buying
Taylor et al. (2019) suggested retailers who face the declines in-store traffic may seek to
implement BOSS and BOPS strategies to keep their physical stores attractive destinations for
final customers. However, the choice of channel is mainly influenced by the type of goods,
which is confirmed by the following data. Although, multichannel and omnichannel
integration suggests customer loyalty will transfer from offline to online channels and vice
versa, evidences from grocery industry suggest it is not always the case. Harris and Usuriaga
(2017) study showed there is no direct transfer of loyalty from offline to online shopping
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because grocery customers’ profiles are significantly different. Then, Melis et al. (2015)
found that when online shopping experience increases, customers start to switch between the
online options of the different retailers, suggesting that online customers become less loyal to
their preferred retailer. Also, there is a fundamental behavioral difference between consumer
purchasing online, those only browsing online but purchasing offline and exclusively offline
customers (Kautish and Sharma, 2018). Therefore, these issues should be considered when
developing retail strategies and choosing appropriate business channels.
4. CONCLUSION
As consumers are more and more switching their purchasing actions among all possible
and available sales channels, expecting increased quality of products and services offered, it is
essential for the retailers to redefine service models and to explore the business opportunities
beyond the borders. Opportunities enabled by the omnichannel strategy question the role of
the retailers’ physical stores; whether they are pickup or return locations for online purchases,
buying location for closely located customers, or a retailer’s products showrooms. Hence,
retailers are forced to consider new opportunities for improving current retail strategies by
implementing new technologies to increase traditional customer service. Furthermore, there
are several ommnichannel enabled options – BOSS, BOSH, BOPS and BORIS available to
customers. Therefore, future research should study the differences in omnichannel preferences
among customers and product types, as well as to consider the degree of customer satisfaction
with the available omnichannel strategies. Furthermore, it would be interesting to examine in
which circumstances are each omnichannel fulfillment strategies successful, and which
strategy leads to greatest customer loyalty. Finally, existing research showed that the loyalty
transfer among different retail channels is not always the case. For this reason, it is advisable
to search for which industries omnichannel strategy gives the best results in terms of sales
growth or customer loyalty increase.
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Abstract
The European Comission realized long ago that e-commerce can be one of the fastest and
cheapest ways of buying selected products, and has therefore created a regulatory framework
to impact the development of e-commerce more profoundly. It is for this reason that the paper
investigates the concepts of the new and the old regulatory framework of the European Union
regarding the development of e-commerce. The changes of the European Union regulation is
analysed in detail. Pursuant to the above-mentioned, an empirical research has been
conducted in the Republic of Croatia. The aim of this research was to establish possible
impact of the new European Union regulation on the development of e-commerce in the
Republic of Croatia. The research suggests that the citizens have positive feelings regarding
certain parts of the regulation and that they could be the basis for further development of ecommerce. But, on the other hand, the empirical research clearly shows that the main goal of
the new regulation has not yet been achieved. Namely, the new regulation strives first and
foremost to diminish discrimination on the basis of nationality, place of residence and place
of establishment and to provide free choice for e-buyers.
Key words: e-commerce, new regulation, online trade, Republic of Croatia
1. INTRODUCTION
Commerce is the driver of the GDP in every country and it is an important factor the
European Union is trying to stimulate, especially inside the borders of the EU. E-commerce
has inside its industry undoubtedly become one of the current subjects that can speed up
economic growth and positively aim at better and faster satisfaction of the consumersʼ needs.
Namely, e-commerce is characterized by lower costs, which in turn generates lower prices. It
can lead to higher consumption and more rational satisfaction of their needs. Besides cutting
down costs, e-commerce provides the retailers with easier collecting and storing the data on
their buyers and consumers. Furthermore, retailers can create special offers for the consumers
based on the collected data. With creating special offers for the buyers and consumers, the
traders that operate in e-commerce can approach the customers in a cheaper way through
digital marketing. In digital marketing, they facilitate impulsive purchases. For example, with
the simple click on the link, the buyer is directed to the offer created just for him. In
traditional retail, buyers have to be drawn into the store that demands bigger efforts from the
buyer than one click on the link, which generates uncomparably higher costs for the buyers
and the retailers.
Currently, in the EU, many deal with the issues related to the development of ecommerce, from the European Comission, to the production companies. Everybody is trying
to find solutions which will ensure easier access to consumers. There are two reasons for
which e-commerce is the desired goal of the production companies. Firstly, it is easier to
influence consumers through e-commerce so they can make impulsive purchases. Secondly, it
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is easier to store data on consumers based on which the development of new products will be
based, that is, the production companies will, based on such data, more accurately realize the
needs and preferences of their consumers in order to meet them in the best way possible.
The European Union started proposing even in the early 2000s new legislations related to
e-commerce inside the European Union. They are, among other things, also legislations
related to the sense of consumer security, legislations on the arrangement of the VAT
payments regarding the cross-border e-commerce etc. However, the European Comission did
not still then relize the need for a strong regulation regarding e-commerce. But, there have
been regulations introduced in the later years concerning e-commerce striving at eliminating
the current issues of e-commerce. Over the years, it has been noticed that the existing
regulations are insufficient and that there was a need for introducing new legislations.
Therefore, a series of new sub-regulations have been adopted aiming at eliminating most of
the issues connected with e-commerce inside the EU. The new regulation has been in force
since December 2018. One of the most significant directive within the current regulation is
the prohibition of discrimination based on nationality, place of residence ond place of
establishment. The second most important directive is the obligation of the courier companies
to send the price lists of their basic services to the national authorities, especially those that
operate in more than one country of the EU. In this context, it is very important that online
retailers can be easily informed on the prices of different delivery options. Also, the national
authority that collects the prices of the courier services has a regulatory role in pointing out
the lowest prices. Although the importance of these directives of the regulatory framework on
the development of e-commerce is unquestionable, the research on this topic on the Croatian
market of e-commerce is stll lacking. It is the directives of the new regulation concerning ecommerce that will be in the focus of this paper. In line with that, the changes adopted within
the very regulation compared to the former regulatory framework will be investigated, along
with their possible impact on the development of e-commerce in Croatia. This will be
achieved by investigating the citizensʼ attitudes on e-commerce, regarding the newly adopted
regulation. The paper will also address the measures in which new changes brought about by
the regulation will encourage citizens to shop online more or less. In this way, the paper will
try to establish the impact of the new EU regulation on the development of e-commerce in
Croatia.
2. THE SIGNIFICANCE OF E-COMMERCE
2.1. The concept of e-commerce and its development

Even just the glance over the recent literature reveals a number of scientific and
professional papers that deal with e-commerce. Starting with those researches on the
management of e-commerce (Riggins and Rhee, 1998), those focusing on the elements of
online success (Liu and Arnett, 2000), to those dedicated to the development of the
instruments for measuring the factors that influence the success in e-commerce (Torkzadeh
and Dhillon, 2002).
The very concept of e-commerce can be defined as the process of purchasing, selling or
trading products, services and information through networked desktop computers (Panian,
2000). The beginnings of e-commerce date back to 1993 when a large number of online
companies was founded in the so-called internet bubble that later on exploded and overflowed
into an economic crisis. The OECD defined e-commerce in 2001 in its narrow sense as the
purchase or the sale of goods that occurrs between the business subjects, households,
individuals, governments and other public and private organizations via the Internet (OECD,

194

186

2001). According to a numer of authors, the Internet is the biggest public and global
electronic network with huge potential and possibilities (Kalakota and Whinston, 1997). The
Internet enables networking of computers consumers can use to make an order from a specific
e-company. Many authors (Barua et al., 2001; Turban et al., 2000) agree that the Internet, if
used properly, can become technological strength of a companyʼs innovative strategy. Most
authors (Schrerier, 2006; Brand, 1998; Child, 2002; Kim and Mauborgne, 1999) point out
that, in modern-day business, characterized by fierce competition, constant changes,
intelectual capital and knowledge, recognized the Internet as an impprtant organizational
resource for creating strategic value.
2.2. E-commerce and the European Union
E-commerce offers great advantage in comparison to traditional retail for the retailers and
consumers alike. Online purchases can help evade crowds in stores and at the cash registries
and save time customers spend on having to come physically to the store. In literature, there
are authors that advocate focusing on knowledge collected via e-commerce so that companies
can focus on building up relationships with customers, strengthen the supply chain and
modernize their products (Fahey et al., 2001). It is for this reason that online shopping can be
the fastest and cheapest way of shopping for specific products. In line with that, in 2011,
Civic Consulting estimated that European consumers can save up to 11.7 billion Euro
annually due to expanded offer of products and lower prices (Civic Consulting & European
Commission, 2011). This is why the European Comission is striving to boost e-commerce in
Europe by adopting new optimal regulatory framework.
An important directive passed as early as in 2000 has been identified as the directive of
the highest importance in preparing European transition towards economy based on
knowledge and competition that boosts the growth of the economy (Commission of the
European Communities, 2003). It is this directive that has set specific harmonized rules with
the aim of ensuring sales and delivery across the European Union to companies and
customers. This means answers had to be found to the questions like: obligation of
transparency for the operator, obligation of transparency for commercial communications,
mediators responsibility, online settlement of disputes, the role of national authorities in
legislation in the area of e-commerce. This important decission should have brought the
deeply desired growth of online commerce inside the EU. It also should have allowed for
more freedom of choice for the customers in the EU. Global e-commerce was already back
then a fast-growing market and could have reached the turnover of 340 billion USD by the
year 2003 according to the calculations of the European Comission (European Commission,
2018). However, this did not happen. Eurostat data suggest that the value was achived in 2013
when the turnover inside the borders of the EU amounted to 352.5 billion Euro. It was ten
years later than the first estimate had suggested (E-commerce Foundation, 2018).
The share of internet retail in the entire retail in 2014 was 7.2% in 27 member states of
the European Union. The same year, in the USA, the share of e-commerce in the entire retail
was 11.6% (E-commerce Foundation, 2018). The highest level of e-commerce in the EU was
achieved in the United Kingdom, amounting to 7.7% (European Commission, 2018). In
2017, the United Kingdom, according to E-commerce Foundation, had the highest “e- GDP”
of 7.16%, while the first next country with the second higest “e – GDP” was Danmark
(4.88%), followed by Finland (3.88%) (E-commerce Foundation, 2018). Furthermore, a
discrepancy is evident between the e-commerce in the north and the e-commerce in the south
of Europe. For example, in 2017, France (80 billion €), Germany (86 billion €) and the UK
(197 billion €) generated 363 billion EUR in online sales, while Italy (22 billion €), Spain (28
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billion €) and Turkey (11 billion € ) generated only 61 billion EUR (E-commerce Foundation,
2018).
The growth of e-commerce in the EU is still constant, but it has become slower in
comparison to former periods. Namely, if we are to campare the year 2014, when the online
sales was 403.2 billion EUR and the year 2017 with 602.84 billion EUR, we come to the
conclusion that e-commecre is growing, but the growth is slower compared to earlier years
(E-commerce Foundation, 2019). In the afore-mentioned research, the Europeans made it
clear that price is not such an important factor for them. This is not the case with the
consumers in Latin America, where the price is the most important element. This data arises
from the fact that GDP per capita in European countries is considerably higher than in the
countries of Latin America, so the Europeans command bigger purchasing power. Researches
clearly show that modern-day buyers choose quality, style and uniqueness over the
homogeneous products (Helms et al., 2008). This is exactly what can be noticed in the abovementioned data relating to European consumers.
The analysed data shows that the growth of e-commerce is slowing down every year. In
spite of that, it is clear that there is enough space for advancement and growth of the influence
of e-commerce on this sector in Europe. Based on the all above-mentioned facts, it is evident
that there is a need for further development of regulatory framework in the European Union to
accelerate and entice further development of e-commerce. Moreover, one more indicator of
progressiveness of European countries when talking about e-commerce points to the
widespread use of mobile phones for online shopping. For example, Turkey, which in 2017
had only 11 million EUR turnover in e-commerce, recorded the use of mobile phones for this
purpose of 91% (Ecommerce foundation, 2019). This data clearly shows the vast and real
potential of e-commerce in the future and how it is necessary to make online shopping work
on mobile phones via mobile applications. This comes from the fact that most online shoppers
are young people that have less and less time for shopping and rely on the use of mobile apps.
Despite the great desire of the EU to boost the cross-border online sales, buyers are still
facing issues that make them reluctunt to purchase online again. According to the data from
Eurostat, in 2016, 17% of the surveyed individuals said that “delivery time was longer than
specified” (European Commission, 2018). 9% of them said they had received wrong or
damaged products. If we are to combine these two biggest issues in e-commerce, they amount
to 28% of the issues and delivery mistakes that would not have happened if the buyers had
opted for shopping at a traditional store. Products and services offered online play an
important role in everyday life of the citizens of the EU and the role is getting stronger every
day. These services help in reducing the costs of paperwork and stimulate online activities
through reading online newspapers, books, by paying the bills online, making bank
transactions online, searching the Internet for information etc. In line with boosting the use of
online services, the use of e-commerce also started to gain on importance throughout the
world and in Croatia.
2.3. E-commerce in the Republic of Croatia
E-commerce is not a usual way of shopping for an average Croatian consumer. Market
development leads to the enlargement of the share of e-commerce in retail. One of important
reasons why e-commerce in Croatia falls behind compared to the countries of Western Europe
is probably lack of investments in digital marketing. Also, there is a certain amount of distrust
among the consumers and the retailers. For years there have been possible benefits of ecommerce presented in literature. By using online commerce, business subjects can, among
others, create new channels of distribution and boost profit, reduce costs, shorten the time
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needed for procurating products or services, be availible to customers all the time and
facilitate communication with the market. Naturally, for the companies to be able to exploit
these possibilities of e-commerce, they have to clearly recognize and set the goals of trading
online as the components of their strategic goals to achieve success in the area of e-commerce
(Chang et al., 2003).
Croatia, according to the classification by the European E-commerce Foundation, belongs
to the Southern Europe region. The data from the European E-commerce Foundation, in
Croatia, 25% of buyers shop online, out of which 22% shop online across borders. Despite
that, the European E-commerce Foundation points out that “47% of online shoppers prefer
paying upon delivery” (E-commerce Foundation 2019). This supports the fact that Croatian
citizens still like to use cash and avoid card payments because they are afraid of credit card
frauds. This fact, along with the rest of the arguments, certainly allows domestic online
retailers (like Konzum klik and Njuškalo, the domestic platform for online sales) to achieve
dominant share on the e-market in Croatia. When considering the size of online sales in
Croatia, in 2017, it amounted to 379 million EUR. The Euroepan E-commerce Foundation
had projected it to be 384 million. It means that the growth of online sales in Croatia was
below the projected level by 1.30%. Despite that, e-commerce in Croatia has been growing. It
rose from the annual level of 349 million EUR in 2016, to 379 million in 2017, which is the
annual growth of 7.92%.
Figure 1. Estimated percentage increase of sales in e-commerce in Croatia
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Source: https://www.statista.com/outlook/243/131/ecommerce/croatia?currency=eur and
https://ec.europa.eu/eurostat/statistics-explained/pdfscache/46776.pdf (accessed 13.09.2019).
The projected profit from e-commerce is even 433 million EUR for the year 2019 and it
is expected that the average annual growth be 7.3% from 2019 till 2023 (E-commerce
Foundation, 2018). The projected profit from online sales in Croatia for the year 2023 is 574
million EUR. Considering that the increase of sales in 2017 was 7.92% compared to 2016, it
can be seen that the same average growth rate is kept on annually. However, if we are to dig
deeper into the analysis of e-commerce in Croatia per every year, the growth rate of 7.9% is
not as optimistic as it seems (E-commerce Foundation, 2019). Namely, the projected growth
per year has been as follows: in 2018, the growth was 6%, while for 2019, it is projected to be
7.9%, which is the estimated rate at the level of average sales growth from 2019 till 2023 (Ecommerce Foundation, 2019). In the following years, the rate is estimated to be growing,
which can be seen on Figure 1. Namely, in 2020, the projected growth rate is 9.5%, while in
2023, it is expected to be 4.10% (Statista.com, 2019).
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The background behind these numbers is actually the number of online buyers and their
average consumption during one online shopping experience. In 2017, there were 2.72 million
of online buyers that one or more times opted for shopping online. The projections for 2023 is
that this number will rise to just 2.87 million (E-commerce Foundation, 2018). The average
increase of the number of online buyers in Croatia, according to this estimate, is of high
concern when considering the increase of online sales.
.
Figure 2. Estimate of the number of online buyers for the listed years (in mill.)
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https://ec.europa.eu/eurostat/statistics-explained/pdfscache/46776.pdf (accessed 13.09.2019).
In spite of the slight growth in the number of e-buyers over the years, the projection of
the increase of consumption of an average online shopper goes from 139.90 EUR in 2017 to
199.67 EUR in 2023 (E-commerce Foundation, 2019). Namely, the estimate is that an
increase in consumption of even 40 EUR annually per buyer will occur.
In scientific and professional literature we come across several researches that explicitly
analyse key factors for the success of e-commerce. Huff highlights nine key factors for
companies that are involved in e-commerce and divides them into three groups (Huff et al.,
2000). In the first group, there comes the added value, in the sense of bigger advantages for
the customers, information abundance, disintermediation, i.e. fewer mediators,
reintermediation or the emergeance of new mediators, then lower prices and greater
possibilities in choosing the products and services. Then there follows the focus on the
specific market segment, maintaining the flexibility, geographic segmentation, tech support,
managing key elements, providing special services and creating good connections (Sung,
2006). The third group implies the understanding of the specific culture that dominates the
Internet. It is the basis for the strategy e-retailers have to develop in order to facilitate the
growth of online sales in Croatia.
3. REGULATORY FRAMEWORK OF E-COMMERCE IN THE EU
3.1. E-commerce and the existing regulatory framework in the EU
By adopting the new regulation in 2018, the European Comission tried to solve the
related issues, old and new. One of the biggest old issues that that was imbeded in the old
regulation was calculating VAT according to the place where the headquarters are registered.
The second issue is related to the possibility of comparing the prices. It was often impossible
to do the cross-border online shopping, and when it was possible, it was difficult to acquire
the information about the correct price. The next issue was linked with the ban of marketing
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advertising of online retailers. In line with that, the owners of an internet search engine
charged for the services according to the model of payment based on a “click” made by a
physical person. The trend started to steer towards direct marketing which was in some
activities considered illegal. The examples of these are financial services, tobacco products,
alcohol etc. Also, the inequitable practice for online sales was that there were fewer allowed
marketing communications for products sold online in relation to the products sold
traditionally at stores. Furthermore, the issue that the EU had was that certain products were
allowed for sales only in some member states, while being prohibited in others. The next issue
that represented a big challenge to the European Union was delivery. With the increase of ecommerce sales, courier services took over cross-border delivery of products inside the EU.
Courier services were able to offer wide range delivery possibilities and thereby, they
participated in the increase of business activities via online channels. But, one of the biggest
issues that existed before and is still current today is high delivery costs. Also, longer distance
from the e-retailer to the e-consumer regarding cross-border online sales added to higher costs
of delivery that have influenced lower competitiveness od foreign e-retailers. Declining
delivery request into another member state was common practice. It is one of the reasons why
new directive was adopted and implemented in December, 2018.
Also, one of the issue of e-commerce in the EU was the consumersʼ fear for their
personal data they had to provide when shopping online. Already long ago did Hagel and
Rayport in their paper pointed to the importance of data security and privacy as key factors of
success (Hagel and Rayport, 1997). Manchla also confirms the importance of trust as the key
factor for success in e-commerce (Manchala, 2000). Providing their bank data while shopping
online makes the customers vulnerable to credit card frauds. The data collected for the
specific and legitimate purpose has to be archived according to the EU laws. Care for the
consumer and their bank data has considerably influenced the use of online stores and for this
reason has the EU decided to adopt new regulations concerning the protection of personal
data. On the other hand, the users of online stores were concerned by the fact that their data
could be further sold to third parties and also used for providing commercial and noncommercial services through different applications. Namely, by accepting the cookies, online
users are informed that hidden information is exchanged between the internet server and the
users in order to collect data on the gateway to the web location.
3.1. Important aspects of the new regulation in e-commerce
The European Comission has recognized the great potential of e-commerce and its further
expansion and passed a series of changes in the regulatory framework concerning the very ecommerce. The new directive, adopted on 3 December 2018, had the primary obligation of
standardizing the treatment of the clients in the EU, regardless of their nationality, place of
residence or place of establishment. For a long time, four groups of benefits from e-commerce
for a company have been recognized. The first group of benefits implies the reduction of
external and internal costs of communication due to faster business activities and the
reduction of administrative activities. In the second group there fall the profits generated from
regular business operations and the new initiatives, being the consequence of better visiblity
of the company on the Internet, widening the network of buyers, suppliers and international
partners. The next group belongs to the category of tangible benefits like reduced costs and
flexible business practice that builds its foundations on continuous monitoring of dynamic
changes in modern business, following the trends, continuous learning and improvement. In
the last group, there are intangible advantages of e-commerce, like boosted moral of the
employees, better relations with the customers, monitoring of their satisfaction, and parallel to
that, monitoring of the competitive position of the company in the market race (Currie, 2000) .
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As the most effective measure of the European Comission, related to the new regulation
in e-commerce, the unprejudicial approach in cross-borded e-commerce should be
highlighted. But, this directive does not obligate e-retailers to deliver the product and services,
but an obligation has been introduced to sell to all the customers that shop in their e-store.
There is also an obligation introduced to sell to the consumers who are willing to collect the
product themselves or can collect the goods at those points where the e-retailer offers to
deliver. Basically, e-retailers can decide whether to offer cross-border delivery or not. Today,
many courier service providers offer delivery of packages across the borders. Those are
national postal services and private courier companies as well (DHL, GLS, etc.). The same
companies offer special solutions for returning the goods that consumers return for various
reasons.
In a cross-border purchase, the issue is to which country VAT is paid. According to the
directive, the European Comission has adopted the resolution that the existing tresholds for
registering will be modified and the trehold of 10,000 EUR for all the member states will be
introduced. Also, the goods that come in from the third country into the EU whose value is
less than 22 EUR is exempt from VAT. This regulation will be suspended in 2021 and VAT
will be paid for all imported goods (European Commission, 2018). Due to the wholesome
change in taxation starting in 2021, the sub-system of single point of contact to the single
point of contact for VAT will also undergo changes. The sub-system of single contact point
especially enables the retailer to deliver specific services inside the EU without the need of
registering in the VAT system of every member state where they deliver. With the
introduction of the “Payment Services Directive 2”, safe, cost-efficient and practical ways of
paying online are being introduced, from which both parties benefit, e-retailers and
consumers. This directive enables online payments (internet and mobile payments) without
the use of credit cards, and the retailers are offered innovative and competitive solution for
online payments. Furthermore, with the aim of attracting more e-consumers, the new
regulation does not allow additional payment for consumption loans or debut card
transactions. This reduces the costs for retailers while accepting most consumer credit cards
(European Commission, 2018).
The information that in 2017, 68% of users shopped online in the EU is quite illustrative

(E-commerce Foundation, 2019). Despite this, e-retailers are still rejecting to sell or deliver to

clients from a different member state or they do not offer the same prices as they do to the
locals. The new directive that prohibits geographic discrimination wants to offer the
consumers more possibilities on the EU market. The newly adopted directive solves the issue
of certain clients who, due to their nationality, residence or place of establishment, cannot buy
goods or services from retailers in other countries. This new regulation strives to enable the
consumersʼ access to foreign e-stores. As the European Comission itself states, geographic
discrimination of consumers has been identified in 63% of all evaluated online stores
(Jourová, May 2016).
The new regulation does not solely deal with the issue of regional discrimination, but also
with many other issues like the issues connected with credit card payments and other. For
example, during the registration for e-order, the consumers were blocked in 27% of the cases.
Moreover, while choosing the destination, the consumers were blocked in 32% of the cases.
When choosing a payment options, the consumers were blocked in 26% of the cases (Ecommerce Foundation, 2019). This data itself shows the potential for the growth of ecommerce in the EU after the new regulation is implemented.
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persons that use this service is considerably smaller (19.8%). With the aim of establishing if
this has anything to do with the age of the respondents, the analysis regarding the age groups
was conducted. The results displayed in Table 2 show that even 49.2% (29) respondents over
the age of 35 do not buy online i.e. prefer traditional shopping instead. Also, it is important to
point out that average level of agreement with the statement grows as we move towards older
groups. While the buyers between 18 and 24 graded the preference of traditional over online
shopping on average with the grade 3.00, the respondents over 35 gave the average grade of
3.8. For many respondents younger that 25 (21.3%) of them that stated they did not use the
services of online shopping can be justified by the fact that they do not necessarily have their
own income because of their age and so, these individuals do not have the need for online
purchasing. The results of Chi-Square test (x2 = 48.511, df = 3, p ˂ 0.000) have confirmed
there is a dependency of the observed variables i.e. the age of the respondents and the
preferences for online shopping.
If the average values assigned to these statements are observed, it is necessary to
underline that the lowest average value (mean = 2.1116) was given to the statement “If the
retailer does not provide the service of cross-border delivery, I am ready to organize taking
over the goods by an independent courier service (DHL)”. While the highest grade (mean =
4.0909) went to the statement “Safe money return as soon as possible in case of a mistaken
order or my dissatisfaction with the products would entice me to buy online more often.”
Most respondents, 61.4%, agree with the statement that they would buy more often online if
there was more choice i.e. richer assortment and the analysis of the variances confirmed the
statistical significance of this statement. Here, it is especially important to highlight the fact
that this inclination is considerably higher with persons in younger age groups, so, the
respondents from the age group 18-24 had the average grade of 4.09 and the respondents
older than 35 had the lowest average grade of all the groups, 3.58. The research findings have
confirmed that lower price is one of the factors why traditional shopping could be replaced by
online shopping in the future. Only 5 respondents did not agree with this statement. Since
most Croatian people on average possess more than one credit card, it is not surprising that
even 28.3% stated that it did not matter which card they could use when shopping online.
The European Commission has not introduced mandatory delivery of the sold goods in
all the member states i.e. online retailers can themselves decide if they would offer this
possibility to all the member states or only on the domestic market. Therefore, the
respondents were asked to evaluate the statement “If the retailer does not provide the service
of cross-border delivery, I am ready to organize taking over the goods by an independent
courier service (DHL)”. The analysis of the results shows that negative answers prevail i.e.
even 77.8% of the respondents did not agree with the statement. In line with that, it can be
concluded that the European Commission has not made a clear move forward, but only set the
foundation for the future. The Commission has enabled the delivery via courier services in the
organization of e-consumers which surely is not acceptable to most online consumers.
One of the areas that is covered with the new regulation that was put into force in
December 2018 is also safety of the banking data. It tries to improve the safety of the payment
of online purchases. Therefore, the statement “Secure online credit card payment through the
verification with an email/token would entice me to buy more often.” tries to find out what the
attitude is regarding the safety. Most respondents (60.8%) said they agreed with the statement,
while 19.8% chose the level “completely agree”. This implies that to consumers, the safety of
the banking data is far more important than the safety of personal data. It must be noted that
the average value with this statement grows from the oldest group towards the youngest age
group.
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Table 3. Analysis of variance for selected statements
STATEMENTS
I prefer traditional to online shopping because in traditional retail I
can physically touch the product and immediately determine
possible defects before I pay for the product.
I refrain from online shopping since I have to return the product by
mail in case of a mistaken order, and I already have to wait for days
to get it.
I would buy more often online if there is more choice i.e. richer
assortment.
I would buy more online than in a traditional store if I could pay
with a credit card of my own choice (the one I own and do not have
to apply for a different one at the bank).
I am willing to share some of my personal data with online retailers
and it is not the reason for me not buying online.
I am willing to share some of my personal data for the purpose of
personalizing offers that would suit my needs the most and are in
line with my previous purchasing habits.
Secure online credit card payment through the verification with an
email/token would entice me to buy more often.
Safe money return as soon as possible in case of a mistaken order or
my dissatisfaction with the products would entice me to buy online
more often.
The regulation that foreign online retailers have to act in accordance
with the consumer protection regulations in their country
discourages me from buying online.

Source: own research.
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35 >
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30-35
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18-24
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30-35
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25-29
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25-29
30-35
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88
48
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47
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47
88
48
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59
47
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88
48
59
47
88
48
59

Mean
3,00
3,34
3,67
3,80
2,72
3,03
3,38
3,58
4,09
3,99
3,77
3,58
3,91
3,63
3,69
2,90
3,45
3,08
2,77
2,85
3,66
2,92
2,38
2,78
4,13
4,09
3,58
3,79
4,19
4,28
4,02
3,78
2,36
2,59
2,42
3,15

Std.
Deviation
1,25
0,93
0,83
0,92
1,12
0,88
1,06
1,05
0,62
0,63
0,88
0,89
1,06
0,93
0,90
1,26
1,00
0,87
0,90
1,03
1,39
0,87
1,02
1,02
0,71
0,67
0,82
0,93
0,71
0,59
0,89
1,05
0,97
1,06
0,94
0,96

Sig.
,000

,000

,002

,000

,002

,000

,001

,002

,000

One of the goals of the European Commission during the implementation of this new
regulation has been to influence the growth of e-commerce. In line with that is was necessary
to investigate if bettering the quality of the current service of online retailers would boost ecommerce. The respondents evaluated the statement: “Safe money return as soon as possible
in case of a mistaken order or my dissatisfaction with the products would entice me to buy
online more often.” This statement was positively evaluated (completely agree, agree) by
79.8% of the respondents. It is worth noting that this statement was rated best with the
average grade of 4.09. This shows that e-commerce can go side by side with traditional stores
only if it offers free options of return of goods and money. The issue with e-shops is the
possibility that the customer receives a product that is damaged or different than in the online
picture. Only a fast reaction from the online retailer to satisfy the customer can keep their
wish to use online shopping services.
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With the aim of finding out the opinion about searching different options when shopping
online, the respondents showed their level of agreement with the statement: “Based on the
new EU regulation, since e-retailers from all EU states deliver to Croatia, I am ready to
search more online to find better prices of the products and buy more online.” Most
respondents (62.7%) stated they agreed with the statement and 17.2% said they completely
agreed with the statement. They are more ready to search the Internet to find cheaper goods
and this willingness was more expressed by the younger respondents. This points to the fact
that the new regulation will surely positively affect online shopping in the European Union.
Limitation to the research is definitely a relatively small sample of 242 respondents. The
availability of this data for e-commerce in Croatia is still limited. Therefore, the
recommendation is that future researches use bigger samples. Also, researches should be
conducted in many different EU member states to see if there are differences in the attitudes
considering different locations.
5. CONCLUSION
In modern conditions of management, e-commerce is becoming more and more
important and the retailers (manufacturers) are becoming more aware of its advantages. But,
the intensity of its growth and development is far from what is expected. For this reason, the
European Comission has passed the new regulation with the aim of familiarizing the
consumers with e-commerce. Namely, the European Union decided to adopt a new regulation
that would additinally standardize the e-commerce market and facilitate its faster growth. The
new directive, put to effect on 3 December 2018, had, among other things, the goal to
standardize the treatments of clients from the EU, regardless of their different nationality,
place of residence and place of establishment. In line with that, the components of the new
regulation related to e-commerce are in the focus of this research. In the paper, changes
brought about within the very regulation, as well as the previous regulatory framework, have
been investigated. For this purpose, an empirical research was conducted via an online
questionnaire. The goal of the primary research was to establish possible impact of new
regulation passed by the European Union on the development of e-commerce in the Republic
of Croatia. The findings point to the fact that new regulation in some parts encourages the
citizens of Croatia to buy online more often. However, some parts of the regulation do not
have a positive impact on the perception of Croatian citizens regarding e-commerce.
The conducted empirical research clearly shows that the goal of the new regulation, to
reduce geographic discrimination, has not been achieved. More precisely, the new regulation
still does not obligate e-retailers to offer cross-border delivery. Consequently, e-consumers do
not have the freedom of choice, and to achieve this freedom was the very goal of the
European Comission. The new regulation has not solved the issue of cross-border
discrimination, but has only laid the foundations for solving that issue in the future.
The research results have clearly showed that Croatian citizens have had good reactions
to certain parts of the new regulation and they could be the basis for further development of ecommerce in Croatia. Those are the following components: safer credit card payments, crossborder delivery of cheaper products and a more expanded offer of products in relation to
traditinal stores. The empirical research has also established that all the consumers in the
Republic of Croatia are ready to search the internet channels from more member states with
the aim of finding cheaper and better options. The new regulation has enabled that only in
part. Indeed, the European Comission has given the opportunity for e-retailers to meet the
foreign e-consumers halfway at the innitiative of e-retailers.
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The goal of the next regulation should be to improve the relationship between the courier
companies and e-retailers to provide the possibility of cross-border delivery. In that sense, it is
crucial to further devote efforts to develop a regulatory framework that would facilitate
compatibility of business models that dominate in the courier services with those applied by
e-retailers throughout the EU.
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Abstract
Digitalization is one of the features of a modern society. Every sector of the global
economy is under the influence of new technology, with this impact being the most
pronounced in retail and wholesale sector. Changes brought about by digitalization affect
trade sector development. The application of the Internet and modern information and
communication technology in trade results in new business opportunities, business models,
and forms of trade. Until recently, the scientific-professional community has discussed
digitalization of retail and wholesale trade through an increased presence of e-commerce.
However, practice shows that the Internet is becoming more and more integrated in all forms
of trade and that the impact of digitalization significantly goes beyond the phenomenon of ecommerce. An example is the use of mobile devices at different stages of the shopping
process, as well as communication with and among customers through social networks. With
mobile devices and social networks, the Internet is gradually becoming an integral business
element in classic retail outlets. On the other hand, technology development has an impact on
retailers, customers, employees, and suppliers, which is at the same time the subject of a
large number of scientific and research papers. In other words, research on e-commerce is
huge and extensive, while studies on digital transformation in trade and retail are scarce.
Based on the above, the research subject in this paper refers to the opportunities and
constraints of trade digitalization with a focus on the market of the Republic of Serbia. Using
the available statistical data, with the application of an adequate research methodology, the
paper will test the hypothesis on digitalization imperative for retail chains in modern market
and technological conditions. The obtained research results will be used to try to define the
future directions of digitalization and digital transformation of trade in the Republic of
Serbia.
Key words: digitalization, trade, retail, e-commerce, Republic of Serbia
1. INTRODUCTION
The development of information and communication technology has led many companies
in different sectors, especially the trade sector, to become digital. In addition, many
companies operate outside the national market, i.e. internationalize their operations, so the
need for digital communication is significantly increasing. According to current statistics, the
digital economy is already making a major contribution to the global economy, given the
process of digitalization in various spheres of economy and society. The digital economy
itself has its own features and specifics. Its development is also in line with the latest trends in
IT and e-commerce. For example, every year, Gartner Inc. compiles a list of the top ten
strategic technology trends with the goal of offering numerous benefits to individuals,
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companies and IT organizations over the next 3 years. The 2018 list covers four topics, 40%
of which are related to mobile computing.
The research subject in this paper relates to the development of the digital economy as a
phenomenon of modern society. The process of digitalization will be examined based on the
example of the EU countries and the Republic of Serbia.
2. DIGITAL ECONOMY AS A PHENOMENON OF A MODERN SOCIETY
The term “new economy” is relatively new. It was introduced with the intention of
pointing out the distinction between the “old economy” (resource-based economy) and the
“new economy” (knowledge- and information-driven economy). According to the OECD, the
term “new economy” describes economic aspects or sectors that produce or intensively use
innovative or new technology. This relatively new concept applies especially to industries
where production, sale, and distribution of goods and services are increasingly dependent on
computers, telecommunications, and the Internet (OECD, 2014).
Digital economy refers to economy based on digital technology, including digital
communication networks (Internet, intranet and private value-added networks or VANs),
computers, software and other related information technology (Turban et al., 2004). Studies
often use the terms “new economy”, “Internet economy”, “network economy” synonymously.
The terms “network economy”, “digital economy”, “knowledge economy” are used to mean
“post-industrial society”. These are the terms that separate the “old economy” (resourcedriven economy) and the “new economy” (knowledge and information-driven economy)
(Ćuzović and Sokolov Mladenović, 2014). The digital economy permeates all aspects of the
global economy: trade, transport, education, healthcare, etc. The “new economy” has brought
major changes around the world on both the product market (e.g. Apple App Store, Google
Play store) and the labor market (e.g. Uber, BlaBlaCar, Upwork).
The term digital economy also refers to the convergence of computer and communication
technology on the Internet and other networks, as well as the flow of information and
technology that drive e-commerce and huge organizational changes (Turban et al., 2004). In
the “new” economy, digital networks and communication infrastructure provide a global
platform where people and organizations communicate, collaborate, and search for
information (Gupta, 2018).
On the other hand, some authors, such as Piketty (2013) and Breznitz and Zysman
(2013), find that the “new economy” increases inequalities between countries and that
globalization and innovation create wealth, but still increase social inequalities. Studies often
define technological globalization as a precondition for a new economy (Simon, 2011).
Currently, the complex role of technology and technological innovation in global
development and economic growth is reflected in the concepts of “globalization 2.0” and
“globalization 3.0” (Poutanen and Kovalainen, 2017.
The theory and practice agree that the digital economy is characterized by the following
factors (Turban et al., 2017):
 A large number of digitalized products (books, databases, magazines, information,
electronic games and software) are delivered via digital infrastructure at any time,
anywhere in the world, through an interconnected global network. There is a shift
from analog to digital, with the media available in digital TV format since February
2009;
 Information is transformed into commodities;
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Financial transactions are now digitalized and chips are being incorporated into many
products (e.g. cameras, cars);
Business processes and jobs are organized using new and innovative digital web
platforms;
There is a kind of innovative reengineering in many industries.

The changes “new” economy has brought affect the organizational, business, marketing
and managerial restructuring of all business systems. Those who join the game to “play”
under the new rules make progress, while those who ignore the new changes do not succeed.
The “new” economy has three significant characteristics (Kelly, 1998), namely: it is global, it
supports intangible things such as ideas, information and relationships, and it promotes the
concept of a network organization. This creates a new type of market and society, connected
by comprehensive electronic networks. Although information and communication systems
date back to the early stages of economic development, nowadays networks are becoming
central to modern economic development. The “new” economy is also largely about
communication. Communication is the foundation of society, culture, humanity and the
identity of economic systems.
2.1. Characteristics of the digital economy
While the academic community is largely competing in the theoretical interpretation of
the “new economy” concept, practice goes a step further. Marketing management of
multinational companies (market leaders) creates global competitiveness using “new”
resources: knowledge, as intellectual capital, with the message “innovate, automate or
disappear from the business stage”. Modern theory and practice agree that the nature of
business activities is changing. Business entities compete on the global market, on the one
hand, while national economies tend to integrate into global flows, on the other (Savin, 2019).
The nature of trading is changing. Information and communication technology has become
the “architect” of the new business system model. The concept of e-trade and e-commerce is
coming to the fore. Trade goes on without business partners even seeing each other. In
addition to traditional trade business formats, electronic sales channels develop. The nature of
doing business is changing, and whether business philosophy will change remains to be seen.
The characteristics of the digital economy can be seen in Table 1.
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Table 1. Key features of the digital economy
Area

Globalization
Digitalization
Speed
Information overload and
intelligent search
Markets
Business models and
processes
Innovation
Obsolescence
Opportunities
Fraud
Wars
Organizations

Description
Global communication and cooperation; Global electronic markets and
competition;
Materials such as text, images, audio and video, three-dimensional
objects and more have been digitalized for quick and inexpensive
storage and distribution;
Transition to real-time transactions with the help of digitalized
documents, products and services. Many business processes are over
90% faster or more;
Although the amount of information generated is accelerating,
intelligent search tools can help users search;
Markets become electronic (online) markets. Physical markets replace
or complement electronic markets; New ones are created, and
competition increases;
New and improved business models and processes provide more
efficient and effective opportunities for companies and industries as a
whole;
Innovation on the Internet continues to evolve rapidly. More patents
are granted than ever before;
The rapid pace of innovation creates a high obsolescence rate;
There are many opportunities in almost every aspect of life and
business operations;
There are a number of possibilities for fraud on the Internet;
Conventional wars grow into or complement “cyber” wars;
Organizations are transforming into digital businesses.

Source: Turban et al. (2017), Introduction to Electronic Commerce and Social Commerce. 4th
ed. Cham: Springer International Publishing, p. 17.
The development of a “new” economy has brought many changes in corporate
organization. Knowledge and competence, as a unique resource, come to the fore. Further
development of the global economy will depend on these “new resources” (innovation,
information, knowledge) and new organizational models, which are the answer to the changes
the information age is bringing.
2.2. From old to new digital economy
The advantages of a “new economy” over the “old” economy are multiple. According to
Turban et al. (2004), these are: prices, quality, speed and increased customer satisfaction. In
addition to business digitalization and opportunities for the development of new business
models and management skills, on the one hand, the “new economy” brings functional and
institutional innovation, on the other.
Chronologically speaking, the concept of a “new” economy emerged in mid-1990s in the
business press and was supposed to explain an economy-based concept that could harness the
two trends shaping the world economy today – business globalization and revolution in
information and communication technology (ICT) (Pohjola, 2002). A “new” economy should
drive continued productivity gains and economic growth. This does not exhaust the list of
novelties that the “new economy” brings with it.
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To look at the differences between the old and the “new economy” there are some
examples that are always relevant. For example, revolution in natural resources (iron, bronze,
steel) throughout history has made it possible to create new tools. The new age could be
called the age of sand (Tapscot, 2015). Trade, business transactions, communications,
science, etc. today are simplified and made using silica particles or through glass fibers, both
obtained from sand.
In the old economy, business people used to go to meetings to share information. They
used analogue telephone lines, exchanged letters, had television signal transmitted
analogously, photographs developed in photo shops, people used cash and checks for payment
most often, newspapers and magazines were sold at newsstands or mailed. Movies were aired
in cinemas by projecting light through the film bar, and music by moving the turntable needle
over the notches on the turntable.
In the “new” economy, information is digital. Digital information is exchanged through
digital networks, thus opening up new opportunities for users. Large amounts of information
can be exchanged at high speeds, and the quality of information is much better than with
analog technology. Faster communication allows for remote collaboration, with people
sharing team spirit even though they are thousands of miles away. What is more, digital
networks connect businesses on a global world map. Large businesses are increasingly
operating at different locations. The parent company has affiliates where one part of the
business process takes place. Taking advantage of new technology, SMEs also benefit from
digital networks. Using digital networks, they can outweigh the major advantages of large
companies such as economies of scale and access to resources, and overcome the
disadvantages of large companies such as red tape and the inability to adapt quickly. This
creates an assumption that large companies can separate their business processes, thus
becoming a network of smaller businesses operating together and taking advantage of small
businesses, such as agility and flexibility. The use of digital networks allows businesses to
connect more easily with business partners and continually improve business relationships
while enhancing outsourcing. New technology and digital networks reduce the number of
business intermediaries. The “new” economy puts agents, wholesalers, distributors, retailers,
brokers, etc. in an unenviable position. There is a merciless “fight” in distribution channels. In
order for traditional distribution channels to maintain their competitive visibility and business
performance, they must innovate, automate or disappear from the stage. In the “old”
economy, the key sector was the automotive industry, while in the “new” economy new
media prevail, emerging as a product of the convergence of IT, communication, and other
industries (Tapscot, 2015). On the other hand, the most successful companies are involved in
computer software, services, computer content and digital telecommunications (Apple,
Alphabet (Google Inc.), Microsoft, Amazon, Facebook, etc.). New media are also influencing
the transformation of art, changing scientific research and education. A “new” creative
industry is developing.
Innovation and commitment to constant product, system, process, marketing and people
renewal are one of the key drivers of the “new” economy. The number of new products has
increased significantly, but the life cycle of individual products is much shorter in the era of
the “new economy”. In the digital economy, companies face the challenge of creating a
business climate that stimulates, rewards, and encourages innovative entrepreneurship. All
countries strive to develop innovative jobs and organizations that foster creativity. Innovation
and research development requires an educational system that motivates students to learn and
be creative. In the “new” economy, in order for the educational program to make sense, it is
necessary to constantly introduce new curriculum and teaching methods. State regulations
should stimulate innovation and research, rather than create bureaucratic obstacles and a
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sluggish administrative-clerical apparatus, which is a poor companion to innovative
entrepreneurship (Gomez, 2018).
In the “new economy”, consumers are increasingly involved in the production process.
They are allowed to customize the product and tailor it to their own requirements. It is the socalled personalized customization of the digital range of goods and services to consumers. It
is possible to customize the appearance of clothing and footwear, cars and technical
appliances. Previously, users could only watch the currently broadcast TV program. Today, in
the “new” economy, it is possible to tailor the TV program to one’s own preferences. The
viewer can choose the show they want to watch whenever the time allows them or when they
want. Studies cite Boeing as an example, which is open to tailoring products to the wishes and
needs of customers (Turban et al., 2004).
3. DIGITALIZING TRADE IN THE WORLD
The previously perceived conditions for the digital economy development, as well as its
characteristics, create the prerequisites for the digitalization of different economic sectors,
including the trade sector, which rightfully bears the epithet of the innovation-intensive sector
(Pantano et al., 2017). Digitalization is one of the most important transformation processes of
modern society and relates to different business segments (Hagbert et al., 2016). It is
important for the affected trade sector, but there is also a backward effect. Trading companies
are increasingly offering a variety of digital products and services, tailored to the use of
digital technology, which is, at the same time, influenced by new forms of consumption and
their integration with digital technology (Pantano and Vannucci, 2019). Although
digitalization has a long history in trade, the significant transformation of recent years is
becoming more visible.
The advent of the Internet marked the beginning of digitalization in trade, through the
emergence of new business models, a change in the purchasing process and the
transformation of local points of sale on the global market. The development of e-trade has
gone a step further in digitalizing trade. In today’s conditions of modern information and
communication technology, trade digitalization implies a complex process that involves the
use of the Internet, the development of e-trade, mobile trade and mobile applications, as well
as the development of trade through social networks (the so-called social commerce). In line
with the above, trade digitalization globally will be analyzed with reference to the number of
Internet users, the volume of e-commerce, online shopping, the volume of mobile trade, as
well as the development of social networks.
Table 2. Number of Internet users worldwide, 2018
World Regions
Africa
Asia
Europe
Latin America / Caribbean
Middle East
North America
Oceania / Australia
WORLD TOTAL

Population
(2019 Est.)

Population
% of World

Internet Users
30 June 2019

1.320.038.716
4.241.972.790
829.173.007
658.345.826
258.356.867
366.496.802
41.839,201
7.716.223.209

17,1 %
55,0 %
10,7 %
8,5 %
3,3 %
4,7 %
0,5 %
100,0 %

525.148.631
2.200.658.148
719.413.014
447.495.130
173.576.793
327.568.628
28.634.278
4.422.494.622

Penetration
Rate (%
Pop.)
39,8 %
51,9 %
86,8 %
68,0 %
67,2 %
89,4 %
68,4 %
57,3 %

Source: Internet usage statistics (2018), available at: https://internetworldstats.com/stats.htm.
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Table 2 shows that North America has the highest percentage of Internet users, i.e. 89,4%
of the population uses the Internet, followed by 86,8% in Europe, while the lowest percentage
of Internet users (39,8%) is in Asian countries.
Table 3. Number of Internet users in the European Union, 2018
EUROPEAN
UNION

Population
(2019 Est. )

Internet Users,
31-MAR-2019

Penetration
(%
Population)
87,8 %
93,9 %
66,7 %
91,5 %
81,1 %
87,7 %
96,5 %
97,9 %
94,0 %
92,3 %
96,0 %
70,3 %
89,0 %
91,9 %
92,5 %
87,1 %
90,8 %
95,9 %
83,1 %
95,6 %
78,2 %
78,2 %
73,8 %
84,9 %
79,9 %
92,5 %
96,0 %
94,2 %

FACEBOOK
31-DEC-2017

Austria
8.766.201
7.695.168
3.700.000
Belgium
11.562.784
10.857.126
6.500.000
Bulgaria
6.988.739
4.663.065
3.300.000
Croatia
4.140.148
3.787.838
1.800.000
Cyprus
1.198.427
971.369
870.000
Czech Republic
10.630.589
9.323.428
4.600.000
Denmark
5.775.224
5.574.770
3.700.000
Estonia
1.303.798
1.276.521
620.000
Finland
5.561.389
5.225.678
2.700.000
France
65.480.710
60.421.689
33.000.000
Germany
82.438.639
72.127.551
31.000.000
Greece
11.124.603
7.815.926
5.000.000
Hungary
9.655.361
8.588.776
5.300.000
Ireland
4.847.113
4.453.436
2.700.000
Italy
59.216.525
54.798.299
30.000.000
Latvia
1.911.108
1.663.739
740.000
Lithuania
2.864.459
2.599.678
1.400.000
Luxembourg
596.992
572.242
320.000
Malta
433.245
360.056
320.000
Netherlands
17.132.908
16.383.879
9.800.000
Poland
38.028.278
29.757.099
14.000.000
Portugal
10.254.666
8.015.519
5.800.000
Romania
19.483.360
14.387.477
8.900.000
Slovakia
5.450.987
4.629.641
3.200.000
Slovenia
2.081.900
1.663.795
910.000
Spain
46.441.049
42.961.230
23.000.000
Sweden
10.053.135
9.653.776
6.300.000
United Kingdom
66.959.016
63.061.419
44.000.000
Total European
510.381.379
460.290.190
90,2 %
253.480.000
Union
Source: Internet usage statistics (2018), available at: https://internetworldstats.com/stats.htm.
As for the EU, 97,9% of the population in Estonia use the Internet, followed by 96,5% in
Denmark, while the smallest percentage of Internet users is in Bulgaria, 66,7%. Also, these
countries have a large number of Facebook users (Table 3).
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Figure 1. Percentage of people who have made an online purchase of goods or services in the
last three months (2018)
100%
80%
60%
40%
20%
0%

Source:
Eurostat
(2018),
available
https://ec.europa.eu/eurostat/databrowser/view/tin00067/default/table?lang=en.

at:

Figure 1 shows that 50% of EU population have purchased goods or services online in
the last three months of 2018. The highest share of online shopping was recorded in the UK
(78%), Denmark (69%) and Sweden (68%), while the lowest share was recorded in Romania
(11%), Croatia (21%) and Italy (22%).
Figure 2. Percentage of companies engaged in e-commerce, 2018
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Source:
Eurostat
(2018),
available
https://ec.europa.eu/eurostat/databrowser/view/tin00067/default/table?lang=en.

at:

Figure 2 shows that 20% of EU companies performed e-commerce in 2018. Companies
from Denmark and Sweden recorded the highest share of e-commerce (33%), while the
lowest share of e-commerce was recorded with companies from Romania (8%).
Taking into account all the previous facts and presented data, it can be concluded that the
digitalization of trade in some world countries, as well as in the European Union, is at an
enviable level. Digitalization of trade takes place in line with the digitalization of the
economy as a whole, and further development is largely dependent on the socio-economic
environment as well as the legal framework. Given that the official institutions of the
European Union are constantly striving to adopt and improve legislation in the field of ebusiness and e-commerce, a further positive trend in this area can be expected.
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4. DIGITALIZATION OF TRADE IN THE REPUBLIC OF SERBIA
Digitalization of trade in the Republic of Serbia takes place in accordance with the socioeconomic circumstances affecting trade as a significant economic sector. The positive upward
trend in the number of Internet users every year is encouraging (Figure 3).
Figure 3. Percentage of households in the Republic of Serbia using the Internet

Source: Statistical Office of the Republic of Serbia (2018), Use of Information and
Communication Technology in the Republic of Serbia.
There is a clear upward trend in the number of Internet users, reaching 72.9% in 2018, an
increase of 4,9% over 2017 and 8,2% over 2016.
Figure 4. Types of Internet use
Internet banking
Sale of goods and services via the Internet
(through auctions)
Sending/receiving emails
Listening to music (Internet radio, music
streaming)
Making phone calls/video calls (using
video camera) via the Internet
Involvement in social networks
Watching video content through Internet
exchange services
Searching for information on products and
services
00% 10% 20% 30% 40% 50% 60% 70% 80% 90%

Source: Source: Statistical Office of the Republic of Serbia (2018), Use of Information and
Communication Technology in the Republic of Serbia.
Figure 4 shows that the Internet in Serbia is most used for searching for information
(76,8%) and watching video content (76,3%), while 22% use it for online shopping, which is
significantly less in relation to individual developed countries of the European Union (Figure
1).
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Figure 5. Online product ordering by companies

Source: Statistical Office of the Republic of Serbia (2018), Use of Information and
Communication Technology in the Republic of Serbia.
Figure 5 shows that in 2017, 41,9% of companies in the Republic of Serbia ordered
products and services via the Internet, which represents an increase of 0,5% compared to 2016
and 1,6% compared to 2015.
Figure 6. Receiving orders online

Source: Statistical Office of the Republic of Serbia (2018), Use of Information and
Communication Technology in the Republic of Serbia.
Figure 6 shows that only 26,3% of companies in Serbia received online orders during
2017, up 10,5% than in 2016.
Figure 7. Use of social networks by companies in Serbia
Wikipedia
Company blogs (Twitter)
Multimedia websites for content
exchange
Social networks
000% 010% 020% 030% 040% 050%

Source: Statistical Office of the Republic of Serbia (2018), Use of Information and
Communication Technology in the Republic of Serbia.

216

208

Social networks are increasingly present in company operations. What is more, research
results show that 39,5% of the companies used some of the social networks for their business
needs (Figure 7).
Data presented points to the conclusion that the process of digitalization of trade is taking
place in Serbia, but that it is at a lower level than the countries of the European Union.
Improving the socio-economic environment and harmonization of legal regulations with the
European Union creates positive preconditions for accelerating the process of digitalization of
the economy, and thus of trade, as an important economic sector of the Republic of Serbia.
5. CONCLUSION
The development of information and communication technology, especially the
emergence of the Internet and new Internet technology, web platforms, web applications, mcommerce and trade on social networks opens new opportunities for e-trade development.
Technical and technological progress in the digital industry and computing has spawned
artificial intelligence, robots and automation, becoming the leading designers of the digital
economy and society. Artificial intelligence and robots are changing the traditional business
concepts, on the one hand, and promoting the new concept of digitalized enterprise, on the
other. New knowledge gives birth to new managers for new time. There is a certain turning
point in the changing forces of competitiveness factors. A resource-driven economy gives
way to knowledge-, innovation-, and information-driven economy. Digital economy is
becoming a phenomenon of modern society, which the paper particularly analyzed. In this
context, it highlighted the specifics of the digital economy. The process of digitalization is
described using the example of individual world and EU countries, as well as the Republic of
Serbia. Data shows that digitalization is a business imperative in modern conditions. Some
European Union countries have achieved an enviable level of trade digitalization, given that
they have a large number of Internet users, as well as individual online purchases, and also
have companies implementing the concept of e-commerce. The process of trade digitalization
is present in the Republic of Serbia, but at a lower level than in the European Union.
Improving the socio-economic environment as well as the legal framework can be expected to
accelerate this process.
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Abstract
The issue of reverse logistics management has been the subject of scientific and practical
attention for a few decades now. An additional interest for this topic has arisen during the
last ten years, due to a rising number of business entities it affects, the change of paradigm
within the supply chain and the insight into the strategic potential of adequately managing the
reverse logistics flows. Up to now, practical research and empirical confirmation regarding
reverse logistics management has been scarce, and the question of defining elements, i.e.
factors which determine the reverse logistics flows has remained without a complete answer.
In time, various authors have tried to solve this question by setting certain guidelines and
models which comprehensively show factors considered to be of key importance for the
realization of the reverse logistics flows. The subject of this paper is to analyze in depth such
existing global models. The model analysis respects the dynamic time component, first
focusing on the theoretical model in this area- the Carter-Ellram model, and later on to the
one confirmed in practice- the contemporary reverse logistics model. The aim of this paper is
twofold. First, to revise in detail the two approaches which show in the most comprehensive
way which set of factors are considered to be of most importance for the reverse logistics
management. Second, it is necessary to compare the factors identified within the first,
theoretical model, with the ones generated through empirical research, in order to see
similarities and certain differences among them.
Key words: Reverse logistics management, Reverse logistics factors, the Carter-Ellram
model, the contemporary reverse logistics model
1. INTRODUCTION
The success of using the reverse logistics activities depends on the adequate defining of
the factors which determine it. For that purpose, an analysis is performed of two chosen
models of renowned authors which have been dealing with this issue. The analyzed models
follow the determinant of time realization, so the first presented model is the older, theoretical
one, followed by the contemporary one, confirmed in practice.
While defining the first model, the so-called Carter-Ellram model, the analysis begins
with the influence of the main, natural external factors (the market of inputs, outputs,
competitive and regulatory environment) onto the participants of the supply chain. Directing
the influence of the mentioned external factors exclusively to the activities of the reverse
logistics flows and with their pairing up with the main internal factors, the key factors of
influence have been determined (9 most relevant factors). Although this model represents a
significant scientific contribution, the main shortcoming of this model is its exclusive
positioning based on theory, without any practical confirmation (Carter and Ellram, 1998).
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The second model (the contemporary reverse logistics model) which is being considered,
surpasses this shortcoming. Within it, a check is performed of the validity of key factors
identified within the Carter-Ellram model, and then the results are compared with the carried
out contemporary empirical research (within which 7 factors of most important influence have
been identified) (Huscroft et al., 2013).
The carried out analysis within this paper has several purposes. First of all, two most
comprehensive approaches determining the influence onto the realization of the reverse
logistics process are being analyzed, in order to identify the main factors. Second, these
factors need to be compared in order to identify their similarities and differences, i.e. to
separate theory from practice. The stated analysis according to the defined structure follows.
2. THE CARTER-ELLRAM MODEL
Within a comprehensive research presented in their paper in 1998, the authors Craig
Carter and Lisa Ellram have performed up to then the most detailed review of the professional
literature within the field, in order to identify to which degree are the determinants of the
reverse logistics known and familiar. While selecting literature, their attention was especially
focused on recycling, product re-usage and ecological regulations, as important elements of
the process of reverse logistics. This selection comes as no surprise, since during the early
period of analyzing these issues, the range of questions dealing with the reverse logistics
flows was rather limited and precisely mostly connected with these elements. Within the
Table 1 there is a partial presentation of the most important papers needed for the initial
construction of the Carter-Ellram model.
A detailed insight into the papers presented within Table 1, but also into other papers
from this period connected with reverse logistics, brings about the following conclusions: the
biggest number of carried out researches is focused on general themes, while the specific
aspects (such as that one connected to recycled paper for example) are a subject of analysis
with only a few papers; the majority of papers have been published in expert, practical
journals, rather than those of scientific nature; a small number of papers have a holistic
approach to the issue of reverse logistics (with the exception of the paper prepared by Stock,
1992); the entire review of the issue area is of general character, with a significant lack of
empirical testing (the exception is the research carried out by Murphey et al., 1995).
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Table 1. The partial presentation of the most important papers needed for the initial
construction of the Carter-Ellram model
Author(s)

Research
theme

Stock (1992)

Reverse logistics

Cairncross
(1992)

The European
ecological
regulation,
reverse logistics
activities in
Europe

Research contribution

Research shortcoming(s)

Comprehensive and multi-functional view
of the research up to then in the area of
reverse logistics.

Does not offer a well-based,
conceptual framework.

Depicts the effects of the European
regulations onto the companies doing
business in the ex-EEC, today's EU.
Explains how to act proactively towards
such regulations.

Does not offer a well-based,
conceptual framework, nor an
empirical confirmation.
An exclusive focus on the
procurement of the recycled
paper; an attitude is being pointed
out that recycling should be
ranked of higher priority than the
waste prevention, which is not in
accordance with steps of the
ecological hierarchy.

Bronstad and
EvansCorreia
(1992)

Specifics of
recycled paper
procurement

A detailed description of the challenges of
procuring recycled paper, with a
comprehensive approach towards the
implementation of the procurement
program of such a good.

Kopicki et
al. (1993)

The programs of
product re-usage
and recycling

Drumwright
(1994)

The interorganization
factors which
influence the
socially
responsible
procurement

The exploratory research which uses the
combination of the case study method and
interview in order to determine the logistics
implications of the product re-usage and
recycling program.

Murphey et
al. (1995)

The contribution
of logistics to the
corporate
ecological
activism

Enables the initial theory about the interorganizational factors which influence the
ecological procurement.

Enriches the existent literature with the
usage of an empirical research, using a
priori assumptions.

Source: Carter, C., Ellram, L. (1998), pp. 85-102.

Does not offer a well-based,
conceptual framework.
It firstly considers the interorganizational opposed to
external factors which drive the
ecological procurement. There is
a lack of empirical confirmation.
Does not offer a well-based,
conceptual framework. It is an
excellent initial research, but it
does not determine whether the
elements have a direct, empirical
effect onto the level of reverse
logistics activities.

Another important insight is that the realization of the reverse logistics process is affected
by two groups of factors: those of external character, i.e. from the surroundings, while the
others are of internal nature, i.e. generated within one particular company. That is presented
within Figure 1.
Figure 1. Factors of influence onto the reverse logistics flows

REVERSE LOGISTICS FLOWS
Source: Carter, C., Ellram, L. (1998), pp. 85-102.
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Namely, reviewing literature (especially the paper published by Drumwright, 1994) it is
obvious that reverse logistics is significantly affected by inter-organizational factors, such as
dedication of the company to ecological issues, the successful implementation of ethical
standards or the existence of intrapreneurs which have the feeling of expressed dedication to
the organizational adoption of the ecologically oriented philosophy. Besides interorganizational factors, within literature from this period, there is also a recognized direct
influence of external elements, such as those coming from the side of the clients, suppliers,
competition or state institutions. The identified factors are present within research shown in
Table 2:
Table 2. The identified external factors of influence onto the reverse logistics flows
External
Author(s) of the research within which the factor has been identified
factor
Competition
Stock, 1992; Cairncross, 1992.
Stock, 1992; Pohlen and Faris, 1992; Berry et al., 1993; Kopicki et al.,
Clients
1993; Livingstone and Sparks, 1994.
Suppliers
Stock, 1992; Pohlen and Faris, 1992; Bronstad and Evans-Correia, 1992.
State
Stock, 1992; Cairncross, 1992; Pohlen and Faris, 1992; Berry et al., 1993;
institutions
Kopicki et al., 1993; Livingstone and Sparks, 1994; Murphey et al., 1995.
Source: Carter, C., Ellram, L. (1998), pp. 85-102.
The authors Carter and Ellram have started their analysis from the mentioned two big
groups of identified factors before the final structuring of the very model. The assumption
which the authors have logically set is that internal and external factors are not mutually
exclusive, but rather have a joint influence. What is more, their attitude is that the better
understanding of the organizational behavior within the company is only possible if it is
known whether or not the company is in interaction with its surroundings (Carter and Ellram,
1998). Even though the authors have not performed an empirical research dealing with the
mentioned factors needed to construct their model, their paper is still of vital importance since
it presents the most comprehensive analysis of this kind up to that moment. Continuing,
following the idea of the authors of the model, before its very presentation, external and
internal factors of influence onto the reverse logistics flows are considered.
2.1. The external factors of influence onto the reverse logistics flows
The superior company performance is achieved once its strategy corresponds and is
compatible to the conditions of the external surroundings. In order to enable the adequate
paring up of these elements, the managers firstly must understand how the forces outside the
company function. That is precisely why its is the task of the business functions which are
most in communication with the surroundings, amongst which logistics assumes an important
place, to get to know the influence of that surroundings.
In order to realize their idea, the authors Carter and Ellram have started their analysis
with the model of external surroundings influence onto the relations between participants
within the supply chains which was defined by Achrol et al., 1983. Performing a modification
of the model in order to focus it only on the reverse logistics flows, Carter and Ellram have
established a framework for the analysis of elements of external surroundings, which is shown
within Figure 2.
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Figure 2. The factors of external surroundings of influence onto the reverse logistics flows
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Source: Carter, C., Ellram, L. (1998), pp. 85-102.
According to the presented framework, the direct external surroundings of the company is
divided into four parts: the output market, the input market, the competition market and the
regulatory surroundings. Also, it can be concluded that the regulatory surroundings consists of
state officials, as well as interest groups, such as lobby groups which influence the decisions
introduced by the government representatives. Beyond the direct external surroundings there
is the so-called macro surroundings, formed of political, legal, economic and social trends
onto which an individual company does not have any possibility to influence.
Analyzing in more details the stated elements of the market of external surroundings five
most basic, relevant factors of influence onto the reverse logistics flows can be identified.
First of all, the review of the literature within the area has shown that a great attention has
been paid to the factor of state regulation, since it is an established opinion that it has an
extreme influence onto the activities of the reverse logistics flows (Stock, 1992). Currently,
the development of legislation which is targeting the green supply chain, and thus the reverse
logistics flows is considered to be the milestone and the basic guideline for the development
of this area, so it is obvious that there is a continuity in the regard of the importance of this
factor. Consequently, such state implies the necessity of formal cooperation between the
companies within the same industry on the lobbying process and proactive actions compared
to state regulatory bodies.
Second, a great number of authors consider that the pressure to create green initiatives is
created by final, as well as intermediary clients in form of retailers and that is a significant
influence as a particular factor onto the reverse logistics, so it must be analyzed in detail
(Straughan et al., 1997). As a result of such an attitude, it is necessary to increase the
activities of green marketing and to achieve relations of very close cooperation with retail.
Thirdly, it is expected that the standardized quality and the consistency of the
ecologically acceptable inputs shall have a positive influence onto the level of their usage by
producers within the supply chain. The ecologically acceptable inputs refer to the procured
raw materials, as well as final products which enable the reduction of using particular
resources, their re-usage or recycling. However, Bronstad and Evans-Correia rightfully state
that one of the potentially limiting factors of procuring recycled materials is the perception
that they are of lower quality (Bronstad and Evans-Correia, 1992). In order for these attitudes
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to be avoided or minimized, it is needed for the logistics managers to cooperate with suppliers
and other participants within the supply chain, in order to secure high and consistent quality
of ecologically tolerant inputs, which also enables the positive influence onto the volume of
reverse logistics activities. Regardless of that noticed flow, the quality of inputs is certainly
considered an important factor.
Forth, regarding the factor of the competition (within the model set as the communication
and vertical coordination between different participants within the supply chain) it can be
stated that within the given period of analysis it has been identified as the element of external
surroundings of lesser direct influence onto the development of the reverse logistics flows.
That is somehow logical, considering the time moment of the model creation. Today, when it
is a known fact that the efficient implementation of the reverse logistics flows is not only
performed due to the reasons of ecological and social justification, but also as a serious source
of competitive advantage, it is extremely important to follow the influence of the competitors
within the branch in order to perceive what they focus their core competence on and to
adequately answer to their challenges (Mijušković, 2015). It is precisely the influence of the
competition, as a specific factor, which can bring about the orientation of the company to
focus its expertise on the efficient organization of reverse logistics (Croxton et al., 2001).
Finally, focusing on the factor of ecological uncertainty, an attitude is pointed out that its
increase leads to the rise of need for vertical coordination of participants within the supply
chain. That means, for example, that the higher level of coordination between buyers and
suppliers results in the increased acceptance of new technologies and processes, including the
reverse logistics activities. In that manner, an important, indirect influence onto the reverse
logistics is confirmed, by the system of communication and vertical coordination.
2.2. The internal factors of influence onto the reverse logistics flows
Besides the factors coming from the external surroundings, the realization of the reverse
logistics activities also depends on the series of elements which come directly from the very
company. The authors Carter and Ellram within this segment of analysis identify four key
factors.
Firstly, it is considered that a true dedication of all interest groups is necessary for the
continuous success in the implementation of the system of reverse logistics. Achieving such
goal is determined by the development and successful usage of ethical standards which are
acceptable for all interest groups (Drumwright, 1994).
Further on, an important question while determining the internal factors is which level of
management is dedicated to the incentives of development of the reverse logistics flows. It is
an attitude of some authors that this level refers to intrapreneurs (entrepreneurs within a
company), which usually belong to the level of middle management (Drumwright, 1994). On
the other hand, there are opinions that only the dedication of the company top management is
a dominant driver of key undertakings within it (Stock, 1992). It is possible to give an
explanation that brings these opposed opinions into some sort of balance. Namely, while the
top management support is most important for the establishment of the adequate framework
of action, thus the operative segment of the realization is fully dependent on the skillfulness of
the middle management layer. The conclusion is that the support of intrapreneurs, as well as
company top management, are considered to be irreplaceable factors in securing the political
wisdom and the implementation of the reverse logistics process.
Finally, a need has been identified to establish an adequate system of incentives, as the
forth internal factor, in order to reward employees for taking actions which contribute to the
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desired outcomes. Therefore, the logistics managers must develop a system of rewards in
order for the employees within the company to recognize the importance of joining the
organization of the reverse logistics flows. In case of a different scenario, the activities of the
reverse logistics flows could be regarded as a burden and an additional obligation for the
employees, which already have overbooked daily schedules, and thus their realization would
be on a very sub-optimum level (Lambert, 2008).
2.3. The establishing of the Carter-Ellram model and its critical review
Taking into consideration all factors of external and internal surroundings analyzed in
detail, the authors Carter and Ellram within the final instance of their analysis have created a
comprehensive model which encompasses the key identified elements of influence onto the
realization of the reverse logistics flows. The model is presented within Figure 3.
Figure 3. The Carter-Ellram model
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Source: Carter, C., Ellram, L. (1998), pp. 85-102.
Regarding the presented model, in order to understand it better, it must be pointed out
that the shapes shown in full line represent the incentive factors upon which the realization of
the reverse logistics flows depends on, while the shapes shown in dotted lines symbolize the
factors of a limiting nature. The direct incentive factors which come from the external
surroundings refer to client support and the pressure of state regulations. Although uncertainty
directly influences the rise in the level of communication and vertical coordination between
the participants in the supply chain, it only represents an indirect incentive element of the
external surroundings onto the reverse logistics flows. The remaining two factors of external
surroundings, given in the form of system of communication and vertical coordination, as
well as quality of inputs, are considered more as serious limitations, especially if they are not
present. Regarding the side of internal factors, as the main incentive element there is the
existence of at least one influential intrapreneur, which is personally dedicated and ready to
assume responsibility for the realization of the reverse logistics activities. All other internal
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factors- top management support, dedication of interest groups and the system of incentiveshave the nature of limitations.
Giving a critical review of the deeply analyzed Carter-Ellram model, it is necessary to
point out its strengths, but also certain weaknesses. Firstly, it can be pointed out that the
biggest contribution of this paper is the conceptual framework of this pair of authors and the
most comprehensive review of literature in order to identify factors which determine the
realization of the reverse logistics flows.
Second, the identification of the model factors indicates the close connection and
predetermination of both their groups, i.e. external and internal elements. In that manner, its is
concluded that these elements are not exclusive but rather compatible. Without external
pressure, even the most capable intrapreneurs would not be in the possibility to convince the
other company entities to stay personally dedicated to the realization of the reverse logistics
flows. On the other hand, without strong internal factors led by top management support, the
response to external pressures would lead to minor, reactive changes, without serious
dedication and proactiveness in the realization of the green initiatives within the reverse
logistics flows.
Thirdly, the knowledge gained within the model represents a good guideline for the
managerial decisions. Namely, by determining the internal factors which mostly influence the
reverse logistics activities, the company can focus its limited resources onto these areas. On
the other hand, the understanding of external drivers secures the right context for the
continuous success of the implemented programs. Finally, the authors of the model have
foreseen the growth of importance of reverse logistics in the future, so the policies and
practice connected to this issue, adopted at the beginning phases of development, would have
a wide range of influence in the period to come.
However, besides the numerous advantages that have been pointed out, the Carter-Ellram
model has one very serious shortcoming. That shortcoming has to do with basing the analysis
and drawing conclusions on a vast, but exclusively theoretical literary review (which is by
itself based on a very few practical elements), without empirical testing and the confirmation
of the drawn conclusions. Due to that shortcoming it is not possible to be certain whether the
identified elements of importance for the reverse logistics have all be identified and are they
all important or not. Finally, in existent circumstances it is not possible to compare these
factors, i.e. to determine whether some factor is more important than the other.
The stated summary of the importance of the analyzed model, and especially the part that
refers to its main shortcoming, is the reason why the next, contemporary model of reverse
logistics factors is considered, generated based on empirical research. It is the Huscroft and
associates model, with the detail analysis of it following.
3. THE CONTEMPORARY REVERSE LOGISTICS MODEL
The initial period of analyzing the reverse logistics flows as a problem area is
characterized by the partial approach to analysis and the insufficient number of expert papers
and empirical testings to check the statements presented within these papers. It has already
been pointed out that precisely due to such shortcomings, the model comprised by Carter and
Ellram within their paper really does represent the most serious step forward and the positive
advancement since the moment of its creation, if not by the empirical confirmation, than by
the comprehensiveness of the analysis.
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However, with the passing of the time, since 1998 when the Carter-Ellram model was
first devised up to now, there has been a great number of papers treating the reverse logistics
flows (Dhanda and Hill, 2005), as well as the increase of empirically based tests within the
area (Mollenkopf et al., 2007). An interesting fact is presented within the research carried out
by Stock and Broadus referring to a clear tendency of the increase in the number of PhD
theses with the empirical research on the topic of reverse logistics on a global level (Stock and
Broadus, 2006). From the previous claims it cannot be concluded in advance that there is a
drastic progress, since the scope of issue at stake and connected topics leaves a lot of space
for improvements. However, the thing that has been enabled with the improvements within
the field of reverse logistics is that certain theoretical grounds were enabled to be checked in
practice.
Such situation is the starting point of the analysis within a research carried out by
Huscroft and associates in 2013 (Huscroft et al., 2013). The idea which motivated the authors
to carry out such a research was that the existence of actual knowledge previously analyzed in
literature gave the basis for an advanced knowledge and the direction of future considerations.
In that manner past, present and future knowledge about a certain phenomenon are connected.
Focusing on the precise subject of research, i.e. the factors for the realization of the reverse
logistics flows, Huscroft and associates segmented their research in the following manner:
first, they checked the contemporary importance of the identified factors by Carter and Ellram
for the analysis of the relevant factors, as the most comprehensive research in the area.
Having determined that the Carter-Ellram model represented and adequate structure, i.e. the
relevant factors of past, theoretical research in the area of reverse logistics, it was concluded
that it can be used as a basis for comparing the research of actual problems in practice
connected to the reverse flows. Next, Huscroft and associates carried out an empirical
research within which they generated the practically recognized important factors of the
reverse logistics flows. The generated factors are the basis for establishing the contemporary
reverse logistics model.
3.1. Generating new factors and comprising the contemporary reverse logistics
model
The verification of the importance of the factors within the Carter-Ellram model
practically created conditions for such a theoretical settings to be the right basis for
comparison of reverse logistics factors recognized by the practice as relevant (Lambert,
2008). In order for such factors to be identified, i.e. generated, Huscroft and associates
performed an empirical research with this aim.
The empirical research was carried out based on gathering opinions from the managers in
the business practice of the USA economy which due to the nature of their business had touch
with the reverse logistics flows. The opinion of these managers had to do with the importance
of contemporary factors of importance for the realization of the reverse logistics flows, as
idenitified in other relevant research in the field (Roggers et al., 2010). The research was
carried out using a Delphi technique, as a way of forming the group expert opinion, which
usually assumes the cooperation of 5 to 30 participants (Lummus et al., 2005). In this precise
case, there were initially 31 managers engaged (from the private and state sector), in order for
only 18 managers to remain during the entire process, i.e. through all phases of research.
The mentioned phases were carried out through Delphi rounds (usually from 3 to 4)
within which the idea was to first identify a certain phenomenon, and then to achieve the
concordance of participants concerning their ranking according to the degree of importance.
This precise research was carried out through three Delphi rounds, which had the two
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following results: a) the identified 7 most relevant factors of influence onto the realization of
the reverse logistics flows and b) their performed ranking based on importance given by
managers-participants of the Delphi technique. The finally ranked key factors of influence
onto the reverse logistics flows from the research by Huscroft and associates are given within
Table 3.
Table 3. The finally ranked key factors of influence onto the reverse logistics flows from the
research by Huscroft and associates
Factors of influence onto the reverse logistics
Rank
Weighted average
flows
1
Client support
1.17
2
Top management support
2.11
3
Developed system of communications
3.00
4
Costs
4.00
5
Process formalization
5.00
6
Timeliness of operations
5.89
7
Ecological issues
6.83
Source: Huscroft et al. (2013), pp. 304-327.
The interpretation of the identified key factors of influence onto the reverse logistics
flows from the research by Huscroft and associates is given within Table 4.
Table 4. The interpretation of the identified key factors of influence onto the reverse logistics
flows from the research by Huscroft and associates
Factor
Interpretation
Client support

Refers to the efficient and effective delivery of determined levels of
customer service, the solving of issues concerning deliveries, product
protection and offering constant aid to the clients.

Top management
support

Includes issues connected to the existence of the awareness of the
managerial top about the importance of reverse logistics, the continuous
goal improvement and support expressed in the form of resources,
dedication etc.

Developed system
of communications

Has to do with the issues of resource visibility, system integration of
participants within the supply chain, timeliness of updating information
and tracing deliveries.

Costs

Assumes the existence of the cost-benefit analysis, the financial metrics,
the appreciation of operative costs of the reverse logistics flows etc.

Process
formalization
Timeliness of
operations
Ecological issues

Refers to the establishment of clearly defined responsibilities, the
standardization of the processes and procedures, as well as adequate
insurance of knowledge for the implementation of the program.
Treats the demands concerning timely deliveries, service demands, the
time of the operation cycle realization, as well as the effective usage of
the transport possibilities.
Includes the dilemmas concerning recycling, the legal frames of green
initiatives, as well as the practice connected to the product disposal at the
end of its life cycle span.

Source: Huscroft et al. (2013), pp. 304-327.
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Based on all stated, the contemporary reverse logistics created by Huscroft and associates
is given within Figure 4.
Figure 4. The contemporary reverse logistics model
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Source: Huscroft et al. (2013), pp. 304-327.
3.2. Critial review of the contemporary reverse logistics model
The analysis performed within the Huscroft and associates research and the model
created based on the given consideration, represents by far the progress in the theory of
reverse logistics flows and the factors which determine its influence. The positive effects of
constructing such a model are visible both in the domain of the scientific research and within
the business implementation.
Speaking about the scientific research component, it is important to point out the
empirical dimension of the model, i.e. the fact that the elements comprising it are not just
from theory, but were identified by managers from practice as relevant. The stated empirical
research has created the comparison basis for checking the knowledge up to then, mainly
based on academic input from people interested in this area of research.
It is important to point out that the analytical skills of these entities have mostly been
confirmed by people from practice, which says enough about the quality of their knowledge
and perception, as well as the quality of their learning. To be precise, it was concluded that
the Carter-Ellram model adequately shows the structure i.e. the relevant factors of past
research in the area of reverse logistics and that it can be used as a basis for comparing the
research of issues of actual practical problems with the practice dealing with the reverse
logistics flows (Haas et al., 2003).
The other important benefit of this created model refers to the practical component, i.e.
the improvement of understanding which factors are of critical importance for a more efficient
and effective organization of reverse logistics flows within everyday business. Better
understanding of importance of particular factors enables the adequate realization of the
managerial decision and the allocation of scarce resources.
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Besides the positive comments, this research can also be addressed with some concerns
and negative critics. They mostly refer to the very methodological procedure of research, i.e.
the limited generalization of the conclusions based on the selection of participants of the
Delphi research. Namely, the sample structure of the Delphi research only has dominantly
present representatives from the state, i.e. military sector. Although some authors (Klapper et
al., 1999; Roggers et al., 2010; Roggers and Tibben-Lembke, 1999) including Huscroft and
his team believe that the military sector represents the biggest collective supply chain in the
world, as well as an important segment of an economy of a country, the dominant presence of
participants from only this area can affect the bias in given managerial answers.
Additionally it is an attitude of the authors of this paper that it is better to engage people
from the private sector, since they are the main motor and the operative leaders of the reverse
logistics flows. At least that is the case when Serbia is involved. However, the very Huscroft
and his team have shown with additional testing that the priorities of managers from both
private and public sectors are without a noticeable difference, so in a manner this shortcoming
is neutralized.
On the other hand, the selection of Delphi survey participants can be seen as a problem
from another reason as well. The representatives from practice need not always have the
demanded analytical and conceptual knowledge needed to see the wider picture. Thus, two
factors more extensively analyzed in theory were not recognized by practice. Whether this
means that some elements have been neglected or the academic community has at the
beginning made a wrong assumption, remains an open question in need of additional attention
and interpretation.
Finally, the very authors of the research at one instance revise weather it is good enough
to only rely on the Carter-Ellram model, as the good representative of the theoretical analysis
within the area and weather that might be the limit of this empirical survey. However, since
the research contains the validation of the Carter-Ellram model, it has been confirmed that
this should be used as comparative basis for future studies (Huscroft et al., 2013).
4. THE COMPARATIVE ANALYSIS OF THE CARTER-ELLRAM AND THE
CONTEMPORARY REVERSE LOGISTICS MODEL
The first obvious difference between the two models is that the contemporary reverse
logistics model does not differentiate the identified factors onto those of external and internal
nature, nor does it make a difference between which of them are limiting and which are of
stimulative character. One of the important reasons why this is so has to do with the carried
out research.
Such differentiation has not been set as a subject of management determination in
practice in order not to complicate the process of giving answers but also due to the fact that
practitioners within the area maybe can not best determine, i.e. articulate whether some factor
is an incentive or a limitation, nor from which surroundings it comes from. Finally, the very
Delphi technique is limited only to identifying certain factors, i.e. to achieve a consensus
about the importance of their ranking. For additional analyses, the suitable method would be a
certain one on one deep interview with the managers, which would secure the research
authors a great number of useful, additional information, but would also demand the very
survey to be more challenging in terms of time and needed finance. Since the Carter-Ellram
model was generated solely based on the theoretical analysis of the problem by the academic
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experts in the area, the carried out additional differentiations are more than possible and
welcome in this case.
Figure 5 shows the comparative analysis depiction of the two analyzed models.
Figure 5. The relations between factors of the Carter-Ellram model and the contemporary
reverse logistics model
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Source: Aćimović, S., Mijušković, V. (2018), pp. 412-423.
Comparing all seven key elements of identified by managers in practice in the
contemporary reverse logistics model with the elements of the Carter-Ellram model, several
conclusions can be drawn.
First, by analyzing and interpreting the inclusiveness of every factor in particular, it is
clear that there is a direct connection between the three most important factors confirmed
through practical research carried out by Huscroft and associates with the three factors of the
Carter-Ellram model. These factors are: client support, top management support and the
developed system of communications. These factors in both analyzed models are compatible,
i.e. they have the same comprehension in the regard of interpretation. Finally, as pointed out
by Huscroft and associates these factors represent the key topics in literature from the reverse
logistics and are needed for almost every business function. While companies strive to answer
the demands and client expectations, there must be present a clear and precise support to that
process by company top management, in which an additional help is presented by the
developed process of communications between all relevant participants of the supply chain.
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Second, the authors of the research have identified the existence of an indirect connection
between three groups of factors of every of the models. Thus, the timeliness of operations is
indirectly connected to client support and the system of communication and vertical
integration, while there is an indirect connection between these very two factors. Certainly, it
is a general attitude that communication is of prime importance when it comes to fulfilling
client demands and managing the upstream and downstream relations in the reverse supply
chain.
Finally, even though it has been pointed out in a great number of theoretical papers that
state regulations which treat the issue of green initiatives within the supply chain represents
one of the most determining influences onto its further development, and thus the
development of reverse logistics, the American practice has not identified this factor amongst
the key factors, while the research authors have determined the existence of only a an indirect
connection between the practically recognized ecological issues and that factor.
The reason for such a significant discrepancy between theory and practice may very well
be in the previously mentioned fact that practitioners do not have the sufficient level of
needed analytical skills to precisely identify and articulate all the influences. Also, another
possible explanation is that since the survey has been performed amongst the American
managers, their attitude depicts the insufficiently developed function of regulations by which
green initiatives are treated, i.e. their inferior position at this part of the world. Of course, the
reasons could be completely different than the ones mentioned, but since there are no
additional data on the research, i.e. a more detailed feedback from the respondents, the
drawing of more decisive conclusions concerning this matter is currently impossible.
Third, two factors (costs and process formalization) do not have neither direct, nor
indirect, but only supporting connections to the factors of the Carter-Ellram model. However,
since these supporting relations show a certain compatibility of these factors with particular
factors of the Carter-Ellram model (with uncertainty, quality of inputs, system of incentives
and even with some segments of vertical communication and coordination), the conclusion is
that they have a serious potential to be the subject of future research connected to the reverse
logistics flows (Dowlatshahi, 2010).
Forth and final remark has to do with the fact that the two factors of the theoretical,
Carter-Ellram model do not have any recognition in practice. These factors are the dedication
of interest groups and the intrapreneurial influence. Since there is a great number of
arguments about the justification of differentiating these factors in theory, which has been
neglected by practice at this point, the only interpretation which can be offered is similar to
the statements about the potentially insufficient analytics and the narrow perspective of
regard, which might have determined the perception of the managers involved in the precise
research by Huscroft and associates.
5. CONCLUSION
Summing up the analysis concerning the models of key factors for the usage of the
reverse logistics flows several conclusions can be drawn. First of all, it has been confirmed
that the Carter-Ellram model represents the most comprehensive conceptual framework for
the insight into theoretical reviews connected to reverse logistics flows since the moment of
its creation. Secondly, the undoubted importance of the contemporary reverse logistics model
has been pointed out, as the first and until recently the only empirical confirmation of the
theoretically identified factors of importance for the reverse logistics flows. Thirdly, it has
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been shown that there is a partial overlapping and a direct connection between certain
elements of the two analyzed models, which have been confirmed by managers in practice to
be of the greatest importance. These factors are: client support, top management support and
the developed system of communications. That created the basis for some newer research in
practice, out of which some have already been realized on a partial, national level (Aćimović,
Mijušković, 2018).
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Abstract

Cities with their spatial expansion and increasing population growth are becoming
neuralgic points of the food supply chain. Due to its structure and speed of life processes,
food is delivered to urban centres through conventional supply chains, and therefore, today
we are faced with an extremely dependent consumer (due to the lack of food self-supply). The
commodity of life that weighs individually in urban centres makes everything dependent on
external factors, and time, and many sensitive to possible deviations within the supply chains
occur. For this reason, the strategic development of cities requires sustainable thinking and
reasoning when it comes to food supply. Easily possible solutions for the continuous and
sustainable supply for the urban population represents the development of eco-distribution
centres for agri-food products. With the implementation of this model, multiple effects are
achieved; developing the rural environment of cities reduces the pressure of population
inflows; ensuring the supply of fresh, high-quality and sufficient food for the whole
population; sustainable management manages the waste generated in the process of food
distribution and use. The short agri-food chain management, i.e. its production and
consumption capacities, enables a considerable reduction of dependence on conventional
chains. At the same time, preconditions are being created for controlling the production and
disposal of waste within agri-food supply chains. Therefore, in this paper, we analyse the
consumer potential of urban centres as the fundamental determinant of designing and
implementation of eco-distribution centre of agricultural products. Empirical research on
consumer potential in urban centres was conducted with the help of two utility companies in
the city of Split in 20 residential buildings and although 148 tenants participated in the study.
Key words: eco-distribution centre, short agri-food chains, urban centres, consumer
potential, empirical research
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Abstract
Today's living conditions require daily temporal and spatial distribution of the
population that leads to the creation of transport demand which is the way urban areas are
characterised by the presence of a constant need for movement of the people to meet specific
needs and get the access to various activities. On the other hand, many trends that are present
in the urbanisation and globalisation cause more and more complex traffic problems that
require the increasing mobility of the population. That way, transportation becomes an active
driver of city life and its development and progress, generates a widespread impact on the
society's development, thus taking on an increasingly important social role, so the technology
of passenger transportation becomes a real challenge. The vital role of public transport,
primarily, is to facilitate affordable mobility for residents of a particular city. Public
transport of the City of Zagreb includes various types of services and subsystems, from which
the most prominent are tram, bus and rail transport system, that operate under the direction
of the Zagreb Electric Tram (ZET) and HZ Passenger Transport. Therefore, it is required to
identify user's satisfaction with provided public transport services in the city of Zagreb and to
create proposed instructions of improvement through analysis of research and review of
positive and negative effects of quality of the service provision in the public transport. This
paper aimed to investigate the current satisfaction or dissatisfaction with public transport
services in the City of Zagreb. Results of primary research reflect that the majority of the
population is still more aspired to express dissatisfaction when travelling by tram, bus or
train.
Key words: public city transportation, City of Zagreb, mobility, passenger's satisfaction
1. INTRODUCTION
Modern living conditions require daily temporal and spatial distribution of the population
in the cities, and this leads to the rising transport demand. Public passenger transport and
traffic are in the service of a large number of passengers in the urban areas, i.e. in most
populated areas, which is the reason why it is called mass or public transport. Its key
characteristic is that all citizens i.e. passengers, can use it under certain conditions (Zelenika,
2010). In public transport systems in big or medium-sized cities, tram and bus transit prevail.
Public passenger transportation is one of the dominant modes of transport and, since most
public transport is arranged in big cities, the key factors that determine public transportation
are frequency, flexibility, price and distance between the stations (Vičević and Hess 2013).
Public transport enables affordable mobility to the citizens that do not drive, i.e. it offers an
effective way to commute in urban areas (Golob et al., 2017). Effective transportation
Graduated Student of Master Study “Trade and International Business” at Faculty of Economics and Business,
University of Zagreb, Croatia, AY 2018/2019
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networks that include public transport help reduce the carbon footprint and provide better
living conditions in cities by facilitating the commute and accessibility (Schaffner, 26 June
2017). Public passenger transport is necessary for moving groups of people from one place to
another, and the demands differ considerably regarding the places and the social groups. The
population in most developing countries is growing far faster than personal vehicle
ownership, and more and more people depend on public transportation, apart from those that
travel at very short distances (Iles, 2015). Public transportation is valuable for society in such
a way that it provides cheap and fast mobility services. The services are highly reliable and
affordable because of the experience that public transport companies have been gaining over
the decades (Stelzer et al., 2015).
This paper aims to analyse usersʼ satisfaction with public transport in the City of Zagreb.
To gain better insight into the attitudes users have towards the quality of the services of public
transport, primary research has been conducted. The public transportation subsystem is a
relevant promoter of development, mainly because it creates a connection between the traffic
and the specific type of urban development. Therefore, the paper aims to investigate
advantages and disadvantages, and the impact of the quality of the public transport service on
demand based on the conducted primary research.
2. PUBLIC TRANSPORTATION SYSTEM IN THE CITY OF ZAGREB
2.1. Traffic features of the public transport in Zagreb
In Croatian cities: Zagreb, Rijeka, Osijek and Split, about 60% of the population use
public transportation services on a daily basis, almost the same percentage as in the large
cities of Europe: London, Paris, Munich, Rome, Vienna, Barcelona, Warsaw, Prague,
Budapest, while in the large cities in the USA, there are 50% of the public transport users
(Zelenika, 2010). This reflects the importance of such transport in the transportation and
economic system of every country, and it is with good reason treated as the transporting
branch of particular public interest. Public transport plays an essential role in mobility in
Croatian cities. The contribution of public transport is evident in the mobility on several
locations, especially in the congested areas of the citiesʼ centres, older suburban areas and
along the main corridors between the new suburbs and the city centres (Štefančić, 2008).
Zagreb City is the gravitational area of everyday commutes which results in the fact that
many traffic routes go through the city and this calls for the need for frequent local and urban
and suburban public transportation services. The City of Zagreb is congested with many
vehicles, which creates difficulties in the traffic flow. This leads to redirecting private
vehicles to the routes of public transport to achieve better flow, reduce congestion and traffic
hold-ups. These are all the reasons why developing mass public transport in the city should
become imperative.
Public transportation in the City of Zagreb can be divided into three dominant systems:
1. an integrated network of tram and bus lines operated by the Zagreb Electric Tram
(ZET), which is a subsidiary of the organisation managed by Zagrebački holding
2. urban-suburban railroad system managed by HZ (Croatian Railroad) Passenger
Transport
3. bus transit operated by other carriers from the surrounding counties.
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The majority of the public transport in Zagreb is under the control of the ZET Electric
Tram, in cooperation with the HZ Passenger Transport. Their responsibility is, first and
foremost, to ensure that tram, bus and railroad transport function properly.
Tramlines in Zagreb are still not in line with the needs of our passengers. This primarily
relates to the number and distribution of the tram lines, and it is also the reason why there are
still too many personal vehicles in the city (Šojat, 2017). All around the world, in Croatia
alike, the bus has gained a significant role in connecting the city and its suburbs. Available to
all and suitable for commuting, it creates conditions for a better regional connection than the
railroad. Due to bus transport, modern nodal organisation of the area has become more
prominent (Sić, 1987). Rajsman (2012) points out that in Zagreb area, railroad services
provided by the HZ have a relatively smaller role with one suburban railroad line 47 km long
that runs in the direction east-west through Zagreb Train Station, servicing 12 stations with a
relatively low frequency. Over the last years, the number of passengers has grown
significantly, although from the small baseline. This is the result of several factors, including
the integration of the ticket passes with the ZET tram and bus passes in the city and the
provision of subsidies from the Zagreb City government. There is considerable potential for
better utilisation of railroad infrastructure that runs to the south and are used by the long
distance and the load-lines. The dislocation of the railroad stations is the most significant
setback and the main reason why there is a small number of users (Humić, 2016).
2.2. Managing the quality of the public transportation system in the City of Zagreb
According to Funda (2010), quality represents the level of excellence that an organisation
can achieve in delivering the product or services to its customers. There are three levels of
quality: the quality of the decisions (projects, designs), the quality of the coherence and the
quality as user satisfaction. The most important, in an organisational sense, is the quality as
the user satisfaction. Quality is defined as the summation of the affective evaluations by each
customer of every object that creates customer satisfaction (Wicks and Roethlein, 2009).
There is clearly no universal agreement on an ideal set of performance indicators for local
public transportation. Many conditions that are specific to certain areas determine the nature
of the public transport services. Public bus services are never identical in any two given areas
(Pullen, 1993).
Since satisfying high demands for quality is essential for business survival, creating a
well-organised public transport system becomes the primary goal of quality management.
According to that, the conditions for delivering effective, safe, fast and simple transportation
from one point to another are then created. Therefore, when evaluating the level of users’
satisfaction, there are several parameters to consider (Trbušić, 2005):
1. Satisfaction is a dynamic process that is continuously changing depending on the level
at which the demands have been satisfied, on the changes in the expectations, the
changes in the subjective and the objective environment of the passenger.
2. There is no general level of user satisfaction; it is instead the sum of individual values
that only presented as a whole give the level of satisfaction of the passengers as
individuals; passengers’ satisfaction is the average value of individual expectations
and emotions.
3. Satisfaction is a relative concept. Usersʼ loyalty cannot be maintained even if they feel
satisfied. Even satisfied customers leave at some point.
It is clear that there is no universal agreement on an ideal set of performance indicators
for local public transport. The nature of public transport services is determined by a host of
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local conditions. Bus services provision is never identical in any two given areas (Pullen,
1993).
If the transport habits of the passengers are to be changed, we need to improve the quality
and efficiency of the transport (dell'Olio et al., 2011). There is a need for public transport
systems to become more competitive. For this to be achieved, the quality of the service should
be improved, which cannot happen if there is no clear understanding of travel behaviour and
consumer needs and expectations (Beirão and Cabral, 2006). Passenger- or user-orientation
and care about their satisfaction in public transport are becoming imperative, and the goal of
every company is to achieve business success that is manifested in the significant portion of
the market share, recognizable and accepted product/service, valid quality of the
product/service and the system of organization and, of course, the image that is born from all
of that.
The overall quality of the public transportation comprises therefore of an unlimited
number of criteria of each passenger individually. The quality of a transport service in public
passenger transport consists of many influential factors, and some of them exert different
influence on different categories of passengers, depending on their passion, socio-economic
opportunities, purposes of the travel, travel distance, climatic events etc. This leads to the
conclusion that there exist specific criteria that define the quality of the transport service, but
also their meaning and weight are not the same and unambiguous for all the users. Namely,
the quality criteria basically represent the criteria of commitment to use the public transport
service. As the quality of a criterion rises, the quality of the service also enhances, and
therein, rises the overall commitment to use the services of the public passenger transport
(Trbušić, 2005).
Quality of service is a multidimensional concept where technical and functional aspects
of service provision bear considerable importance (Chica-Olmo et al., 2016). The criteria for
the quality of public passenger transport services are (Trbušić, 2005):
1. availability: the extent of the service in geographical and temporal sense and the
frequency,
2. availability: accessibility to the public transport system that includes access to other
means of transport,
3. information: systematic information intermediation on the public transport system that
helps the users/passengers with their planning and travel,
4. time: time perspective significant for the planning and travel,
5. relationship to passengers: the elements of the service are arranged in such a way as to
achieve the highest possible compatibility between the service standard and any other
demand put forth by each user,
6. comfort: the elements of the service are introduced to make public transport services
relaxing,
7. safety: the passenger’s sense of personal security arising from the applied measures
and activities, shaped in such a way as to convince us that the passenger will be aware
of them,
8. impact on the environment: the effect on the natural environment as the result of the
public passenger transport operations.
The perspective users have about the service has to be seen as the most critical factor
when planning passenger satisfaction with public transport. Therefore, the quality of public
transport arises from the capability of the service provider to manage the service and to
develop it further accordingly. The quality of the service provided by different types of public
passenger transportation is an essential element in deciding which service to choose and it
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comprises of a specific number of factors. The characteristics of the service that are most
important to the user – passenger are (Brčić and Ševrović, 2012): frequency, punctuality and
regularity, speed, distance to the station, price, timetable (first and last departure), weekend
service and passenger load on the line and between two stations (expressed as the coefficient
of the occupancy in the peak load hours). The quality of the service is the primary goal of the
transport service provision. User satisfaction can be achieved by targeting and delivering a
desirable level of service quality. Traditionally, communication between the transportation
company and the traveller is unidirectional. The area of ad hoc lines in case of interruptions
generally has a high potential for the improvement of the service quality. (Stelzer et al.,
2015).
3. EMPIRICAL RESEARCH OF USERSʼ SATISFACTION WITH PUBLIC
PASSENGER TRANSPORT IN THE CITY OF ZAGREB
3.1. Review of existing research
Matulin and Mrvelj (2012), within the framework of the CiViTAS ELAN project of the
Faculty of Transport and Traffic Sciences, in cooperation with other partners on the project,
researched the quality of the service in the public transport. The aim was to detect the changes
in usersʼ attitudes after the introduction of new vehicles in the ZET fleet, the new system of
payment and the new system of informing the passengers at the stations. More precisely, the
level of user satisfaction was investigated: with bus and tram punctuality (adhering to the
timetable), the number and frequency (regularity of the lines), passenger load/overload, the
routes, possibilities of connecting with other modes of transport, comfort of the vehicles and
the stations, vehicle cleanliness, safety in the public transport, drivers, prices, systems for
selling the tickets, awareness. The survey encompassed different categories of transportation
users: students, employed persons, retired persons, the unemployed and self-employed
persons. The frequency of public transport usage (bus and tram) was measured with several
criteria: daily, weekly and monthly usage and the location they travel to most often. The
results show that public transportation is the primary mode of transport for commuting
to/from the city centre, while in the suburban areas, mainly connected by bus lines and
railroad services, roughly one-fifth of the users' commute by the public transport service
providers. Almost all the commuters travel by public transport during the weekdays i.e. for
everyday activities like going to work, school, going shopping etc. (roughly 72% in 2011).
The findings also show the two peak daily loads, from 6 to 9 a.m. and from 4 to 7 p.m.
Moreover, the mild growth of the respondents that travel by public transport each
weekday was recorded. The reasons can be indeed found in the rise of the fuel price and the
price of the parking in the city, but we cannot neglect the already mentioned fact that the
quality of the ZET vehicle fleet has been upgraded. A significant number of the respondents
say that public transport stations are near their home which points to the fact that there are
enough stations evenly distributed according to the needs of the travellers. It should be noted
that almost one-fourth of the respondents still choose public transport to avoid traffic
congestion. The project brought tens of new low-floor buses that are now operating more
silently and are equipped with modern systems (e.g. the ABS and the CCTV), airconditioning etc. 21.14% say they are quite satisfied with the service quality, 42.29% say they
are satisfied, and 22.64% say they are delighted. Further several dozens low-floor trams have
been put into service, therein raising the comfort and safety during the ride. Here too, a
considerable growth of delighted and satisfied users has been recorded, with the drop in the
number of dissatisfied users. If we are to grasp the overall user experience, we can conclude
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that bus and tram transport depends considerably on the punctuality of the departure from the
starting station and of coming to the final station on time.
The findings suggest that, although it is the period of the peak load, many respondents
still think that the punctuality is satisfying. On the other hand, as expected, in the periods
outside the peak load hours, the respondents expressed a higher level of satisfaction for the
periods outside the peak load hours. The average grade according to this criterion is 4
(satisfied). The number and the frequency of lines (bus and tram) to the stations the
respondents evaluated from different standpoints, i.e. separately for different periods during
the day, various regimes of the ZET and in different areas of the city. Outside the peak load
hours, user satisfaction is greater than in the periods of peak hours. The respondents were also
asked to express their level of satisfaction in cases when „crowds“ happen at different times
of day and week. Despite this being a difficult task given personal reasons for each user,
positive shifts are evident. The share of quite satisfied, satisfied and delighted users has grown
while the average grade remained three i.e. quite happy. Finally, the last criterion related to
the general attitude about the duration of the ride on specific routes. The results suggest that,
even though the City of Zagreb is spreading its boundaries, i.e. the gravitational area is
growing, the ZET has successfully established its traffic network and uses it effectively and
efficiently. The authors state that this is not an easy task to do, bearing in mind the previously
mentioned issue of the traffic infrastructure connecting different transport modes. Tram and
bus network, according to the results from 2011, completely satisfy usersʼ demands.
Monzon et al. (2013) researched Madrid and Bremerhaven to establish the benefits for
the users regarding the provision of timely information via information systems. The analysis
of the collected data suggests that high service quality is of great importance. Moreover, the
study also points to the fact that in both cities, the users show greater satisfaction with the
stations and the very buses that are equipped with displays offering essential and timely
information about the traffic and eventual delays.
Chica-Olmo et al. (2016) researched to design a general satisfaction model with the
public transport service based on the level of satisfaction with the specific set of factors,
considering individual characteristics of the users and the differential effect of various bus
lines. The research on user satisfaction with the public transport service provided by
Metropolitan, the company in Granada in 2013 was used as the case study. The authors tried
to model the overall satisfaction with the public transportation service from the level of
satisfaction with a specific set of factors, considering idiosyncrasies of individual users and
various effects the use of different bus routes and lines bring along, i.e. to create a model of
the components that define the perceived quality. Previous empirical studies of satisfaction
with the service have shown that satisfaction is a multidimensional construction. Arising from
that, the critical dimensions are reliability, responsibility, sensitivity, staff courtesy, attitudes
and skills of those included in the service provision, safety, tangibility, simplicity of the
information system and problem-solving, frequency, rates, comfort and cleanliness. In short,
these components can be summed up into two categories: technical and functional dimension.
Sumaedi et al. (2016) researched the sample of 292 respondents that are users of the
public transport in Jakarta, Indonesia. They tried to answer four questions: Does the perceived
value influence user satisfaction with public transport? Does perception influence the
satisfaction of travellers in public transport? Does the perceived usefulness influence the
satisfaction of travellers in public transport? The conclusion based on the results was as
follows: the perception significantly and in a positive way influences user satisfaction; the
perceived value influences user satisfaction positively and significantly; the fact that it is userfriendly, does not influence the satisfaction of the users considerably. Therefore, user
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satisfaction with the public transport is controlled by the perceived value, perceived
usefulness and the image, while the perceived ease of use does not affect the satisfaction of
the users with the public transport services (Pratiwi et al., 2018).
Golob et al. (2017) dealt with user satisfaction with the public transport services in
Vienna since their city government undertakes many measures for enticing the citizens to use
public transport. The primary data were collected in September and October 2016. Ninetyseven users participated in the research, and only 17.5% of them use the services once a week,
18.6% use them twice a week, and more than half of them use the public transport services
daily. They mostly use the subway (53.6%), 33.07% travel by bus, 20.6% by tram and fewest
use commuter railway (2.1%). The primary research confirms the uniform distribution of the
public stops and the accessibility being the vital factor when choosing a public transit mode.
Connection with the city lines and the delivery of the stops in urban districts is an essential
criterion of public transport efficiency. Despite high passenger loads in public transport in
Vienna, 95.8% of the users stated they were satisfied with the public transport services. The
safety of the ride significantly influences the satisfaction of everyday users and the state
public transport vehicles are in, along with the comfort and cleanliness as the essential factors
for satisfying the needs of the users. One of the rare variables that the users expressed their
dissatisfaction with is the price of the ticket. Even 55.2 % of the respondents expressed their
dissatisfaction with the ticket price.
Kral et al. (2018) investigated the relationship of dependency between sociodemographic characteristics of the respondents and the intensity of using the public transit
services, primarily because public transport is losing the race of attractiveness and
competitiveness to other modes of transportation. The purpose was to recognise critical
factors that influence the decision-making of the current and potential passengers in suburban
bus transit. Based on the analysis, the authors have concluded that one of the most current
threats to passenger transport companies in the long-term drop in performance due to which
generally redirection to individual vehicle transport occurs. Attracting new users is extremely
difficult and limited. The results of the survey support this; a share of the respondents that
regularly prefer the use of individual transport stated that there were no reasons why they
would not use public transit while the persons that use bus transit or are regular users of
public railroad service represent a significant group of potential customers.
Regarding demographic characteristics, age is a relevant variable that influences the
intensity of suburban bus transit use, while gender plays no critical role. Higher level of
education and higher income usually means less regular use of suburban transit. Public
transport providers want to eliminate the long-term drop in performance, and they have to
come up with the offer that respects the needs of the passengers. This is possible by providing
marketing directed towards regular monitoring of the constant change in the passengers'
behaviour and by knowing their needs.
3.2. Research methodology
For the empirical part of this paper, primary research was conducted that aimed at
establishing the level of users’ satisfaction with the passenger public transport in the City of
Zagreb. A highly structured questionnaire was used as the research instrument, and the data
were collected during September 2019. The research was based on the survey via Google
Forms that the respondents filled out online, via social networks or email.
The research was carried out on the sample of 158 users from the Zagreb area, of various
demographic characteristics. There were 17 questions, 12 primary questions and five
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questions addressing the demographics. One part of the questionnaire provided the questions
with one possible answer, and the other set were the statements regarding users’ satisfaction
with public transport. The users were asked to mark their level of agreement with the
statements on the scale from 1-5, where 1 = completely unsatisfied, 2 = dissatisfied, 3 =
neutral, 4 = satisfied, 5 = completely satisfied. The questions about the demographic facts
required answers about age, gender, education, work status and the level of monthly income.
The aim was to deliver conclusions on the level of satisfaction/dissatisfaction with the public
transit service from the passenger perspective, to establish the most common reasons of
satisfaction/dissatisfaction with the provided services to create the importance of further
development of this type of transport.
3.3. Research results
Of 158 respondents, 115 (72 %) of them have stated they used public transport services,
while 43 of them (27%) said they did not use these types of services. There were the majority
of female respondents, 108 (68%), and 32% were male respondents.
Graph 1. Age structure of the respondents
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Source: compiled by the author based on the collected data .
As visible in Graph 1, out of 158 people that participated in the research, only one person
is younger than 15 (1%). Most respondents are in the age group between 15 and 29 (62%),
then there is the group from 30 to 49 (40 respondents, i.e. 25%) and 16 of them in the group
from 50 to 64 (10%). Only three respondents were in the group from 65 up (2%). More than
one-half of the respondents are employed (57%) and 34% are students. It is essential to point
out that 63 respondents said they did not use public transport services and 76.2% stated the
reason for that owned their own personal vehicle. A smaller share of the participants (20.6%)
avoid this type of transport because the timetable does not suit their needs. Other reasons for
not commuting by public transport are high prices, using a bike or an electric scooter for
commuting and the opinion how the connection provided by the public transport services to
their areas of interest is not satisfying. The respondents said they used tram most often as the
mode of transport (71.30%), and then there is the bus option, with a significantly smaller
share of users (21.10%). Only 7.6% of the respondents said they travelled by train.
Regarding the frequency of usage, 42% of them use public transport services daily. 16%
of the respondents use public transport vehicles several times a week, 13% once a month,
12% several times a month and only 11% once a year. Only 4% said they travelled once a
week and the small 2% use public transport at weekends.
Graph 2 shows that the most common reason for using public transportation for 83
respondents is free time, i.e. going out and socialising. Sixty-six respondents choose public

246

236

transport for commuting to work and 51 for commuting to college. Only three respondents
travel by a public transport vehicle to school. Twenty-six respondents use public transport for
going shopping, and 19 persons state other reasons as their motive.
Graph 2. Reasons for using public transport
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Source: compiled by the author based on the collected data.
The participants were offered to select several answers they deem necessary when
deciding about using public transport services. Fifty-one of them choose public transport
because there is no problem with the parking in the city centre, 46 agree with the statement
that public transport is cheaper than a personal vehicle or some other mode of transport, and
also because the travel is faster or at least as fast as my own vehicle. Forty-five respondents
choose this mode of transport to avoid traffic congestions, and 29 of them think that using
public transport is more simple and safer. The most common reason for using public transport
for 63 respondents is the inability to travel by any other mode, while fewer respondents stated
they were choosing public transport because it is less stressful or more eco-friendly, or they
state other reasons (18 respondents). According to the previous studies, the most common
reasons were parking, avoiding traffic congestion, financial reasons, speed and stress-free.
The results of prior research suggest other reasons as well, like personal car malfunction,
lending the car to family members or lousy weather.
When asked about the place where they use public transport, 69% state, as expected, they
opt for trams, and a somewhat less percentage choose the buses that ride to the city centre.
This leads to the conclusion that public transport is the primary mode of transport for
commuting to the city centre or from it because city centres are challenging to access by
personal car, along with the high prices of scarce parking lots and congestion. On the
contrary, 31% of the respondents in the suburban areas use public transport, i.e. they travel by
the connected bus lines and suburban rail.
More than half out of 152 respondents (more accurately, 54%) grade their satisfaction
with the value of 3 which represents neutral satisfaction with the provided public transport
services in Zagreb area, so the respondents may be considered indifferent. 25% of the
respondents are satisfied, while only 3% are delighted. On the other hand, the share of
completely dissatisfied is a bit over 6%, and 10% of the users give grade 2 to the public
transport services, which makes them unhappy customers. Compared to the results of the
previous available researches within the CiViTAS ELAN project (2012), it is essential to
point out the fact that the results give more support to the service providers. Namely, the share
of delighted and satisfied users was much higher, in the range between 30 and 50%, while the
share of those completely dissatisfied and dissatisfied users was 5% or less. The findings of
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Graph 4 provides data about the reasons for disapproval of the respondents with
individual segments relevant in using the public transport services. Again, 155 persons
answered this question, and too much crowding seems to be the biggest reason of
dissatisfaction for 65.20%, then follow the questionable cleanliness of the vehicles, delays
and not adhering to the timetable with 35 and 40%, old vehicle fleet with 26.50%, reduced
frequency, time spent waiting for the public transportation and stopovers, with the shares
between 20 and 25%, then unfriendliness of the staff. Furthermore, the respondents deem
prices to be the least influential factor regarding their dissatisfaction. Finally, only ten people
(6.5%) said they had no remarks regarding public transportation services.
3.4. Limitations and recommendations for future research
The limitations of the empirical research results conducted for this paper are the inability
to generalise the results and the use of the results on global and European level since the
research sample is relatively small (158) and the respondents are residents of the City of
Zagreb and its suburban area. Moreover, one more limitation of this study is the low share of
students and pensioners that are in most cases the most loyal users of the public transport,
which suggests that the conclusions based on the respondents' answers cannot be applied in a
broader context.
Since the entire study was conducted online, there is a limitation to the population of
elderly citizens. Additional limitations relate to the lack of similar recent available researches
to compare the results with and the lack of international studies that investigate the
transportation infrastructures related the one in the Zagreb area.
The recommendation for future research is to include more Croatian cities to establish
eventual differences in the quality of public transportation. This broader coverage would
ensure a more representative sample and more significant population, therefore, would
support the precision of the results. The research should be carried out with the time
difference of one or two years to reveal if changes occur in shorter periods regarding usersʼ
attitudes towards public transportation services or if more time and effort by the public
transportation providers is needed. Also, it would be interesting to study different periods of
the year because there is a difference in the perception during the summer or the winter in
relation to other times of the year. One more recommendation could concern the inclusion of
the foreign passengers in the survey because more and more foreigners visit and reside in
Zagreb.
4. CONCLUSION
Today, cities are the centres of numerous activities, which is also the reason why the
activities relevant to individuals, for the most part, happen in the city centre. It is therefore
easy to conclude that passengers move towards the city centre and the overload of passengers
surpasses traffic capacities, which then leads to traffic congestion. Public transportation thus
becomes one of the most significant subsystems in the entire industry. However, there are
specific threats to further development of this system reflected in the continuous growth of the
number of personal vehicles and lower quality of the provided transportation service.
Traffic system in the City of Zagreb is characterised with the presence of a large number
of personal vehicles and dissatisfaction with the current state in public transport which causes
a series of negative influences. More and more people use their cars for commuting which
negatively impacts the public transport service provision which should be in the service of the
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greater good for all users. Although finding a parking space is becoming ever more
impossible, traffic congestions are an everyday occurrence that prolongs the travel. Despite all
of the above mentioned, we should not look for those responsible, but rather direct our efforts
towards creating modern and sustainable public transport in the city. Since the average grade
assigned to the quality of the public transport service is 3, the recommendation for the
providers in Zagreb area, the ZET and the HZ Passenger Transport, relates to focusing on
finding new solutions and ideas to prevent dissatisfaction with the existing services from
growing.
Several primary issues stand out and should be tackled shortly. In public transportation of
the City of Zagreb, there is too much crowding, the transit is often delayed, and the vehicle
fleet is considered old. Finally, it should be mentioned that the results of the conducted
primary research point to the positive sides in public transport that contribute to higher
satisfaction of the users, most of all the price of the service. Hence, there is still enough space
for progress regarding public transportation in Zagreb, and the service providers and smart
traffic policies are expected to produce good results.
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Abstract
The paper analyses the brand based on the consumer paradigm, i.e. its specific
phenomena such as brand relationship, identity creation and image perception. The paper
has interdisciplinary perspective, concepts, models and theories. The analyses begins with the
deconstruction of identity, in which the vision of the brand is parsed and redefined, and the
identity construct redefined from the ontological-semiotic aspect. The philosophical concept
of the Other is introduced in order to redefine the brand from the point of view of the sender
and receiver of the message. We discusses the brand image from the psychological and social
point of view by linking the prism of identity with the consumer's perceptions. Terms
consumer self-concept, mythic brand structure and social influence are interpreted. Finally,
we discusses brand relationship by integrating two theories of brand building into a holistic
representation of a service brand, with all its peculiarities, metaphors and symbolic meaning.
The service brand was analysed using the hermeneutical spiral method, conceptual analysis,
content analysis, deduction, concretization, Kapferer identity synthesis and Keller's CBBE
model. The paper confirms that consumers are key to developing a service brand. The service
exists because of the customer relationship. The brand is created in the consumer's
impressions and it follows the brand contacts which represents the interaction between the
employee and the consumer. The paper points to the fact that the brand, once created,
becomes a living organism with all its metaphorical, personalized and symbolic meaning.
Key words: brand, image, identity, relationship, service, customer
1. INTRODUCTION
Today, brand syntagma has multiple meanings. Brand is, on the one hand, a sign of
recognition, differentiation of a product or service, added value, expectation, financial value,
consumer relationship and image, and on the other hand, a phenotype: cultural object, social
phenomenon, psychological reflection of self-image, metaphor, symbol and linguistic sign. A
brand is a collective representation. Brand is a deceptively simple concept (Kapferer, 2001:3).
In the postmodern world, the brand went beyond the classical conception of the brand. Today,
the brand communicates at the semiotic level.
What does that mean? The brand signifies memory, past and future. It gives products and
services meaning and purpose. A brand is a message that consumers decode, but it is never
the result of a single feature, as brand identity is not just a physical characteristic or reflection
on the environment.
Brand is a very important market category. In the last 30 years, much has been written
about brand marketing, as evidenced by numerous capital works (Aaker, 1991; Aaker, 1996;
de Chernatony, 2010; Kapferer, 2001; Kapferer, 2008; Keller, 2002; Keller et al., 2008;
Kotler and Keller, 2008). A brand is added to a product or service to differentiate it from
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similar competing products or services. These differences can be functional, rational or
symbolic (Kotler and Keller, 2008: 274).
In spite of the fact that there are numerous works dealing with brands in terms of
construction, strategy or brand equity, the concept, from an interdisciplinary perspective, is
still not well researched. What can be concluded is that there has been a shift in attention from
the very definition of the service brand to the exploration of the purpose of the service brand.
The paper will outline facts that speak to the importance of a multidisciplinary approach to
brand image service, identity deconstruction and brand relationship. The work is
interdisciplinary because it starts with brand theory, the psychological construct of selfconcept, the philosophical notion of the Other, and the semiotics of sign.
The paper consists of three parts. In the first part, the deconstruction of the brand identity
is performed. It begins with a conceptual analysis of brand vision, and continues with the
redefinition of the identity construct from an ontological-semiotic aspect. The authors
introduce the philosophical notion of the Other and thus redefine the brand. The brand is
portrayed from the semiotic point of view as a sign that communicates through the consumer's
impressions. Also, the authors propose a tetra-schematic view of brand identity positioning.
The second part of the paper discusses brand image from a psychological and social point
of view, linking the prism of identity with the consumer's perceptions. The authors interpret
consumers' self-image, social influence and mythical brand structure. The methodology of
Kapferer's brand identity and Keller's image was used.
The third part is about brand relationship, integrating two brand building theories into a
holistic view of brand service. The service assumes a relationship with the brand, with
particular emphasis on the employee element as the carrier of the brand vision, i.e. as the
promoter of the brand. Brand relationship is built through a theoretical model of myth, image
and self-image.
The purpose of the paper is to investigate, analyse and present the brand phenomenon
from a psychological, philosophical and semiotic perspective. The concept of brand, i.e.
cognitive consumer perspective, self-image and brand image, was analysed to confirm the
brand identity relationship. Structural brand models are proposed that break down the brand
into impressions and brand relationship.
The paper analyses the brand from the consumer point of view, in accordance with
Kapferer's metaphor in which identity and image are viewed on a communication relation. It
also starts from the theory of service branding (Grönroos, 2007a: 331), according to which the
key paradigm is the consumer. At the same time, the brand is presented as a sign that
communicates, in accordance with the elements of the brand identity, through the consumer's
impressions.
The paper examines the consumer paradigm of creating a brand relationship, so it is
necessary to analyse the consumer's perception. Perception makes the brand image. It is a
reflection of consumer self-image. We view the brand through the prism of the message, as
identity and image. This brings us to the key question: can deconstruction of perception
represent the basis of a brand relationship?
2. DECONSTRUCTION OF IDENTITY
The concept of brand identity has attracted interest in the areas of brand management,
consumer behaviour theory, and marketing strategies. The precondition of building a
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successful brand is definitely creating the proper brand identity. Brand identity can be seen as
a vision behind the brand with its values, promised benefits, diversity and uniqueness to
which the consumer will respond. Identity is the basic premise of the brand, and the image
represents the consumer's emotional and rational impressions towards the brand. Brand
identity makes a vision of a brand, its culture, and depends on the way the brand is managed,
its corporate image, and reputation and consumer relations.
Brand is the vision that drives the creation of products and service under that name
(Kapferer, 2008: 171). These visions form the consumer's beliefs and perceptions that lead to
loyalty, and ultimately, the cult brand phenomenon (Acosta and Devasagayam, 2010: 168).
Visions represent the core values of the brand itself, its essence. Brand vision encompasses
corporate brand segments (Balmer and Gray, 2003: 972-997), brand personalities (Aaker,
1997: 347-357) and market value (Aaker, 1991: 15-28; Aaker, 1996: 303-337). Some authors
state the concept of brand DNA (Govindarajan and Trimble, 2005: 47-76), but ultimately, the
vision simultaneously integrates internal and external factors with the desired image of the
product, as well as all associations. In essence, we can say that brand vision is a symbiosis of
an idea and its realization. An idea that represents a particular belief that the brand is
communicating, that is, its specific myth, while realization makes it a tangible product.
In simpler terms, brand vision makes identity. We can look at brand identity from the
point of view of brand equity and customer brand equity. Therefore, brand identity is a source
of positioning, although positioning strategies are based on brand image. The concept of
brand identity is relatively new. Kapferer compares identity with “identity cards” - a personal,
non-transferable document that tells in a few words who we are. However, identity becomes
paradoxical because at its core it is not a fixed category, it is an oxymoron.
The key question of deconstructing brand identity is: What the brand is? A brand is an
idea. A vision that, according to the product life cycle (Kotler et al., 2016: 274), is changing.
Why is it changing? The brand should never leave the early stage of maturity because brand
management involves the constant development of the brand. The brand's maturity also marks
its beginning, hence its dying out.
This idea of change is at the very core of the brand genome. Because of these root,
epistemological ideas, the brand allows changes in identity segments. These are not key
changes because then it would no longer be the same brand and would be harder for
consumers to perceive. The changes are consistent with the metaphor of the ID card, and so
the gray hair still represents the identity of the same person just as a change in colour or logo
that still makes the same mark. However, changing her vision and mission destroys her
identity. Identity is therefore viewed as a dialectical phenomenon within several simultaneous
tendencies.
However, at the very essence of such an identity, it is precisely the construct of consumer
self-concept (Aaker, 1996: 67-103; Keller et al., 2008: 419-422; Kapferer, 2008: 182-193),
that is, ontologically speaking, the central notion of the "Other" as well as the one that
includes his recognition. Thereby, the Other becomes the decisive entity in the creation of its
own cultural, social, psychological and consumer identity. It is only in such communication
that the notion of identity acquires its relation of communication message. Also, such a
dimension incorporates the construct of recognition of the Other and defines our own identity.
Such a construction of one's own cultural and consumer identity forms the basis for
postmodern brands.
In such a hyper-consumerist society, where distinctiveness is crucial and identity is just
one form of individualization that serves to transform the consumer's identity into a given
form, it also raises the question of simulacrum (Baudrillard, 2017: 121-129). Symbolic
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interaction, through which the relationship of the consumer to the Other is established, is
crucial for creating brand identity. Thus, the Other, viewing it more broadly as a reference
form or as an influencer, becomes a dialectical condition of one's constitutive segment of
survival. Analysing brand identity, we come to the following paradox.
With the aforementioned paradox of identity change, but at the same time its
susceptibility to the Second, the inevitability of the product life cycle, and therefore its
constant change, raises the question of freedom. Only knowing the brand vision itself, which
incorporates all the hallmarks of a corporate brand as a multidisciplinary phenomenon and
incorporates internal and external factors, gives us the freedom to create a brand. What does
that mean? Knowing the identity of the brand opens the space of expression of the very
essence of the brand. Only when we know what a brand is, we can change the elements of
identity without fear. Because of all the above about brand identity, analysing the genome of
vision, what matters is the brand message itself. The message is the foundation on which we
build our brand identity, and it is, after all, the center of marketing communication itself.
Greater similarity means less recognition. We have now entered the age of marketing
similarities (Kapferer, 2008: 173). The brand resemblance complex is very evident in the
corporate marketing of non-profit organizations, such as schools, libraries, museums and the
like. Also, regulation creates similarity and therefore occurs mostly in strictly formal
organizations that are specific to non-specific identities. Identity precedes image. The brand
identity is always on the sender side and the image on the recipient side. Therefore, the image
represents the right side of the communication channel, the recipient's id est that decodes the
message (brand signals), and the identity as the creator of the brand is always on the left. Of
course, before sending the message itself, the sender must have a clear vision and know what
he wants to project. This projection of the message, i.e. brand positioning, is a crucial concept
in contemporary branding. Identity can be viewed through three concepts (de Chernatony,
2010: 30): as an internal, external and temporal perspective. An inside perspective includes a
graphic sign, a hedging instrument, saving time or reducing purchase risk, positioning,
personality and identification. The term external perspective covers the image and
relationship of all exchange processes, while the term time perspective covers the
development entity. An internal perspective serves to attract and retain consumers, and an
external perspective to provide greater value to the consumer. The latter, a time perspective,
alludes to brand development. Brand identity encompasses the message that the brand sends
through its name, visual and sound elements, and advertising. Image implies beliefs and
emotions towards specific brands, that is, the consumer's impression. Therefore, positioning is
a two-stage process: associative and differential. If we look at positioning through four
distinctive characteristics (Kapferer, 2008: 176) then we can present identity analysis as a
form of tetra-schematic view of brand identity as benefit, target, opportunity and competition.
Figure 1. shows the tetra-schematic view of brand identity positioning.
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Figure 1. Tetra-schematic view of brand identity positioning

Benefit

Target

Occasions

Competition

Source: author's.
Therefore, we look at the source of brand identity positioning on the sender-recipient
relationship, where the first and last elements (benefit and competition) are on the consumer
perception side, and the central concepts are target and occasions on the identity element side.
In particular, benefit signifies brand promise and is therefore crucial in creating the brand
itself. Brand identity creates a unique message that will be recognizable and marketable.
Competition, as the final stage of brand identity positioning, is also crucial because brand
identity is the feature that consumers want to get the right impression from. Identity is,
therefore, a means of creating an image, and it manifests itself through the target market, that
is, through consumer perception and consumer relationships. Identity, therefore, can also be
analysed as the primary stage of brand management, as it automatically enables the
establishment of brand relationships.
Accordingly, brand gives services meaning and purpose, it becomes a semiotic sign, a
code that consumers need to decode. The brand's message is the outward expression of the
brand's inner substance (Kapferer, 2008: 177). In fact, we associate brand substance with
brand style in a common coherence of essence, i.e. identity. Identity expresses the brand's
tangible and intangible characteristics. However, as can be seen from Figure 1, we can
position a brand as associative or differential, but in its essence it is never a product of only
one or two features. For this reason, the four cyclically linked characteristics are listed which
are superimposed on one another and make the brand an integral structure.
Since the brand is viewed as a message in the context of communication, can the message
then be viewed as a reflection of identity itself? A brand speaks of a product or service and is
perceived as the source of a product (service) and is therefore a brand marker. Brand value is
the result of the sum of all positive and negative impressions. Brand identity management
involves the transfer of features to the brand over time. The core of the brand, therefore, can
be viewed diachronically and synchronically. The core of a brand is what the brand represents
at its roots, its genetic structure (Govindarajan and Trimble, 2005: 47-76) that is transmitted
through time and space. Brand essence can be built up over time, it is not strictly defined in
the beginning.
Because of this, the brand is said to be a living organism that evolves through space and
time. Synchronically, the core of the brand should be directly related to the corporate mission.
Understanding brand features determines how the brand will evolve further. The brand's DNA
has only temporarily stopped the state of constant marketing change.
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If diachrony implies the development of brand identity over time, as Kapferer alludes to
with his personal card analogy, then neither of its various elements can be identified at the
junction of the synchronous cross-section. Does this mean that the core of a brand, its
genome, is inalienable to the individual consciousness of consumers? Is it a myth theory? If
such a concept is a unique system of individual consumer perceptions towards a more
synchronous hierarchical shape in the consumer's perception through a common image, then
consumers understand the value of the brand even before it is labelled. Also, the core of a
brand becomes a kind of value projection. However, value projection consists of consumer
perceptions, that is, in which case identity is inseparable from image and condition one
another.
Accordingly, we can conclude that the brand is a dynamic category, a metaphorical living
organism once created by the sender of a message, experiencing its own renaissance.
However, a brand is also a complex symbol that can have several meanings (Kotler et al.,
2004: 559). This primarily refers to traits, utility, value, culture and personality. We therefore
view brand features as the connective tissue at the very core of the brand, and understand the
elements of identity (Keller et al., 2008: 165) as supplies for identification and differentiation
from other competing brands. Let's look at brand identity prism (Figure 2).
Figure 2. Brand identity prism
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Source: Kapferer (2008: 183).
The prism metaphorically symbolizes the hexagonal diamond and its solidity and the
perfect structure that encompasses everything in the concept of a "living organism", as well as
the sender and receiver model. It first begins with the physical features that we perceive as
tangible values, that is, the development of identity, and ends with the self-image of the
consumer that represents emotional and rational impressions.
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As seen, brand identity has six facets. The first step in creating a brand is to define
physical features. They are on the sender's side and belong to visible, tangible elements of
identity. Brand personality is on the side of intangible elements. The concept of brand
personality derives from the construct of consumer behaviour towards brands (Aaker, 1997:
347-356), and is defined as a set of human characteristics associated with a brand.
Brand personality (Aaker, 1996: 142-151) starts from the hypothesis that the consumer
perceives the brand through the personification of human traits. The product is not only a
concrete representation of this culture, but also a means of communication (Kapferer,
2008:184). Relationship represents the symbolic level of the brand, these are metaphors that
characterize specific services.
They are extremely subjective and variable. Brand as customer reflection means that
consumers use the brand to build their own identity. It is a classic self-expression of
consumers towards others. Finally, brand speaks to our self-image. Self-image is on the
receiving side and is a purely perceptual phenomenon.
As can be seen from Figure 2, all six aspects are linked to the whole of identity. These
facets are all interrelated and form a well-structured entity. The content of one facet echoes
that of another (Kapferer, 2008: 187). This means that a brand can only exist if all six parts of
the identity interact. The left side of the hexagonal prism shows visible statements and the
right, internal, less visible statements of the mark. In essence, brand communication is its
most important creation. Without communication, the brand is dying.
Every form of communication also builds a recipient. Both reflection and self-image
facets help define this recipient (Kapferer, 2008: 187). Brand identity encompasses, to put it
simply, everything that a corporation communicates, or in the context of image creation, all
features that are associative in the consumer's mind.
3. BRAND IMAGE AS SELFIE
Over 93 million selfies are taken each day leading to selfie obsession (Sandhya,
2016:89). The concept of self-image has always been present in marketing research (Sirgy,
1982: 287-300; Belk, 1988: 139-168; Aaker and Fournier, 1995: 391-395; Aaker, 1996: 153159; Atkinson and Hilgard, 2007: 477; Foxall et al., 2007: 55; Laird, 2007: 183-204; Belk,
2013: 477-500) as well as the concept of brand personality which is the foundation for
contemporary brand theories (Aaker, 1996; Kapferer, 1992; Kapferer, 2008; Keller, 2002;
Keller et al., 2008; de Chernatony, 2010).
Selfie is considered to be the central part of online self-presentation. Selfie, as a
sociological phenomenon, can be viewed as part of marketing communication. However,
most research into the phenomenon of selfies starts from an individual perspective (Sandhya,
2016: 90), which is presented through three categories: self-presentation, narcissism and selfimage.
Here we will focus on the context of self-image and brand image, that is, the self-image
of a consumer perceived as a selfie.
Consumers choose products that are consistent with their images of themselves, and
discard those that are inconsistent. Because the product purchased influences the formation of
the consumer image (Foxall et al., 2007: 55), the above hypothesis serves as one of the roles
of the consumer's impressions. However, the concept of self-image can also be viewed from
the perspective of consumers' lifestyles, since self-image is understood as the totality of the
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consumer's thoughts, feelings, and values that are directed towards himself as an object. Selfimage, being a perceptual category, does not necessarily have to be realistic, as brand images
are not indicators of the true value of a brand.
This means that consumers are actually evaluating their experiences in relation to selfimage, but also in relation to brand experiences. Consistent self-images of consumers are
projected through brands that match their perception of their self. This means that if the brand
image matches the consumer image, it creates the precondition for brand loyalty. In essence,
consumers tend to reflect their self-image through brands (Schiffman and Kanuk, 2004: 111).
Consumer self-concept, as a kind of self-portrait, is understood as a certain knowledge that
the consumer has about his own characteristics and abilities (Laird, 2007: 183-204). In this
way, we divide self-image into self-description and self-esteem.
The self-description shows the consumer's image, that is, his notion that tells him what he
is, while self-esteem denotes a value description that actually alludes to pleasure. Also, it
should be noted that consumer awareness signifies reflections of self, and can be seen as a
subject (awareness of self) and as an object of cognition (concept of self). The brand,
therefore, becomes the consumer's image communicating at the symbolic level, and at the
same time represents the active image of the consumer's self-image, i.e. the brand is the
consumer's selfie. Of course, selfie itself then becomes a myth that creates a relationship.
Building brand identity elements is the beginning of creating an image. The elements of
brand identity can also be viewed through six criteria (Keller et al., 2008: 165): (1)
rememberability; (2) meaning; (3) attractiveness; (4) portability; (5) adaptability; and (6)
protection. Of course, corporations should respect the six criteria of a brand identity elements
to gain a clearer image in the consumer. More specifically, the criterion of liking in the
context of symbols, evokes visual appeal, creates metaphorical features of the brand, while in
terms of sonority, the same criterion stimulates verbal imagery, relaxes and entertains the
consumer.
The symbol, therefore, is formed by promotional messages, slogans, specific behaviour
of employees and visual / auditory elements. However, the symbol as such a form of
consumer perception will be understood here as a medium for communicating the image. The
notion of symbols in marketing, more precisely symbols as brand image (Rocco, 2000: 61;
Previšić, 2001: 279; Kesić, 2003: 113; Meler, 2005: 193) is often understood as synonymous
with the concept of a sign (Kotler and Keller, 2008; Keller et al., 2008; de Chernatony, 2010)
in the sense that something present spontaneously evokes the absent term.
A symbol in brand theory is understood as a connotative sign with a "semantic excess"
over the signifier. This means that expressive image (symbol) provokes brand recognition
based on any linguistically motivated elements of identity.
Therefore, we can define image as a mental image. It is a complete psychological
construct of past experience, ideas, attitudes, opinions, prejudices, formed by an individual or
group (Sudar and Keller, 1991: 47). Elements of real product quality are becoming less
significant because they are expected, and elements of perceived quality gain in meaning.
Therefore, status, symbolic and cultural value become crucial in shaping the brand image. The
brand is becoming increasingly significant capital.
Today, the brand is a basic competitive tool and a non-technological competitive factor.
The brand is diferentia specifica (Sudar and Keller, 1991: 47). The very core of the brand
identity is the essence of the brand and therefore its unique and special values, conditionally
speaking, are “woven” into the brand.
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The image is the result of the communication process. It is a perceptual stimulus that
forms a mental picture. The image of the object is formed only by thought processing. Brand
image can be viewed as a picture, image or complex experience, that is, the structure of
attitudes, experiences and beliefs towards a product or service. Image is arguably a
psychologically integrated construct. The strategy of developing brand strength begins with a
clear understanding of the brand identity and image. Creating brand strength, we must first
identify the strategic positions of the brand, that is, "locate the brand in the consumer's mind."
Positioning depends heavily on brand associations and perceived brand image.
It is crucial to emphasize that association strategies are built across brand identity that
creates image through integrated marketing communication. In order to build brand equity,
three of the four possible components suggested by Aaker in his brand positioning model are
crucial (Aaker, 1996: 184): identity, image, and branding points. What starts with building
brand strength is precisely the consumer's thoughts about the brand, their positive
connotations, associations, metaphors and symbols.
It is evident that the emotional component of the image is psychological (Sudar and
Keller, 1991: 50). If we reverse the image paradigm, then we understand image, in the context
of integrated marketing communication, as a superior term. The image is the creator of the
identity because only the creation of the brand is influenced by the impressions. The corporate
brand is influenced by the consumer's impressions, after all, the physical characteristics of the
identity are under strong positive or negative consumer impressions. We can conclude that
image is an integral part of the expected value that consumers want. The image is an added
value of the brand and reflects a competitive advantage over other brands. The corporation, as
a source and communicator of brand image, seeks to find the most optimal way to reach the
recipient of the message through its relationship (Govoni, 2004: 183) with consumers. In this
communication, the image represents a mental picture. In Figure 3, we show a conceptual
content model of a service brand image.
Figure 3. The content of brand image services

Culture

Employee

Relationship

Source: author's.
As seen, image is a key means of communicating with consumers and a key term in
marketing. When talking about an image management strategy, we must first divide the image
into content: (1) corporate culture, (2) employees, and (3) customer relationship. It is evident
that in the brand services segment, the image communicates with employees with the aim of
reinforcing their self-image as a member of the community. The corporate culture itself
encompasses the employee's customer relationship as well as the trust on which customer
relationships are ultimately built. However, we can look at image through three dimensions

263

251

(Kesić, 2003: 112): as object - product, product characteristic and as subject - product. The
object product is then an abstract term and represents an idealized image that only serves for
comparison purposes.
Product features include perceived properties and they essentially represent the future
image of the product, while the product subject represents the target groups, starting with
psychological benefits. It is therefore about consumer associations that are related to the
psychic and physical characteristics of the brand.
We do not compare the image with external reality because there are no facts for it, there
are only filtered messages (Sudar and Keller, 1991: 49). Ultimately, it is also a disadvantage
of the image, it is the result of the interaction of all experiences, beliefs and impressions. Such
a totality of pictures, perceptions, ideas and images is the basic postulate of studying a
consumer's relationship with a brand. The set of associations that a brand evokes in
consumers belongs, at least as far as analytic-deductive construction, to the sphere of the
imaginary.
The image starts from the roots of imagination, the theory of myth and the psychological
construct of self-image. In such an intellectually emotional experience, we divide the image
into two categories: psychological and anthropological.
Brand identity as a causal, primordial model, represents its own creation, and it represents
the visible, tangible, that conveys creation. However, image is a consequence of that creation,
image is what the consumer believes in, and it is a key dichotomy. We can influence our
identity, but we can hardly influence our image. After all, service brands are very difficult to
capture in the analysis of consumers' perceptions, which is very subjective (Ozretić Došen,
2001: 443) precisely because of this "elusiveness" and imagination. Moreover, the same
service can be experienced differently by the same person within an hour.
Because of all the above, we view the image as a dichotomous construct of the imaginary
and the emotional. Imaginary goes into the sphere of myth theory because brand image has
the characteristics of an imaginary, created belief. Finally, did the brand image really take
over some of the features from myth theory? In modern social sciences the myth has been the
subject of different approaches. Archetypal critique (Jung, 1981), perceives myth as the kind
of action that exists over time. We understand myth as an imaginary structure, because it is
like a ritual, like a mark of a cult (Jukić, 2018: 431-434). The key to understanding the Jung's
approach to mythology lies in the concept of image. It is because of this abstractness of
patterns that myth is concretized in various forms, which allows postmodern interpretation of
the mark as a symbol.
Image is called "primordial image" (urtümliches Bild) when it possesses an archaic
character. This means that the myth archetype is collective. The archetypal motifs of brand
image, from a marketing standpoint, are indeed cult brands. After all, even the brand
personality construct starts from certain archetypes. Myths are thus not purely spontaneous
products of the psyche, they are culturally elaborated. Another way of understanding the myth
and brand image is in the context of the anthropology of inter-variance (Levi-Strauss, 2001).
Elements of mythic thought are always halfway between emotional and rational concepts.
This automatically means that Levi-Strauss (2001) places the myth at the disposal of
polyvalent material. In particular, myth is given the role of a reorganization operator of two
categories, myth as a mediator that interprets the symbolism of myth by transforming binary
oppositions. How evident is that in the brand image? When we interpret myth in an archetypal
way, then a particular brand personality strongly alludes to consumer perceptions and
collective consciousness. By marketing communication, we formulate a message (myth
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content) using elements of brand identity. Consumers, on the other hand, interpret mythical
structure according to demographic, cultural and psycho-social characteristics.
4. BRAND SERVICE AND RELATIONSHIP
Service management (Grönroos, 1990: 6-14) can be seen as an alternative management
approach to scientific management and marketing. At the same time, marketing is about
customer management (Grönroos, 2009: 351). Customer management is about making
customers buy as well as making sure they are satisfied. Only when consumers are satisfied
can we view brand relationship in the context of brand loyalty. Of course, in order to achieve
this, the brand of service must fulfil the promise it has made to the customer.
The concept of the brand as an intangible good signifies the consumer's affection, ways
of necessities and habits. A brand is an intangible asset that has the power to generate
financial income that, over time, can translate into significant corporate value, thereby
guaranteeing a sustainable competitive advantage in the market.
We can look at brand value from two aspects: corporate and consumer. By looking at the
brand through the prism of the corporation, the brand represents a certain value that is
invested and managed. Accordingly, a brand is an asset because the manufacturer has a
proprietary right that can be transferred, sold and registered. However, looking at the brand
from the consumer's perspective, the brand is a symbol built on impressions, associations,
metaphors, personality and added value.
A service perspective means that the role of service components in customer relationship
is seen as strategic (Grönroos, 2007a: 6). The meaning of the brand in the service sector is
exceptional (Ozretić Došen, 2002: 145). Regardless of whether the customer's role in the
service process is active or passive, the presence of the customer at the point of service
represents the most significant specificity of service marketing. Intangibility of services is
often cited as the most important specificity (Grönroos, 2000: 45-57; Ozretić Došen, 2001:
429-450; Ozretić Došen, 2002: 25-29; Grönroos, 2007a: 51-64; Sargeant, 2009: 180-191;
Babić-Hodović, 2010: 45-72) but from a closer analysis it follows that the basic characteristic
of services is the presence of the customer at the point of service.
The paper analyses the specificity of services precisely from the last component (BabićHodović, 2010: 47), i.e. the presence of the customer at the point of service, from which it
will indirectly influence the relationship with the brand (Grönroos, 2007a: 331). In addition to
the customer, there are other, potential customers, which further complicates the creation of
experience and the ability to manage control of the service.
This means that "shared experience" can be positive or negative, even when there are no
other users of the service, specifically in theatre marketing (Jukić, 2018: 420-445), when the
absence of users influences the negative perception of current users. However, the reverse is
also true. If the demand for services exceeds the maximum available capacity to provide
services, consumers will focus on competition because of the "frustration" (Egan, 2004: 110)
of waiting for the service.
4.1. Brand service
The brand can protect everything from products, employees and services to destinations,
ideas and concepts. Creating a brand today has gone beyond the basics of marketing
promotional activity and has become inherent in style, cult and philosophy of living. The
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brand is revitalized with fashion, just as style returns to fashion with various influences. Their
stylistic characteristic is closely related to social, cultural and social circumstances. The brand
can be seen as a form of cult, because the brand acts like a myth, and the myth lives on while
users believe in it.
And finally, we understand brand as a philosophy of living, because brand unites style,
period, cult, myth and lifestyle. Brands are present in all social spheres, becoming not only a
differentiation, but also a linguistic sign of postmodern society.
The service brand means the unconditional promise of future customer satisfaction
(Berry, 2000: 128-137). The key difference between a product brand and a service brand,
apart from the service elements themselves, are certainly two important dimensions:
employee role and consumer experience. The role of the employee is beyond question.
Employees represent an extremely important element of the marketing mix in service
corporations and is often called "people power" (Judd, 2003: 1301-1313).
The role of employees in service corporations depends primarily on the type of service
provided and on the involvement of employees in the service process. The image of every
service company in the public is mostly created by employees who come in contact with the
service users (Ozretić Došen, 2002: 121). Their interaction is dual, with the external
environment and internal structure.
However, the role of employees as “most important assets” is at the same time most often
criticized, not because it is a lier, per se (Judd, 2003: 1302) but because its implementation
has generally been a falsehold (Sikula, 2001: 419-428).The human component includes all
persons involved in the service process. Service brand employees have two roles (Hoffman
and Bateson, 1997: 239): information transfer and corporate presentation. Transferring
information means that employees need to provide customers with information about new
types of services, and a corporate presentation signifies building a brand image through
positive brand relationships.
If the brand is associated with the mission of the corporation, then employees must share
the same vision of the brand and its shared values. Employees must believe in the brand and
its values (Ozretić Došen, 2002: 121), they are promoters of brand service and its co-creators.
If employees do not believe in the brand, then its purpose is meaningless (Babić-Hodović,
2010: 546). For this reason, trusting the brand and nurturing all brand values is essential
(Aaker, 1991: 16-17).
In order to achieve such communication efficiency, brand identity is important. The most
important meaning of brand service is its personality. Brands are not driven by advertising but
by brand experience (Kotler et al., 2004: 567). Employee satisfaction and customer
satisfaction are clearly related (Hoffman and Bateson, 2011:229). Consumers find out for the
brand through advertising, personal contacts, word of mouth (Lindberg-Repo and Grönroos,
1999: 109-117), personal experience and the internet. Word of mouth communication from a
consumer perspective is based on consumers' long-term experiences and behavioural
commitment. Their communication reflects the nature and value of their perception of
relationship episodes of service encounters (Lindberg-Repo and Grönroos, 1999: 115).
At the same time, all of these contacts are variable, because any contact can be a positive
or negative consumer impression. It is for this reason that the corporation must invest
considerable effort in its employees (Ozretić Došen, 2002: 124; Babić-Hodović, 2010: 546549) because they are the projection of brands. Interestingly, the service brand plays a much
more important role for potential consumers than the upcoming ones. It helps future
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consumers with a service brand to reduce the perceived risk of the pre-purchase phase. It is
much more important for existing consumers to confirm the promises made.
When analysing a service brand, we are actually looking at three categories that
determine the brand's presence in the customer's world (Berry, 2000: 128-137). Therefore, the
category of brand presence of a service in consumer awareness is: brand awareness, brand
meaning and brand identity. Brand awareness represents the ability of consumers to recognize
a brand on a particular stimulus, which is viewed as a resonance brand from the perspective of
Customer-Based Brand Equity (CBBE) (Keller et al., 2008: 57). The meaning of a brand is
understood in terms of the first brand associations that are created through the information
that the consumer has collected. And finally, brand identity is viewed here as a result of
corporate perception.
Thus, we can conclude that brand presentation directly influences brand familiarity, and
consumer experience on brand meaning of service.
External communication can create an indirect impact of a brand service, while internal
communication affects the presentation of a brand. In the third phase, brand awareness and
brand meaning influence the creation of brand identity. In doing so, brand meaning is a direct
influence and brand awareness is indirect.
From the above we conclude that the service brand has an identity only for those
consumers who have used the service, i.e. who have an experiential component. This means
that those services and those corporations that have a high level of familiarity in the market,
but not a sufficient level of testing and use by consumers, cannot speak about the constructed
identity of the service (Babić-Hodović, 2010: 361). At the same time, it should be noted that
such service identity is understood here as corporate brand identity in the widest sense.
Experience Quality (EXQ) is a conceptual model that incorporates service quality but
extends to aspects of customer experience that are not as directly related to the service itself
as to the brand (Klaus and Maklan, 2007: 115-122). When monitoring the quality of service,
care must be taken when interacting with consumers, as their experience with the service is
crucial when forming impressions.
Therefore, the role of employees is imposed as the most important in the corporate
identity strategy because employees are the bearers of the whole process, they are the
employee brand (Hoffman and Bateson, 2011: 239). Every customer contact, consumption
experience and communication creates an experience in the mind of the customer (Klaus and
Maklan, 2007: 119). EXQ includes factors such as positive employee attitude, corporate
atmosphere, comfortable environment and personal contact with consumers. A focus on
customer experience instead of service alone will encourage brand managers to understand
the value that customers derive from their offerings in a more profound and substantial way
(Klaus and Maklan, 2007: 120).
The first service experience can be seen as the initial stage of contact with the service,
based on which consumers form their opinions. Positive opinions will confirm the experience
of service interaction, and as a result, trust in the corporation will be formed. The reverse is
also true. Negative experiences form a distrust of the corporation and the brand we are trying
to build. For consumers, much greater influence has their own experience in shaping brand
meaning, and indirect influence is brand presentation.
Services are inherently relational (Grönroos, 2007a: 8). In other words, brand identity in a
service brand is built on customers who have used the service. This is also the answer to why
most satisfaction is formed by the corporation, and very rarely by the specific service. It is
therefore a paradox that in the process of building a service, consumers pay more attention to
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the ad litteram process of providing the service rather than the service itself. After all, it is
often impossible to separate the perception of the service from the overall perception of the
service provider.
We can conclude that the role of EXQ in the service brand starts from two elements:
satisfaction (subjective categories of expected value) and commonality (corporate brand role).
Consumers establish a relationship with the brand based on positive experiences. As a result,
brand understanding is changing as consumers take an active role in branding. It is a process
that evolves with consumers. Also, according to the process of building a service brand
(Berry, 2000: 128-137), parts of the service system cannot be separated. Differentiation is the
first step, and it is based on providing a unique service.
Creating brand awareness and emotional connections is done simultaneously by building
an image and based on the customer's brand experience. Finally, brand internalization alludes
to the employee role that brings us back to the beginning, provided that employee role is
realistic. The real problem in employee relations is not the gap between theory and practice
not the lack of an adequate conceptual base (Sikula, 2001: 427). Corporations must, therefore,
build emotional bonds with consumers (Grönroos, 2004: 99-113).
Of course, building a brand identity in an employee's mind must also be based on a strong
emotional connection. Employee attitudes towards the brand of service and their role in
building are extremely important in high-contact services, i.e. when the focus is on the
customer. This means that the service brand becomes strong to the same extent as its strong
employees. Emotional connectivity is based on the fact that services can only be provided if
there is an emotional connection with customers. Such brands create a personalized
experience and ultimately build connectivity and closeness.
4.2. Brand relationship
When the customer is given an active role in the branding process, our understanding of
the brand changes (Grönroos, 2007a: 331). It is a process that is constantly evolving,
changing and upgrading when the customer relates to the flow of brand messages. Brand
loyalty is influenced by many factors, such as consumer self-image, perception, motivation,
attitudes and psychographic variables. However, the notion of brand loyalty alludes to the
consumer's relationship with the brand, which is very important in marketing and also
represents a strategic approach.
Understanding the construct of brand loyalty is most often viewed through two factors:
behaviour and attitudes. By analysing the approach of loyalty through the prism of
behaviourism, the consumer shows loyalty through the repeated purchase of the same brand.
An approach that emphasizes the dimension of attitudes overrides the commitment to
branding. Brand loyalty, if viewed as a construct, cannot be inherently causal by repeated
purchase or a positive attitude.
We view loyalty as consumer behaviour, emotionally, rationally and in combination. This
means that brands can be analysed as specific consumer expressions, often through
preference. Accordingly, brand loyalty can be explained as a consumer's frequent purchase of
a particular brand, backed by trust and loyalty. This means that in order to successfully create
but also analyse brand loyalty, it is necessary to integrate rational and emotional impressions
as well as behavioural approaches and consumer attitudes in parallel. It is only through this
approach that we get the so-called true brand loyalty.
Brand relationship develops in consumer awareness through correlation of brand
experience, brand image and identity. Therefore, the brand is a consequence of how a given
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customer perceives his relationship with a brand. In essence, brand relationship develops in a
series of brand contacts experienced by the customer (Schultz and Barnes, 1999: 46). In this
context, brand contact is understood as an image and information-bearing experience had by a
customer. Brand contact forms a brand relationship. In particular, brand contact can be
viewed from the aspect of WOM (Lindberg-Repo and Grönroos, 1999: 109-117) where
unplanned communication messages are generated or as planned messages or even as
personal attention shown by employees.
This relationship may be different because it depends on the type of contact, but it can
also have positive and negative consumer impressions. In an ongoing relationship the
customer experiences various types of brand contacts on a continuous basis (Grönroos, 2007a:
332). According to brand contacts experienced by the customer (Schultz and Barnes, 1999:
35-56), we can talk about different types of brand experience. The customer brand
relationship is based on a variety of brand contacts. At the same time, the term brand contacts
is understood here as understood by Grönroos (2007a: 333) as a brand value process. In
particular, the term brand value process denotes a contact that unifies the customer's
perception of how valuable a given service is to him.
This means that if brand value declines over time, the customer will be more open to
other solutions and more interested in communication messages from other corporations. Of
course, if the brand value increases, the consumer is more likely to remain loyal. This brings
us back to the beginning when we analysed identity because we understand brand identity as a
vision behind the brand with its values, promised benefits and uniqueness to which the
consumer will respond. In medias res, identity is the basic premise of the brand, and image
represents the consumer's emotional and rational impressions towards the brand.
Consequently, identity, brand equity is used to describe the value of a brand, and a consumer
brand relationship is a product of image.
Based on the ongoing development of the brand relationship, the customer accumulates a
specific brand knowledge (Keller, 2003:599), or brand image which differentiates service
from competitions. In terms of brand loyalty, attachment can be seen as one, conditionally
speaking, form of consumer relationship. Research in marketing confirms the assumption that
consumers can develop some form of brand attachment (Park et al., 2008: 2). In this way, we
interpret attachment as an attachment to an object because we view the consumer from the
perspective of the consumer's relationship to the brand.
Attachment denotes the consumer's emotional and rational impressions of the brand, that
is, the state of mind. Such an understanding leads us to the notion of self-concept. The
attachment object becomes associated with the consumer's self-image, which in fact alludes to
the consumer's perception.
In terms of brand loyalty, attachment can be seen as one, conditionally speaking, form of
consumer relationship. Research in marketing confirms the assumption that consumers can
develop some form of brand attachment (Park et al., 2008: 2). In this way, we interpret
attachment as an attachment to an object because we view the consumer from the perspective
of the consumer's relationship to the brand.
Let us also state that the term relationship marketing can be extended to other
psychological terms (Grönroos, 1999: 334) without sounding heretical (Grönroos, 2004: 110).
According to the promise management approach marketing is viewed as a process of enabling
and making promises as well as keeping promises in order to meet expectations created by
promises made (Grönroos, 2009: 351-359).
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Hence, three levels of marketing objectives (Grönroos, 2007b:194) can be identified: (1)
get customers; (2) keep customers; and (3) grow customers into a customer relationship. It is
very difficult to discuss value and quality in service marketing. After all, the value-in-use
concept has paramount consequences for marketing theory. If value is a perceptual category,
which it certainly is, then intrinsic value does not exist. At that stage, only a promise of value
exists. (Grönroos, 2007b: 196). For consumers to capture a wanted value from services,
corporations must develop customer interactions (Lindberg-Repo and Grönroos, 2004: 229239; Grönroos, 2009: 351-359). Certainly, interactions are based on an extremely important
employee role, not formal (Sikula, 2001: 419-428), but a truly meaningful, genuine service.
A real relationship does not necessarily exist. (Grönroos, 2007b: 194). The existence of a
brand relationship in service is latent. It essentially exists, but it is not in its fullness and is
always on the border between "relational modes" and "transactional modes". Due to their
continuous purchasing behaviour, these customers look relational, but in fact they may only
be bonded to the firm in a non-committal way. To achieve a true relationship with a customer,
corporations must strive for a third level, where the customer feels emotionally committed to
the firm. Only customer can decide whether they have, or want to have a relationship with
brand service.
5. CONCLUSION
For a successful brand service we need to have a service oriented corporation. Brand
service will not survive in the market in the long run unless it is oriented towards brand
service relationship. A service, whether hybrid, complete, or accompanying with an existing
brand, cannot successfully exist if self-centred. The service exists because of the customer
relationship. The consumer defines rewards and ultimately punishes the service.
After all, if anyone creates a brand it is the consumer (Grönroos, 2007a: 331). We can
therefore view service delivery as core value, but customer relationship in this context is an
added value. It is a long-term process that builds up over time and collapses in one go. In the
context of a brand service relationship, a corporation must develop a dialogue between
employees and customers. In such a process, trust develops on the basis of which a brand
relationship can be built.
Creating a brand image is reciprocal to creating a brand identity. The set of associations
that a brand evokes in consumers belongs to the sphere of the imaginary. The image starts
from the roots of imagination, the theory of myth and the psychological construct of selfimage. The brand identity therefore represents its own creation while the image is a
consequence of that creation. According to communication messages, image is understood as
a dichotomy of imaginary and emotional. Imaginary then enters the sphere of myth theory
because brand image has the characteristics of created belief. This also means that the brand
myth archetype is collective, as are brand personality constructs. When interpreting a brand
metaphor in the context of a myth, then a particular brand personality is archetypal and
strongly represents one part of the consumer's self-image.
In order to be loyal to a brand service, the consumer must perceive the identity of the
brand he or she is building on the use of the service. In this context the term brand value is
used as the customer's perception of how valuable a given brand service is to him. Also, in the
context of a relationship, the very concept of "build a brand" is inaccurate (Grönroos, 2007a:
334), because it implies that the marketer can initate and implement activities that create the
brand. The brand is created in the consumer's impressions and it follows the brand contacts
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which represents the interaction between the employee and the consumer. For this reason, the
role of employees is extremely important because they are the bearers of the vision of the
brand, to say the least, the employee brand (Hoffman and Bateson, 2011: 239). However, this
responsibility is twofold: the role of corporate identity is reflected on employees and it must
be two-way. The corporate culture itself also encompasses the employee's customer
relationship as well as the trust on which customer relationships are ultimately built. Another
responsibility is the core of the brand.
The core of the brand is what the brand represents at its root. It is a value projection. The
value projection consists of the consumer's perceptions, in which case identity is inseparable
from the image and condition each other. Therefore, we can conclude that the brand is a
dynamic category, a metaphorical living organism. Brand is the vision (Kapferer, 2008: 171).
In essence, brand communication is its most important creation.
Communication is extremely important for the brand. We view communication as
dichotomous: as a sender-recipient dialogue, that is, as a reflection of brand identity and
image, and as a collaborative, collaborative employee-consumer dialogue. In the first case, we
consider the brand from a theoretical point of view (Aaker, 1991; Aaker, 1996; Keller, 2002;
Kapferer, 2008), while in the second, in the context of a service brand (Grönroos, 2000;
Grönroos, 2004; Grönroos, 2007a). Marketing should aim not only at acquiring customers but
also, and in most cases probably more so, to keep and further develop customer contacts that
they have been established. (Grönroos, 2007b: 193).
It should be noted that the paper used qualitative methods, deconstruction, analysis,
identification and division. Consequently, the findings are derived in accordance with the
hermeneutic spiral method and are consistent with brand theories. Brand theories are analysed
from the perspective of the consumer paradigm. Also, limitations come from qualitative
analysis because the theoretical triangulation method was used.
A certain limitation arises from the absence of quantitative research because the paper
presents inductive and theoretical processes. In further research, it is necessary to check the
models and theories presented in this paper according to neuroscientific methods. In
particular, fMRI can show the consumer's brand preference, brand relationship, and other
models in a very detailed way that will confirm or disprove the brand image construct. In this
way, we can determine the intensity and type of correlation of consumer stimulus to brands.
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Abstract
In modern consumer society, consumers become all the more demanding with the right to
possess the final statement on selection of a product, and thus the role of a brand as a means
of communication is a key, since brands are powerful enough to attract and keep a consumer.
Consumers create a relationship with a brand based on quality guarantee and positive
experience. For a long time introducing private brands is one of the key elements of trade
strategies in satisfying needs of final consumers. Private brands are brands owned by
distributors, who hire manufacturers to produce products to be trademarked. Therefore,
traders are the ones responsible for development, planning and managing marketing and
promotion of private brands. The main purpose of this paper is to explore determinants
influencing consumer’s loyalty towards a private brand. The research shall be based on
private brand R-Time owned by the trade chain Robot. Data were collected through a field
survey, and the sample consisted of 439 respondents. Data were analyzed using SEM
analysis. The results of the survey show that the determinants of price and quality perception
affect consumers' loyalty towards a product of the private brand R-Time.
Key words: brand, private brand, consumers, R-Time, Bosnia and Herzegovina
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Abstract
The ability to change is a key competence of any company that pursues leading market
position. However, changing a behaviour or habit is hardly a routine. In order to be
successful, the change must be accepted by the entire organization. Like any other business
activity, the negotiation process is often affected by the necessity to change and adapt to new
market conditions. The aim of this paper is to investigate the factors that influence the
negotiators’ willingness to change in the negotiation process. For that purpose, the survey
was conducted among 256 Croatian managers. The research results reveal that negotiators
who aim to achieve long-term goals are more willing to change their starting position.
Additionally, more experienced negotiators are more open to change. According to the
research findings, negotiator’s autonomy is an important factor contributing to a positive
attitude towards change.
Key words: business negotiation, change, willingness to change, Croatian managers
1. INTRODUCTION
Negotiation is often viewed as a give and take process (Oliver, 2011), process of
information exchange (Harwood, 2002), a game of strategy (Uher and Loosemore, 2004), an
aspect of influencing (Manning and Robertson, 2004), but also as an art (Gates, 2012).
According to Spencer (2003), negotiation is s tool that can help a person achieve various
goals. Nowadays, negotiation processes are perceived as dynamic events in which different
dimensions are managed simultaneously (Age and Eklinder-Frick, 2017). Consequently, it
implies the need for flexible and creative problem-solving approach in the negotiation
context. Such an approach is needed in the course of different negotiation phases, i.e., prenegotiation, negotiation, and the post-negotiation. In addition, Oliver (2011) outlines that
commitment to the negotiation process is required and this applies to negotiation as an overall
process. As observed by Fox et al. (2004), every negotiation process has a unique set of subprocesses to suit the needs of the parties involved.
Developing negotiation skills is a demanding, valuable and often personally challenging
task (Ashcroft, 2004). According to Beenen and Barbuto (2014), negotiation is among the
most important skills for a manager to develop. Furthermore, skillful negotiators are
considered important assets that add to the firm’s financial performance (ElShenawy, 2010).
To be successful, negotiations should focus on goals and cooperation within the negotiation
(Halpert et al., 2010). Lewthwaite (2006) points out that successful negotiation refers to
managing the context of the relationship in which the negotiation process takes place.
Furthermore, Magee (2015) outlines that successful leadership and management of the
negotiation process incorporate multiple positions of power.
The roles of experience and understanding in fostering integrative negotiation
performance is another factor worth examining. In that context, Moran and Ritov (2007)
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found that experience enhanced integrative performance. Moreover, past performance
influences not only the amount of risk negotiators assume but also the type of risk they are
willing to embrace (Kray et al., 2008). The selection of individuals or the negotiating team is
perceived as a crucial element in the negotiation context in order to achieve better outcomes.
When negotiations are complex and requiring, organisations tend to send teams to the
negotiation table. Although teams are expected to generate superior outcomes, Hüffmeier et
al. (2019) revised the assumption of team-related advantages in integrative negotiations
suggesting that individual negotiators generated better relationship outcomes than teams even
though the economic outcomes were comparable.
It is essential to understand the role of emotional states in the negotiation context since
positive affect elevates expectations, a cooperative negotiating climate and higher joint gains
(Barry et al., 2006). Furthermore, negotiators should be aware of their ability to manage
emotions while negotiating. In general, controlling emotions leads to using them to one’s
advantage (Carrell and Heavrin, 2004). Butt and Choi (2010) argue that the strength and the
nature of the relationship between emotions and negotiator behaviour depend on the power of
the negotiator. Many scholars have recognized the role played by emotions in conflict
resolution (Halperin, 2014). Wang et al. (2017) stress the importance of understanding the
impact of emotions on shaping conflict development and resolution. Similarly, Posthuma
(2012) highlights specific emotions in conflict situations and the need to understand the role
of emotions in facilitating effective conflict management.
As observed by Saorin-Iborra et al. (2013), understanding how the negotiating context
affects behaviour is crucial for firms to anticipate the reactions and behaviour of their
counterparts and gain the most favourable agreement possible. In light of this, the main aim of
this paper is to determine the factors influencing the negotiator’s willingness to change in the
negotiation process. The paper is organized as follows. After the introduction, the second
section brings insights into implementing changes in the negotiation process. Research
methodology is outlined in the third section whereas the fourth section brings out the research
results. Finally, in the last section some conclusions have been drawn upon.
2.

IMPLEMENTING CHANGES IN THE NEGOTIATION PROCESS

Change is omnipresent in society (McKenna, 2000), and the process of change is an
integral part of the negotiation framework. Negotiation is a dynamic process in which
negotiators change their strategies in response to each other (Olekalns and Weingart, 2008).
In general, change can be associated with high uncertainty in outcomes, and various risks
associated with negotiating. In that sense, contracts are usually the roadblock in most
negotiations (Penfield, 2010). As stressed by Wheeler (1986), most phases of the negotiation
process are imbued with uncertainty. People are usually more comfortable with predictable,
familiar situations than the changes that they should adopt (Acuff, 2008). The ability of
negotiators to cope effectively with uncertainty can increase their power and strengthen their
position in the negotiation process. Consequently, the tactics that negotiators adopt during a
negotiation depend on the willingness of the parties to accept change. In other words,
unwillingness to accept change results in difficult and fraught negotiation (Martin, 2010).
Implementing changes in the negotiation process is one of the most important issues
facing managers and affecting negotiation performance. As argued by Robinson (2004),
effective managers will recognize when change is desirable or inevitable and will respond
accordingly. Nilakant and Ramnarayan (2006) outline that change managers should present
the idea in such a manner that it evokes sufficient curiosity among members to explore it
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further. Furthermore, the strongest and most reliable predictors of negotiation performance
are also the most open to personal change (Elfenbein, 2015). It is common experience that
some people welcome a particular change, while other feel threatened by it (Singh, 2008).
Furthermore, it is often argued that conflict and change are closely inter-linked. In that
context, Doherty and Guyler (2008) assert that conflict is ultimately about a drive for some
kind of change in the status quo. Likewise, Barsky (2014) argues that conflict can be viewed
as an opportunity and motivation for change. Consequently, conflict management skills are of
the utmost importance for managers. According to Bradshaw and Boonstra (2004), change
managers focus on preventing conflict in the change process by negotiation about the
objectives of the change process and the way it is organized and managed.
Flexibility is among essential elements of the negotiation process in order to create
mutually beneficial, value-enhancing agreements. The need for style flexibility is often
emphasized in the negotiation process. According to Lewicki and Hiam (2011), the need to
adjust approach is crucial to master every negotiating situation and resolve varied conflicts.
Similarly, Best and Dalton (2007) argue that it is necessary to maintain some flexibility
within the negotiation process and to make an effort to compromise so that both parties can
attain their goals. Likewise, Walton (1999) stresses elements of flexibility and empathy
indicating that a good negotiator has to be willing to give up the less important things in
exchange for concessions from the other party. The findings by Preuss and van der Wijst
(2017) reveal that negotiators vary their style in the course of different negotiation phases.
However, a problem-solving approach implies open recognition and acceptance of different
positions, as well as a willingness to change one’s position (Singh, 2008). However,
competitive behaviour results in less favourable outcomes than an integrative approach in a
cooperation agreement (Canet-Giner and Saorin-Iborra, 2007).
As argued by Gates (2012), learning about negotiations is an exercise in self-awareness
that enables negotiators to accommodate the pressures, dilemmas and stresses during the
negotiation process. In essence, the way the process is handled has the most important bearing
on the results achieved (Faure, 2009). According to Fleck et al. (2017), reaching an agreement
was associated with an individual’s desire to negotiate again together with perceived honesty
of self and counterpart. Self-regulation provides a powerful toolbox to master the challenges
that negotiators face at the bargaining table (Jäger et al., 2015). Furthermore, Lempereur
(2012) highlights responsible negotiations and points out that negotiations have social
implications that go much beyond these close interpersonal interactions.
In negotiation contexts, differences across cultures and their impact on cross-cultural
negotiations should also be taken into consideration. In-depth understanding of cultural
similarities and differences is of the utmost importance given that cultural dimensions affect
the outcomes of negotiation (Thomas, 2008). In addition, cultural awareness can facilitate
trust building between business negotiators as well as the overall process of trust
development. Nowadays, negotiating in a global environment benefits from a clear
understanding of how negotiators’ cultures influence their interests and the strategies they
bring to the negotiation table (Brett, 2017). Furthermore, knowing what is culturally
normative allows negotiators to anticipate, interpret and respect their counterpart’s behaviour
(Brett and Mitchell, 2019). Successful cross‐cultural negotiations require an understanding of
the negotiation style of the other party, and the acceptance and respect of their cultural beliefs
and norms (Sobral et al., 2008).
As regards Croatian business settings, the studies covering the negotiation process are
limited and underemphasized. Previous research has mainly focused on the role of business
negotiation in gaining competitive advantage (Križman Pavlović and Kalanj, 2008), skills and
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negotiating behaviour of Croatian business executives as well as factors affecting the
negotiation process (Tomašević Lišanin et al., 2015), and business negotiation as a crucial
component of sales (Perkov et al., 2016). Based on these findings, a low presence of literature
related to negotiation behaviour in Croatian business settings can be observed. Therefore,
more research is still needed to better understand various determinants affecting business
negotiation settings.
3.

RESEARCH METHODOLOGY

For the purpose of this study, an empirical survey was conducted on the random sample
of the managers in Croatian companies from March to June 2017. Before conducting the main
survey, a preliminary survey was carried out to assure that all questions and measurements
were correctly structured. As the aim of this paper is to determine the existence of relationship
between willingness to change and suggested predictors, the proposed model consists of six
variables (Table 1).
Table 1. Variables and measurements
Variable
Measurement
Complete unwillingness to change
Only risk-free changes
Willingness to change
Gradual adaptation to a new situation
Complete willingness to change
Only short-term
Short-term and occasionally long-term
Negotiating goals
Equally short and long-term
Predominantly long-term
Complete flexibility
Moderate flexibility
Contract flexibility
Narrow flexibility
No flexibility
Individual negotiator
Negotiator
Negotiating team
No autonomy
Low autonomy
Negotiator’s autonomy
Moderate autonomy
High autonomy
Less than 5 years
5-10 years
Negotiating experience
11-20 years
More than 20 years
Source: Authors’ analysis.
The willingness to change is the dependent variable measured using the four-point scale
including complete unwillingness to change, accepting only risk-free changes, performing
changes only if necessary and a complete willingness to change. The negotiating goals are
observed through the time horizon. The respondents were offered the scale ranging from only
short-term goals to predominantly long-term ones. As regards contract flexibility, the
respondents were offered four options: complete flexibility (the contracts consisting of basic
data), moderate flexibility (the contracts having basic data and a partial structure), narrow
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flexibility (the contracts with more data and a clear structure), and no flexibility (fully
standardized contracts with no possibility of amendments). Negotiations can be conducted
either as an individual or as a member of a negotiation team. Therefore, negotiator variable
reveals the way the negotiations are conducted, i.e. individual versus team negotiations.
Further, variable negotiator’s autonomy refers to a perception of one’s autonomy given in the
four-point scale including no autonomy, low autonomy, moderate autonomy and high
autonomy. Finally, negotiating experience is measured by the length of employment with four
choices (less than 5 years, 5-10 years, 11-20 years and more than 20 years). The sample
consisted of the companies listed in the Croatian Chamber of Commerce register. The
questionnaires were sent to the managers via e-mail. Out of the total amount of 1110
questionnaires sent, 256 valid questionnaires were received, giving the return rate of 23%.
4.

RESULTS

The data gathered from the questionnaires were analysed through the Statistical Package
for the Social Sciences (SPSS) version 20.0. Table 2 shows descriptive statistics of the
variables. The minimum, maximum, mean and standard deviation are calculated.
Table 2. Descriptive statistics
Variables
N Minimum Maximum Mean
Willingness to change
256
1.0
4.0
3.066
Negotiating goals
256
1.0
4.0
2.914
Contract flexibility
256
1.0
4.0
3.059
Negotiator
256
1.0
2.0
2.258
Negotiator’s autonomy 256
1.0
4.0
2.805
Negotiating experience 256
1.0
4.0
2.375
256
Valid N (listwise)
Source: Authors’ analysis

Std. Deviation
0.8583
0.6863
0.9121
0.4383
0.8683
1.0778

Table 3 summarizes the sample frequencies. More than one-third of the respondents
stated that they were completely willing to change (37.1%). In addition, almost similar share
of respondents (35.5%) gradually adapt to a new situation. A quarter of the respondents
accepted only the risk-free changes (24.2%). About two-thirds of the participants (64.1%)
made an effort to achieve short-term and long-term goals, suggesting that they placed the
same emphasis on the both type of goals. The majority of respondents dealt with structured
and standardized contracts, without being able to implement subsequent changes. In that
context, more than half of those surveyed outlined narrow contract flexibility (54.3%),
whereas one-third of them stressed the absolute lack of contract flexibility (32%). Almost
three-quarters of managers negotiated alone as individual negotiators (74.2%) and one-quarter
as a member of a negotiation team (25.8%). A half of the respondents reported that they
experienced a moderate autonomy during the negotiation process.
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Table 3. Sample frequencies
Variable
Willingness to change
Complete unwillingness to change
Only risk-free changes
Gradual adaptation to a new situation
Complete willingness to change
Negotiating goals
Only short-term
Short-term and occasionally long-term
Equally short and long-term
Predominantly long-term
Contract flexibility
Complete flexibility
Moderate flexibility
Narrow flexibility
No flexibility
Negotiator
Individual negotiator
Negotiating team
Negotiator’s autonomy
No autonomy
Low autonomy
Moderate autonomy
High autonomy
Negotiating experience
Less than 5 years
5-10 years
11-20 years
More than 20 years
Source: Authors’ analysis.

Frequency
256
8
62
91
95
256
10
42
164
40
256
32
3
139
82
256
190
66
256
25
51
129
51
256
67
77
61
51

Percent
100
3.1
24.2
35.5
37.1
100
3.9
16.4
64.1
15.6
100
12.5
1.2
54.3
32.0
100
74.2
25.8
100
9.8
19.9
50.4
19.9
100
26.2
30.1
23.8
19.9

Before proceeding to a more complex analysis, correlation between the dependent
variable and independent variables was evaluated (Table 4).
Table 4. Correlation coefficients
Variables
Willingness to change
Negotiating goals
0.319**
Contract flexibility
0.213**
Negotiator
0.168*
Negotiator’s autonomy
0.412**
Negotiating experience
0.577**

**Correlation is significant at 0.01 level (2-tailed)
* Correlation is significant at 0.05 level (2-tailed)

Source: Authors’ analysis.

As can be seen from Table 4, there is a statistically significant positive correlation
between predictors and the dependent variable. Negotiators who aim to achieve long-term
goals are more willing to change their start positions in the negotiating process. Opposite to
expectations, there is a positive relationship between the willingness to change and contract
flexibility. The results suggest that fully structured contracts go along with manager’s
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openness to change. Additionally, if a negotiator participates in the negotiation process as an
individual, he or she will probably be less willing to change conditions because the whole
responsibility falls upon his or her shoulders. Further, decentralized decision-making process
is an important motivation to change. A certain level of autonomy encourages managers to be
creative in finding the optimal solution to a negotiation. Finally, managers with more
negotiating experience are more enthusiastic about the changes of negotiating conditions
since they are able to anticipate possible outcomes.
The next step in the analysis is multiple linear regression in order to evaluate the effect of
five predictors (negotiating goals, contract flexibility, negotiator, negotiator’s autonomy and
negotiating experience) and willingness to change as the dependent variable. The equation of
multiple linear regression for this particular model looks as follows:
Y5 = ß0 + ß1X1 + ß2 X2 + ß3X3 + ß4X4 + ß5X5

(1)

where are:
Y5 = willingness to change value,
X1= negotiating goals observation,
X2= contract flexibility observation
X3 = negotiator observation
X4 = negotiator’s autonomy observation
X5 = negotiating experience observation
According to Table 5, these five predictors (negotiating goals, contract flexibility,
negotiator, negotiator’s autonomy and negotiating experience) explain 9.4% of the dependent
variable.
Table 5. Multiple linear regression summary
R
R2
F change
Sig. F change
0,306
0.094
6.054
0.817
Source: Authors’ analysis.
The results of multiple linear regression models are given in Table 6. From these results,
the willingness to change value for each item may be predicted as follows:
Y5 = 1.811+ 0.256*X1+ 0.005*X2+ 0.033* X3+ 0.151* X4+ 0.011* X5 (2)
Table 6. Multiple linear regression model
Unstandardized
Coefficients
Std.
B
Error
Constant
1.811
0.356
Negotiating goals
0.256
0.077
Contract flexibility
0.005
0.058
Negotiator
0.033
0.121
Negotiator’s autonomy
0.151
0.061
Negotiating experience
0.011
0.049
Source: Authors’ analysis.

Standardized
Coefficients
Beta
0.205
0.005
0.017
0.153
0.014
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t

Sig.

5.087
3.329
0.086
0.270
2.485
0.232

0.000
0.001
0.031
0.046
0.003
0.052
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It can be observed that all five predictors have a positive influence on the dependent
variable. These results are in line with the correlation analysis shown in Table 4. The next
step in statistical analysis is the evaluation of relative contribution of each predictor to the
willingness to change variable (Table 7).
Table 7. Summary of the hierarchical regression analysis
M1
M2
M3
M4
R
0.203
0.218
0.236
0.264
R2
0.041
0.048
0.056
0.067
R2 change
0.041
0.007
0.008
0.011
F change
9.892
0.088
0.266
6.167
Sig. F change
0.001
0.767
0.606
0.014.
Source: Authors’ analysis.

M5
0.306
0.094
0.027
0.054
0.817

Each predictor is added to the following order: M1 negotiating goals, M2 contract
flexibility, M3 negotiator, M4 negotiator’s autonomy and M5 negotiating experience.
Negotiating goals have the highest relative contribution and make it 4.1%. The second highest
contribution refers to predictor negotiating experience (2.7%) whereas the third is negotiator’s
autonomy with the contribution of 1.1%. Finally, the remaining two predictors contribute with
less than 1%, i.e. negotiator contributes with 0.8%, whereas the least contribution comes from
contract flexibility accounting for just 0.7 %.
5. CONCLUSION
The determination of negotiation behaviour has received much attention within
organizational behaviour and management science. Integrating various dimensions of
negotiation and the interaction among them allows for innovative approaches in the domain of
business negotiations. Consequently, negotiators are able to adapt to specific distributive or
integrative negotiation situations. As a result, it can smooth the path towards better
negotiation performance and lead to successful negotiation in the future. A number of factors
influence both the negotiation processes, negotiators’ behaviour at the bargaining table, and
the negotiation outcomes. Advanced understanding of negotiation and factors affecting the
negotiation process helps negotiators interact with their counterpart and achieve their goals.
Moreover, it helps them improve their effectiveness and enhance their performance. The
paper contributes to the existing literature by providing new insights into the factors affecting
the willingness to change in the Croatian negotiation context. Negotiating goals, contract
flexibility, negotiator, negotiator’s autonomy and negotiating experience are proved to be
solid predictors of the willingness to change. The research results reveal that negotiators who
target long-term goals are more willing to change their starting positions. Additionally, more
experienced negotiators are more open to change. Furthermore, negotiating goal is the factor
contributing to a positive attitude towards change.
Apart from the variables examined in the paper, areas for future research should be
highlighted. Future studies might benefit from including additional negotiators’
characteristics, e.g. age, gender, level of education, profession, personal styles, styles of
communication, and risk-taking propensity. In that context, the effect of gender differences on
negotiation performance could be examined. Additionally, it would be interesting to examine
and test the differences in the negotiation context between members of different generational
cohorts (Baby Boomers, Generation X, Generation Y, etc.). Understanding these differences
is of vital importance to negotiators in order to manage them effectively. Moreover, future
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studies will need to focus on additional negotiators’ attributes including assertiveness,
cooperativeness, trust and creativity. On the other hand, variables such as company’s market
position, ownership, industry competition or geographical location have not been examined in
the paper. Therefore, the future research could be extended by including these variables. As
noted previously, the literature offers limited understanding of negotiating behaviour of
Croatian managers. In that context, this research gives light to the Croatian negotiation
context and could serve as a basis for conducting future empirical research in the field.
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Abstract
This research is based on the analysis of revealed comparative advantages (RCA) of
global chocolate industry and the biggest chocolate producers from the EU and rest of the
world. Croatian chocolate industry ranks as highest relative comparative advantages sector
compared to other products of Croatian Food and live animals’ industry. The main scope of
the research is to measure and compare revealed comparative advantages of Croatian, EU
and biggest exporters of the world. The methodology of this research includes the
implementation of the RCA indicator for 16 countries from the period between 2007 and
2017. The results imply strong and expanding RCA for Croatian chocolate industry. Based on
these results, the recommendations are given within the final part of research.
Key words: Chocolate industry, Croatia, The EU, RCA
1. INTRODUCTION
There is a bright perspective for global chocolate industry. The demand is increasing,
sales and prices are following increasing trend. In details, global sales from chocolate exports
totaled 29.1 billion USD in 2018. The total value of chocolate exports rose by an average 4%
for all exporting countries since 2014. Furthermore, chocolate shipments were valued at $28
billion. Year over year, chocolate exports increased by 4.8% from 2017 to 2018. On the
global level, EU countries exported the highest dollar worth of chocolate during 2018 with
shipments amounting to $21.4 billion or three-quarters (73.5%) of overall international
chocolate sales. This compares with 12.8% from North America, 9.9% from Asia, 1.5% from
Latin America excluding Mexico but including the Caribbean, 1.4% from chocolate exporters
in Africa, and 0.9% from suppliers in Oceania led by Australia and New Zealand
(Worldstopexports, 2019).
Germany represents the EU's biggest chocolate producer, accounting for 1.3 million tons
in year 2017 or 32% of the total. Italy comes second with 0.7 million tons (18%) while France
and the Netherlands both followed with 0.4 million tons (9%) each (Statista, 2019).
The Europe Chocolate market projections say that the market will grow up to USD 57
billion by 2024, registering a CAGR. European chocolate market is extremely competitive,
with the presence of numerous leading players accounting for most of the market share. The
increasing demand and growing popularity of dark and organic chocolates is stimulating the
chocolate market growth. However, seasonal demand plays a vital role in chocolate sales.
Various enterprises are launching a wide range of chocolate varieties during occasions, like
important holidays. Factors, such as shape and packaging of chocolates are the key strategies
adopted by companies to attain maximum sales during a festive season (Mordorintelligence,
2019).
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The main hypothesis of this research is established, that it is possible to identify revealed
comparative advantages of Croatian and other countries’ chocolate industry by implementation
of RCA indicator. The key aim of the research is to measure and compare revealed
comparative advantages biggest exporters of the world including of Croatian, EU RCA.
This research contains four systematically integrated parts. After the introduction, the
second part of the paper presents methodological framework of the research is presented in
the third part. The third part of the paper includes analytical framework and results of
comparative advantages of the chocolate industry of 16 countries. The paper is concluded
with proposals, recommendations, and conclusion.
2. LITERATURE REVIEW
The chocolate industry’s performance was found as a popular topic in scientific papers
especially in the field of marketing. Using marketing mix and the resource-based view, authors
(McCarthy 1964; Wernerfelt 1984; Ramli, 2017) investigate resources exploited by the brands
for chocolate industry. Moreover, European chocolate brands not solely rely on their marketing
strategies but also other significant factors such as the use of quality ingredients, supply chains,
marketplace, product attribute information, and many others (McCarthy and Norris 1999).
The literature on chocolate is also quite extensive, both at popular and academic levels,
ranging from health aspects, to cultural histories and to industry reports (Cidells and Alberts,
2006). Chocolate industry section of the food industry. Many research papers were oriented
towards measuring subsectors of the food and beverage industry. In this context,
Ndayitwayeko et al. (2014) examined the comparative advantages of the Eastern and Central
African (EAC) coffee industry and discovered that EAC countries indicated comparative
advantage in global coffee exports from 2000 to 2012 with countries like Uganda and Kenya
leading the group. Korinek and Melatos (2009) investigated revealed comparative advantages
of MERCOSUR trade block. They found that products like margarine, vegetable oils and
coffee represent most competitive products from year 1988 to 2004. Brazil and Argentina
proved to be the leaders in comparative advantage in beef.
Bezić et al. (2012) analyzed relative comparative advantages of the EU food industry (27
EU Member States) from year 2005 to 2009. Authors indicate that export competitiveness of
the European food industry indicates that export competitiveness is not satisfactory because of
the drop in demand and the negative effects of global financial crisis. Török and Jámbor (2013)
also examined he agri-food trade patterns of the EU New Member States, and underlined that
almost all Member States experienced a decline in comparative advantage after the EU
accession, though it still remained at an acceptable level for most cases.
Astaneh et al. (2014) examined comparative advantages in Iran’s stone fruits market.
Authors confirmed that Iran strengthened competitive positions, though it lacked comparative
advantage in the majority of the years. Kandžija et al. (2014) measured international trade and
competitiveness of food, beverages and tobacco of 27 European countries using the main trade
indicators for years 2001, 2007 and 2012. According to the authors, Denmark, Greece and
Lithuania recorded comparative advantage in the food, beverages and tobacco industry relative
to the other manufacturing sectors. Bojnec and Fertő (2015) investigated the competitiveness
of agri-food exports of European countries, and concluded that majority of countries and
products to have global advantage. The most competitive countries were the Netherlands,
France and Spain.
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3. METHODOLOGY
Analytical approach is based on scientific results of RCA (Revealed Comparative
Advantages) indicator that measures comparative advantages of chocolate industry of the
group of 16 countries. RCA is, at the same time, an accepted method in the analysis of trade
in the observed countries. The indicators of revealed comparative advantages are defined and
calculated according Balassa (1964). Furthermore, Balassa created an index (known as
Balassa's Revealed Comparative Advantage Index) whose main objective is measuring
comparative advantages of countries. It should be pointed out that Balassa's index is reflected
in the identification of revealed comparative advantages instead of revealing hidden elements
of economic advantages of an economy.
Indices of RCA are possibly useful as one of the few formal methods of measuring the
sector identity and intensity of a country’s comparative advantage and disadvantage. Yet their
consistency with the most familiar traditional theories of trade patterns has not always been
clear, despite Balassa’s efforts (Richardson and Zhang, 2001).
However, the initial version of Balassa's Revealed Comparative Advantage Index was
modified and revised, so that, presently, there are different indices for measuring comparative
advantages (Bezić and Galović 2014, Bezić et al., 2011). In some research, the RCA is
measured on the global level (Vollrath, 1991), while in other studies, the RCA is measured on
the regional level. There are also cases in which Balassa's Revealed Comparative Advantage
Index was used as a measure for bilateral trade (Dimelis and Gatsios, 1995).
Country A is said to have a revealed comparative advantage in a given product when its
ratio of exports of product to its total exports of all goods (products) exceeds the same ratio
for the world as a whole. The Revealed Comparative Advantage Index (RCA) was calculated
using following formula (Balassa, 1978:203; UNCTAD, 2019):

.
That is, where:
 P is the set of all products (with i∈P),

XAi is the country A's exports of product i,

Xwi is the worlds's exports of product i,

Σj∈PXAj is the country A's total exports (of all products j in P), and

Σj∈PXwj is the world's total exports (of all products j in P).
If the result is greater than 1, the country recorded revealed comparative advantages in
the exports of particular goods. Inversely, if the value is less than 1, then there is lack of
comparative advantages in exports of the specific goods. The Revealed Comparative
Advantages Index (RCA) is implemented to give insight of economy along with the
expansion of certain products that indicate market potential. An insight in the perspective and
potential of foreign trade is gained as well. Countries with similar RCA profiles have
intensive bilateral trade except for inclusion of intra-industry trade.
This paper analyses branch of “Chocolate and other food preparations containing cocoa,
n.e.s.” as a part of “Coffee, tea, cocoa, spices, and manufactures thereof” from “ Food and live
animals” section Standard International Trade Classification (SITC Rev. 4). One of the
frequently used indices is the RCA Index. Balassa proposes that values of export performance
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be used for discovering comparative advantages of a certain economy with the exception of
factors of manufacturing costs (Balassa, 1965: 93).
4. RESULTS
To verify the main hypothesis of the paper, Balassa index of RCA index is calculated
using UNTCAD data for the period from 2007 to 2017. In a given year, the values of an
indicator can differ between countries, which indicate an international comparison. The result
of an indicator may also differ between different years, within a different country. The
analysis comprehends 15 biggest chocolate exporters of the world including Croatia. The
group of observed countries includes: Belgium, Canada, Croatia, France, Germany, Italy,
Mexico, Netherlands, Poland, Russian Federation, Spain, Switzerland, Liechtenstein, Turkey,
United Arab Emirates, United Kingdom and United States of America. Starting with 15
countries that exported the highest dollar value worth of chocolate during 2018, the research
has been conducted. The exports and the world share can be seen within Table 1.
Table 1. Chocolate Exporters by Country in 2018
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.
15.

Country/Exports/Share in total chocolate exports
Germany: US$5 billion (17% of total chocolate exports)
Belgium: $3.1 billion (10.5%)
Italy: $2.1 billion (7.1%)
Netherlands: $2 billion (6.9%)
Poland: $1.7 billion (6%)
United States: $1.7 billion (5.7%)
Canada: $1.4 billion (4.9%)
France: $1.4 billion (4.9%)
United Kingdom: $963.7 million (3.3%)
Switzerland: $863.6 million (3%)
Russia: $632 million (2.2%)
Mexico: $612.2 million (2.1%)
Spain: $509.6 million (1.7%)
Turkey: $504.4 million (1.7%)
United Arab Emirates: $433.3 million (1.5%)

Source: Worldstopexports, 2019.

By the results it can be concluded that the listed 15 chocolate exporters shipped almost
four-fifths (78.6%) of all chocolate exports in 2018. In year 2018, the biggest share was
recorded in the case of Germany. EU Member states like Belgium, Italy, Netherlands, Poland
are following with visibly smaller share in total chocolate exports. Among the top exporters,
the fastest-growing chocolate exporters since 2014 were: Poland (up 23.5%), Italy (up
20.7%), Canada (up 20.2%) and Mexico (up 8.3%). United Arab Emirates, Turkey, Spain are
ranked at the bottom of the chart. Five countries declined in their exported chocolate sales
namely: Turkey (down -12.5%), France (down -12.1%), Russia (down -2.9%), Switzerland
(down -0.7%) and Germany (down -0.3%).
Moreover, EU chocolate exporters proved to be the most dominant countries in the world
chocolate market The European chocolate market is expected to grow at a slightly faster pace
than the global market and will witness steady growth through 2022. The growth of this
market will be driven by increased preferences for dark chocolate. Dark chocolate offers
benefits such as helping to improve cardiovascular health, blood flow, and cognitive
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functions. Some of the emerging chocolate trends for the European market include a growing
influence of online retailing and a rising popularity towards premiumization (Technavio,
2019). How high is share of country’s revenues within, European chocolate market, it can be
definitely can be seen in following Figure 1.
Figure 1. Chocolate Market in 2018: Revenue Share in Europe

Source: Mordorintelligence, 2019.
Germany represents as one of the leading chocolate markets in Europe with 15% share in
the region, where Germans are most likely to purchase chocolate on impulse. Rest of Europe,
United Kingdom represent 2nd and 3rd market by the size of its revenues. The smallest share of
revenues is a characteristic of Russia and Spain. The trend of textured chocolate added with
grains or cereals is growing among chocolate eaters in Germany. The popularity of quinoa,
chia, and other grains and cereals among millennials is considerably high.
The European chocolate market is fused, with the important presence of the top five
global players, namely, Chocoladefabriken Lindt and Sprungli AG, Hershey Co., Ferrero
Group, Mondelez International, and Nestle (Mordorintelligence, 2019). The leading players in
the European chocolate market enjoy a leading presence worldwide. Leading companies in
the European chocolate market, such as Mars, Nestle, Ferrero, Ovidias, are directing towards
new and innovative product solutions to attract more consumers in terms of flavors,
packaging and ingredients. By distribution channel, the Europe chocolate market is
segmented as supermarkets/ hypermarkets, specialist retailers, convenience stores, vending
machines, online channel, variety stores, and other distribution channels.
Following Table 2 and Figure 2 indicate revealed comparative advantages (RCA index)
of 15 biggest chocolate exporters plus Croatia. The observed period is from 2007 to 2017.
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Table 2. RCA index between 2007 and 2017
YEAR

2007

2008

2009

2010

2011

2012

2013

2014

2015

2016

2017

ECONOMY
Belgium
Canada
Croatia
France
Germany
Italy
Mexico
Netherlands
Poland
Russian
Federation
Spain
Turkey
United Arab
Emirates
United
Kingdom
United States
of America

4,21
1,44
3,91
1,85
1,66
1,90
0,51
2,20
3,10

4,11
1,40
3,51
1,87
1,79
1,93
0,71
2,12
3,02

4,03
1,42
3,71
1,84
1,87
1,97
1,15
2,09
3,30

4,14
1,72
3,57
1,94
1,96
2,16
1,26
1,92
4,23

4,15
1,63
3,19
2,05
2,06
2,16
1,32
2,21
4,42

4,18
1,69
2,93
2,05
2,14
2,41
1,23
2,20
4,60

4,03
1,66
3,22
1,93
2,17
2,20
1,12
2,18
4,91

4,17
1,68
4,09
1,90
2,21
2,16
0,95
2,22
4,37

4,25
2,08
4,89
1,75
2,07
2,18
0,99
2,21
4,72

4,30
2,22
4,76
1,72
1,97
2,10
0,99
2,31
4,64

4,42
2,20
5,15
1,72
2,08
2,46
0,99
2,33
4,26

0,67

0,60

0,65

0,48

0,48

0,80

0,90

0,87

0,80

0,98

0,96

0,83
2,46

1,02
2,19

0,97
2,16

1,10
2,39

1,04
2,45

0,95
2,36

0,91
2,53

0,98
2,44

1,01
2,07

0,91
1,66

0,87
1,83

0,90

0,79

0,98

1,16

1,17

0,96

0,89

0,86

1,29

1,26

0,86

1,18

1,15

1,08

1,03

1,00

1,28

1,16

1,22

1,16

1,24

1,27

0,54

0,58

0,59

0,61

0,65

0,67

0,69

0,68

0,68

0,65

0,67

Source: UNCTADstat, http://unctadstat.unctad.org.
Figure 2. RCA index between 2007 and 2017
6,00
5,00
4,00
3,00
2,00
1,00
0,00

2007

2008

2009

2010

2011

2012

2013

2014

2015

2016

2017

Source: UNCTADstat, http://unctadstat.unctad.org.
The results of Table 2 and Figure 2 show that highest RCA was recorded in the case of
Croatia, Belgium, Poland. On the other side, the lowest level of RCA can be seen in countries
like USA, Spain, Russia and Mexico. Croatia and Belgium are characterized by upward trend
within the last years of observed period while other countries face volatile trend of RCA
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index. Furthermore,
Furthermore, chocolate
chocolate confectionery
confectionery has
has aa strange
strange habit
habit of
of showing
showing sales
sales dynamics
dynamics in
in
index.
contrast
to
general
market
trends.
In
fact,
while
the
economic
downturn
was
in
full
force,
contrast to general market trends. In fact, while the economic downturn was in full force,
chocolate confectionery
confectionery fared
fared better
better than
than the
the rest
rest of
of the
the market
market (Euromonitor,
(Euromonitor, 2019).
2019). The
The
chocolate
same situation
situation goes
goes for
for the
the majority
majority of
of the
the observed
observed countries
countries in
in Table
Table 22 and
and Figure
Figure 2.
2.
same
USA, UAE,
UAE, Russia,
Russia, Spain
Spain and
and Mexico
Mexico proved
proved to
to have
have the
the lack
lack of
of comparative
comparative
USA,
advantages
(less
than
result
1).
Therefore,
it
is
obvious
to
conclude
that
EU
countries
have the
the
advantages (less than result 1). Therefore, it is obvious to conclude that EU countries have
highest
level
of
comparative
advantages
and
export
competitiveness
on
a
global
level.
highest level of comparative advantages and export competitiveness on a global level.
It must
must be
be stated
stated that
that Croatian
Croatian chocolate
chocolate industry
industry had
had the
the highest
highest RCA
RCA index
index in
in year
year
It
2019. From
From year
year 2010
2010 to
to 2019
2019 Croatian
Croatian chocolate
chocolate industry
industry was
was characterized
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2019.
the average
average revenue
revenue per
per person
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and volume
volume in
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companies
currently
operate
in
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industry.
Revenue
in
the
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in 2019.
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According to
to Statista
Statista 2
2 (2019),
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is expected
expected to
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by 0.6%
0.6% (CAGR
(CAGR 2019-2023).
2019-2023).
market
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to be
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in Croatian
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chocolate industry
industry but
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in sweet
sweet
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snack
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5. CONCLUSION
CONCLUSION
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demand for
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rise worldwide.
worldwide. It
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seen in
in global
global
Consumer
market
growth
and
profit
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of
the
biggest
world
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exporters.
Global
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Abstract
Globalization is a model of development that today is not a choice but a reality of
international relations that changes the contemporary international environment. Terrorist
activities are not isolated by geographic distance; and organized crime, economic crises and
its negative effects can no longer be maintained within a state or its boundaries. In such a
world, information, technology, ideology, goods, money, terrorism and organized crime are
rapidly circulating around the world and often pose serious social problems and threats both
to national and regional security, as well as to global security. In a mobile and connected
global environment, the concept of security is continually being renewed and expanded. A
new understanding of security includes the internal political and social stability of the state,
the efficiency and transparency of democratic institutions of government, quality and
sustainable economic development, as well as citizen access to education system, which is
called good governance. The security community is now turning into a component of a
knowledge-based democratic society. In the process of society evolving into a society of
knowledge, the work of democratic institutions and the rule of law have become the main
preconditions for internal and external security, as well as for economic development.
Therefore, the ability to fight various forms of security threats, such as terrorism and
organized crime, is also inseparable from the process of building democracy and the rule of
law. Today, there is a need to develop awareness of the close link between security and
democracy, and the main purpose of such society is, among other things, to ensure
sustainable economic development, followed by increasing workload and social cohesion that
are inseparable from maintaining strategic global security.
Key words: terrorism, organized crime, security, insecurity
1. INTRODUCTION
Can we be free and call the modern times the era of organized crime and terrorism? The
last decade of the 20th and the first decade of the 21st century represent a period in which
organized crime and terrorism were at a high stage of development throughout the world.
Also, in this period, organized crime and terrorism became the most dangerous forms of threat
to social security, that is, a great threat to human, national and international security.
Social security in contemporary international relations and contemporary societies is
increasingly dominantly threatened by the so-called unconventional, that is, soft threats or
dangers, and their most characteristic examples are organized crime, terrorism and systemic
corruption. Although there exist various underlying motives and goals of organized crime and
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terrorism, their methods and activity are becoming more and more similar, very often
identical, and mutual cooperation and partnership more efficient.5
Today, many terrorist organizations have developed a criminal activity as their own
source of income. Through this activity, terrorist organizations become like similar
organizations, that is, criminal groups. Some authors also call them criminal terrorist
organizations. On the other hand, organized crime organizations are undergoing the same or
similar transformation, only in the opposite direction. In addition to engaging in criminal
activities for the purpose of making large profits, criminal organizations are increasingly
focusing on the politicization of their activities.
Contemporary security threats, such as organized crime and terrorism, should not actually
be seen as "new threats" to social security. The reason is that their characteristics, probability
and transnationality differ from traditional security threats. Ultimately, this means that the end
of the Cold War did not completely eliminate the threat of nuclear war, but it did change the
order of the security threats.6 But what is particularly important in this context is the fact that
contemporary security threats should be primarily, and most of all objectively, rather than
subjectively, viewed and perceived. This is first and foremost important because their
prevalence, intensity and probability make them increasingly present in everyday social,
interstate and global connections and activities.7
Experience from counter-terrorism practices and the fight against organized crime
indicate that a large number of countries in the contemporary world have insufficient capacity
to counter terrorism and organized crime. This means that a state that is unable to ensure
optimal physical and legal security of its citizens from the attacks by terrorists and organized
crime groups has inadequate human security. The threat to human security has multiple
negative effects on national security within state borders, and in a globalized world, uncertain
national security of a country will inevitably negatively affect its environment to some extent,
threatening international security.
In contemporary conditions, organized crime and terrorism, which take on dimensions
such as general human evil, are the subject of study in a large number of social sciences and
scientific disciplines such as philosophy, sociology, social psychology, criminology, criminal
and security sciences.
From what is known, we get the impression that there are still no relevant facts,
especially concerning etiology, when discussing these large-scale negative social phenomena.
It is not a disputed fact for the social sciences that, despite being declared a fighter against
organized crime and terrorism, modern society unfortunately actually creates organized crime
and terrorism. This realization gives us the right to conclude that there are no clear attitudes
on genesis and socially individual circumstances that can develop the expansion of organized
crime and terrorism. The reason is the wrong policy in countering both negative socially
phenomena.

The relationship between organized crime and terrorism is explained in the simplest and most accurate way in a report by
the US National Advisory Commission on Criminal Justice Standards and Goals. The report explicitly states that, even
though organized criminals and terrorists share a number of common characteristics, including the types of crimes they
commit and the strict organizational structure, the activity of terrorist groups does not fall under organized crime, as it is
focused on political change.
6 In 2003, the United States and the Russian Federation still had between 7 and 8 thousand nuclear warheads, which does not
diminish the nuclear threat, at least at a theoretical level. However, a change in foreign policy imperatives, above all of these
countries, made this threat less likely.
7
Recognizing the looming dangers of the possible reflection of organized crime and terrorism on fundamental social and
human values in the United States, the then President Bill Clinton publicly acknowledged in 1996 that the fight against
international organized crime and terror was one of the fundamental national security issues in the United States.
5
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The reason is the wrong policy in suppressing both negative social phenomena.
Numerous examples from the past can confirm that the wrong measures are being
implemented to counter organized crime and terrorism. In fact, inappropriate measures
encourage and stimulate both organized crime and terrorism in contemporary conditions of
social development.
In this paper the authors analyze the context of terrorism today, its connection with
organized crime and their impact on social security. The aim of the paper is to present the
links between organized crime and terrorism, highlight potential risks and provide
recommendations for mitigating these risks. Organized crime plays an important role in the
preparation of terrorism, and the state and society must develop an effective system to
counteract these extreme phenomena in order to protect the security of society.
2. DEFINITION OF ORGANIZED CRIME AND TERRORISM
There are multiple attempts to define organized crime and terrorism, but so far, no
definition has been universally accepted because of the incomplete explanation of the concept.
Therefore, a multidisciplinary approach is needed in defining these terms. The definition of
organized crime and terrorism has been discussed at numerous scientific and political
conferences, as well as various consultations on the dangers of these phenomena, after which
a large number of conventions and documents were adopted, but without a clear and decisive
definition of those terms. There are as many definitions of these phenomena as there are
authors who study them.
2.1. Defining organized crime
Organized crime in modern times threatens the legal order and democratic institutions in
almost every country in the world. The dangers arising from this complex and specific
negative social phenomenon are not only contained in specific criminal acts. In most cases,
the consequences and dangers arising from organized crime also reflected on state decisions
in the sphere of economy or policy, that is, public activity.
Today, organized crime is the focus of interest of almost all countries and numerous
domestic and international institutions. Together, they are trying to find certain ways,
methods and means by which they can act preventively, or possibly counteract all its
manifestations. This is particularly important given the fact that, along with international
terrorism, this phenomenon is also the most serious form of threat to national and global
security. One of the fundamental reasons why individual states and international organizations
have not established an effective response to the challenges of organized crime for a long time
lies in the fact that this phenomenon is very difficult to define and determine precisely. The
multitude of different incriminations it contains, the various forms of its manifestation, and a
whole host of other features have confused the scientific and professional public. All together
resulted in not only numerous definitions, but also diametrically opposed opinions and
different theoretical understandings. After all, even today, in theory and in legislation, there is
no general consensus on what is meant by organized crime (Glavina ad Šimić Banović, 2017).
In analyzing this phenomenon, numerous theoretical studies show that the fundamental
problems are precisely in defining the very content of the term organized crime. This is why
most authors often include in organized crime forms of criminal group activities which do not
necessarily represent organized crime. The advocates of this opinion most often emphasize
that for the existence of organized crime, apart from the elements which are characteristic for
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organized crime, another element is necessary - namely, the association of the criminal
organization with the state and its institutions. The phenomenon and concept of organized
crime is dealt with by a large number of domestic and foreign authors, most often divided into
two groups. The first group consists of authors who link organized crime with the state and its
institutions, while the second group consists of authors who believe that for the existence and
activities of organized crime the existence of a criminal organization is sufficient. Such
different perceptions of organized crime today have resulted in the absence of a single and
generally accepted definition that would facilitate not only the work of young researchers and
experts, but also the quicker absorption of knowledge at the universities where this issue is
comprehensively studied. Another contributing factor to the lack of a unified definition of
organized crime is the fact that each country in its own way experiences the gravity of
organized crime, depending on the mechanisms implemented in that domain. For example,
the characteristics by which organized crime is recognized may be the same in most countries,
but this may not be necessarily true for the forms in which this phenomenon is present (Savič,
2015).
Particularly interesting is the definition of organized crime given by the Council of
Europe, according to which organized crimes involves “illegal activities carried out by a
structured group of three or more people, lasting for a longer period of time, aiming at
committing serious crimes through intimidation, abuse and corruption in order to make
financial or material gain, directly or indirectly." From these definitions, it is evident that one
of the important aspects in studying organized crime is to recognize the importance of a
period of time, that is, that organized crime is an activity intended to last as long as possible
and to keep the corruptive influence on the place and the people it affects as much as possible.
This means that there are no, or are very rare, organized criminal activities or groups that act
for a short period of time. Therefore, it can be stated that one of the specificities and main
characteristics of organized crime is the length of its duration (Šegvić, 2009).
The European Union has not accepted the model of developing a single definition of
organized crime, but has adopted a list of 11 of its characteristics, of which six should be
present in order to be able to speak about organized crime. These characteristics are: (1)
connection and cooperation of at least two persons, (2) each person has a specific task, (3) the
activity should exist for a definite or indefinite period of time, (4) the use of some form of
discipline and control, (5) the existence of suspicion of serious crime, (6) international
activity, (7) the use of violence or other methods suitable for intimidation, (8) use of
commercial or other business-like structures, (9) involvement in money laundering, (10)
influence on politics, the media, public administration, the judiciary or the economy and, (11)
motivation for gaining profit and/or power (Šegvić, 2009).
As already stated, there should be six characteristics from the list in order to be able to
talk about organized crime as viewed by the European Union. Of the six characteristics, four
are required when defining organized crime as understood by the EU, and these are the
characteristics under the numbers 1, 3, 5 and 11.
In addition to the attempt of certain international organizations to define organized crime,
many scholars and experts, especially those in the fields of law, economics and other social
sciences, have also tried to contribute to the conceptual definition of organized crime and to
arrive, as much as possible, at a holistic definition of this phenomenon. For example, Howard
Abadinsky, in his capital work "Organized crime", defines organized crime as
"nonideological enterprise involving a number of persons in close social interaction,
organized on a hierarchical basis, with at least three levels/ranks, for the purpose of securing
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profit and power by engaging in illegal and legal activities". 8 In this definition, Abadinsky
focuses on organized criminal associations that can simultaneously engage in legal activities,
such as the construction of residential and commercial buildings, the provision of utilities and
similar activities (Abadinsky, 2013).
2.2. Definition of terrorism
Recently, a study of definitions conducted by leading scholars has shown that there are
109 different definitions of terrorism. A consensual definition of terrorism has not yet been
adopted. In theory, semantic chaos prevails. Everyone uses the term, but who really
understands it? What exactly is terrorism? What causes it? Who participates in it? Should
terrorists differ in their intentions, ideologies, methods or targets? It seems that the meaning
of the term terrorism is becoming less clear the more it is used. This is partly due to the fact
that "terrorism" is a complex term in itself, but mainly because it is a subjective, extremely
burdensome, emotionally and politically charged expression whose meaning depends on the
political ideology and program and even the culture to which the person belongs. Given that
no one, group or government, wants to accept the negative consequences of the term,
"terrorism" is always something that someone else does (Prodan, 2015).
In his book „Political Terrorism“, Alex Schmid analyzes more than one hundred (109)
definitions of terrorism that have yielded 22 definition elements. Jefferey Simon points out
that as many as 212 definitions of terrorism are used worldwide, 90 of which are used by
governments of countries around the world, while Walter Laqueur, a well-known expert on
the topic of terrorism, lists more than 100 definitions (Prodan, 2015).
These data confirm the conclusion of Lronard Weiberg, Ami Pedahzui and Silvan Hirsch
- Hoeffer that there are rarely terms or concepts in contemporary political discourse so
difficult to define as is the case with terrorism (Furedi, 2009: 155).
The problem that arises from the diverse views on terrorism is an attempt to establish
some kind of nonarbitrary grounds against which to condemn brutal acts of terrorism. Yonah
Alexander proposes norms of international law as a means of distinguishing terrorism from a
“lawful war” (Alexander, 1987). Others think the key question is whether the direct target is
civilians or not. Still, others insist that the term is naturally vague and undefined (Prodan,
2015).
To define terrorism we must start from its conceptual meaning. The very word terror
means the spreading of fear, and in political terms it means an act of violence undertaken for
political ends to intimidate and mercilessly violate the resistance of one against whom
terrorist activity is undertaken. Terror means horror, dread and fear, and the use of
intimidation and political violence.
Terror and terrorism have different meanings in history and practice, above all,
differences in the form and systematic use of violence. Terror is a tightly organized power
structure which takes various measures and actions to create fear among the general public,
and terrorism, as a doctrine and method of fighting, has modest capabilities of institutional
terror. Its bearers are few groups that fight for political ends in this way. The definition of
terrorism has been given by a number of authors, out of which some are general definitions
and the other are definitions that emphasize the elements that make up and explain it. In our
view, this complex phenomenon, that is, terrorism, would be defined as a terrorist act that is
any organized or individual unlawful use of force, expressed by the use of weapons or threat
8

Available at : http://www.organized-crime.de/OCDEF1.htm
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of use of force against people or property, for extortion or intimidation, as a means of
achieving political, economic, ethnic, religious and ideological goals (Keefe, 2004).
This understanding of terrorism can be explained as: (1) organized activity and (2)
individual activity. Regardless of whether it is an organized or individual activity, an
important element is the unlawful use of force by the use of weapons. In addition, and this is
not stated, it implies the existence of fear triggered by the types of conventional and
unconventional weapons used in military and police structures of the social system. The next
element is the threat of use of force, that is, any move with a clearly expressed threat to
achieve certain goals through coercion or intimidation.
Activities undertaken in this way would constitute terrorism if they were undertaken to
achieve specific and previously designed goals that could be political, ethnic, ideological and
other in nature.
Terrorism is a specific form of social conflict. The history of human society, among other
things, has been characterized by numerous contradictions and conflicting interests between
states and interest groups or collectivities within numerous states. A good way to define
terrorism is to take into account the fact that terrorist violence is linked to social conflict as its
starting point, since any violence, including armed violence, is preceded by some form of
unarmed conflict. Terrorism is a means of political struggle, a specific form of conflict or war,
because 99% of its focus is on unarmed activities, ensuring the conditions for the successful
execution and exploitation of armed content (1%). It is a type of violence that can take place
independently, autonomously, completely apart from other types of armed conflict. All this at
the beginning of 21st century, more precisely today, facilitates the answer to the question:
who are terrorists and what is terrorism, or how to adequately define terrorism?
The experience of the brutal terrorist practice of the last twenty years, that is, the analysis
of some executed and some prevented terrorist attacks, indicates that terrorism is used as a
means of achieving political goals by individual human and social collectivities, namely: (1)
nongovernmental, nor state or sovereign, (2) transnational, not international entities, (3)
governmental, state, or sovereign (Turkalj, 2011).
Contemporary terrorism is a multidimensional political phenomenon that can be more
closely defined as a complex form of organized, individual, and less often institutional
political violence, characterized by frighteningly brutal physical and psychological methods
of political struggle. It usually occurs in times of political and economic crises, and less
frequently during political and economic stability of an individual society, systematically
trying to achieve great goals in ways that are completely inappropriate to the given
conditions.
In the contemporary world, terrorism is a political practice, and in its political and general
meaning it is the use of direct and organized violence by individuals and groups, or the state,
who are willing to use physical force, including assassinations and mass killings, as well as
harassment, to impose their will in the state and to apply psychological terror in people by
causing a collective complex of fear, apathy and insecurity in social communities.
Terrorism ”is obviously not just a word, it is also a weapon. Definitions are politically
motivated, and people use them to characterize specific individuals and groups. Speakers
routinely call their opponents terrorists to clamp down on their goals and demonize them,
while at the same time justifying their goal and any means necessary to achieve it.
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3. THE RELATIONSHIP BETWEEN ORGANIZED CRIME AND TERRORISM
AND THEIR IMPACT ON SOCIAL SECURITY
A number of terrorist organizations would not be able to function and operate without
financial resources, especially if not funded by state, and are therefore forced to engage in
various forms of organized crime such as robbery, fraud, racketeering and extortion,
kidnapping, trafficking in human beings and drugs, and the like. The common method of
terrorist organizations in raising funds is to collect revolutionary tax from businesses and
families in the ethnic base of the terrorist organization in question (Wilkinson, 2002). For
these reasons, terrorist organizations that have only ideological, religious, national and
political goals are a thing of the past, as terrorism has become a very lucrative business today.
The reasons for this are, first and foremost, of a financial nature, since the proceeds of any
link between crime and politics, including terrorism as perverted and illegal, but still politics,
are very high. In addition, actions by the international community in the area of intercepting
the flow of money to terrorist organizations from various legal funds and nongovernmental
charities have naturally caused terrorists and extremists to turn to less legal sources of
funding. When money comes from organized crime into the hands of terrorists, it is
superfluous to talk about combatting money laundering. When financial resources go from
one illegal sphere to another, such as in the case of organized crime and terrorism, no
legalization or money laundering is necessary. Dirty money, usually cash money, is today
given for dirty political activities such as terrorism, and is of course, paid directly! This
financing activities are much more difficult to track than for example the financing activities
of nongovernmental organizations or of large donations.
For example, the Kurdistan Workers' Party9, unlike in the mid-1990s, when it generated
most of its proceeds from extortion, in the first decade of the new century it secured much of
its finances from drug trafficking, which is why it was simply directed to cooperate with
criminal organizations in the Middle East that support the "Holy War" by giving Al-Qaeda
part of their goods in the form of contributions (Vukasović, 2004).
In the case of Al-Qaeda, this also means introducing a variety of methods into the
terrorist network, which, among other things, includes diamonds, counterfeits and other
valuables.
The Taliban, while in power in Afghanistan, from 1996 to 2001, in accordance with the
fundamentalist Sunni teachings, opposed the production and use of opium, which was
however still produced in small quantities. However, an example of opium production in
2008, which amounted to 8500 tons of crude drug, shows that opium production, its
processing and sale, was the main source of financing for the Taliban at the beginning of the
21st century. Therefore, we have the paradox that, while the backward Taliban were in power,
the world was more protected from the spread of heroin and in general from all kinds of hard
drugs derived from opium than nowadays, when the drug is being manufactured in
Afghanistan in huge quantities, in spite of the presence of international authorities and
institutions. The need for money has apparently also caused the most persistent religious
zealots to constantly or occasionally deviate from some religious principles so that they can
continue to carry out their terrorist activities (Simeunović, 2009).
Terrorist organizations are increasingly involved in organized crime, and organized crime
organizations are increasingly and more intensively using terrorist methods and forms, that is,
Parti Kurkare Kurdistan - PKK, was established in 1978 with the aim of uniting all Kurds and creating a Kurdish state on
the principle of "we die easily in the fight for freedom", which is disapproved of the countries where Kurds live, because this
would mean separating their territories and endangering the sovereignty and integrity of the said states.
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closer ties, interactions, synergies, and even symbiosis are being rapidly formed between
criminal and terrorist organizations, and the differences between organized crime and
terrorism are being rapidly deleted. Their interconnection, both nationally and globally,
further complicates this intricate situation. The synergy of these, initially, in terms of motives,
goals and methods, different organizations, further threatens any security and all vital social,
national and international values and interests.
Because of the aforementioned reciprocal links, terrorism is most commonly defined as a
form of organized crime. An obvious example is ETA, whose existence was supported by the
revolutionary tax they collected on a "voluntary" basis from the Basque population. All those
who refused to pay the tax were subjected to cruel violence and retaliation.
Criminal and political goals are often linked and terrorist organizations would, by logic,
become criminal organizations if they eliminated the political agenda. One reason is, by
definition, the criminal nature of terrorism itself. Another key factor can be attributed to the
need to use illegal sources of funding for criminal activity, drug trafficking, blackmail and
kidnapping. These are all activities often pursued by terrorist organizations, with the result
that, over time, the money-making outweighs the political objectives, as evidenced by a
number of royalist groups in Northern Ireland (Bilandžić, 2010).
Therefore, the link between organized crime and terrorism is not a new phenomenon, and
concerns, first and foremost, the sphere of financing and arming terrorist organizations by
organized crime, as well as the involvement of terrorist organizations themselves in criminal
activities. Thus, the ways of engaging in illegal activities are similar or the same, but the
motives are different. As already stated, the interaction between organized crime and
terrorism is deepening and the dividing line is becoming less precise and less clear (Shelley
and Picarelli, 2002). It is not uncommon to attempt to show the interdependence of organized
crime and terrorism through models and forms of manifestation of their relationship. In
principle, the links between organized crime and terrorism can manifest themselves in various
forms: associations, alliances, cooperation, symbiosis, convergence and metamorphosis
(Bovenkerk and Chakra, 2004).
Both terrorist organizations and organized crime use terror, that is, lethal violence, to
drive fear into their own members and into the community, or society in which they operate,
to suppress rivals and prevent them from reporting them to authorities and institutions
(Wilkonson, 2002).
In some parts of the world, terrorist organizations make a profit by solely through
organized crime and, above all, arms trafficking and drug trafficking. For example,
organizations such as the "Revolutionary Armed Forces of Colombia", the "Liberation Tigers
of Tamil Eelam" and "Sendero Luminoso" in Peru, used the opportunities provided by
territorial control to protect drug trafficking. One form of relation is associated with the socalled "failed states", "ruled" by disorder, the absence of the rule of law and state control.
Such societies and communities are characterized by a high level of violence, corruption and
subversion of state structures and institutions. Criminal and terrorist organizations may reside
in such areas and use them as safe locations from which to conduct their activities.
In the early 1990s, organized crime groups in Italy increased violence in society by
setting bombs in urban areas - the same as politically driven members of terrorist
organizations did. One example is the murder of an anti-mafia judge, Giovanni Falcone, who
posed a threat to the entire criminal milieu as he launched a thorough investigation into secret
accounts at Swiss banks to prove the connection between Italian politicians and businessmen
with Sicilian criminal organization operating in southern Italy - Cosa nostra (Diki, 2007).
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Two months after Falcone's liquidation, the then Prime Minister of Italy, Giuliano
Amato, commented on the bombing of Chief Prosecutor Paolo Borsalino in Palermo in July
1992 as a "war act against the state". These killings, and also the one of general Dalla Chiesa,
were acts of pure terrorism. Their aim was not to promote particular ideology, but to make the
state and its institutions, especially the police and judiciary institutions, abandon their
investigations and persecution of the mafia. It is a sad fact that, despite the courage and
sacrifice of the leading judges and police officers, the campaign against the Red Brigades in
the 1970s and 1980s was still hindered by multilevel corruption (Diki, 2007).
Some intergovernmental organizations specifically point to the link between organized
crime and terrorism. The International Convention for the Suppression of the Financing of
Terrorism, adopted on 9 December 1999 in New York, regulates the mechanisms for
preventing and detecting money laundering in connection with terrorism. 10 This Convention
provides for the obligation to incriminate terrorist financing, promoting, for the first time, a
new approach to counter terrorism globally by destroying the economic levers of power of
terrorist organizations. Article 8 of the Convention provides for the compulsory seizure of
funds that have been used or intended for the criminal offense of financing terrorism or
constitute a material gain from committing such a criminal offense. Also, in September 2001,
the United Nations Security Council adopted a resolution highlighting concerns about "close
links" between international terrorism and transnational organized crime, illegal drug
trafficking, money laundering, illegal arms trafficking, illegal movement of nuclear,
biological and other potentially deadly materials, requiring Member States to implement
measures to block and freeze terrorist assets.
Shortly after that, a group of the most developed and economically powerful countries of
the world, G8, defined recommendations against transnational crime. Member States have
given particular attention to the problem of terrorist organizations supporting their activities
with other forms of crime. Particular emphasis is placed on the links between international
terrorism and organized criminal activities, in particular money laundering, illegal drug
trafficking, illegal migration, illegal arms trafficking, etc.
At the EU level, the link between organized crime and terrorism has been pointed out,
notably by a number of normative acts and instruments, among which are three directives:
Directive 91/308/EEC on the prevention of the use of the financial system for money
laundering of 1991, Directive 2001/97/EC of 2001 amending the Directive 91/308/EEC and
Directive 2005/60/EC on the prevention of the use of the financial system for the purpose of
money laundering and terrorist financing, 2005.
These directives define, at the EU level, money laundering and terrorist financing,
regulate the rights and obligations of financial and non-financial organizations and
professions in the field of preventive activities and detection of money laundering and
terrorist financing, regulate the supervision of taxpayers and regulate the rights and
obligations of Financial Intelligence Units of member states. Of particular importance for the
development of a coordinated international response to the problems of combating money
laundering and terrorist financing is the Council of Europe Convention on Laundering,
Search, Seizure and Confiscation of the Proceeds from Crime, adopted in Warsaw in 2005,
and the Council Framework Decision on Confiscation of Crime-Related proceeds,
Instrumentalities and Property. They summarize the long-standing experience of the
international community in implementing anti-money laundering and terrorist financing
measures.
See: International Convention for the Suppression of the Financing of Terrorism, NN 16/2003. Croatia signed the
Convention on November 11 2001.
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The underdevelopment and inconsistency of the security culture standards in the majority
of the domestic and foreign scientific and professional public have contributed to the creation
of differing and even dissenting opinions on the correlations between organized crime and
terrorism. Specifically, the following opinions and views are present in practice and theory:
(1) the links between organized crime and terrorism can grow into a serious and real threat to
the security of every society, (2) the fear of the conjunction of organized crime and terrorism
is exaggerated, (3) this threat is very real, as shown by numerous examples of a temporary but
very dangerous link between drug traffickers and armed terrorist groups, (4) in such
situations, there is an indisputable link between threats to the state and threats to human
security, etc. (Smajić, 2014).
Regardless of the diversity of the views expressed, it is indisputable that there are a lot of
"points of intersection" organized crime and terrorism. The similarities of their methods are
numerous, indicating the possibility of more serious collaboration, as well as the inability of
the links between these phenomena disappearing any time soon.
What was stated clearly indicates that organized crime and terrorism cannot be viewed
separately as two independent phenomena. On the contrary, the modalities of their interaction
need to be carefully considered. This focus is important above all since both phenomena
undoubtedly take on a transnational character, characterized by a high degree of organization
and secrecy, as well as planned, deliberate and lasting action, and also obvious synergy.
Namely, there are numerous examples of criminal organizations that have used terrorist
tactics, and another form of connection is the so-called service cooperation: criminal groups,
with their links, can offer a range of illegal services to terrorist groups, such as smuggling
terrorists and weapons.
The following relationships arise from the use of various forms of violence, but also
because of the increasing misuse of modern information technologies, which are not only
directed towards committing criminal or terrorist activities, but also towards the more modern
organization of criminal and terrorist organizations through so-called network organizations.
Network organizations allow for greater flexibility and mobility, which is why terrorist and
criminal organizations and their activities have global proportions. Such links are manifested
in the exchange or rental of reliable and verified information and trusted IT professionals.
Likewise, transnationally organized crime and contemporary terrorism are also characterized
by the great financial power they have gained through diverse organized criminal activities. In
addition, they are characterized by cooperation with corrupt government officials and with
civil servants abroad (Rizman, 2004).
A significant common ground for organized crime and terrorism is the financing of
terrorist activities. Namely, the most common sources of financing terrorist activities are: (1)
criminal activities, (2) terrorism favouring states or so-called sponsors of terrorism, (3)
terorrism inclined individuals and organizations, (4) assistance from other terrorist
organizations, or a combination of these sources of funding.
To secure terrorist financing, terrorist organizations operating in some territories resort to
various forms of organized crime. Illegal trafficking in drugs, weapons and ammunition, and
more recently human trafficking and organized prostitution, are some of the most stable
sources of funding.
Terrorist organizations are interested in the acquisition of weapons of mass destruction,
so in that sense, there is illegal trafficking in nuclear materials, radioactive waste, chemical
and biological agents and other hazardous materials. Moreover, various forms of financial
fraud are evident, such as money laundering, shadow economy and other financial
malpractices through which terrorist organizations provide themselves with the necessary
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material resources. In addition to the above mentioned forms of organized crime, terrorist
organizations undertake and carry out bank armed robberies, kidnapping VIPs for ransom,
blackmail, extortion, various forms of racketeering, etc. At the same time, terrorist
organizations are using different methods to "launder" and transfer money that will be used to
fund new terrorist activities.
The cumulative effect of the destructive activity of organized crime and terrorism,
supported by other forms of threat, primarily economic and high-tech crime, certainly
outweigh the individual destructive effects of each of these threats to social security. This is
supported by the fact that organized crime and terrorism become informal centers of financial
and political power which, by abusing the official activities of legal political institutions,
organizations and intergovernmental institutions, with systemic corruption, tend to grow into
international centers of power. Finally, it should not be overlooked that organized crime is
more widespread in the world and that it is more likely that it will provide assistance and
support to terrorists, than for the cooperation to move in the opposite direction.
Given these circumstances, transnational organized crime and its activity are economic
alternatives of the poor, who are eager for political change, even if these changes come by
force. It is these factors that make it possible to develop and link organized crime and
terrorism and their negative impact on social security.
The fight against terrorism and organized crime requires cooperation and coordination
between all public and national security organizations. Due to the lack of a strong hierarchical
structure, managing a network of institutions is not similar to managing one institution. For
effective counteraction to terrorism and organized crime interorganizational trust, leadership
styles, goal convergence and organizational culture are important (Leggett, 2019).
3.1. Financing terrorism
Securing financial resources and allocating them effectively among the individual
elements of the group is crucial for the activities of terrorist groups. The financing activities in
the field of terrorism are directly linked to the costs of their survival and operation, with their
scope varying from group to group. The extent of the costs depends largely on the size of the
terrorist organization, its range of operations., and the degree of sophistication of the attack
carried out by that group.
Terrorist groups spend the raised funds for the living expenses of active members and
their salaries, the purchase or rental of facilities that serve as shelters or training sites for
members, the acquisition of weapons or parts for their makeshift production, the acquisition
of communication devices, the use of means of transport, and other activities. In addition to
the above, some terrorist groups also pay financial compensation to the families of wounded
and deceased members (Šegvić, 2009).
Since the financing of terrorist activities is not conducted openly and transparently and by
means of legal financial transactions, the information is obtained solely through the
intelligence work of the competent services and the investigative actions of the police.
Sometimes this and similar data come from the very testimony of some penitent from the
terrorist milieu.
Terrorism and organized crime are challenging issues for many governments worldwide.
The spread of globalization, the continuous increase in the possibilities of information
exchange and communication, as well as the increasingly open borders, provide more
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favorable opportunities for these organizations to carry out their illegal activities more easily
(Kapucin, Demirhan, 2019).
3.2. Acquiring funds by engaging in organized crime
After the financial measures of the anti-terrorist struggle have produced significant results
in the last ten years, Al-Qaeda, like many other terrorist groups, are increasingly turning to
organized crime to obtain the necessary financial resources.
According to what can be observed, the involvement of terrorism in organized crime, in
order to secure the necessary financial resources, follows two main directions. The first is the
direct, simple involvement of terrorist networks in organized crime: this includes armed
robbery, trafficking in drugs, weapons, ammunition, explosives and actual cases of smuggling
of radioactive material, as well as a number of underground activities for the purpose of
recycling funds, the so-called money laundering. The second, however, provides several
examples of joint action of terrorist organizations and organized crime that are primarily of a
financial nature. Likewise, organized crime, in order to achieve its basic objective, which is
the unlawful acquisition of material resources, in the last decade, does not shy away from
terrorist activities - a gangster-terrorist hybrid.
At the heart of this transformation and metamorphosis, especially of international
terrorism, is the fact that contemporary and relatively large international terrorist
organizations need more and more financial resources to ensure the functioning of
increasingly complex and sophisticated organizations. As legal flows and transfers of money
become more difficult and complicated, terrorists are increasingly turning to organized crime,
either alone or using the services of criminal organizations. This has been evidenced by a
number of reports over the past few years. Counter-terrorism experts have long stated that it is
impossible to separate the activities of terrorist organizations from organized crime in modern
times.
4. CONCLUSION
The dominant threat to security in contemporary international relations and contemporary
societies is the crisis of so-called unconventional, i.e. soft security, and its most notable
examples are organized crime, terrorism and systemic corruption, as well as ethnic and
internal conflicts.
Since terrorism has grown into a global security threat and an alarming type of violence
in the contemporary world in recent years, determining its structure, content and causes is one
of the goals of the political, legal, economic and security sciences. Terrorism is basically a
historical phenomenon, as old as the state itself, though it is often viewed as a phenomenon of
contemporary human society. However, contemporary forms of terrorism have a whole new
dimension that arises from various historical, socio-economic and political reasons, as well as
from the development of science and technology.
Crime, as a negative and specific social phenomenon, is an internal unarmed form of
threat to social security. However, organized crime, as one of its most dangerous aspects, is
increasingly taking on an international character and affects the stability and security of
societies from the outside. Organized crime, which can have different manifestations both
internally, externally or internationally, directly or indirectly endangers all values of the
society, the state and the individual. As such, organized crime, above all transnational
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organized crime, poses a contemporary security challenge, risk and threat and is therefore
identified and holds a special place in national security strategies in many countries.
For many authors, organized crime is a serious danger and poses a threat to the rule of
law and to the development of democratic values on an international scale, that is, a threat to
international peace and stability.
Although various fundamental motives and goals of organized crime and terrorism are
different, their methods and forms of action are becoming more and more alike, often
identical, and more effective. In doing so, many terrorist organizations have developed a
criminal activity as their own source of income, thus approaching similar organizations.
At the same time, similar transformation is being experienced in the opposite direction
only by organized criminal organizations, which, in addition to engaging in criminal activities
for the purpose of earning large profits, are increasingly aware of the politicization of their
activity.
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Abstract
This study explores the impact of experience on the successful outcome of business
negotiation in the safety equipment industry. The survey includes companies that manufacture
and / or distribute protective equipment in the Republic of Croatia. Protective equipment is a
necessity in the pursuit of particular occupations. The use of protective equipment is under
the supervision of the Croatian Institute for Public Health and any use must be in accordance
with EU directives. It is because of these facts that business negotiation is an important part
of the process of purchasing adequate protective equipment, and experience represents a
degree of knowledge that will accelerate that process. The methodology is based on primary
research group of 74 representatives of companies involved in business negotiations by the
manufacturer and /or distributor company of equipment for protection at work and does
business on the Croatian territory. The main objective of the research is to determine the
importance of experience and the impact of preparation on a successful business negotiation
outcome.The results of this research can be very useful for representatives of all branches of
the economy, and especially for the management and employees of manufacturers and
distributors of occupational safety equipment.
Key words: business negotiation, experience, preparation, occupational safety
1. INTRODUCTION
Targeted communication is a tool to achieve the desired outcome. The outcome of the
negotiations may depend on the level of dependence between the negotiating parties and the
experience of the negotiators. All this is the goal of reaching a quality agreement where
resources, time and energy are rationally spent and good interpersonal relations
archived.Negotiation is a skill used from the first to the last breath, and experience is gained
throughout this period. Business negotiation is the direction of communication and messaging
that aims to meet the needs when another person has control over what we need.This study
examines the impact of experience as a factor in business negotiation success and the impact
of preparation on the positive outcome of negotiations.
In today's dynamic and fast-paced world, negotiation is a key process, the outcome of
which is an agreement that will ideally be favorable to both parties. Making a deal entails a
number of issues, such as available company resources, marketing organization, and most
importantly, company capital. The final decision, of course, must be in line with the
capabilities of the company (Hercigonja, 2017: 11). Radovic (2017) states that negotiations
take place in four stages. In the first phase, the parties greet each other and with their body
language try to create an atmosphere that is conducive to negotiation. During the second
phase, the main topic of negotiation is discussed and all options are on the table. In the third
phase, they summarize the negotiation and define the agreed items, and in the last phase, the
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party analyses the archived. In addition, Radovic (2017) says that it is important to listen to
the other side, to focus on the advantages and benefits of the offer, not just the technical
characteristics. Slogar and Cigan (2012) in their research, state, "Successful negotiators are
people who have developed a feel for the new opportunities in business, are flexible and
future-oriented."
Preparation for negotiations is one of the elements of a successful outcome of the
negotiations. Kersten et al. (1988) state that the outcome of a negotiation depends on three
factors: the negotiator's skills, the behavior of the other party, and a thorough analysis of the
negotiated problem.Research clearly shows that not devoting time to planning is a
disadvantage and can consequently lead to failure (Lewicki et al., 2009). According to Liu
and Chai (2015), a negotiator should plan and prepare for negotiations because various
changes can occur during dynamic negotiations, and its task is to respond to these changes in
a timely manner.Liu and Chai (2015) also state that negotiators should devote 80% of the total
negotiation process time, to preparation. The negotiator should devote time and strategy to
defining factors such as selecting a topic of discussion, defining interests and goals,
determining the boundaries of possible solutions to reach an agreement, setting initial bids,
evaluating the other party and their culture and customs, analyzing their goals and
opportunities, and presenting your position to the other side in a clear and complete way
(Hercigonja, 2017). Successful negotiators know that it is always necessary to have a "plan
B". It is important for negotiators to evaluate the value of alternatives before negotiations, that
is, to change the course of negotiations and possible solutions if something goes wrong. The
experienced and skilled negotiator uses BATNA concept routinely in each negotiation,
assessing what the other party might offer as an alternative and to what extent and in what
way it will affect their business (Malhotra, 2004).
Communication in business negotiation refers to verbal and non-verbal communication,
and the impression will be left on the other side during business negotiation could lead to a
convincing and win-win situation. The key to communication consists of listening,
understanding and persuading the other side in the negotiation process. Reardon (1998) says
that listening increases communication competence and differentiates between active and
passive listening.The active listener is focusing and asking questions, while the passive
listener shows with his body language that he only listens in passing. To show understanding,
a negotiator should show empathy and a genuine interest in the other party (Dobrijevic 2011).
Understanding refers to understanding the other party's situation and interests, understanding
the structure of the negotiations, the goals they want to achieve, the strategies used and
ultimately, understanding the behavior within the negotiating groups. Definition of persuasion
is the ability to influence the other party's decision-making, behavior, and thinking
(Hercigonja, 2017). To convince the other party, the negotiator must tactfully make consistent
and logical claims while respecting the other party's interests. The experienced negotiator is
prepared for the negotiations, and he actively listened to the other party during the
negotiations, showed understanding and knew how to react at this crucial moment.
This paper consists of five systematically linked parts. After the introduction, the second
part of the paper outlines the psychological aspects of the experience.The third part provides
an analysis of the safety equipment industry. The fourth part presents the results of the
research. Section 5 presents the conclusions and suggestions for improving the negotiations.
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2. THE PSYCHOLOGICAL ASPECTS OF EXPERIENCE
Definition of the experience can be observed from two points of view. First, experience
can be defined as something personal, that someone lived through the event and acquired skill
by active participation. Second definition is that experience is knowledge, skill or technique,
sum of total of the conscious events that compose and individual life (Erlich, 2003). Many
authors agree that there is an advantage when negotiating with partners that have been
negotiated in the past. For example, Gulati and Sythc (2007: 69) say that longer cooperation
in the past is the key to success and that partners will be easier to work together in this case.
Malatesta (2009) states that previous collaborations will draw on knowledge and experience
that will help improve decision-making.A potential problem for this case may be the negative
experience that will make it difficult for the negotiating parties to work together. In
correlation with experience is putted an example-based interference method. This method
uses previous experiences as an example and the basis for new conclusions and solutions
while avoiding previously made mistakes (Kolodner and Simpson, 1989).
Behavioral economics is about facts and theories of market decision making. Discipline
that deals with the decision-making processes of real people, which often contain deficiencies
in knowledge, availability of time and information, or cognitive decision-making skills
(Polsek and Bokulic, 2013). Many business negotiation theorists have been trying to discover
the secret since 1980, or as Brazerman and Malhotra (2008) state in their research, the "black
box" of the negotiation process, ignoring one important element, namely interpersonal
influence. According to Brazerman and Malhotra (2008), the definition of psychological
influence refers to the intention to positively influence the behavior of the other party to a
given idea or proposal without changing the incentive or objective set of information (means)
of the other party.The study of behavioral decisions has its roots in the perspective of bounded
rationality (Simon, 1976). This perspective assumes that individuals try to act rationally but
are limited in their ability to achieve high standards of rationality and instead make decisions
that are inconsistent, inefficient, and based on normatively invalid information (Brazerman
and Malhotra, 2008). According to Wertheim (2000), every negotiation involves two levels:
the rational decision-making process and the psychological process that includes
emotions.The outcome of the negotiations depends almost equally on these two factors.When
experience and behavior are correlated, the authors point out that negative behaviors have a
stronger effect on cognitive abilities and emotions and thus can lead to negative
outcomes.Negative information often has a significantly greater impact on behavior than
positive information (Rempell et al., 2001; 51).
Experienced negotiators are successful negotiators. According to Lewicki et al.
(Hercigonja 2017), the qualities of successful negotiators are honesty and integrity, an
abundance mentality, maturity, system orientation, superior listening skills.Skilled negotiators
consider a wider range of possible procedures and solutions to the situation during planning,
trying to find a common language with the other party, spending more time projecting and
considering potential long-term problems, and often determining the extent to which an
acceptable agreement is found (Lewicki et al., 2009: 102-103).
Mistakes that occur in business bargaining can often be banal. In their book Brazerman
and Moore (2009), the biggest mistake that can be made during negotiations is that it often
happens that one of the negotiating parties achieves what they wanted and stopped at that
moment, although there was room for even greater success. Shonk (2019) points out that the
five most common mistakes made in the negotiation process are not thorough preparation for
negotiation focus on competition instead of collaboration, failures when using cognitive
shortcuts, letting go of emotions, and ethical shortcuts.In his study of the impact of experience
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and inexperience on the outcome of business negotiation, Thompson (1990) stated that
experienced negotiators tend to make higher payments than less experienced colleagues do,
and that people often fail to reach easily accessible and mutually beneficial agreements, but
often agree to less satisfactory alternatives. Steinel et al. (2007) explore the impact of
experience and advice on performance and the negotiation process.They conclude that
negotiators are often self-centered and do not accept the advice of others or listen to advice,
but ultimately act on their own.
3. ANALYSIS OF THE PROTECTIVE EQUIPMENT INDUSTRY
Protective equipment is specific because there are differences in jobs, for example, an
electrician and a height worker will not have the same prescribed occupational safety
equipment as a chef or construction site worker (Business Journal 2015). According to the
Croatian Institute of Public Health - Occupational Health, all personal protective equipment
required for work is obliged by the employer to enable its employees who are indebted to it at
the beginning of their employment relationship and to hand in at the end of their employment
relationship (CIPH 2019). Since 2013, the production and use of protective equipment has
been harmonized with EU directives.
Table 1. Number of companies producing safety equipment
European Union 28
Belgium
Bulgaria
Czech Republic
Denmark
Germany (until 1990 former
territory of the FRG)
Estonia
Ireland
Greece
Spain
France
Croatia
Italy
Cyprus
Latvia
Lithuania
Luxembourg
Hungary
Malta
Netherlands
Austria
Poland
Portugal
Romania
Slovenia
Slovakia
Finland
Sweden
United Kingdom

Source: Eurostat, 2019.

2009

2010

48
320

2011
5.315

282

269

16

13

12

12

10

9

2015
4.869
13
272
714
7

176

156

133

112

113

107

116

140

60
31
258
332
132
82
722
12
70
96
0
232

62
33
230
298
137
106
703
13
70
80
0
228

62
25
753
260
422
53
63
46
54
270

62
23
766
229
356
52
227
41
49
243

62
36
215
292
174
107
694
14
63
75
0
223
0
64
20
845
233
314
39
205
41
51
218

60
32
275
296
169
101
689
12
80
76
0
214
0
61
16
803
225
312
44
175
41
49
218

70
29
224
220
186
96
698
13
79
73
0
210
0
68
15
746
223
330
39
179
39
50
249

71
27
180
181
64
89
647
13
78
70
0
225
0
70
14
808
216
333
39
154
33
51
262

70
26
177
314
75
90
632
13
82
72
0
222
0
76
14
786
232
318
37
147
33
47
284

68
25
173
323
67
89
600
13
82
96
0
228
0
78
15
799
224
315
34
144
31
45
347

318

2012
5.213
22
274

2013
5.029
14
283

2014
4.762
11
268

2016
4.904
14
253
694
7

2017
16
247
635

63
30
165
318
52
88
586
13
79
92
0
233
0
83
14
801
233
323
34
143
31
51

303

The T-pot project, sponsored by EU institutions, ran from 2009 to 2012 and aimed to
bring together the science and textile industries to improve the scientific and research
structure in the area of business and science. It was reported that in 2006 there were 850
textile trades in Croatia and only 250-280 textile trades in 2012 (Ban 2012).
Table 1 shows the number of companies engaged in the production of occupational safety
equipment in the European Union. The largest number of companies, 801 of them is present
in Poland. The second largest number of companies producing protective equipment is in the
Czech Republic, 635 of them, and the third highest number of companies is in Italy, 586 of
them. Luxembourg and Malta do not have companies in their territory producing occupational
safety equipment. There are currently 88 companies operating in Croatia for the production of
safety equipment.
Table 2. Number of employees in the sector of production of safety equipment
European
Union - 28
countries
Poland
Romania
Bulgaria
Czech
Republic
Italy
Croatia

2009

11.431
5.011
5.349
3.628
869

Source: Eurostat, 2019.

2010

11.408
4.605
4.858
3.303
1.502

2011

2012

2013

2014

2015

2016

55.418

54.538

52.903

51.093

51.560

52.881

11.485
5.433
5.503

11.047
5.567
5.309

10.610
5.639
5.154

10.895
5.582
4.889

10.968
5.664
4.904

11.095
5.574
4.843

11.225
5.522
4.793

3.582

3.587

3.597

3.132
1.252

3.122
1.335

3.056
1.322

3.295
1.563

3.415
1.533

3.220
1.153

2.963
1.178

2017

Table 2 shows the number of employees in the protective equipment sector in the
European Union. The highest number of employees in 2017 is in Poland, 11,225 people,
Romania, 5,522 people, Bulgaria 4,793 people, in the Czech Republic 3,597 people and in
Italy 3,056 people. In Croatia, 1,322 people are employed in the safety equipment sector.
Figure 1. Production value of protective equipment in EU-28, millions of euros
600,0
500,0
400,0
300,0
200,0
100,0
0,0

Source: Eurostat, 2019.
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Figure 1 shows the production value of work safety equipment in millions of euros. The
highest value of production in 2017 have France and Italy, which together produce 1,046.4
million euros. They are followed by Poland with 289.5 million euros, Spain with 201.7
million euros and Belgium with 107.2 million euros. In 2017, Croatia had a production value
of 37.5 million euros. The smallest production have Cyprus and Ireland.
Table 3. Value of imported personal protective equipment in 2016
Importers
World
United States of
America
Germany
France
United Kingdom
Italy
Japan
Belgium
Hong Kong, China
Netherlands
Spain
China
Source: Quora, 2017.

Values imported in 2016
(USD thousands)
128.261.233
26.552.471
11.230.263
7.396.064
6.667.499
6.117.140
5.412.752
4.003.767
3.558.520
3.443.327
3.316.708
3.054.525

Table 3 shows the value of imported personal protective equipment in2016. The biggest
importer of personal protective equipment is USA. In the top ten importing countries are
seven European countries. China is on 11th place (Bhardwaj, 2017).
4. THE RESULTS
This chapter presents the results of a survey conducted on 74 companies that manufacture
and/or distribute protective equipment. Enterprises manufacturing and/or distributing
occupational safety equipment are generally small or micro-enterprises employing up to a
maximum of 50 employees operating throughout Croatia. Most companies surveyed,
according to Fina Info (2019), begin to record revenue growth between 2013 and 2016, after
the Economic Crisis, which began in 2008.
The purpose of this research is to confirm that experience is a factor in the success of
business negotiations in the safety equipment industry. Respondents who participated in this
research work in companies that manufacture and/or distribute personal protective equipment
and participate in business negotiations as representatives of their company. The examination
procedure was conducted from June to September 2019, and 74 respondents completed the
survey. The survey questionnaire was sent online to the e-mail addresses of 168 personal
protective equipment manufacturing companies and/or distributors, consisting of 16 multiplechoice and rating questions. It is important to note that the results of this research can be used
for business decision-making purposes to draw attention to the importance of business
negotiation experience and to identify opportunities for improving employee negotiation
skills.
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Table 4. Demographic characteristics of respondents
Sex
Frequency
Percent (%)
Male
42
57
Female
32
43
Age
20-30 years
11
15
31-40 years
26
35
41-50 years
24
32
51-60years
13
18
Years of experience in business negotiation
Up to 5 years of experience
20
27
6 – 10 years pf experience
20
27
11 - 15 years pf experience
15
20
16 - 20 years pf experience
12
16
21 and more years of experience
7
10
Source: Prepared by the author.
Table 4 shows the structure of respondents by gender. According to statistics from the
Croatian Employers Association and Deloitta (Business Journal 2019) from 2018, the number
of women in managerial positions in companies is below 19%. According to a survey of 74
respondents, 57% of men and 43% of women responded. Based on the results, it can be
concluded that the number of employed women in senior positions in the safety equipment
industry is twice the average.
In addition, table shows the age structure of the respondents. Table reads that most of the
respondents are between 31 and 50 years old. Most employees are between 31 and 40, 26 of
them. Interesting fact is also that less employees are between the age of 20 and 30 years old,
11 of the respondents, andbetween 51 and 60 years old, 13 of the respondents.
In the third part, table shows shows how many years the respondents have been active
negotiators. Active negotiators participate in the negotiations and make decisions. The largest
number of respondents have up to five years of experience or between 6 and 10 years of
experience, they make together 54% of the respondents. 20% of the respondents have
between 11 and 15 years of experience, 16% of the respondents have between 16 and 20 years
of experience and 10% of the respondents have more than 20 years of experience in business
negotiation.
Figure 2. Status of the respondents in the company
Chief Manager - CEO (highest level of
responsibility)

15%

Assistant to the Chief Executive Officer

47%

27%

In charge for more levels of the business

11%

In charge for one of the business levels

Source: Prepared by the author.
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Figure 2 shows the status of respondents in the company, or how much responsibility
they bear in the company. The largest number of respondents, 47% of them, have the role of
general manager and have the highest level of responsibility. The second largest proportion of
respondents, 27% of them are in charge of multiple departments of business. 15% of the
respondents were in charge of one of the business departments, and 11% respondents
indicated that they were working as Assistant General Managers.
Figure 3. Respondents’ acquisition of negotiation skills

12%

11%
Education in the Enterprise

15%

Formal Knowledge / Faculty Education
Experience

62%

Non-formal education / self-learning

Source: Prepared by the author.
Figure 3 illustrates how respondents acquired their negotiation skills. 62% of the
respondents stated that they had acquired their skills through experience. 15% of the
respondents gained their negotiation skills through formal college education, 12% of the
respondents stated that they acquired their negotiation skills through non-formal, self-directed
learning, and 11% of the respondents stated that they gained experience in company training.
By repeating actions, repeating negotiations; you gain experience that may be more important
than any formal education. 62% of respondents stated that they have gained their negotiation
skills through experience and it can be concluded that experience has a significant impact on
the business negotiation in the safety equipment industry.
Figure 4. Preparation of respondents before meeting that provides for business negotiation

8%

Yes

92%

No

Source: Prepared by the author.
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Experience teaches that preparation requires negotiation, and some authors state that
preparation is half a success. 92% of the respondents stated that they were preparing before
each negotiation. The fact that they are preparing means that they try to know the other party
before the meeting, project the wishes of the other party, and are ready to act. Only 8% of the
respondents indicated that they were not preparing for business negotiations. The analysis of
individual responses concludes employees who have acquired their skills mainly through
experience, they are over 35 years of age and they are preparing for meetings, but not for each
one.
Figure 5. Respondents’ duration of preparation for business negotiation
1%
Less than an hour

37%

Few hours

47%

Couple of days
0%

Depending on the situation

15%

I'm not preparing at all

Source: Prepared by the author.
Figure 5 shows how much time employees spend preparing for business negotiation. The
largest number of respondents, 47% of them, say they are preparing for negotiations
depending on the situation, i.e. whether they are negotiating with new clients or suppliers or
already known associates. 37% of the respondents indicated that they were preparing for
business negotiation in less than an hour. 15% of the respondents confirmed that they were
preparing for the negotiations within a few hours, and 1% of the respondents stated that they
were not preparing for business negotiations at all. None of the respondents indicated that
they were preparing for the negotiations for several days. Given that a large percentage of
respondents answered that they gained experience in business negotiation, it can be concluded
that the answer "depending on the situation" to this question was expected.
Figure 6. Preparation for the negotiation

34%

In team
Individualy

66%

Source: Prepared by the author.
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Negotiations can be prepared in teams or individually, depending on the importance of
the negotiations and the number of negotiators on the team. Figure 6 shows whether the
negotiators are preparing in a team or as an individual for the negotiations. 66% respondents
stated that they prepare for negotiations individually, and 34% of them stated that they
prepare in a team-based manner.Given that they are micro or small enterprises with up to 50
employees, mostly individual preparation is the expected data.
Figure 7. Number of members in negotiation team
11%
0%
1 - 2 persons
3 - 4 persons
5 or more people

89%

Source: Prepared by the author.
Micro and small businesses with a maximum of 50 employees work in the safety
equipment industry. Figure 7 shows how many people the interviewee teams of respondents
consist of. 89% of the respondents stated that their negotiation team consists of 1-2 persons,
while 11% of the respondents indicated that their negotiation teams consist of 3-4 persons. It
can be concluded that the size of the negotiation team corresponds to the number of
employees in the companies engaged in the production of protective equipment.The
negotiating team generally consists of the general manager and his assistant or the person in
charge of a particular department.
Figure 8. Frequency of bargaining in the sample
12%

3%
26%

1-2 times a month
3 or more times a month
3 or more times in 6 months

59%

3 or more times a year

Source: Prepared by the author.
It has been stated previously that repetition of actions is the basis for gaining experience.
Figure 8 shows how often respondents in the safety equipment industry negotiate. 59% of the
respondents indicated that they negotiate three or more times a month. The Latin saying says
repetition is the mother of knowledge, which can definitely be deduced from this answer. 26%
respondents indicated that they negotiate 1-2 times a month, 12% respondents indicated that
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they negotiate 3 or more times in 6 months, and 3% of the respondents indicated that they
negotiate only 3 or more times a year. Experienced workers very often negotiate successfully.
From this figure, it can be concluded that the experience is built by repetition and that was
confirmed by 59% of the respondents.
Figure 9. Respondents’ role in negotiation team
Leader of the negotiating team

36%

A positive person who expresses sympathy and
understanding for the other side

37%

0%
8%

Negative person who reviews argument putted out by
other side and tries to discover their weaknesses

19%

A hard-liner who approaches everything as a problem
and all attitudes of the other side looks as
complicated
A Cleaner who collects all expressed views and gives
suggestions to get out of the blind street in
negotiations

Source: Prepared by the author.
In the case of a multi-person negotiation team, it can be clearly discerned what role the
negotiator plays in the team. Figure 9 shows the role of the negotiator in the negotiation team.
Although most of the respondents answered that their teams consist of a maximum of 1-2
persons, the relevance here is read by the fact that one negotiator has more than one role in the
negotiations, and here he has chosen a more dominant one. The majority of respondents, 37%
of them, say that they are the leaders of the negotiation team, which gives them weight in
decision-making and authority in the team, and 36% of the respondents say they are cleaners
who try to take into account all the views expressed in order to achieve a positive result. The
third most common answer of the respondents, 19% of them, is that they try to be positive and
show sympathy for the other side. 8% respondents stated that they are bad guys in
negotiations and approach to everything as a potential problem. None of the respondents
answered that he or she was a hard-liner in the negotiations. It can be concluded that the
respondents often show authority and positives to achieve a win-win outcome in the
negotiations.
Figure 10. Respondents’ ease of recognizing the situation in business bargaining
54,05%

24,32%

20,27%
0,00%

1,35%

1

2

3

4

5

Source: Prepared by the author.
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Figure 10 shows how easily the respondents recognize the business negotiation situation
and are prepared to react to turn it around in their favor. It was asked to rate on a linear scale
from 1 to 5 how easily they recognize the situation and react. 54,05% of respondents rated
their readiness with a rating of 5, and 24,32% respondents rated their readiness with a rating
of 4. 20,27% of respondents rated their readiness with a rating of 3. None of the respondents
rated their readiness with a grade of 1.
Figure 11. Attitude of respondents about ease of negotiating

31%

When the negotiation points are pre-defined

50%

When the order is determined at the beginning
of the meeting

19%

The order does not have to be determined at all

Source: Prepared by the author.
When negotiation points are predefined, tactics must be prepared accordingly. Depending
on the negotiator's flexibility and preparation, the points may be defined at the beginning of
the meeting or may not be defined at all.
Figure 11 shows the extent to which negotiators are willing to negotiate and how much
the other party may be surprised during the negotiations. The largest number of respondents,
50% of them, said that the order did not have to be determined at all, and 19% said that it was
most appropriate for them when the order was established at the beginning of the meeting.It
can be concluded that they are experienced negotiators who are prepared for the various
problems that may occur on the way to achieving the goal. 31% of respondents declared
themselves fit when negotiation points were predefined.
Figure 12. Respondents’ attitude about negotiating in team

19%

I am always in the team with the same people
26%
The team is changing depending on whether
we negotiate with the new clients / suppliers
are / extending the contract

55%

In any case, we are trying to instruct new
members of the team to attend negotiations
for gaining experience

Source: Prepared by the author.
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Figure 12 shows what the negotiating team looks like. The majority of respondents, 55%
of them, say the negotiating team changes depending on whether they are new clients,
suppliers or contract extensions. The fact is that depending on the importance of the
negotiated contract, the team will be made up of different people, more or less experienced.
26% of respondents answered that they are always on a team with the same people. It can be
concluded that they trust people and make a good team. 19% of respondents said that they
were trying in each case to send new team members to attend the negotiations in order to gain
experience and an idea of the negotiations. Experienced management recognizes the
importance of negotiations for business success and seeks to guide new team members to the
negotiations.
Figure 13. Duration of negotiations
Less than an hour

36%
0%
4%

18%

Several hours
Couple of days

42%

Few weeks
Depends on the situation
(importance)

Source: Prepared by the author.
Figure 13 shows how long the individual negotiations of the respondents take. The largest
number of respondents, 42% of them, said the negotiations lasted several hours. 36% of
respondents said that the duration of the negotiations depends on the situation, i.e. the
importance of the negotiations. 18% of respondents indicated that the negotiations took less
than an hour.
Respondents who answered the question of how long the negotiations lasted for less than
an hour often prepared less than an hour or depending on the situation. It can be concluded
that these respondents are more experienced and knowledgeable in the business of the
company and have a clear ultimate goal.
Figure 14. Result of negotiations
1%
15%0%

Win-win
Win-lose
Lose-win

84%

Lose-lose

Source: Prepared by the author.
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Experienced management and experienced negotiators will agree that a win-win situation
is the best option. A win-win situation may mean that the satisfaction of both parties may
result in renegotiation to extend the contract and further successful business. 84% of
respondents indicated that the win-win situation was the most common outcome of their
negotiations. 15% of respondents said that their negotiations result in a win-lose situation, and
one respondent stated that the most common solution to the negotiations in which they are
involved is lose-lose.By analyzing individual responses, it can be concluded that part of the
negotiators, although they have gained their skills through experience, ignoring preparation
and team preparation take longer to achieve a win-win result.
5. CONCLUSION
The protective equipment industry has been changing over the past 10 years. By 2010,
the safety equipment industry was growing. During the Economic crisis, between 2010 and
2012, there were significant reductions in the number of enterprises, and consequently a
decrease in the number of employees and the value of production. The aim of this research
was to determine the impact of experience on business negotiation, that is, how negotiation
skills and preparation affect the outcome of business negotiation. The research revealed that
experience and preparation have an impact on the successful outcome of a business
negotiation and archiving win-win situation. It is precisely the negotiators with these
negotiation skills who represent the success of the company.
Several factors need to be considered to evaluate the impact of experience on the business
negotiation outcome of the safety equipment industry. Negotiating in the safety equipment
industry is not just classic bargaining at the table, two parties agreeing. Consideration should
also be given to the fact that initial offers are sent by mail, and additional information that is
required before the meeting, is arranged by telephone if necessary.
Experience, on the other hand, is something that is created, by repeating actions or
observing.With a need to analyze the achieved in previous negotiations, the course of the
negotiations and to take into account the personal perception of the other side.Such analytics
produce results that indicate the positive and negative sides of the negotiation process and
create experience that will improve the outcome of future negotiations.
In the safety equipment industry, most products are sold directly to customers. In such
circumstances, the negotiators representing their company are required to know every
segment of the business.Negotiators need to be knowledgeable about manufacturing, be
familiar with the other party and have the best skills to achieve the goal, which is to sell their
product. Enterprises producing protective equipment in Croatia are categorized mainly as
micro and small enterprises, where the manager has the greatest responsibility. The general
manager, with another member, represents the company and their task is to sell the product,
and they need negotiation skills, knowledge of the negotiation process, the ability to identify
how the other party is thinking and what their next move is. This is precisely what is gained
through experience.
Respondents over the age of 35 stated that they had acquired their negotiation skills
through experience, and that younger respondents had obtained formal college or company
education. By comparative analysis of the answers, there are several interesting conclusions.
62% of the total respondents stated that they had acquired their negotiation skills through
experience.In negotiation, preparation plays an important role in experience. 95.65% of those
polled, who said that experience was the primary way they acquired negotiating skills, said

328

313

they were preparing before the negotiations. Preparation problems can arise in individual
preparation, which is a very common occurrence in the safety equipment industry. The ideal
outcome of a negotiation can happen when team members act simultaneously. 76.09% of the
respondents who have gained their negotiation skills by experience are preparing to negotiate
individually.Individual negotiations are not the basis for the ideal because in some cases team
members are just getting into the business and do not know or are not sure how to respond in
a timely manner. Frequent negotiations and analysis of what has been achieved and the
process, on the other hand, can resolve this. 63.04% of respondents indicated that they
negotiate 3 or more times a month, and 17.39% of respondents indicated that they negotiate 1
to 2 times a month. It is in this way that one gets the most experience by participating in the
negotiation process .It does not matter to experienced negotiators what order will be
negotiated, and this is supported by the fact that 67.39% of respondents stated that the order
of negotiations does not have to be determined at all.Negotiators with experience have
prepared and taken into account all the factors during the negotiations leading the discussion
that most often leads to a win-win outcome of the negotiations. 86.96% of respondents stated
that the most common result of their negotiations was win-win, and 13.04% of respondents
indicated that the most common result was a win-lose situation.
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Abstract
Business services are the most dynamic sector in the global economy today. The
complexity of business environment put the companies in situation that they expand the range
of knowledge-based services in their operation. Therefore, traditional business models are
not successful in this dynamic environment. In order to focus on their core processes,
companies are increasingly using outsourcing strategy. This strategy is widely accepted in
manufacturing processes, but it is expanding to business services as well. This paper reviews
theoretical approaches used to explain the role of outsourcing in business services and
provides an insight into the existing business service outsourcing practices in Croatian
companies. The purpose of the paper is to provide the foundation to future business service
outsourcing in Croatia and to examine current practices using empirical research. The
results of this study revealed that business service outsourcing has a great development
potential in Croatian companies.
Key words: business services, outsourcing, offshore outsourcing, Croatia
1. INTRODUCTION
Companies operate in very dynamic and uncertain environment today. Global
competition is rapidly increasing, and customers’ expectations are higher. Thus, traditional
business models cannot successfully respond to these challenges and companies have to seek
for new strategies to achieve competitiveness. One strategy that helps companies to deal with
emerging challenges is outsourcing. Outsourcing is a strategy in which companies focus on
their core business activities, and leave supporting activities to external companies that will
do these tasks faster, better, and cheaper.
The complexity of business environment led to increased use of technologies and
production of more complex products and services. Accordingly, companies need more
supporting services to manage their operations. Outsourcing have expanded to a range of
knowledge-intensive business services such as IT applications, finance and accounting,
engineering and R&D, human resources and contact or call centres (Massini and Marcella,
2010). The current wave of outsourcing of business services includes less internationalised
companies and small and medium-sized firms who are going offshore not only to access new
markets, but for cost saving opportunities and accessing relatively less costly talent (Lewin et
al., 2009).
When deciding on outsourcing business process, companies should consider location
distance and governance model. This choice is the result of complex set of interactions
between a number of variables such as transaction costs, client outsourcing capability,
government policy, and labour costs (Gerbl et al., 2015: 516). Therefore, it is important to
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understand how are these variables interconnected and decide on best outsourcing model for
the company.
The purpose of this paper is to provide foundation to future outsourcing research in
Croatia by reviewing theoretical approaches that can be applied to explain the role of
outsourcing and to provide insight into the existing outsourcing practices of Croatian
companies by initial empirical research. Firstly, the definition and rationales for using
outsourcing strategy is explained using literature review and analysis. The emphasis is on
rationales for using outsourcing and challenges that outsourcing strategy brings to the
companies. The second part of the paper addresses research approach and methods. Finally,
research results are presented to determine how often Croatian companies use business
service outsourcing and what benefits and challenges this strategy has brought them.
2. LITERATURE REVIEW
2.1. Definition and theoretical approaches
Outsourcing is business strategy that creates long-term partnership with external partners
who take over some supporting activities in order to focus on company’s core strategic
activities. Outsourcing implies externalization of some activities or whole business processes
(Pavić, 2016). Company decides to outsource based on partner’s key capabilities (Kolaković,
2006) that ensures cost reduction or enhanced quality of the outcomes (Grubišić Šeba, 2014).
Process of choosing outsourcing partner is long-term and it usually consist of five phases
that are not universal and should be adapted according to specific circumstances of a company
(McIvor, 2005). The process starts with determining the need for outsourcing and decide if
outsourcing strategy fits to the company’s strategy. If that is the case, the company goes to
second phase where it defines needed qualifications and assessment criteria. After
examination of potential outsourcing partners’ offers, company eliminates supplier who don’t
fulfil all criteria, until it selects one outsourcing partner. Furthermore, company negotiates
with selected outsourcing partner about the topics that will be part of the outsourcing contract
in order to achieve satisfactory conditions for both parties. Next is implementation phase in
which outsourcing partner takes over employees, equipment and other assets that were part of
the company. In order to accomplish the project both sides should participate and cooperate. It
is equally important to conduct often control and monitoring to avoid problems and manage
risks before its realization. However, when deal is in place, a company should not intervene in
outsourcing partner’s independence and the manner of performing outsourcing activity.
Compared to early outsourcing models from 1970s, current outsourcing practices differ in
several ways (Willcocks et al., 2017: 27):
 Larger companies are outsourcing although there is evidence that in the current
environment size does not affect the outsourcing decision.
 A greater range and depth of services are being outsourced.
 Service providers are accepting more responsibility and risk.
 The nature of relationship with the service provider is evolving and in many cases is a
partnership.
 Information technology intensity and complexity is higher, giving more companies the
option of outsourcing in a competitive provider market.
In order to understand the growing trend towards business process outsourcing, its
application within some most popular theories are described. These are (Willcocks et al.,
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2017): resource-based theory (RBT), resource dependence theory (RDT), transaction cost
theory (TCT), and agent cost theory (ACT).
RBT analyses competitive advantage from the perspective of companies productive
resources. It can occur in situation of company’s resource heterogeneity (company’s resources
and their combination within company) and resource immobility (inability of competing
companies to obtain resources from other firms). According to RBT, outsourcing is a strategic
decision which can be used to fill gaps in the firm’s resources and capabilities.
RDT focuses on the external environment of a company and argues that all organizations
find themselves dependent on some elements in their external environments. Accordingly,
resource-dependence approach to strategic management argues that organizations adopt
strategies to secure access to critical resources to stabilize relations with the environment, and
to enable survival. In RDT outsourcing provides a framework for examining dimensions of
task environments that may determine the company’s dimensions of resources. These
dimensions of resources then determine an organization’s decision to outsource its functions.
Outsourcing strategy is composed of different degrees of dependence of one organization on
another in order to obtain critical resources which are not available internally.
According to TCT organization of economic activity depends on balancing production
economics, such as scale, against the cost of transacting. Transactions are exchanges of goods
or services between economic actors inside and/or outside the organization. Therefore,
company’s success depends on efficient transaction management. Essential choice for the
company is between using an outsourcing service provider and providing in-house services.
Outsourcing leads to smaller production cost due to the economies of scale that a service
provider enjoys and generally leads to higher transaction costs arising from negotiating,
monitoring and enforcing contracts.
ACT examines the reasons for principal-agent relationships and the problems inherent to
them. The focus of the ACT is on determining the most efficient contract that governs the
relationship between a principal and an agent. Outsourcing decision is then related to the
agency costs that are sum of monitoring costs by the principal, the bonding costs by the agent,
and the residual loss of the principal.
To conclude, general model for studying outsourcing should include all four elements:
gaps in company’s capabilities, resource dimensions, transaction costs, and agency costs.
Decision on ownership consolidation, outsourcing and cooperative supply depends on the
potential economies of integration, the initial resource positions, and the transaction costs in
transferring the services of the resource. Outsourcing strategy is adopted where the
transaction costs of accessing the resources are low relative to the savings from scale
economies, and the risks of dependence are low (Willcocks et al., 2017: 43).
2.2.

Development of business service outsourcing

Business services are services that are provided to other businesses rather than directly to
customers (Wirtz et al., 2015). Business services include: (1) different knowledge-intensive
and creative professional services such as: legal, consulting, R&D, design, accountancy, (2)
IT and technology-intensive services such as: data processing, database activities, (3)
financial services, human resources, operational support services. Business service sector is
very dynamic. It is the fastest growing segment in the world economy.
Most of the previous studies analysed manufacturing outsourcing, and business services
outsourcing is relatively novel topic. One of the first studies that draw a distinction between
manufacturing outsourcing and business services outsourcing is Saco and Tierney (2005).
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They analysed traditional vertical disintegration of the production of inputs that go into a
company’s final products or services, and the unbundling of corporate functions accompanied
by further decentralization of services in an outside supplier of services. They argue that first
concept is an operational decision made at the factory or divisional level, and second is
connected to the shareholder value that occurs when companies are undergoing restructuring
of corporate functions. In traditional vertical disintegration, suppliers expand through the
exploitation of economies of scale across a broad consumer base. In outsourcing involving
corporate function unbundling, corporate functions in human resources, IT, finance and
accounting, procurement and logistics may be downsized and sold to service providers that
have developed specific know how that can be applied to clients in a broad range of industrial
services. Suppliers expand through the exploitation of economies of scale and scope and
cross-sectional learning without facing direct competition (Massini and Marcella, 2010: 26).
The current wave of business services outsourcing cannot be considered as vertical
integration. Instead, it is rebounding of administrative functions or processes that are carried
out by a third party.
Figure 1. Business models in the outsourcing and offshore services industry

Source: Wirtz et al. (2015: 10).
Figure 1 presents business models in the outsourcing and offshore services industry. First
step in developing business model is domestic shared services where companies decide on
centralization of processes, people and assets within the company and home country. The
company may decide to offshore business services (arrow 4) to some international location
that provide more cost effectiveness. However, if company decides to apply outsourcing
strategy it may find domestic outsourcing partner (arrow 1) or international outsourcing
partner (arrow 3). Sometimes, company can decide to switch the service provision from a
foreign affiliate to a foreign-owned supplier (arrow 5), often involving the sale of foreign
affiliates to local firms.
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Service sector in general, and business services in particular, play an important role in
raising the productivity of the manufacturing sector and other sectors in a globalized postindustrial economy. Business services are especially important because they provide key
intermediate inputs to manufacturing and other sectors, such as information and
communication technologies, logistics and supply chain services, finance, legal services,
human resource and marketing services (Wirtz et al., 2015).
2.3. Benefits and challenges of outsourcing
When deciding on outsourcing strategy, companies need to decide about location distance
and governance model choice. Outsourcing strategy might include only nearby outsourcing or
international outsourcing. International outsourcing is more complex strategy where company
have to conduct more detailed analysis of business environment while choosing outsourcing
partner. According to Gerbl et al. (2015) companies will decide on outsourcing strategy
considering a complex set of interactions between a number of variables, including
transaction costs, client outsourcing capability, government policy, and labour costs. Lacity
and Willcocks (2013) pointed out that business process outsourcing providers should
incentivize innovation. Although they do not have incentives to develop innovations to
improve their own revenue or margins they need them to focus on the client’s performance.
There are many reasons for choosing outsourcing strategy, and the most important are:
cost reductions, increased effectiveness as a result of specialization in certain activities,
shortening the time of doing activities, approach to new markets and business opportunities
using business network of outsourcing partner, increase in service value, and customer
satisfaction (Pavić, 2012).
With all benefits of outsourcing, there are some risks connected to the processes of
choosing and using this business strategy. The most often risks are (Brown & Wilson, 2005):
losing control over some business processes, risk of poor quality arising from poor
performance of outsourcing partner, and finally lowering reputation of a company because of
poor results of outsourced processes. Moreover, the increase in costs may occur as a result of
extensive process of selecting outsourcing partner, or the need to monitor and control
outsourcing partner’s operation.
3. RESEARCH RESULTS
After reviewing theoretical approaches that can be applied to explain the role of
outsourcing in business service industry, the aim of the empirical research is to provide
insight into the existing outsourcing practices of Croatian companies. The research results are
presented to determine how often Croatian companies use business service outsourcing and
what benefits and challenges this strategy has brought them.
3.1. Method
This paper analyses the use of business services outsourcing by Croatian companies. The
aim was to determine what are the criteria for selecting outsourcing partner and how are they
satisfied with received service. The companies were contacted by phone, followed by email
with link on the survey. The research has been conducted using online survey. Stratified
sample has been used to capture production and service companies, and to include both SMEs
and large companies. The respondents were managers responsible for business services and/or
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outsourcing. Sample consists of 100 companies from Croatia, and 39 of them completed the
questionnaire. From 39 companies, 25 were small, 10 medium and 4 large companies.
Proportions are presented in figure 2.
Figure 2. Surveyed companies by size

Source: empirical research results.
Survey has been divided in two parts, first were questions for companies that outsource
their business services, and second for companies that don’t use outsourcing. Survey
consisted of multiple-choice questions based on Likert’s scale from one to five. Survey results
were analyzed using logic and statistical methods.
3.2. Results
Research results revealed that 53,8% of surveyed companies use outsourcing of business
services, while 46,2% of companies don’t use business service outsourcing. Figure 3 shows
use of business service outsourcing by their size. All large companies use business service
outsourcing, and among medium and small companies use of business service outsourcing is
around 65% and 40%, respectively. It can be concluded that as a company grows in size it is
more likely they will use business process outsourcing. Of companies that use business
service outsourcing, 81% use services of two or more outsourcing partners, while 19% of
them use services of only one partner. Most of the companies that use services of one
outsourcing partner are small companies. In general, all companies cooperate with more than
one outsourcing partner.
Figure 3. Companies using business service outsourcing by size

Source: empirical research results.

338

322

Regarding the business services that are the subject of outsourcing, companies selected
following services: IT, marketing, finances and accounting, R&D, administration, security
services, cleaning and maintenance, transportation, sales, event management, damage
assessments, graphic design. According to the respondents, the most popular services for
business process outsourcing among Croatian companies are: cleaning and maintenance, IT,
finances and accounting, security services, marketing, and transportation (see figure 4). It is
interesting that nobody uses outsourcing strategy for R&D. It could be explained by the fact
that outsourcing is not yet well accepted in activities that are exposing companies know how
to partners.
Figure 4. Business services that are outsourced

Source: empirical research results.
One of the research goals was to find out what are the main reasons for using business
service outsourcing strategy. Figure 5 shows the main reasons for using business service
outsourcing by Croatian companies. As can be seen from figure 5, more than 60% of
surveyed companies stressed out that shortening the time to do tasks is one of the main
reasons for using business service outsourcing. Therefore, more efficient activities are one of
the main reasons for choosing outsourcing strategy. Quality enhancement is second benefit of
business service outsourcing that motivates around 50% of companies to select this strategy.
The outsourcing partners are specialized in certain business services and it is expected that
their service is of higher quality, compared to other companies.
Figure 5. Reasons for using outsourcing strategy

Source: empirical research results.
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Lowering business investments and business costs are other benefits of business service
outsourcing, that are important to 38% and 33% of the companies, respectively. Only 14% of
the companies choose outsourcing because of the faster development of new services that
make sense considering the fact that none of them use business services outsourcing for R&D
activities. Approach to new markets is important for only 9,5% companies. This result is also
expected because majority of the surveyed companies use only domestic outsourcing. The
results are in line with previous researches in Croatian companies that have found that
effectiveness and cost reduction are the most important reasons for using outsourcing strategy
(Pavić, 2009).
Another research topic is related to the criteria for selecting business service outsourcing
partner. Quality, reliability, price, reputation, and location are the most important criteria for
selecting outsourcing partners to analyzed companies (see figure 6). In total, 95% of surveyed
companies emphasized the quality as the most important criteria for selecting business service
outsourcing partner. It is followed by the reliability, that is important to 76% of the
companies, and price that was selected by 67% of the companies. Reputation is fourth criteria,
important for 43% of the companies, and location is important for 24% of analyzed
companies.
Figure 6. Criteria for selecting outsourcing partner

Source: empirical research results.
The next part of the research included examination of managers’ attitudes towards three
statements related to critical factors for success of business service outsourcing. The fivepoint Likert scale was used to determine level of agreement with statements about critical
success factors of business service outsourcing. The results are presented in table 1. First
statement was related to the importance of contracting process. In total, 81 % of respondents
agreed that this is important factor for business service outsourcing success. Relationship with
outsourcing partner is important for success of business service outsourcing according to 85,7
% of respondents. Third statement claims that top management commitment and employees’
participation are critical success factors of business services outsourcing. Only 61,9 % of
respondents agreed with this statement, and 33,3 % were hesitant. In general, the high level of
agreement with all factors is achieved. Therefore, it can be concluded that managers recognize
the importance of selected critical factors of business service outsourcing.
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Table 1. Critical factors for success of business service outsourcing
Completely Disagree
Neither
Critical factors for success of
disagree
agree nor
business service outsourcing
disagree
Contracting process
0%
0%
19%
Relationship with outsourcing
0%
4,8%
9,5%
partner
Top management commitment
and inclusion of all
0%
4,8%
33,3%
employees
Source of the table: empirical research results.

Agree

Completely
agree

42,9%

38,1%

23,8%

61,9%

42,9%

19%

Further research question examined the level of achievement of outsourcing goals. The
goals are achieved in 80 % of the surveyed companies, 15 % companies were hesitant, and 5
% of them didn’t achieved goals (see figure 7). Accordingly, the business service outsourcing
provided very good results for selected Croatian companies.
Figure 7. Level of achievement of business service outsourcing goals

Source: empirical research results.
Finally, respondents were asked about the challenges related to business service
outsourcing. The results are presented in figure 8. The most companies (43,8 %) struggle with
poor judgement of outsourcing partner’s capabilities. In total, 31,3 % of the respondents
pointed out that they have been exposed to failure to comply contractual terms by outsourcing
partner and general failure of outsourcing in providing expected results. Only 12,5 %
respondents stated that they do not have control over outsourcing activities. This is in line
with previous studies, such as Brown and Wilson (2005) who pointed out the challenges of
poor quality arising from poor performance of outsourcing partner, lower reputation of a
company because of poor performance of outsourced process and losing control over some
business processes.

341

325

Figure 8. Challenges related to business service outsourcing
Poor judgement of outsourcing
partner's capabilities

43,8%

Outsourcing partner didn't follow
contractual terms

31,3%

Outsourcing didn't provide expected
resuts

31,3%

Outsourcing activities are not in
control by the company's management
0,0%

12,5%
10,0% 20,0% 30,0% 40,0% 50,0%

Source: empirical research results.
The companies that don’t use business service outsourcing were asked to state the
reasons for not using outsourcing strategy. The most of the respondents claim that they don’t
have a need for outsourcing of business services, and some of them haven’t even considered
outsourcing strategy. The figure 9 shows that 77,8% of respondents don’t have a need for
outsourcing services, and 22,2% of respondents haven’t even considered outsourcing strategy.
Figure 9. The reasons for not using business service outsourcing
No need for outsourcing services

Loosing control over business processes

Hard to find quality outsourcing partner

Haven't considered outsourcing strategy

77,8%

0,0%

5,6%

22,2%

Source: empirical research results.
4. DISCUSSION AND CONCLUSION
Outsourcing as business strategy has many benefits, such as lowering costs, increase
effectiveness, flexibility, faster service developments, access to new markets, increased value
and quality of services. On the other hand, outsourcing is connected to different challenges,
such as: losing control over outsourcing partner, dependence on the outsourcing partner, poor
judgement of outsourcing partner capabilities. Therefore, companies should cautiously select
business service outsourcing partner.
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The research results revealed that business service outsourcing brings many benefits for
Croatian companies. It is most commonly used in large companies, and to the lower extent in
medium and small companies. The outsourcing strategy is most frequently used for following
services: cleaning and maintenance, IT, finance and accounting, security services, marketing,
and transportation. The companies select outsourcing partners considering the quality,
reliability and price. Regarding the achievement of business service outsourcing goals,
Croatian companies were very effective. Accordingly, they are satisfied with outsourcing
strategy.
This study is not without the limitations. First, it included very small proportion of
Croatian companies, and results cannot be generalized to total population. Further studies
should include more companies to allow generalization. It could be interesting to compare
different industries and service sectors to define if there are differences. Moreover, it might be
interesting to examine the reasons why small companies are not using outsourcing strategy.
Because of the small sample, this study hasn’t examined statistical differences in responses
for companies of different size or differences between companies using domestic or
international outsourcing. However, this study provided interesting insight into business
service outsourcing practices of selected Croatian companies. It is especially important since
most of the previous studies analyzed outsourcing strategies with focus on manufacturing
business process outsourcing, and studies analyzing business service outsourcing in Croatian
business environment are scarce.
It can be concluded that business service outsourcing has tremendous development
potential on Croatian market. Today, many companies are using only domestic outsourcing,
and there is a great potential to expand to other markets. Since most of the researched
companies are satisfied with outsourcing results, it is expected that the strategy will be more
widely accepted. There is a great potential among small and medium size companies.
According to the research results, around 60% of small companies don’t use business service
outsourcing strategy. Better promotion of outsourcing potential and education of
entrepreneurs might help to realize this potential and to expand business service outsourcing.
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