%\ .
j —_ ERONORIEAS LN KULTORAS

University of Economics and Culture

ECONOMICS AND CULTURE

Volume 15, Issuel

Riga, 2018



Economics and Culture2018, Volume 15Issuel
ISSN 22557563
e-ISSN 22560173

Editor -in-chief

ProfessoVelga Verere/ The Universityof Economics and Culture (Latvia)
Managing editor

Assoc.Professarelena Titkd TheUniversity of Economics and Culture (Latvia)

Editorial board

Dr.oec., ProfessoStanislavs Keiss The University of Economics and Culture /Latvia/

Dr.phil., ProfessoNelga Vevere The University of Economics and Culture /Latvia/

Dr.oec., Professoinga Shina, The University of Economics and Culture /Latvia/

Dr.oec., Professo¥ita Zarina, The University of Economics and Culture /Latvia/

Dr. habil.oec., Professor UBdam Samborski, Katowice University of Economics /Poland/

Dr., ProfessoMichael Levens,Walsh College /JUSA/

Dr.oec., ProfessoP r i mo ¢ , Pniversityi ohLjubljana, Faculty of Administration /Slovenia/
Dipl.-Inform., ProfessolJwe BusbachRichard, University of Applied Sciences Kehl /Germany/
Dr.-Ing. ProfessoAntje Dietrich, University of Applied Sciences Kehl /Germany/

Dr.oec., ProfessoBiruta Sloka, University of Latvia/Latvia/

Dr.oec., ProfessoElina Gaile-Sarkane Riga Technical University /Latvia/

Dr.oec., Professoratjana Tambovceva Riga Technical University /Latvia/

Dr.oec. Professol at j a n a , Busohcaderaydstonia/

Dr.habil. oec., ProfessoWaldemar Dotkus, Wroclaw University of Economics /Poland/

Dr. habil.oec., Professofrvydas Virgilijus Matulionis , Lithuanian Social Research Centre /Lithuania/
Dr., Professorveta Simberova Brno University of Technolog/Czech Republic/
Dr.,ProfessorAleksandra Lezgovkg Mikolas Romeris University /Lithuania/

Dr.,ProfessomDaiva Jurevicieng Vilnius Gediminas Technical University /Lithuania/

PhD, Associate Profess@anina Kirovska, Integrated Business Institute /Repualdf Macedonia/

Dr., Associate Professdichael Ben Jacol Neri Bloomfield School obesignand Education /Israel/
Ph.D, Associate Professttalgorzata Rozkwitalska, Gdansk School of Banking /Poland/
Ph.D,Associate Professdatis Dilans, The Universityof Economics and Culture /Latvia/

Dr.oec., Associate Professdre N e n g Th& Wnivérgity of Economics and Culture /Latvia/
Dr.oec., Associate Professbrara Kantane, The University of Economics and Culture /Latvia/
Dr.paed., Associate Professbarisa Turuseva, The University of Economics and Culture /Latvia/
Dr.paed., Associate Professdelena Jermolajeva The University of Economics and Culture /Latvia/

E The University College of Economics and Culture

Lomonosova 1/5, Riga, LV1019, Latvia

Publister
SCIENDO

Bogumi a Zuga 32A Str.
01-811 Warsaw, Poland
T: +48 22 701 50 15



AIM AND SCOPE

JournalEconomics and Cultures a peetreviewed international publication dedicated to the
exchange of information about the latest studies in the fields of economicgefimsiness

management and entrepreneurship, education and culture.

JournalEconomics and Culturbas been published since 2010 by the University College of

Economics and Gure. Journal publishes two issues per yeiarJune and December.

Authors arewelcomed to submit their papers devoted to the issues in political economics,
business performance, entrepreneurship, human resource management, finance and banking,
marketing, dearning and #eaching, IT solutions for business and education, commercial

law, andcultural management.

The editorial board is participating in a ¢
order to ensure that the content published is original and trustworthy. CrossCheck is a
medium that allows for comprehensive manipgsrscreening, aimed to eliminate plagiarism

and provide a high standard and quality pestew process.



TABLE OF CONTENTS
Eva Kicova, PavolKralKkat ar 2 na Janoskova

PRCPOSAL FOR BRAND'S COMMUNICATION STRATEGY DEVELOPED ON CUSTOMER
SEGMENTATION BASED ON PSYCHOLOGICAL FACTORS AND DECISIGMAKING SPEED IN
PURCHASING: CASE OF THE AUTOMOTIVE INDUSTRY.......cccccciiiiiiiiiiiiiiinniiiiieeccecn e 5

Primoz Pevcin

THE ANALYSIS OF THE IMPLEMENTATION OFMUNICIPAL COOPERATION AND MERGER
STRATEGIES: CASE STUDY FOR SLOVENIA. ... 15

Dominika Moravcikova, Anna Krizanova, Lucia Svabova

EVALUATION OF THE EFFECTIVENESSOF SELECTED SLOVAK BRANDS ON THE PRINCIPLE
OF DEA MODELS WITH THE POSSIBILITY TO OPTIMISE THEM..........ooooiiiiiiiee 22

Martin Kiselicki, Zanina Kirovska, Saso Josimovski, Lidija Pulevska

THE CONCEPT OF GAMIFICATION AID ITS USE IN SOFTWARE COMPANIES IN THE
REPUBLIC OF MACEDONIA. ...ttt e e 35

Klaudia Muca

ENGAGED HUMANITIES. NEW PERSPECTIVES OF EXPERIENEGERIENTED HUMANITIES...47
Aleksandra laucuka

COMMUNICATIVE FUNCTIONS OF HASHTAGS . ..ottt 56
Reinis Lazda, Armands Kalnins

THE WORK CONTENTS OF THE PERSONNEL SPECIALIST IN LATVIA ...ccoiiiiiieeee 63
Simona Bieliune

CULTURE AS A TOOL FOR SCHOOL | MPROVEMENT: THE CAS
SOCIALISATION CENTRES ...ttt ettt e e errr ettt et e e e e e e e s e e s e s smmee e e e e e e e e e e naas 70

Ivana Podhorskdvaria Kovacova, Katarina Valaskova

SEARCHNG FOR KEY FACTORS IN ENTERPRISE BANKRUPT PREDICTION: A CASE STUDY
IN SLOVAK REPUBLIC. ...ttt ettt e e e sttt e et e e e e e e e e e e s s e s simmne e e e e e e e e e e e nassnnaes 78

Lucia Svabova, Marek Durica, Ivana Podhorska
PREDICTION OF DEFAULT OF SMALL COMPANIES IN THE SLOVAK REPUBC.................... 88
Margareta Nadariova, Jana Kliestikova, Juraj Kolencik

SENSORY MARKETING FROM THE PERSPECTIVE OF A SUPPORT TOOL FOR BUILDING
BRAND VALUE ... re e e e e e e e s seer e 96

Anna Siekelova, ®mas Kliestik, Peter Adamko

PREDICTIVE ABILITY OF CHOSEN BANKRUPTCY MODELS: A CASE STUDY OF SLOVAK
REPUBLIC. ...ttt e et e e e e e e e snr et ettt e et e e e e e e e e e e s e s s smmnraeeeeeeeee s 105

Katarzyna Zak

THE ANALYSIS AND ASSESSTMENT OF INTERNAIONAL CAPITAL FLOWS IN THE FORM OF
FOREIGN DIRECT INVESTMENTS AND FOREIGN DIRECT DIVESTMENTS: THE CASES OF
LATVIA AND POLAND. ..ottt e e ettt e eeeer e e e et ettt e et e e e e e e sann e e e e et eetaeeeeaenaens 115

Vita Stige-Skuskovnika, Inga MileviceDlga Civzele, Armiyash Nurmagambetova

ENTERPRISES COMMUNICATION IN EENVIRONMENT: CASE STUDY OF LATVIA AND
KAZAKHSTAN Lot ene e 127



ECONOMICS AND CULTURE 15(1), 201¢

§ sciendo

DOI: 10.2478/je20180001

PROPOSAL FOR BRAND'S COMMUNICATION STRATEGY DEVELOPED ON

CUSTOMER SEGMENTATION BASED ON PSYCHOLOGICAL FACTORS AND

DECISION-MAKING SPEED IN PURCHASING: CASE OF THE AUTOMOTIVE
INDUSTRY

Eva Kicova!, Pavol Kral> Kat ar2na 3Janoskova

'Universityof Zilina, Faculty of Operation and Economics of Transport and Communicaf@epsartment of
EconomicsUni ver zi tng8 1, O,kkidwm@paedhsiumizask Sl ovaki a

Universityof Zilina, Faculty of Operation and Economics of Transport and Communicaf@epartment of
EconomicsUni ver zi t n8 1, O, pavol.@db@fgedas.unimeesk S| ovaki a

YUniversityof Zilina, Faculty of Operation and Economics of Transport and Communicafepsartment of
EconomicsUni ver zi tng§8 1, 0, ka@arina.gnoskova@fpedas.un@d.sk v a k i a

Abstract. Customers are key in the brahdilding process. Many tigs, this term is applied very broadly,
especially in segmentation and planning. Knowing the customer buying behaviour and customer-decision
making process is important for brands, especially today, when customers are informed much better and get
information over the Internet faster. In this paper, we present theory that deals with the purchasing behaviour of
customers and emphasize the analysis of the sales cycle of the individual phases in the current conditions, when
segmentation based on sodemographi data is not enough. It is much better to define the psychological
factors, which influence the customer and motivate him to buy in combination with the buyer's emeikiog

speed. Thus, the article discusses the basic four types of customers adooticknmajor research work carried

out by Eisenberg brothers. Based on this analysis, we can determine the percentage of individual customers. The
article offers a survey that was conducted to find the most important factors in the dew@g&iog proceswshen

buying a car. In addition to the criteria, we also asked our respondents about the importance of these factors. We
have used the multiple criteria decision analysis as it is one of the methods of complex evaluation and it
minimizes the degree of swgitivity in choosing a suitable variant. Based on our survey, we have used analysis

to estimate trends that brands operate in automotive sector could use to communicate in order to address the type
of customer that belongs to their target audience. Tinegpyi aim of the paper is to prove that there is a growing

trend of humanistic customers through study about their preferences and criteria during the-ohedigign

process that leads them to buy a new car. Moreover, we determinate communicationssfatadjiour types

of customers based on theory providedEigenbergs.

Keywords brands, customer, strategy, factors, planning
JEL ClassificationM14, M31, M37

Introduction

There are a number of theories that deal with constmmgng behaviour. We laow that a loyal
customer purchases the same products as a certain group of people around him. Sociology examines
the way how the buying behaviour of a single consumer can affect the behaviour of other customers.
From the psychological point @iew, we cardefine the factors that are in play. These factors affect

the customers and motivate them to buy a specific product. The article focuses in depth on customers
and discusses the customer typology mostly based on denisiking speed and logical and
emoticnal factorsKr i ganov §, Nadanyi ova,. Gajanovs§, Kr am8r

In this paper, we focus on four types of customers, their values and how to communicate and attract
them. The second part of the paper presents results of our research. Thifveforieraryaim of the
paper is to prove that there isgaowing trend of humanistic customeitsrough a study of their
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preferences and criteria during the decigimaking process. We implemented this study to the
decisionmaking process that leads them to buy a namw lidoreover, we determinate communication
strategies for all four types of customeFrtiere are partial objectives. The survey that primarily was
conducted to find the most important factors in the decisiaking process when buying a car. A
survey thatwas conducted to ascertain the most important factors in the deeialdng process

when buying a car. In addition to the criteria, we also asked our respondents about the importance of
these factors. We have used the multiple criteria analysis as ftei®fothe methods of complex
evaluation. This method minimizes the degree of subjectiVity.assume from theiew of the
importance of individual criteria and the determination of the overall benefits of each variant, we can
say that Slovak consumers angen to accepting alternative vehicles. According to the average driven
distance and the fact that the Slovak market is highly price oriented, we can recommend alternative
types of cars.

Literature Review

Based on recent surveys, marketers define fourstygfecustomers. These customers could be
fundamentally distinguished by the decisimaking speed and the factors that influence them during

the buying process. These groups of customers have been described in detail by Bryan and Jeffrey
Eisenberg in theibook, Waiting for Your Cat to BarkAccording to the Eisenbergs] B)% of the
population falls within the competitive modality, 45% within the methodical modaliiy], 3% within

the humanistic modality, and 285% within the spontaneous modal{§. Eisererg, J. Eisenberg,

20089.

Competitive Buyers
The main question is whatés the bottom | ine?

Competitive buyers are mostly wtiformed, and they can create a big picture of the product or
service in a very short time based on the available informatidhislitype of customer decides for

product that is offered, it must definitely reflect his values he professes, corresponding to his
personality and <character (Rypg8kovg, Mor avl| 2 k
position in society with exckive goods, which emphasizes his superiority. This type of customer
desires the best in the market at the lowest price. His great ego plays a very important role during the
decisionmaking process.

During the decisiommaking process, he is finding inforrm@t on the discussion forums that provide

him enough information as it is shared with existing customers. Competitive buyers are strictly guided
by rational decisions based on a logic. He is willing to spend money, but only where the best price or
value adled ratio is. He is not influenced by discounts. He reacts only to true information that tells him
what the product or service is best about. He can make a quick decision. He wants to know that the
product is the best and he makes the best purchase. He avapecific proof that the product is the

best. His behaviour can be clarified as decisive action.

How to communicate and reach a customer who likes to compare and analyse?
- Use words as the highest, best and premium quality.
- Name and highlight the clelenefit of the product.
- Confirm your claim with real facts.
- Make customer sure that buying your product is a smart decision.
Spontaneous Buyers
The main question is, fAiWhy should | choose you

A spontaneous customer decides very quickly, but it isasy to interest him. There is necessary to
be creative and find a way to show him the offer to hit his feelings. If you do that, you will get a large
proportion of customers on your sidBugzynska2017). It is done impulsively. He likes creative
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moderndesign and stylish products. Even spontaneous buyers do not have to buy a product on the web
as soon as they get involved, so it is good to get him back through remarketing channels.

This type of customer responds very well to discounts and limited offesgontaneous customer lets

the emotions go. He wants to see what he gets, he achieves, what he can do with the product and if the
product has an added value. He does not compare and does not analyse competition. He wants product
fast, and especially easy buy (Esty, 2017). A spontaneous customer does not think rationally or
economically. He wants product he is interested in simply without further evaluation and
consideration.

How to communicate and reach a customer who decides spontaneously?
- Show him hev fun the product is.
- Make customer sure the product is used by people similar to him.
- Get closer to the feelings the product will bring.
- Make customer feel that he needs the product immediately.
- Give him a timdimited offer.
- Style your offer as new, umtditional, trendy, and exclusive.
Methodical Buyers
The main question is, fAiHow does your product W

The methodical buyer does not make a decision immediately unlike the spontaneous buyer. This type
of customer takes his time to think about the offdre Thain driver is quality. He does not take
emotions into account. The methodical buyer verifies every claim, searches for details and context and
compares the offer with the competition. Price is not the only one important factor, and his purchase is
basa on logical arguments. Honesty and rational arguments are important. The methodical buyer
looks for experiences of people who have already purchased the product. He requires parameters that
can be compared, he is focused on facts and specifications &ad amuncompromising analysis and
compari son. It is essential to be as honest as

How to communicate and reach a methodical customer?
- Focus on presenting features and benefits.

- Make a proof and confirm all benefits and parametgith facts, certificates and real
recommendations.

- Educate your customers througimail marketing.

- Pay attention to the smal/l l etters that the
Humanistic Buyers
The main question isr dsiMwt hars torealdye ume dpiyoh

The humanist customer behaviour is based on the personal values he professes. He cares about the
environment. He wants to see real evidence of advertising and claims. It is necessary to show the
emotions of real customersw h good experience (Majerovsg, 201
consciously use. His decisignaking is a longerm process. It is empathic with the environment and
support communities. The humanistic buyer does not have a need to follow trends.

He dces not want to compromise on his code of ethics. The humanistic buyer strives to achieve goals
and fulfils the needs in a human wawgchan, 2017)His socially responsible behaviour is often
associated with sympathy for organizations that advocate huwrdaesvand rights, but also the
environment. At present, such a group of customers is aboub%) but it is possible to see a
growi ng trend due to soci al net wor ks t hat pe
Nadayiovs8§, Ryp8kovs§, 2015).



How tocommunicate and reach a humanistic buyer?
- Use real stories of people who are happy with the product.

- Refer to the use of renewable energy sources, support for children in developing countries and
other factors that identify the customer values.

- Be inspirirg, careful and sentimental, but also entertaining and adventurous.

- Engage real people to campaign with the rea
2017).

Fig. 1 presents decisianaking persona types based on decisi@king speed and the logical or
emotional factors that influence them during the buying psoces

LOGICAL EMOTIONAL

; COMPETITIVE SPONTANEOUS

- What's the bottom line? Why should | choose you now?

% METHODICAL HUMANISTIC

2 How does your process or Who used your solution to solve
product work? my problem?

Fig. 1. Decisioamaking persona types $ource Bryan and Jeffrey Eisenberg, 2006).

Customers can be generally ranked based on their buying behaviour into four groups. This does not
mean that they are universal and apply to everyone. It is not eaayeggorize the behaviour that is
influenced by the situation in which people find themselves, their mood and their individuality.
Depending on the situation, the buyer can immediately meet several factors from different categories.
The product itself play a big role in the decisiema ki ng process (Kri ganov§g,
2014). Otherwise, a person decides to buy a car where a methodical approach prevails, or when buying
a shoe that he is attracted to in the interpretation, the analytical cussuaéenly becomes
spontaneous.

These modalities are, of course, based on the four temperaments. We chose modern definition
provided by consulting group Keirsey that trying to understand people behaviour and get to know
customers better6.(Bartogovsg, Kr 80, 201

Rati onal (Competitive): iSpeak mostly of what
they envision, and always pragmatic, they act as efficiently as possible to achieve their objectives,
ignoring arbitrary rules and conventions i f nee
Artisans (Spontaneous): ASpeak mostly about wh:
get their hands on, and they will do whatever works, whatever gives them a quick, effective payoff,
even if they have to bend the rules. o

Guardians (Methdi c al ) : ASpeak mostly of their duties a
eye on and take good care of, and theyb6re care

BN

rights of others. o



l dealists (Humani st i chope foil hgimamike mybtbd posgibleofdr peaptea t
and they want to act in good conscience, always trying to reach their goals without compromising their
personal code of ethics. o0

By understanding your customer s 0 atethé prddicts gndand
services you offer, you will achieve far better results. Your new customers will be happy to come
back. The worst thing you can do is to target all the customers. This way, you will not be able to reach
out to one of the mentionedgmes and moti vate them to buy (Vagn
Internet, almost every protentional unwieldy customer becomes to a certain extent a methodical
customer who has easy access to informatiomd therefore he examines, compares and evaluates
about the products that are offered.

Methodology

The automotive industry is very important for the economic development of Europe, and Slovakia has
set a record in recent years in terms of the number of cars produced per capita. On the other hand, it is
important to see that cars are one of the biggest polluters of the environment. They are the source of
greenhouse emissions. However, the success of the stimulus must be in line with the needs and
requirements of the customer. This is also reason we adkestians about the importance of
individual criteria. Our survey was attended by 394 respondents.

The required sample of respondents is 384. It
4,360,169, which represents people who are 18 yearslandeor at the significa
which corresponds to 95% of the confidence interval within the admissible error range of 5%.

The questionnaire was sent by mail, distributed personally as well as by social networks. Therefore,
we cannot estimatthe percentage of return, but we received 394 responses till 20.1.2018. The sample
size is sufficient.

Table 1. Characteristics of respondentsour ce: aut hordéds compil ati on)
Characteristics Number of| % - frequency
respondents
Woman 222
Sex
Man 172
394 100 %
18i 24 190 48,2 %
25 34 162 41,1 %
35144 14 3,6 %
Age
45/ 54 12 3,0%
55i 64 6 15%
Over 65 8 2,0%
394 100 %
University student 42 10,7 %
University student with income | 128 325%
0,
Economic level Employee of Slovak company | 46 11,7 %
Employee of company with 86 21,8%
foreign equity
Government employee 16 4,1 %




Entrepreneur 24 6,1 %
Maternity leave 12 3,0%
Retired 14 3,6 %
Unemployed 12 3,0%
394 100 %
4300 45,80 %
G 3 0iB899 180 23,41 %
Net monthly 04609099 0 92 21,63 %
Income G 1 0i 0409 85 5,09 %
041520990 20 2,54 %
Over 02100 10 1,53 %
394 100 %

For the basic identification features of respondents, we investigated gender, age, social status and net
monthly income as part of survey reprdsagimeness. The survey was completed by 172 men (43.65%)

and 222 women (56.35%). The most numerous group within the economic status category was made
up of 128 fulitime university students with regular monthly income. The second biggest group (86)
was maé up of employees, followed by a group of university students without own income. The
representativeness of the selection was examined by the nonparametiia@faite testpfvalue: sex

= 0.01177p-value = 0.0000p-val ue economic status = 0.000, U
values of each test, we assume that the sample is not representative.

We asked respondents about the importance of price, fuel type, consumption, ecological
characteristics, driving chargeristics, social brand perception, driving time and infrastructure and
driving pleasure. Then they were sorted according to their importance (1 the most important, 8 least
important). We continued with the weighing of the individual criteria and thetsmleof the most

suitable variant of a passenger car for the Slovak market. The chosen vehicles had variants such as
classic combustion engines, hybrid and alternative drives and clean electric vehicles.

We have used the multicriteria evaluation methodahbee it is one of the methods of complex
evaluation and it minimizes the degree of subjectivity in choosing a suitable variant.

We have usedthe Mul€r i t eri a Assessment (Podhorsk8, Sieke
- We have defined the criteria.
- Determine weights for ividual variants.
- Calculate total usefulness and
- Choose the optimal solution.

To determine weights, we chose the indirect method, which is the pair comparison method. We chose
the relevance of the criteria according to the calculated mean score detdognthedrespondents for

each criterion. A matrix of criteria is defined in the table in the results part. Subsequently, a
comparison of the importance of each criterion is recorded in the fields of the upper triangle matrix.
Thek; column defines the totalumber of occurrences, and subsequent weights are calculated.
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The weights were calculated according to the formula:

1)

where
Ui = criterion weight
ki = number of occurrences in a triangle matrix.

Subsequently, by pairwise comparison, we calculated the utility of chdilivariants (V1i
combustion engines, VR hybrid and alternative motors, \3clean electric vehicles). The utility of
the variants was calculated according to the formula:

Y B, | 26 @)

where

U = the standard weight of theth criterion,

V, = evaluated variant

u; = the utility of this variantj andi-th criteria

U; = total utility of the variant
Results

The results are presented here of thenting based on methodology we described in previous part.

Table 2. The matrix of criteria that is important when choosingacal Sour c e : aut hor 6s
Mean score K1 |K2 |[K3 |K4 |K5 |K6 [K7 [K8 |k [rank |k (norm.) | U

Price 2.45 K1 11 |1 |1 |1 |12 |1 |7 |1 8 0,22222

Type of fuel |4.18 K2 3 |2 |5 |2 |2 |2 |4 |4 5 0,13889

Consumption |2.94 K3 3 |3 |3 |3 |3 |6 |2 7 0,19444

Ecological

characteristics | 4.99 K4 5 14 (4 |4 |3 |5. 4 0,11111

Driving

characteristics | 3.27 K5 5 |5 |5 |4 |3 6 0,16667

Social

perception of

the brand 6.25 K6 7 |8 |0 |8. 1 0,02778

The length of

the lap 5.02 K7 7 |2 |6. 3 0,08333

Driving

pleasure 5.82 K8 1 1|7 2 0,05556

Total 36 1

11
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Table 3. Calculation of total utility of individual criteria ( Sour c e : aut hords compil ati
Number of Number of

K1 V1 |V2 [V3 |occurrenceq Utility uij K5 V1 |V2 | V3 |occurrenceq Utility uij
of variants of variants

Vi V1 |Vl |2 0,66667 Vi V2 |Vl |1 0,33333

V2 V2 |1 0,33333 V2 V2 |2 0,6666/

V3 0 0 V3 0 0

Total 3 1 Total 3 1

K2 V1 (V2 |V3 K6 V1 |V2 |V3

Vi V2 [V3 |0 0 Vi Vi |Vl |2 0,66667

V2 V3 |1 0,33333 V2 V2 |1 0,33333

V3 2 0,66667 V3 0 0

Total 3 1 Total 3 1

K3 V1 (V2 |V3 K7 V1 |V2 |V3

Vi V2 [V3 |0 0 \k V2 |Vl |1 0,33333

V2 V3 |1 0,33333 V2 V2 |2 0,66667

V3 2 0,66667 V3 0 0

Total 3 1 Total 3 1

K4 V1 (V2 |V3 K8 V1 |V2 |V3

V1 V2 [V3 |0 0 \k Vi |Vl |2 0,66667

V2 V3 |1 0,33333 V2 V2 |1 0,33333

V3 2 0,66667 V3 0 0

Total 3 1 Total 3 1

The individual utility of the criteria pertaining to the individual variants and the preferences between
them were chosen on the basis of an expert panel discussiomyeaatso took into account the
respondents' answers in the questionnaire connected the infrastructure of electro mobiles, examining
how many kilometres per day they drive, and whether they would buy a car with an alternative
propulsion or a pure electric rcd they were not limited by their current income and there would be a
sufficiently built infrastructure. Table 3 shows us the final total utilities of each variant.

Table 4. Calculation of final total utility of each variant( Sour ce: aut hords compil ati
V1 uvi V2 uv2 V3 uvs3

K1 0.22222 0.66667 0.148148 | 0.33333 0.074074 | O 0

K2 0.13889 0 0 0.33333 0.046296 | 0.66667 0.09259

K3 0.19444 0 0 0.33333 0.064815 | 0.66667 0.12963

K4 0.11111 0 0 0.33333 0.037037 | 0.66667 0.07407

K5 0.16667 0.33333 0.055556 | 0.66667 0.111111 | O 0

K6 0.02778 0.66667 0.018519 | 0.33333 0.009259 |0 0

K7 0.08333 0.33333 0.027778 | 0.66667 0.055556 |0 0

K8 0.05556 0.66667 0.037037 | 0.33333 0.018519 |0 0
0.287037 0.416667 0.2963
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The most appropriate variant is the most usefuiand as we have dealt with the task as a
maximization, and the best is variant 2, which represented alternative motors (where are included
hybrid vehicles, plug in hybrid cars).

In our survey, we asked how many kilometres the respondents drive dditye 884 participants, 147

own a car, and 122 out of them reported that they drive less than 25 km. We can assume from this
point of view that the car is predominantly used for commuting to work or school but around the place
of residence. Only 14 respondgmnswered that they drive daily more than 80 km and 11 respondents
between 25 and 80 km.

One of the other questions that is related to total utility of the variant was whether respondents would
buy hybrid cars, especially plig hybrid vehicles and el&ic vehicles, if would infrastructure be
sufficiently built, despite a higher initial investment. Of the respondents, 102 who currently own a car
answered that they are willing to buy this type of car. If the respondents did not answer, we asked for
thereason. The most frequent answer was the price of such vehicles, no tax breaks, the length of the
lap or the fact that they did not have experience with this type of car. Among the responses were also
those who identified hybrid vehicles or electric cass reorecological. Of course, with such a
response, we can agree in case if the only #fAgr
does not care about the whole life cycle of production.

However, considering the importance of the individudteda and the determination of the overall
weights of each variant, we can say that Slovak consumers are open to accepting alternative vehicles.
Even on average daily distance and given that the Slovak market is highly priced, we can only
recommend thest/pes of cars to claim and advertise by automotive brands and other automotive
companies.

Conclusions

To sum up, we can assess that brands should take environmental factors into account and
communicate with them. Our survey has confirmed the hypotheggsowfing humanistidouyers.

These potendil customers are environmentally and commuhitged customers, with responsible
purchasing and socially responsible behaviour. This conclusion is also supported by the answers to the
open question asked by us, andvihat kind of vehicle they would buy if they did not restrict their
current income. In response, 393 respondents answered 183 questions and their answers were more or
less specific: 66 respondents said they would buy a Tesla car because of the condfiratitnyical

and gentle driving and the luxury of this electric car, 31 respondents said in general an electric car,
again for the complete elimination of noise emissions;floe¥ economy, and the associated green
driving, and 24 respondents introduceglugin or other hybrid drive. The other 62 responses were

split between the German BMW, Audi and Mercedes cars, where the respondents linked these cars in
particular with the declared quality of German carmakers and Volvo for safety reasons. Lower
rankngs had the Gkoda Superb, Jaguar and Range |
these vehicles.
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THE ANALYSIS OF THE IMPLEMENTATION OF MUNICIPAL
COOPERATION AND MERGER STRATEGIES: CASE STUDY FOR SLOVENIA
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Abstract. Slovenia has only one tier of sulational government, that is, municipalities. Currently, there are 212
municipalities, and they exhibit the same responsibilities they need to provide to their residents, regardless of
their size, and these ftirences in size are even in the range 1:100. The new national strategy for the
development of local seffovernment has, therefore, stressed the necessity to promote cooperation among
municipalities and even potential mergers, not just to ensureeffestiveness but also to increase the capacity

of municipalities to perform various developmental tasks. Consequently, the aim of the article is to analyse the
evolution and factors driving intenunicipal cooperation and municipal mergers, where Sloven&kén as an
example, and case study approach is used in this manner. The results of the analysis indicate that territorial
fragmentation at the local level has been accompanied by the increase in thaumitépal cooperation,
although some time lag cére observed. Moreover, the increase in the cooperation can be observed in particular
with the onset of economic slowdown and fiscal stress emergence. The results also portray that substantial
territorial rescaling cannot be expected in the near futureuggested by the analysis of driving factors that
should contribute to this process, as well as by rather weak ability of central government to promote the process.
Consequently, from the practical perspective, we might expect larger role of mdeptimtransscaling
strategies as a mechanism to overcome the problem aftirbal size of municipalities in Slovenia.

Keywords subnational government; territorial fragmentation; inteunicipal cooperation; municipal mergers;
Slovenia.

JEL ClassificationH73, D24
Introduction

Slovenia has only one tier of subnational government, that is, municipalities. Currently, there are 212
municipalities, and their number has increased from 63 since 1994, when the last (and so far the only)
local selfgovernment refom was implemented. Interestingly, this reform mandated that all
municipalities exhibit the same responsibilities they need to provide to their residents, regardless of
their size, and administrative capacities and capabilities. Furthermore, if muriespaié treated with

the secalled city or urban status (11 municipalities have such status), they even have some additional
responsibilities, predominantly related to zoning and city development, but these are, as already noted,
treated as additional respsibilities.

The problem is that differences in size amongst municipalities are even in the range 1:100, as the
smallest municipality has just more than 300 residents, and the largest one has approximately 300,000
residents. The process of territorial gnaentation of local seljovernment in Slovenia has been
accompanied with the lack of any strategic plans on the warranted future development of local self
government. Namely, the governmental development strategy on the logaiiment in Slovenia

has only been adopted in late 2016, and this strategy has, amongst others, stressed the necessity to
promote cooperation amongst municipalities with functional strengthening of-niotgicipal
cooperation, and setting up a system to promote the integratiomunicipalities and even their
potential mergers. In essence, these intentions are targeted not just at ensueffgatngness of
municipalities but also to increase the capacity of municipalities to promote local development and so
on, as the righbalance btween democracy and efficiency at the local level should also be achieved
(see Lavtar, Lokert 2017).
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Namely, the existing studies have pointed out that the major problem of Slovenian local self
government relates to dispersed and -gosffective implemetation of tasks, which largely depends

on the size of municipalities, represented by the number of residents (OECD 2011; The Court of Audit
of the Republic of Slovenia 2012). Subsequently, these studies imply that there is a necessity for
municipalities tocombine resources in order to increase the efficiency and effectiveness of tasks
implementation and service delivery for its residents, which can be done primarily through municipal
cooperation and/or mergers. Therefore, the purpose of this article éalyse the status of
cooperation amongst municipalities and to portray factors that drive the cooperation and might lead to
future municipal mergers in Slovenia. Specifically, the evolution of territorial fragmentation and the
development of intemunicipal cooperation in Slovenia are also presented, and potential inhibitors of
municipal mergers are extrapolated.

Literature Review

Municipal cooperation and mergers have been widely discussed in both theoretical and empirical
literature, and they tend to Ipertrayed as territorial and functional rescaling in the context of local
government reform processes (Schwealal. 2017). In essence, the core of the discussions relates to

the possibilities of achieving scale economies, where consolidation strategiandigers) are put
forward as a tool, and cooperation strategies only serve as an option, where mergers are either not able
to be performed or the preferred institutional choice. Municipal mergers target the number, size and
type of municipalities undeihe question (Garcea, LeSage 2005), and advocates of mergers hold that
bigger should be better, cheaper, more efficient and financially viable (Dollery, Grant 2013).

Municipal amalgamations are not a new process, as they were implemented in most diidlisddst
countries and also recently in some patialist countries of Central and Eastern Europe. Actually,
the first wave of municipal amalgamations was predominantly inspired with the notion that
municipalities should not be too small in order to bme@m the economies of scale (De Ceunimtk

al. 2010). It is worth noting that evaluations of different municipal merger processes have put forward
some different reasons for the implementation of reforms, such as possible improvement of

administratveand techni cal capacities of municipal it
municipalities, alleviation of the problem of depopulation trends (see Dadtert. 2007; Hanes,
Wi kstr°m 2010) . Amal gamati ons werrthe World Wariland | ar |

during the 1990s (Vojnovic 2000), and not to exclude, again during the last decade, when economic
slowdown was experienced, often accompanied with increased fiscal constraints.

Similar to the mergers, the cooperation amongst mualitigs, often referred to as interunicipal
cooperation, is also not a new phenomenon. A process is not just driven by the wish to achieve scale
and scope economies where mergers of municipalities are not either politically or institutionally
plausible it because the functioning of municipalities and their residents has become increasingly
interdependent in modern globalised world (Municipal Cooperation 2014). Moreover, Bel and Warner
(2016) have empirically validated the effect of additional factorsidbe to scale economies, that
contribute to the increase in intgwnicipal cooperation, such as the existence of fiscal constraints,
which should be particularly important factor for smaller municipalities; community wealth, where
particularly less priveged communities should be more inclined towards cooperation; and spatial
factors, where suburban localities in metropolitan areas are more inclined towards cooperation.

Similar to the history of mergers, the countries of Central and Eastern Europscaievalved into

these processes, and the processes are currently driven by the growing (or at least not relaxing) fiscal
constraints, increasing local public service quality requirements, and also as a way to bypass the
privatisation of service provisiofsee, e.g. Bett al. 2018 on the last issue). This holds predominantly

for small municipalities, where limited possible competition puts limitations to the efficient
privatisation, and there is also limited possibility to benefit from the reduced triansacists
associated with privatisation.
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Methodology

Municipal mergers and cooperation initiatives seem to appearing more or less sporadically on political
agenda in the majority of countries, which means that they are often a continuous issue, #ithough
magnitude of the processes and their outcomes are not the same. Subsequently, the real issue is as
follows: what factors contribute to these processes? Recently, Askim et al. (2016) have proposed
several factors that should contribute to municipal eex,gand these factors include fiscal stress,
which forces spending cuts, and, subsequently, mergers within governmental units that enable cost
reductions; urbanisation, which corresponds to the population loss in often smaller municipalities, they
becomeunable to use scale economies in service provision; decentralisation that gives more
responsibilities to local governments, which can be efficiently implemented only if appropriate size of
those units is achieved; recent history of mergers that per sebotes to the new mergers as the
steadystate status of the process is searched for, whereas their absence might ensure-thuw:status
protection of local selfovernment, in particular through ratified charters, such as the European
Charter of Local S&lGovernment (ECLSG), which strongly preserve local government independence;
and the existence of consensual democracies, which prevent extensive implementation of radical
reforms such as municipal mergers.

Nevertheless, the driving factors that promoterimunicipal cooperation are more economic in their
nature, and they can be grouped into two major groups. The first group of factors include pressures for
more efficient provision and better quality of local services, lower costs and greater admiaistrati
efficiency of municipalities, as this cooperation can be used in both urbanised and rural municipalities.
The second group of factors include opportunities for municipalities to participate in a wide variety of
activities and tasks, and this horizontalbperation is heavily promoted by the European integration
processes (Bolgherini 2011). Finally, if we follow the perceived reform trajectories, an increasing
inter-municipal cooperation might be an indicator for the-epbmal size of municipalities, abey

tend to act as a tool to overcome predominantly economic shortcomings related to excessive territorial
fragmentation (Soguel 2006), and might, under right political and institutional conditions, lead to
mergers. However, the question that needs &nisevered is as follows: which are those conditions?

The methodology of the article is based mainly on the qualitative approach, where the case study
analysis serves as the main approach, as the existence of particular phenomenon would like to be
explained that is, given the evidence, development of itenicipal cooperation in Slovenia.
Simultaneously, the existing longitudinal data on the intanicipal cooperation in Slovenia are
presented and used, accompanied by the descriptions on the typeshanmant of municipalities.

This serves as one of the inputs to identify and portray factors that contribute to thraunieipal
cooperation and even their potential either positive or negative role for increased integration of
municipalities.

Results

The reform of local selfovernment that was initiated in 1994 leads to increasing territorial
fragmentation at the local level in Slovenia, as the number of municipalities has since then increased
from 63 to 212. This transformation was implemented predantly on the voluntary basis, as the
reform was inspired by the possible i mprovement
result of the reform was that many new rather small municipalities, in terms of population size, have
emerged, as nomore than one half of municipalities have less than 5,000 residents (Statistical Office

of the Republic of Slovenia 2016), which is actually legally prescribed minimum size of the
municipality. This indicates that exceptions have become the rule.

Interesingly, the dynamics of the process indicates that there was an initial boom, as immediately after
the law on the reform was installed, the number of municipalities has risen to 147, as the only basic
criterion for the establishment was the expressed With@ residents of certain locality. Furthermore,

from the number in 1998, additional 45 municipalities were established, their total number increased
to 192. Only then, the central government started to put additional criteria on the establishment of
addtional municipalities, and this has somehow slowed down the process. Namely, since then only
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one new additional municipality was established in 2002, and because of the slightly relaxed criteria in
2005, additional 17 new municipalities were establishe2Dd6, when the total number increased to

210 (see Ballija 2007). After 2006, only 2 nev
2014, which indicates that the process of additional territorial fragmentation of the country at the local
level ha terminated, at least for now.

Interestingly, the increased territorial fragmentation of the country and the establishment of new
municipalities have somehow contributed to the increased magnitude afuméipal cooperation,
although it might be argdethat a substantial time lag can be observed (see Table 1). Namely, if we
scrutinise the existing data, before 1997, there was no-rmiaicipal cooperation observed in
Slovenia. In 1997, legal prescriptions mandated that municipalities cannot outSwuddivery of

their tasks to other municipalities, which was one of the common practices till then, but this did not
substantially foster the intenunicipal cooperation, as till 2004 only two joint municipal
administration bodies were established, whielpresents a common and an excepted statutory
arrangement for intemunicipal cooperation in Slovenia.

Nevertheless, after 2004, the trend of increasing-mtamicipal cooperation can be observed; since
2006, 10 additional joint municipal administratidmodies were established, encompassing 39
municipalities (Napast 2009). However, the expansion of joint activities and cooperation amongst
municipalities was observed after 2007, and the final outcome of this process is that in 2017, 52 such
bodies exist, tad 202 municipalities participate in at least one of such body (see Ministry of Public
Administration 2018). This increase in the amount of cooperation practically overlaps with the onset
of economic downturn, which was in the case of Slovenia accompaitiedubstantial fiscal stress.

Interestingly, these 202 municipalities participating in the intanicipal cooperation activities
encompass approximately 60% of the residents of the country, which supports the evidence that
predominantly smaller municifitkes are involved in these activities, whereas larger municipalities do
not perceive the need to be involved into these activities. Furthermore, the practical evidence suggests
that the major factors driving these cooperation initiatives relate to fossibievement of financial
economies, ability to implement certain additional tasks, scarcity of human resources and demand for
increased labour efficiency. The existing evidence portrays that the majority of these joint municipal
administrative bodies amperforming tasks related to municipal constabulary and inspection activities,
Information and communication technologisd accounting services, public procurement and legal
affairs (Ministry of Public Administration, 2018), whereas there is a limibedd on the cooperation

for the provision of economic and social local public services or ensuring local economic development
activities.

Table 1. The dynamics of territorial fragmentation and inter-municipal cooperation in Slovenia, 1994
2017Sources:Mii stry of Public Administration 2018; Bal |l i]j

Years Number of Number of joint municipal
municipalities administration bodies
1994 63 -
1995 147 -
1998 192 -
2003 193 2
2006 210 12
2008 210 37
2011 211 45
2017 212 52

As the above presented evidence portrays, during the past 2.5 decades, Slovenian local self
government experienced increased territorial fragmentation that was a direct result of 1994 local self
government reform, which stressed predominantly local democsaugs. However, the search for
costeffectiveness in municipal functioning, combined with increased fiscal stressed, have contributed,
although with certain time lag, to the rise in iateunicipal cooperation, although this cooperation has
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rather limitel magnitude. Nevertheless, the vast evidence on territorial rescaling occurring in other
European countries and limited inrt®unicipal cooperation have contributed to the necessity to
implement structural reforms of local seldvernment, and this ideadalso started to be politically
promoted by government through the aforementioned developmental strategy.

The major problem is a very diverse size of Slovenian municipalities and the fact that legal provisions
currently allow only voluntary municipal meggs. Subsequently, the way to ensure scale economies,
costeffectiveness and operating capacities of predominantly small municipalities is by pursuing trans
scaling strategies in the form of inteunicipal cooperation, which represents the alternativeotb
rescaling strategies as well as to the privatisation of service delivery and task implementation.
Subsequently, inteamunicipal cooperation represents thecatled soft mechanism to overcome the
issue of the too small size of municipalities becausallows functional optimisation without
interfering in the territorial and political status of municipalities, which is often more politically
plausible and even possible (Stetral.2017).

The following question remains: what are the future prospectsnplementing hard mechanisms to
overcome the issue of the saptimal size of municipalities? The statement is put differently as
follows: are there any actual prospects to implement major, that is, radical and structural reforms of
local seltgovernmen in Slovenia, involving hard mechanisms such as municipal mergers? The
starting point to this question is the governmental developmental strategy on logalveetiment in
Slovenia (Lavtar, Lokert 2017) , w h i alities, qvenrifc e i v e
they admit in the strategy that there is excessive fragmentation of territory and irrational organisation
of municipalities. Consequently, if no t@imwn approach in fostering municipal mergers is expected

to occur, the analysis shouldlaast portray possibilities of voluntary mergers, and the most suitable
option is to inspect the drivers for the reform, following the alescribed outline (methodology)
developed by Askim et al. (2016).

Specifically, the current status of factors thhbuld drive municipal mergers in Slovenia reflects that

the existence of fiscal stress might be the only major driver for the reforms and also this factor is
losing ground because of the recent economic recovery. Other factors, such as urbanisation,
decerralisation and the recent history of municipal mergers, do not seem to be in favour of mergers in
this particular context, as country is still highly fiscally centralised, urbanisation change rate is rather
low, and, practically, there is no recent higtamf mergers. Furthermore, ECLSG has been fully
ratified in Slovenia, and any nemluntary status change in municipalities is not allowed even by
constitutional arrangements. Besides, the existing political system is strongly based on the consensual
decison making, as proportional voting system prevails at both central and local level.

Therefore, i f we follow Soguel ds (2006) framewt
mergers, or at least municipal agglomerations, cannot be expects iflight also be concluded by
elaboration of Franzke et al. (2016), who stated that the problem -@fpsintal municipal size and
excessive territorial fragmentation that demands municipal mergers can be solved only if the central
government has the altjlito provide effective administrative structures at the local level. In the case

of Slovenia, this ability is rather limited not just by the insufficient effect of drivers but also by
existing legal and constitutional arrangements.

In contrast, governmentan also effectively promote interunicipal cooperation by promoting
institutional development of these initiatives, for example, in the form of municipal associations,
which are able to efficiently manage developmental projects and complex techrksahsasell as

local public services. As the evidence portrays, municipalities in Slovenia have so far used inter
municipal cooperation with the purpose to jointly deliver mainly tasks related to inspection and
constabulary activities, which suggests tihatythave focused only on those activities that were due to
the reform process transferred to them afterwards.

This might imply some reluctance to use iataunicipal cooperation more extensively; the evidence is

further promoted by the lack of involvemeaftlarger municipalities. The reason might predominantly

be due to the fact that during the socialist s@@onomic regime, municipalities tended to be often

forcefully merged, and the arrival of democratisation boosted the realisation of the baspigzioti

local selfgovernment. The evidence portrays, at least in the case of Slovenia, that this has led to the
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formation of many very small municipalities, and the cooperation initiatives have only gained ground
when fiscal constraints emerged.

Neverthebss, we can clearly identify factors driving inteunicipal cooperation in Slovenia. As
already noted, predominantly smaller and Jesgileged municipalities tend to be involved into such
activities, meaning that not just fiscal stress and scale ecemcané driving the process but also
wealth and spatial factoisthe trend that we can observe is that cities are not so inclined towards that
process yet smaller municipalities surrounding municipalities are much more inclined, needless to say
that they & also economically less privileged. To finalise, we could classify the factors contributing
to the cooperation in Slovenia in this manner, that the process is mainly driven by fiscal stress
persistence but necessarily accompanied by considerationdetsoaomies assurance as well as by
specific wealth and spatial factors of municipalities.

Conclusiors

This article analyses the evolution of territorial fragmentation and-intgricipal cooperation in
Slovenia. The results of the analysis indicate teattorial fragmentation at the local level has been
accompanied by the increase in the wmmmicipal cooperation, although some time lag can be
observed, and the increase in the cooperation can be observed in particular with the onset of economic
slowdown and fiscal stress emergence. The results also portray that substantial territorial rescaling
cannot be expected in the near future, as suggested by the analysis of driving factors that should
contribute to this process, as well as by rather weak yalofitcentral government to promote the
process.

Consequently, from the practical perspective, we might expect larger role of radeptimtrans

scaling strategies as a mechanism to overcome the problem-optuial size of municipalities in
Slovenia. Nanely, if we scrutinise specific context and potential for municipal mergers in Slovenia, it
can be observed that the current status of driving factors mainly acts as an inhibitor to the mergers,
which can explain the practical lack of such initiatives. Ppbkcy proposal, therefore, is to scrutinise

more thoroughly these factors, in order to ensure and enable mergers in the future, that would enable
overcoming the problem of swdptimal size of municipalities also with the -salled hard
mechanisms.
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Abstract. Nowadays, when marketing and branditguege, companies are trying to find new ways to evaluate

the effectiveness of their marketing activities as they impact on current and future business results. The main
objective of the contribution is to evaluate the effectivenesieddion making uniDMU) production units in the

form of selected Slovak brands through the-pamrametricdata envelopment analys®BEA) method. The sample
sizeconsists of 10 Slovak brands (Slovensk§8 sporiteOF

Raj ec, Sygi c, Sedita and Zlatl bagant) . Through DEA
ineffective brands operating in Slovakia. Beging on the choice of the DEA model, effective brands included
Sl ovensk8 sporiteORa, Sygi c, Zl at |l Bagant , Raj ec ar

result for ineffective brands is the creation of archetypal characters thabp@sprin Results section. The part

of Results section is the focus of the businesses of the brands in question on the use of social media, to a larger
extent, create a social media voice so that the personality of the brand is reflected in contribugamial in

media communicating on Facebook, Instagram or Twitter. In contribution, deduction, induction, analysis and
marketing research methods were used.

Keywords brand; brand equity; decision making unit; data envelopment analysis; marketing research.
JEL Classification:C02, C52, C61, M30.

Introduction

The pressure on the companyb6s competitive abil
pace of economic growth insist on greater efficiency and better business efficiency. Branding
marketing actiities thus become an integral part of the business context as they impact on current and
future business results. In todayés worl d, t he
mix tool, which is a valuable competitive advantage forahterprise not only in guaranteeing the
quality of the production offered but also in aggravation of customer cohesiveness with a specific
group for which the ban is given.

The concept of branding and brand value is based on the belief that a succassfiids a positive
impact on business revenue and customer satisfaction, ultimately resulting in higher promotional
efficiency and higher market share.

During the 20th century, many authors of various scientific and professional backgrounds have

contributel to the development of branding (Aaker 1991, Kapferer 1992, Kotler and Keller 1993,

2012). It follows from this that there is no generally uniform definition of brand value, but despite all

the concepts of brand value, it agrees with the fact that bralne s an added value that enables a

particular brand to influence customer decisions and motivate them to buy. In line with the statements

made by various authors, it seems reasonable to focus on measuring the effectiveness of brand value.
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In the case okvaluating brand value efficiency, existing methodologies can be subdivided from the
direct measurement aspect in which the brand value is focused on outputs and the aspect of indirect
measurement focused on brand components. However, both aspectgemti/eudnd do not provide
information on sources of inefficiency, that is, sources to which an enterprise should focus in order to
increase the effectiveness of selected branding variables.

The main objective of the contribution is to measure the effawdiss of selected Slovak brands
through data envelopment analysis (DEA) based on the data collected from the published financial
statements and through a survey conducted in the form of a questionnaire. The first part of the
contribution explains procesganding, including brand value and description of selected packaging
data analysis models that were used to measure the effectiveness of Slovak brands. The second part
characterises the methodology of DEA, in particular the CCR DEA model based on comstent

income (CRS) and the BCC DEA Model based on variable profit (variable returns to scal, VRS).
Subsequently, the contribution focuses on a description of acquired data and empirical findings. The
conclusion of the contribution concerns the limitatiohthe methodology used and the knowledge for

future research on the subject.

Literature Review

The primary objective of business entities in |
case, we focused on evaluating the effectiveness iatirag activities related to the value of selected
Slovak brands, that is, we will evaluate the level of efficiency based on the DEA models.

The beginnings of branding and operation are
originated fromthe Neve gi an word O6brandsé, which means bur
associated with the determination of ownership or origin (domestic animals or slaves) (Kapferer
1992).

The beginnings of modern branding are associated with the advent of theeb®iny Industrial
Revolution, which was characterised by the emergence of shopping centres and the change in
consumer buying behaviour because of the large number of products available on the market (Keller
1993). The 1950s of the 20th century is thequkof the unique sales offer, which is characterised by

the fact that the product itself is the main distinguishing feature. In the 1960s of the 20th century, this
concept has changed and an emotional sales offer is coming to the fore, which also lmimgs ab
changes in brand perception, that is, consumers build relationships and loyalty for brands. The 1980s
is the period of the fireman sales offer that characterises the brand as a company image. In the 1990s, a
brandname sales concept emerged, making riagk the most important attribute of the seller.
Technol ogi cal i nnovation has created a new con
themselves promote the product (Kotler, Keller 2012).

The mark is considered to be the permanent asset efitarprise that the owner will use more than
the physical assets of the company. For many businesses, the brand has a higher value than all the
assets in the total (Jourdan 2002) . Virtually
definition of lrand value in accordance with his or her own subjective view of the matter. The brand
value can be based on innovation, customer care or even brand durability (Fetscherin, Toncar 2009).
Brand value can be measured by the customer's willingness to buy buy@ particular brand.
According to other opinions, it is the added value that the brand leverages the product or the financial
value that is measurable in the transactions that belong to the branded product because of the success
of the marketing progimmes and activities (Majerova, Kliestik 2015). Aaker defines brand value as a
6set of assets and Iliabilities associated with
the value the product brings t portantltlasseb of this valees s o0
are brand knowledge, brand loyalty, perceived quality and association with a tag (AakeHI§91).
brand value is a source of competitive advantage for its owner, such as lowering marketing costs and
favouring the position o& producer when negotiating with distributors and sellers as customers want
to get their favourite brands as easy as possible (Easti2018). Brand owner can increase margins
because the customer is willing to pay for the brand (Seo, Park 2018xtalished and valuable
brand raises confidence, simplifying the brand
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brand also represents an enterpriseds protectd.i
2018).

In the following setion, we focus on efficiency defined as the ratio of output and input, as measuring
efficiency is an important element of performance management because it provides feedback for
identifying inefficiency sources. We used the DEA method that is describ#te iMethodology
section.

Methodology
The aim of the contribution is to quantify the degree of effectiveness of selected Slovak brands. The
data set con~si sts of 10 Sl ovak brands, such as
Slovnaft, MatadorZ| at 1l bagant, Rajec, Sygic a Sedita.

As DEA models require input and output variables, we have selected the communication costs in the
area of support for the given brand as the input variable. Businesses do not report marketing costs
directly in their fnancial statements. For this reason, we have chosen to approximate the value of the
business to marketing from the value that is recorded in the accounting. On the basis of the theory and
the consultancy with the accountants, we have chosen to approximiatealue to the total value of
6Servicesd6 in the profit and | oss statement. TI
the expenses of the accounting group 51, which they usually become accustomed to the costs of
advertising and reprentation, while meeting the requirements set out in Act no. 431/2002 Z.z. on
accounting as amended, Act No. 222/2004 Coll. on vatloed tax as amended, Act no. 595/2003

Z.z. on income tax as amended and the accounting procedures itself. For the puoposeook, we

decided to determine the cost of marketing costs of 15% of the cost of the service statement. The
percentage of 15% of the cost of the service item was established based on the two studies for which
this approximation occurred. They were #tadies by Cheng (2005) and Jansky (2011). This means
that the cost of marketing is determined according to the following equation (1):

- ACEAKEOESG ™ vap 1T n (1)

Brand awareness and brand loyalty are the output variables. Output variables were selected because
the tags in question require an increase in these variables relative to the given input variable.

Data on the cost of communication aitti in the area of branding was collected based on the financial
statements from 2017, which are published on the official website of the financial statements. The data
regarding the awareness and fidelity to the brands in question were obtained froket@nmaurvey
conducted through a questionnaire. The questionnaire was distributed electronicalymaib e
between 15 November 2017 and 31 January 2018. The subject of the survey was customers of the
Slovak Republic. The questionnaire consisted of tewtsp The first part concerned the general profile

of Slovak customers. The second part deals with brand awareness or brand loyalty.

In our survey, the respondent was defined customer living in the territory of the Slovak Republic and
was older than 15 yem We chose a random selection, with the respondents randomly selected from
the base file as a database. When determining the sample size of respondents, we used the sample size
calculator from Creative Research Systems, which is available on the Infesteitified randomised
selection was chosen in the survey, in which respondents were divided irgetsuiased on age. The

size of the base file in the case of customer surveys was determined based on the demographic
statistics of the Statistical Ofe of the Slovak Republic on the number of inhabitants older than 15
years (4,592,689) as of 31 December 2015. The materiality level was set at 0.05, corresponding to
95% of the confidence interval and the permissible error of estimation was set at 5381 As
respondents surveyed the survey, the mini mum
answers to the questions asked during the survey can be considered relevant and qualified based on the
confidence coefficients and the maximum permissible error
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Subsequently, we applied DEA models based on constant and variable yields on a scale to classify the
Slovak brands in question effectively and inefficiently. Finally, we propose measures that can help
businesses increase the effectiveness of these brands

DEA is a method of linear programming that was originally developed to assess the effectiveness of
management and planning of rprofit institutions (e.g. schools and hospitals). Later, its use has been
extended to other areas; using DEA models, wecoarpare not only capabilities amongst themselves
based on the effectiveness of their work but also the effectiveness of heterogeneous activities within a
single enterprise (Kliestik 2009).

By the decision making unfDMU), we understand that the unit puogs some effects and consumes
some resources for its production (Nadanyiova 2015). By evaluating the efficiency of a given
production unit, we evaluate essentially the efficiency of transformation of inputs to outputs. The
outputs typically have a maxiniig character, that is, their higher value leads to higher efficiency
while maintaining the same level of outputs. Inputs, on the other hand, have a minimal character, that
is, their lower value leads to lower efficiency while maintaining the same leugbats (Coelliet al.

2015). When analysing the efficiency, it is possible to assume that for a given task, there is a
theoretical set of production possibilities, which consists of all possible combinations of inputs and
outputs and determined by the dhetical effective boundary. Once production units are located at an
effective border, they are effective (Jablonsky, Dlouhy 2015).

The aim of DEA models is to eliminate, or exclude, subjectivity by measuring outputs in relation to
inputs. Using a linear athematical model, inputs and outputs of individual production units are
assigned scales that express the efficiency of the unit (Satagkh 2015). On the basis of these
weights, the brands will be compared and ranked.

The early stages of the DEA modelan be found in Debreu and Koopmans (1951) as well as by
Farrell (author of t he 1957 Mo d el of Efficie
reworded by Charnes, Cooper and Rhodes (DEA CCR) and Banker, Charnes and Cooper (DEA BCC).
The aim of bth models is to divide the objects under investigation into efficient and inefficient in
terms of consumed resources, produced production or other types of outputs (€hain&878).

This asserts the advantage of determining the source of inefficemdydetermining how the
production unit can become effective by reducing/increasing inputs and outputs. CCR model
calculates the input and output weights by optimisation calculation to maximise efficiency level.
Efficiency level is less than or equal 1 (&aret al. 1984, Coopeet al.1996).

r
Bk::l Uk Yk a<

Minimisee($ - 5 B v o ma X (2)
B[(:lukykj N . .
mOl,j—l,z,e , N, (3)
u OU k=1,2¢é ,r, (4)
v;oQi=1,26é,m (5)

where
e is the efficiency rating of DMU being evaluated by DEA,
U is the infinitesi maleigbtoandoutpunweightshapasitve dummeg t o i t |
U is the coefficient of weight assigned by DEA taput k,
v; is the coefficient of weight assigned by DEA to input i,
X;j is the amount of input i used by DMU
Y is the amount of output k used by DMU
i is the number of input used by the DMUs,
k is the number of outputs used by the DMUs.
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We can modifyprevious model on linear model via Chaii@soper transformation in two ways. The

first approach maximises the numerator of objective function if the denominator is equal to 1. It is the
input-oriented CCR DEA model. The second approach minimises thenitesttor if the numerator is
equal to 1. It is the outpuiriented CCR DEA model (Podhorska, Siekelova 2016).

Maximise e(DMY) Bg_ ucy, q\"( ma X (6)
B vix 1, (7
-BIvixi f BroiWey, JOO,j =1,2,é,n, (8)
u  00i=1,2¢6,r, 9)
v,oUj=1,2¢é,m, (10)
or
Minimise eDMY) BIvixp ¢ min (11)
Bl=1 Uk Y q 1, (12)
Blc1 UGk 4By U X 00,j=1,2,€ ,n, (13)
u 00,i=1,226,r, (14)
v;00,j=1,2,é ,m. (15)

In case of the inpubriented CCR DEA model, the efficiency rating is equal to 1. It means that DMU
is located on efficient frontier. On tregher hand, the efficiency rating is not equal to 1, so DMU is
inefficient unit. In case of the outpatiented CCR DEA model, the efficiency level is greater than 1,
so DMU is inefficient unit. If DMU is not efficient, then it is necessary to find virturad on efficient
frontier (Fiala 2008).

The inputoriented and outptdriented CCR DEA models are mentioned as multiplier models. To
evaluate the efficiency level, it is necessary to solve these models for each DMUs separately. In case
of multiple set, se dual models for previous models. These models are mentioned as envelopment
model (Fiala 2008). The inpatiented dual CCR DEA model has the following form:

Minimise d, UBM;s B s, (16)
BlLigo i =d o ,i=1,2¢,m, 17

BlLiay, - S=Y, 4k=12€,r, (18)

3 00,5 00, 5 00. (19)

I ndi vi dual 60 means weights of fthenodeiistpfindtheand
linear combination of input and output quantity of all the analysed samples.

For efficient DMU, optimal value off q  ®optiriaj value of all additional variableg'k =1, 2, ..., 1,
as,i=1,2,..,m, areequal to 0.

Radial DEA models provide information on efficiency level and answer to the question how to
achieve efficient frontier. It means to change inefficient unit to efficient unit (or virtual unit) by radial
DEA model. Input and output variables about virtual siaite referred to as target variable for input
and output variables (Jablonsky, Dlouhy 2015).
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Then, Banker, Charnes and Cooper created the BCC DEA model based on variable returns to scale
(VRS), that is, rising, falling as well as constant returns. Indhé®, a cone shape of efficient frontier

is changed to convex shape. It follows that number of efficient units is greater when compared with
CCR DEA model (Charnest al. 1978). In analysing the efficiency based on VRS, it is necessary to
complete dual miel about convexity condition:

Bl or=1 (20)

The method of quantification of BCC DEA models is almost analogous to the calculation of the CCR
DEA models.

Results

On the basis of the use of the CCR DEA models of entry and msitted, we have concluded that
effective Slovak brands include Slovensk8 spor
is 1. Other Slovak brands are used by the entrepreneurial subjects as ineffective, that is, they do not
achieve efficiacy of 1 or 100%Table 1 shows the input data to identify efficient and inefficient
brands through selected DEA models.

Table 1. Entry values for CCR and BCC DEA modelf Sour c e : authords compil atio

DMU Communication costs in| Brand awareness (numbg Brand loyalty
support of of customers) (number of customers)

Tatra banka 27,860 1,563,785 437,800
VDB bank 15,452 276,898 389,630
Sl ovensks§ 19,856 1,239,685 986,500
ESET 29,741 1,142,360 412,800
Slovnaft 35,652 986,520 896,352
Matador 14,962 127,411 389,630
Zl atT ba 28,740 2,296,854 968,521
Rajec 17,654 2,304,586 289,652
Sedita 9,852, 312,590 458,963
Sygic 11,632 1,962,030 396,825

Table 2 shows the results of the effectiveness of the relevant Slovak brands basedsenahan
input and outpuo r i ent ed CCR DEA model . 't i s obvious
brands are effective, because their effectiveness is equal to 1. Other brands do not achieve such a
measure, they exceed it. In order to become #ffeat is necessary to adjust their input (Table 3) and
output characteristics (Table 4).

From the efficiency point of view, the least effective mark is ESET, because it achieves an efficiency
score of 0.3316 (more than 33%), with a power efficiency.@f57. On the basis of the quantification

of the given variables through the CCR DEA model, the company owning the mark should take
certain steps, on the downside, to reduce the
of the brand by focusg on the use of new forms of marketing communications in an online
environment that are less costly and their engagement and interactivity is much greater. On the other
hand, the ESET tag can achieve the desired output efficiency through the use ofrmewoffo
marketing communication to increase brand awareness from 1,142,360 to 3,445,044 customers.
Another opportunity is to immediately make changes in both the input and the output by combining
them.
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The second least effective brand is the Tatra bankh,am output efficiency level of less than 41%.
In spite of its innovative capability, Tatra banka should take action on both the entry and exit sides in
order to achieve an efficiency level of 1 or 100%.

The third least effective mark in the CCR DEA madis for the Slovnaft brand, which achieves an
efficiency score of less than 51% and a 1.9761 output side. Slovnaft is a rpfterghemical
company also focused on the concept of joint corporate responsibility. Even despite these activities,
the brandworks ineffective. A way to increase the effectiveness of the brand is to increase brand
awareness, for example, through a more creative form of communication, or by supporting this tool
online through integrated marketing communication forms.

Table 2. Resllts of the efficiency assessment for the inputand output-oriented CCR DEA models(Source:
aut horés compil ation)

DMU Efficiency score of the inputoriented Efficier_lcy score of the output
DEA model oriented DEA model

Tatra banka 0.4069 2.4575
VDB bank 0.5075 1.9703
Sl ovensks§ 1.0000 1.0000
ESET 0.3316 3.0157
Slovnaft 0.5060 1.9761
Matador 0.5242 1.9078
Zl atT ba 0.7719 1.2956
Rajec 0.7739 1.2921
Sedita 0.9377 1.0665
Sygic 1.0000 1.0000

Table 3. Results of the inputoriented CCR DEA model in the form of effective input and output targets
(Source: aut horés compilati on)

DMU Communication costs in Brand awareness Brand loyalty
support of (number of customers) (number of customers)

Tatra banka 11,337 1,563,785 437,800
VDB bank 7,842 489,628 389,630
Sl ovensks§ 19,856 1,239,685 986,500
ESET 9,862 1,142,360 412,800
Slovnaft 18,042 1,126,401 896,352
Matador 7,842 489,628 389,630
Zl atT ba 22,184 2,296,854 968,521
Rajec 13,633 2,304,486 466,108
Sedita 9,238 576,756 458963
Sygic 11,632 1,962,030 396,825
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Table 4. Results of the outpubriented CCR DEA model in the form of effective input and output targets

(Source: authorodés compilation)
DMU Communication costs in Brand awareness Brand loyalty
support of (number of cugomers) (number of customers)
Tatra banka 27,860 3,843,055 1,075,908
VDB bank 15,452 964,727 767,697
Sl ovensk§ 19,856 1,239,685 986,500
ESET 29,741 3,445,044 1,244,891
Slovnaft 35,652 2,225,889 1,771,288
Matador 14,962 934,134 743,353
Zl atT ba 28,740 2,975,706 1,254,774
Rajec 17,654 2,977,792 602,265
Sedita 9,852, 615,098 489,474
Sygic 11,632 1,962,030 396,825

Table 5 shows the results of the effectiveness of the relevant Slovak brands based on the use of an
input and outpubriented BCC DEA model. It is clear that the portfolio of effective brands
(Slovensk8 sporiteORa, Zlatl Bagant, Rajec, Se
assume variable yields on the scale and their rate of effectivenapsalst@ 1. Other brands do not

reach such a rate, they exceed it. In order to become effective, it is necessary to adjust their input
(Tabl e 6) and output characteristics (Table 7)
bagant, Ranp Bygic. Ansongdtithie deast efficient brands are ESET brands, Tatra banka,
because they achieve an efficiency score of less than 50%. These ineffective brands should take
appropriate action on both the entry and exit sides, which serve to increaseffitieincy, that is,

optimise the communication portfolio by using online marketing communication platforms.

Table 5. Efficiency score results for the input and output-oriented BCC DEA models( Sour c e : aut h
compilation)
DMU Efficiency score of an inputoriented DEA Efficier)cy score of the output
model oriented DEA model

Tatra banka 0.4170 1.4715
VDB bank 0.6376 1.9359
Sl ovensks§ 1.0000 1.0000
ESET 0.3614 2.0122
Slovnaft 0.5090 1.1006
Matador 0.6585 1.8695
Zl at1l bag 1.0000 1.0000
Rajec 1.0000 1.0000
Sedita 1.0000 1.0000
Sygic 1.0000 1.0000
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Table 6. Results of the inputoriented BCC DEA model in the form of effective input and output targets
compil ation)

(Source:

aut hor 6s

Communication costs in

Brand awareness

Brand loyalty

DMU support of (number of customers) (number of customers)
Tatra banka 11,618 1,563,785 437,800
VDB bank 9,852 312,590 458,963

Sl ovensk§ 19,856 1,239,685 986,500
ESET 10,747 1,142,360 427,704
Slovnaft 18,146 1,081,259 896,352
Matador 9,852 312,590 458,963

Zl atT ba 28,740 2,296,854 968,521

Rajec 17,654 2,304,586 389,652

Sedita 9,852 312,590 458,963

Sygic 11,632 1962,030 396,825

Table 7. Results of the outpuoriented BCC DEA model in the form of effective input and output targets
compil ati on)

(Source:

aut hor 6s

DMU Communication costs in Brand awareness Brand loyalty
support of (number of customers) (number of customers)

Tatra banka 22,530 2,301,185 644,244
VDB bank 15,452 831,556 7,542,266
Sl ovensks§ 19,856 1,239,685 986,500
ESET 26,100 2,298,696 830,650
Slovnaft 19,856 1,239,685 986,500
Matador 14,962 786,146 728,427
Zl atT ba 28,740 2,296,854 968,521
Rajec 17,654 2,304,586 389,652
Sedita 9,852 312,590 458,963
Sygic 11,632 1,962,030 396,825

On the basis of the foregoing, we believe that most of the verbal tags in question should aim to
optimise their ommunication portfolio resulting from the advancement of telecommunications and
information technology. Changing the communication portfolio because of the use of new
communication tools can thus have a positive impact on the profitability ratio and tevéhef
effectiveness, and the goal is to create a community of customers or social network users participating
in brand value and to pull the product, service from tramlines and introduce it in a new light. In our
opinion, Slovak brands should, in thetdre, try to find a new context for communication policy,
including its progressive instruments, so that consumers do not surprise.

It follows from the above that the Slovak brands that do not fulfil the~condition of effectiveness
(ESET, Tatra banka, VUB a n k a , Sl ovnaf t, Z1l at | Bagnat , Sedi
inputs or increase their outputs through the following ways and possibilities:
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- status test currently, the consumer chooses products or services to complete his or her social
status.This can be used by brands in their strategy and offer the product only to customers
who have a real interest in them,

- the search for an original context with guerrilla communication activitesother trend is to
search for an original communicationntext using a guerrilla communication activities in
which brands can surprise the customer at the right moment and in the right place,

- start from yourself to get and subsequently maintain customer confidence is not easy at the
moment. One of the stepsetibrand can gain in credibility is to look inside the business and
evaluate the internal corporate culture,

- artificial intelligencei Increasing consumer demands can also respond to brands through
artificial intelligence,

- social networks using progressigemmunication tool§ the social networking style of the
communication brands chooses according to their audience. For example, the Snapchat social
network allows you to share content that is lost in a minute and is one of the most effective
tools for engging audiences. According to research eMarketer to Snapchat, 22% of the US
advertisers, including Pepsi, Amazon, GE, 200th Century Film Studios, Milk, and even
Magnesia and Mattoni, have begun investing. The reason for using Snapchat i§ simiide
Facdook uploads 35% of the total number of users, Snapchat up to 65%, that is, Snapchat
bets on brands that want to connect an emotional relationship with the customer (Trendy
2016).

In addition, we propose that the brands of Slovak companies in questiartdegild themselves into
the position of a certain archetypal figure, because each of the individual archetypes predestines the
behaviour of the company, its visual presentation and communication.

The archetypatommunicating brand story acquires thegmbial to build a puto and relationship with

others and to connect us in our humanity without sacrificing us to a homogeneous mass because it also
appeals to us as an individual. The archetypal story presented and imprinted with the brand will enable
the enthusiasts to identify and feel the connection at personal and individual level from the Slovak
brand in question. The consumer has a sense of how the brand would speak directly to him or her,
personally, because the brand speaks to a wide audience andoaieach out to a broad target
audi ence. I f we focus on branding according to
The brand that binds to the archetype thus increases its chances to reach out to the innermost layers of
the human psyehi the customer. Brand, a story of a brand in which the customer clearly recognises

an archetypal figure and its symbolism, enhances its authenticity and credibility (Wooside, Sood
2016). Also, the brand that communicates in a given archetype not aelydity recognisable by a

target group but also ensures consistent communication across channels and consistent communication
over time. Archetypes are based on four basics: desires and needs, independence, stability and freedom
(Bechteret al. 2016).

As the tag represents the personification of individual archetypal figures and impersonates the story to
which the customer can join, we propose to assign ineffective Slovak brands to one of the following
archetypes:

- creatori opens up new spaces, brings inaibtons and new ideas that it performs or helps
them to do. Here we propose to include the brands of ESET and Tatra banka,

- caregiveri the main aim of the caregiver is to protect people, help others, take care of others.
Here we propose to include the brarid/UB Bank,

- rulerT its purpose is to determine the rules, the direction indicator, and to determine what is
important, what matters. Here we propose to include Slovnatft,

- clownT clown strategy is play, humour, joke, provocation, irony and fun behavieue we
suggest to include the brand ZI at |l bagant,
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- one of us’ develops common behaviour, a common look and likes to blend with the crowd.
He or she lives an ordinary, but a good life without pretense. Here we propose to include
Sedita,

- magiciani wants b realise his or her dreams, creates a vision, transforms or helps. Here we
propose to include the brand Matador,

- innocent child has faith, optimism and ideals. Here we propose to include the brand Rajec.

To increase the efficiency, we are also pushongthie personality to be reflected in contributions to
social media, that is, to create a voice of social media similar to the way the tag in question
communicates with Tweets, Facebook, Snaps and Instagram.

Conclusions

Comparison and analysis of DMU eféacy scores based on DEA models are widely used in various
areas of the economy. Their goal is to identify the source of inefficiency, because the effectiveness of
individual business areas has an impact on the competitive advantage of business entities.

This contribution provides information on the level of effectiveness of selected Slovak brands with the
possibility of optimising the communication protocols in this area. The main objective of the
contribution was to measure the effectiveness of sel&@itak brands based on DEA based on the
collected data from the financial statements published in the register of financial statements and
through a survey conducted in the form of a questionnaire.

On the basis of the results of the CCR models, DEAnbtest onl y Sl ovensk8 spoc
are working effectively. On the other hand, the BCC DEA models show that there are more Slovak
brands (Sl ovensk8 sporiteORa, Zlatl Bagant, Ra
Slovak brands is rated to the BCC DEA model, which assumes variable yields from the range.
According to the quantification of these models, other brands do not reach the efficiency of 50%
either. Each tag was analysed based on the input data (communication costs rélated soipport)

and output data (brand awareness and brand loyalty).

This research study has a specific character because there is no similar research in this bolas with links
to evaluation of the effectiveness of Slovak brands with the possibility to isetitthem, although

many authors are concerned with assessing the level of efficiency of global brands, especially from
North America, Europe and Asia.

A future scope of the present study could be t
of brand equity and benchmark the brands against the brand equity as perceived by the management.
In addition, we can add some new variables and models based on the DEA principle. Charles and
Zavala measure the custonixrsed brand equity efficiency to iddwtiefficient brands versus
inefficient brands in terms of customer perception. The authors also represent a novel attempt to
develop a satisfying DEA model to measure the custdrased brand equity efficiency under a
stochastic environment that is, furthre, free from any theoretical distributional assumptions. The
proposed model is then applied to measure the efficiency of nine major cell phone brands (Charles,
Zavala 2015).

Further research may be aimed at evaluating the effectiveness of the ngukstion over time, that

is, in addition to the CCR and BCC DEA models, we could use the Malmquist index. It is a
guantitative tool that accepts a time factor. The index evaluates multiple inputs and outputs without
pricing data. When evaluating effectighanges over time, the index generates decomposition on two
componentd a relative change in the efficiency of the unit being analysed in the sector and the
change in boundaries of production options caused by technology. The basic DEA models can be
consdered static, that is, they do not take into account the development or change in the efficiency of
business activities over time. We will remove this deficiency by using teallal Malmquist index.

The Malmquist index can be formulated in various vasainputoriented or outpubriented, with
constant, variable, nemining or nordeclining yields.
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Abstract. Gamification represents a relatively new term that has becomevelgigsopular in recent years. The

aim of this paper is to evaluate the various definitions regarding gamification, to present a unified process of
designing a gamified system and to research the use of gamification on the territory of the Republic of
Macednia. Gamification focuses on the internal motivators of employees, which are much more powerful and
longerlasting than the external motivators traditionally used in human resource management. Since this concept
relies on video games, data demonstrateles# clear that they are prevalent in each age group and there is no
inclination of one sex over the othdihe research done through a questionnaire on SMEs in the IT industry on
the territory of the Republic of Macedonia was focused on researchigaittiécation trends in the country and
generally gave positive results regarding the level of use and the readiness of the Macedonian managers for
gamification. A high percentage of the companies surveyed are using or are in the process of implementing
ganified systems and consider that they could bring a number of benefits. The main disadvantages are the lack
of understanding by employees and insufficient technical knowleédue.paper contributes in clarifying the
gamification concept and distinguishing from other similar concepts. From a practical standpoint, the
presented process for designing a gamified process can be utilized by companies in the IT industry in the future,
regardless of the country of origin.

Keywords gamification; human resourcesmployee motivation; management, reward system
JEL ClassificationO15

Introduction

The term 6gamificationdé is commonly wused in th
productivity of employees and their motivation, improving the compamasketing activities,
improving the activities in the field of finance and all other activities that are carried out in a particular
company. Some authors define gamification in a broader sense, that is, to improve health,
transportation, government, edtion, ecology and so on (Hamari et al., 2014). In addition, a great
focus is put on the scalled Human Computer Interaction (HCI) methods (Detering et al., 2014) that
propose that O6égamifiedd applicati ons amaexibstingnet ho
customers. However, so far, little academic attention has been devoted to the definition of the concept
of gamification, while the origin of the term is interpreted differently.

There is no doubt that the popularity of games (more spegyficaiko games) among young people is

high and is constantly increasing. A survey conducted in February 2017 in the United States shows
that 65% of households own at least one video game console. Today's gamers, if this term can be used,
have spent an avega of 13 years playing video games, which means that most of them started at a
very young age, probably before being 10 years Diet data suggests that gamers are brought up

with video games and the concepts that apply in video games themselves contrebeasily
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accepted and applied at the workplace. The games, however, are not reserved for the male sex only,
which is represented by 59Pahe female gender representation is also high, with 41% inQGLB i ¢

Fi sh Ga meBhe US sPalisticg also p to the fact that video games are not reserved for
children and young people, that is, a large percentage of gamers are Bgfegdas old (27%) and

aged 36 to 49 (19%ptatista, 2017)

These percentages may appear to be relatively high at firgteglbat one must take into account the

fact that gaming has expanded as a term since 2010, with the emergence of the first tablet devices and
smartphones. Through these devices, games were no longer reserved for consumption through a
television or a boardame set, because each individual with a smartphone or tablet can be involved.
This has increased the age limits, as well as the inclusion of the female gender in something previously
considered a dominant male activity. Statistics of 2017 for the tgrofothe European Union show

us that in the third quarter of 2012, 36% of the age groupicf8B$ears played video games, while in

the third quarter of 2016 this figure rose to 46%. Respondents of the age grolip4fyéars spend

7.5 hours per week playg on a tablet or smartphone, even higher than the age groGg 2Bars,

which passes 6.2 hours per week playing on a tablet or smartfiBéite 2017) Unlike the past, the

data demonstrates that video games are spread across all age groups ang #isd the longer
predominate male activity, because now the two genders are represented almost equally.

Literature Review

Gaming refers to games in general (such as board games, sport games, video games, mobile games,
etc.). As noted in the introductorynb@n the paper, with the rise of mobile devices, video games (and

the subset of mobile games) motivate millions of people in the world to spend a huge part of their time
playing them. Often, activities that they perform in these types of games thenmalvesem trivial,

even boring, but there is obviously a certain kind of motivation to complete them. A number of
researchers were intrigued whether this kind of motivation and other aspects of gaming could be used
in other context, besides board games, ilaajames and video gameélhe earliest attempt to define

the concept of gamification and its elements can be seen by Thomas Malone (1980), as early as the
1980s, when the first massi veMaynddiasnd i ®@d lealg avd
can be noticed that the first video games of educational character appear in a similar period, that is, it
is believed that the first video game ofPCthis
World, 2017) The purpose of this game is to succelhgfset up and manage a stand for selling
lemonade, something popular with schoolchildren in the US culture. Perhaps one of the most famous
games in the 1980s is the 6The Oregon Trail 6,
across thaJS in the 19th century. In doing so, players should be careful about the level of food, the
various dangers of animals and diseases and choosing the most optimal route. In this way, young
players gained knowledge about basic hygiene, geographical coandmtates and different types of
diseases. In the 1990s, there was a real boom in the market for educational games, and large
corporations like Nintendo started creating their own games, something that previously did not happen
with other mediums for delering/playing games, meaning that video games potentially hold the
highest potential to incite intrinsic motivation.

Regarding the first official appearance of the concept of gamification, authors are divided. Nelson
(2012) argues that the beginnings afhdfication are at the beginning of the r@@th century in the
Soviet Union as 6a way to motivate workers wit!
Factory workers could compete with each other to increase production, using pointshand o
elements similar to the gamieater, in American management, during the transition from the 20th to
the 21st century, the strategy of turning the workplace into a cheerful environment is reappearing. In
1984, Coonradt published the first edition o6 hi b o o k 6The Ga me of Wo r k ¢
principles of playing in a business context that deal with employees' motivation. His principles for
motivating people include frequent feedback, clear goals and personal choices, that is, features that can
be faund in games of different types. These American and Russian approaches, as precursors of
gamification, have led to a spe nr e o f the concept, 6gami ficat
6gami ficationd reportedly was th vidsotgame sleveloper n 2 |
(Marczewski, 2012). Research and development efforts to frame gamification approaches have
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expanded dramatically in the past decade. If we make a more detailed analysis of the literature, even
before Coonradt's work, loyalty pr@ns, such as frequent flyer programs (Kumar and Herger, 2013),
where passengers get miles (i.e., points) that can be exchanged for some profit, and other marketing
campaigns already incorporate some features of gamification. According to Detering2eéX1dl), the

term first appears in its present and modern deficiencies in 2008, but its popularization begins in 2010.
This is the same year the first Gamification.co conference was held, with which the gamification
began with its massive implementation hg tompanies and authors in its research in the last decade.

The main problem that arises in the clear perception of the history of gamification is that the authors
see it in a different way, making it difficult to distinguish which of the methods usheé ipast or the
previous century are part of the gamification, and therefore, part of its history. Thus, it is necessary to
clearly define the gamification and the activities it covénsorder to understand and define the
concept of gamification, it isetessary to make a distinction in several different aspects. Figure 1
shows the differences between them.

Gaming

(Serious) games

Whole Parts

Playful design

A\
Playing

Fig. 1. Defining Gamification (Source: Detering et al., 2011)

The graphic shows us a spectrum that moves from video games to the adrgaepification. Video

games represent the starting point, that is, they are part of gaming and completely implement all its
aspects. Certain video games can be used for other purposes, for example, training pilots in a simulator
or Formula 1 drivers, buhis does not represent gamification. On the left side of the spectrum, we also
see toys, which also have entertaining character, but are more related to playing than gaming, or more
precisely video games. Toys may also include an educational charactegssthe LEGO blocks that

are popular with children. However, it should be noted that this is not part of the gamification. On the
right side of the spectrum, we have a term ca
playing than gaming andan be most easily understood through an example. In 2009, Volkswagen
created a campaign for people to use ordinary stairs instead of an escalator to be physically more
active. In order to motivate them, the company used an unconventional approach tinecsaytalled

60Pi ano stairso, that i s, s t (Rasignsof thehWold, 2012)ahe a n ¢
Volkswagen campaign proved to be successful, as many pagsessre motivated to climb these
ladders, rather than the escalator. Althotlgh mostly resembles gamification, it is ultimately not part

of it, because elements of games are not used, but the focus is on playing and toys. In the upper right
corner of the spectrum is gamification, which, as the graph itself suggests, takeshmsglements of

games and gaming. Although there is often confusion between gamification and fun design, there is a
clear distinctiori gamification takes elements from different types of games and sets clearly defined
rules and objectives, while the fdesign does not contain these elements and rules.
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The most commonly accepted definition is that gamification is the use of game design elements in
nongame contexts (Deterding, 2011; Van Der Boer, 2011). Gamification can be differentiated from
simple contsts because gamification seeks to use elements from designed games to enhance the fun or
effectiveness of a game in a work environment. A game is designed when it is purposefully created
with reinforcing contexts, interactions, and mechanisms that createeaimmersive feeling of play
(Mollick & Rothbard, 2014). These definitions emphasize several elements that are key to the concept
of gamification:

- elements of games, but do not include games in full

- reflecting the way gamers think while playing

- an envionment that is not related to games, such as a workplace

- includes motivation to achieve goals other than standard reward systems

While traditional methods of motivating employees (which are often financial) function in short term,
the company cannot oftesr repeatedly use them, primarily due to lack of resources. Gamification
offers alternative methods that do not exhaust financial resources, and in theory, could lead to equal or
greater motivation of employees.

According to Bunchball (2016), employees time focused and motivated when:
- there is a clearly defined goal
- there is a system that measures the progress towards achieving the goal
- there is a reward for achieving the goal

Motivation can be internal (activities done by the individual because heeigested in them or they

bring pleasure) or external (under the influence of external force) (Ryan and Deci, 2000). Most studies
demonstrate that internal motivation is more powerful and longer than the external one, which gives
preference to gamificatiomhere are five specific internal motivators:

- Autonomy i 0 | have control 0. There is autonomy i
tasks that they can fulfil in the way they want, until the work is completed in a timely manner.

- Skillsi 61 " m i mimproveniemt givies satisfaction to employees, because it makes their
work easier and they get the opportunity to do something that they were not able to
accomplish before.

- Purpose- 6 " | make a differenced. Every wetrnhpl oyee
company, making their work contribute to success.

- Progress- 6 | Exercised. The employees are satis]
progress and moving towards the goal.

- Social interaction- 0 |
interact with other people.

m connecting with o®obetinteuhandUl t i n

In order to understand the potential of the concept of gamification, one should look at video games as
the frontrunner in popularity among young people and adults. The first video games in the 1980s were
basedon statistics and ranking lists to motivate players to continue to play, for example, a list of best
players. As video games mature and become more complex, the methods for motivation alsé evolve.
new type of video game, called MMORPG (Massive MultiplaOnline Role Playing Game),
emerged towards the end of the 20th century and the beginning of the 21st century. In this type of
video games, players took on the role of a certain character and fully connected with him and his
survival in the digital world This is interesting and important in terms of gamification because the
average time spent by players on these video games is much greater thanPb&jers. perform

trivial activities that would be considered repetitive and annoying, but there itamcaotivation, a

sense of achievement and a ymaterial reward (they do not receive real money) that influences their
drive. By the beginning of the last decade, smartphones and tablets have been popularized, making
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gaming available for everyone by reihg skill level and knowledge required to participate. New
kinds of video games that appeared on the market, such as Farmville, Angry Birds, Temple Run,
Candy Crush and others, have introduced new ways to motivate players to perform seemingly trivial
and repetitive tasks. For a longer period of time, companies designing and producing video games
utilize motivational techniques to create interaction and engagement among users. Gamification tries
to use the same principles and motivational techniques ihemamintext, in order to create a powerful

tool for business. The end result is not a game and there is no clear winner, but a motivation strategy
that is based on the competitive nature of each employee in order to perform the activities in the best
possble way and thereby increase productivity.

Employee motivation is a topic of research and experimentation for an extensive period of time in
business literature. On the other hand, video game designers have unknowingly contributed to the
rapid developmenin this area. When an individual receives some sort of reward, the brain creates a
substance called dopamine (Linden, 2011). This substance creates a sense of satisfaction and
happiness. The level of dopamine is greater if the challenge to get that iegazdter, and therefore,

the sense of fulfilment increases. Today's employees are already accustomed to this type of motivation
to perform certain tasks in video games, that is, they know this system of hard work and received
prize, which is not materialr financial at all.

Designing aGamification System

In 2014, Gartner made an estimate that 80% of companies that have implemented methods and
systems of gamification have not received the desired regididner, 2012)This means that only

20% of the ompanies have been successful in their efforts and it is a clear indication that gaming is a
complicated implementation process in the company itself and depends on a number of factors. The
high failure rate, according to Gartner, is primarily due to ther mlesign of gamification systems,

which is still a relatively new term and concept.

Although the general definition of gamification mentioned in this paper is generally accepted, the
other elements and structure are discussed by different authors grahéesnand it is often uncertain

how to properly implement them. As already mentioned, the paper puts a focus on the implementation
of a system of gamification to motivate employees in companies, although gamification can have a
wider nature. The proces$ effective gamification has been researched by Kappen and Nacke (2013),
whereby a sense of satisfaction with the employees should be created, using the principles of video
games, that is, the design of the games themselves. The goal of the gamificatéss s to identify

the activity and its mechanisms, and then to incorporate the elements and design of the gamification in
the very nature of the same.

Aparicio (2012) describes four steps that should be followed to implement the gamification ard furthe
monitor its results:

1. Identification of the main taskthe activity or process that needs to be gamified

2. Identification of transversal objectivesther objectives besides the main objective that would
be interesting and attractive for employees togretfthe activity

3. Selection of gamification mechanismdepending on the main goal, related to the elements of
internal motivation

4. Analysis and controt through tests with specific metrics, questionnaires, or evaluation of
experts on gamified processeslanechanisms applied, in order to compare the results before
and after implementing gamification in activities
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Fig. 2. Kaleidoscope of effective gamificationSource: Kappen, D.L. & Nacke, L.E., 2013)

Figure 2 represents the layers thatrfahe basis of the gamification:

- Motivated behaviour layerthe basis for effective gamification, where external elements are
identified that encourage the internal motivation of employees

- Game experience layerrefers to integrating actions, challengasd rewards to stimulate
employees

- Game design layer connecting the subsystems with gamified elements to create a fun user
experience

- Perceived layer of funfrom an employee's perspective; this is the most important layer since
it is in direct contacwith it. The layer contains all the touch elements (audio and visual,
design, visible interactions and experiences) in order to integrate the employees in the process.
According to the authors, this layer is crucial for successful implementation of the
gamification.

When designing the gamification system, one must keep an eye on the key element for success in the
process of gamificatioh creating and maintaining an interest in employee participation. Interest and
interaction are the main benefits of acsessfully implemented system of gamification, but it is
difficult to achieve and maintain them at a high level on the long term. According to Van De Boer
(2011), there are two aspects that need to be addressed when designing a system of gamification:

A. Feedack loop
B. Progression loop

Creating an interest in trying out a particular gamified system for employees is an easy step, while the
harder step is to keep the interest for a long period of time. To achieve this, the gamified system needs
to contain feedbac loops that will reward the employee for a particular type of behaviour and
encourage him to continue this type of behaviour in the future. The feedback loops contain three
components that repeat continuously, as show in figure 3.
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Fig. 3. Feedback loops Source: Marczewski, A. 2013)

Initially, some kind of motivation to participate in a gamified system is required, which will direct the
empl oyee towards a particular action. This is
inner waking and rewards system, while the last step is the feedback, which should be instantly
received and specific. With this, the loop repeats itself and results in improved behaviour by the
employee. Marczewski (2013) distinguishes two types of ldopssiive and negative. A positive
feedback loop amplifies certain type of behaviour, whereas a negative feedback loop will aim to
reduce it.

Activities that are part of the gamified system are sometimes complex, requiring the investing of a
great deal of timeral effort. Therefore, the gamified system needs to contain progression cycles, since
most employees will not know how a particular game/activity works before they try it at least once.
Initially, it is important for employees to try out the game and tcetstdnd how the system works,

and this is best achieved by gradually involving employees through smaller and simpler tasks. In this
way, the company will ensure that employees will not get the desire to give up before they start using
the gamified systemSubsequently, it is necessary for employees to receive progressively more
di fficult tasks as they improve in the 6gamebéd,
in Figure 4, there are three teagheask hasto b goapey er s
according to their level of skill and progression.

Level of Expertise

Master

mastery
teaching
challenge creation

Regular

habit-building

onboarding

Fig. 4. Progression cycl¢Source: Kumar J. & Herger M., 2014)

The final stage of the process of designing a gamification system can be presented as a pyramid
compogd of three elements, as seen in Figure 5. The pyramid begins with dynamic, continues with
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the mechanisms and finishes with the selection of the components that will constitute the system of
gamification.

YNAMICS

MECHANISMS

COMPONENTS

Fig. 5. Pyramid of gamification SourceVan Der Boer, P. 2015)

Dynamics is the overall strategy of the gamification system, in particular the goals that it needs to
achieve. It is necessary to make a decision regarding:

- restrictions

- motivation (external and internal)
- narrative and graphic elamts

- progression

- connections

The mechanisms represent the second level in the pyramid, which are set after the dynamics of the
gamification system are formed. These may include challenges, transactions, competition,
collaboration, feedback, winning conditis and so on. For each element of dynamics, one or more
mechanisms can be selected. The last part of the pyramid are the components at the most specific level
and in direct interaction with employees. These may include achievement, leaderboards, @nogressi
levels, cosmetic items, badges, points, mission, clans, virtual gifts and so on.

While traditional reward systems focus mostly on material and financial resources, there are several
limitations to them:

- They may be unattractive to employees.
- Overpriced- that is, cost too much, and thus not given often.
- Too cheap employees have limited interest in small prizes.

- Offer a small chance of winningwhen gambling, the small chance is justified by possible
huge winnings, but that is not the case in the @yp

Methodology and Results

Concerning the Republic of Macedonia, there is no data on the level of implementation and usage of
gamification by organizations. Extensive inquiries did not return any secondary and publicly made
available results, so to battenderstand the state of gamification usage in the Republic of Macedonia,

a questionnaire (structured from a total of 12 questions, out of which 3 of open type and 9 of closed
type) was conducted on representatives of SMEs (small and medium enterpribes)Ti industry.

SMEs were selected because they comprise 99.7% of all active business entities in the Republic of
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Macedonia in 2016; therefore, they are the most important for analysis in terms of gamification. The
IT industry was selected as one witlon@ companies working with virtual teams and having online
collaboration between employees, where gamification could yield greater benefits. Even though
gamification should function regardless of the industry, the scope of the research would have been too
broad if we included companies from every industry in the country. The questionnaire was sent
electronically (via email) to the managers of the selected SMEs, and 30 questionnaires were received
in the period from 20.12.2017 to 15.01.2018. The questiaainaits original form is contained in the
annexure of the paper. The focus of the research was whether the concept of gamification is used by
SMEs in the respected industry, to what extent and what are the potential benefits and drawbacks
experienced. Tlough extensive inquiry on the motivational systems and techniques used, we can
evaluate the potential for implementing gamification in this industry in the Republic of Macedonia.

Of the companies surveyed, the largest percentage (84%) were small comjhaniées, up to 50
employees. The remaining 16% were medgired companies that have between 50 and 250
empl oyees. For the wverification of the sampl e
companies according to the classification of enterprigethe Republic of Macedonia, which was
selected by 0% of the respondents was feftshown in Figure 6, respondents believe that employees
are mostly motivated by financial rewards (80%), but acknowledge motivators like respect, status and
power (54%),as well as the intangible rewards that are part of the basis of the internal motivation
utilized by gamification. The survey demonstrates that a high 96% of surveyed companies use a
reward based system based on financial rewards. This was one of theikagors used in evaluating

the potential for gamification, as it relies on rarancial and nofmaterial reward structure, which is
something that is used extensively in the traditional reward systems.

80%
70%
60%
50%
40%
30%
20%
10%

0%

80%

AINENNEN

Financial  Respect, statusNorn-material Material
rewards and power rewards rewards

Fig. 6. Motivators for employees $oure: Own research, 2018)

When it comes to the concept of gamification, 73% of the respondents say they are familiar with this
concept, while 27% are not familiar with this concePf. the companies surveyed, 66% use
gamification from the aspect of employemlients, and 7% are in the process of its implementation.
The other respondents who are not familiar with this concept and do not implement it, when selecting
a negative answer were redirected towards the end of the survey. This step was neededthecause
issues are directly related to gamification and its implementation, with a basic knowledge of this
concept emerging as a prerequisite.

Figure 7 shows the timeframe for implementation of gamification systems in the surveyed companies.
The largest peentage of them (59%) apply gamification less than 24 months, 23% apply less than 12
months and 18% apply less than 6 months.
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B Less than 24 month:
OLess than 12 month:
B Less than 6 month:

B Less than 48 month:

Fig. 7. Timeframe for implementing gamification Source: Own research, 2018)

The next two questions of the survey wengen and referred to the descriptive explanation of
gamification and the way it is used in the surveyed companies. These questions were needed because
empirical research gave a clear indication that the term gamification is not fully understood by
researbers and companies and may lead to the delusion that gamification is being used, although it is
a completely different methodll respondents presented valid responses and explanations for the
gamification and its implementation in representative comparsie the sample remains valid for
analysis of further questions from the survey. Although not the focus of this research, it is useful to
note that most managers utilized simple gamification techniques such as achievements, badges,
challenges and leaderdrals.

100% / T
/ 0
80%
60% / 59%
40% / 136%
/
20% 18‘V, _ﬁ
0
0% S
Improved  Reduced costs Increased Easy Improved
motivation productivity implementation levels of
engagement

Fig. 8. Gamification benefits Gource: Own research, 2018)

Figure 8 demonstrates that the biggest advantage of the implementation of gamification is the
improved employee motivation (95%); second, there are reduced costs in the restenrd(59%) and
employee productivity improvements (36%). On the other hand, the biggest barriers for
implementation in SMEs are the misunderstanding by employees (77%), followed by insufficient
technical knowledge and skills for implementation (45%) amablpms with the company's culture
(36%).

The last two questions from the survey refer to the opinions of SME managers in the Republic of
Macedonia about various aspects of gamification. 45% of the respondents believe that gamification
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requires extensive kmavledge of psychology to be successfully implemented, while 36% think that
gamification is meant exclusively for young people.

Conclusions

Gamification as a relatively new term has become massively popular in recent years and is a topic of
research and inbmentation by various authors and companies. Through empirical research, the paper
demonstrates the differences between several similar concepts of gamification and presents the
distinctive differences between them. Gamification focuses on internal neosivar employees, who,
according to various authors, are much more powerful and ldagfarg than external motivators,

which are more traditionally used in the process of human resource manageimemthis concept

relies on video games, the papezgants statistics that make it clear that they are prevalent in each age
group and there is no greater inclination for one sex versus the other. The basis of gamification is
employees who are more susceptible to video games and could more easily accelgstlaad
mechanisms of this concept.

The paper defines the process of designing a gamified system (that is, the process of gamification of a
particular activity) by introducing cycle of interests and progressive cycles, as well as the elaboration
of the so-called gamified pyramid. Tracking these steps is necessary because gamification focuses
directly on the internal motivators for employees, who, although powerful, are also extremely difficult
to activate. An improperly designed gamified system couldag@nthe implementation itself, so it is
important that managers pay enough time and attention to it since the initial phase.

The research done on SMEs on the territory of the Republic of Macedonia generally gave positive
answers about the level of use dhd readiness of the Macedonian managers for the implementation
and usage of gamification. A high percentage of the companies surveyed use or are in the process of
implementing gamified systems and consider that they could bring a number of advantagissaiT hi
indication of a positive climate and openness for gamification, which could only improve in the future
and it contradicts previous findings that there is confusion between gamification and other similar
system, noted in the literature review. Howevthis must be taken with careful consideration, since

the general inclination is that companies in the IT industry are utilizing gamification more than
companies in other industries. Managers are testing new motivational techniques and are feeling
fatigue from the traditional financial reward systems, meaning that they would be open to test the
potential use of gamification systems and processes. The research shows that although there are
extensive gamification systems and procedures, most managera tptuse the simplest ones,
probably due to the ease of i mpl ementation an
managers and employees must understand the potential benefits of implementing gamification, so that
more effort can be put during théfitult process of implementation. Expanding the knowledge of
managers in the fields of psychology is not a prerequisite for implementing gamification, although
some respondents have mentioned this aspect as a potential limitation. The benefits tisteddayrs

confirm the previous research on the topic, as gamification is known to increase and (in most cases)
create longer lasting motivation, as well as reduce cost due to not relying on financial or material
reward systemslThe main disadvantages listegt respondents are the lack of understanding by the
employees and insufficient technical knowledge, and as a potential barrier, the implementation and
maintenance costs are most often mentioned. The research focuses primarily on companies from the IT
industry, so these statistics cannot be expanded for companies of all industries in this country but can
be viewed as a specific indicator. This research can be continued by gathering primary data for the
implementation of gamification in other industries lre tRepublic of Macedonia, as well as serve as

the basis for further comparisons between gamification in the IT industry in other Balkan countries.
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Abstract. The term engagement was usedritical cultural studies as a term that name an attitude of scholars,
and a feature of cultural and scientific texts, that are based on the experiemtéendfvidualor a group of
people. In the recemivo decadesmany ofPolish academic narrations the field of cultural production focused

on the issue of engagement. In téicle, a phenomenon of engagemémtthe contextof disability studieds
consideredThe main objective of the article is the analysis isatility studies as a new moddfl experience
oriented discipline. What is particularly interesting is a possibility to relabel experiences of the disabled as a
significant report on the status of modern narraiovhich should include different minority bodies. The main

aim of disabiliy studies is to present a project of engaged attitudes towards social sustainability that is not based
on exclusions of any social groups of peoftidies on disability are also introduced as an experienested
discipline in the field of engaged humiges. This article aims at presenting critical narrations on the issue of
engagement in other to connect disability studies to the engaged humdhitiemting engagement in many
areas of culture and social life seems to be a way of introducing momnepojfitcs towards difference, and
social sphere of life that is equally accessible for everyone.

Keywords disability studies; engagement; experiencented humanities; differenceew humanities
Introduction

The question of engagement in the theorycolture became a vital issue wdtilconsidering an
intersectionamongculture, politics and the experience of an individual in thia 28d 2kt centures
Through engaged activitiesve discover, unveil and describe mechanisms of dominant narrations,
recognize cultural locations of artists and their audience and plan how particularpsbtaal
situation might be changed. Engagement is a type of acting in political and socialispher¢hus

this sphere is a subject of every engaged act.

Nowadaysthe issue of engagement was directly linked with criticism of present state of the field of
culture, division of spheres of influence, institutional surveillance and forms of discrimination. From
time to time this issue is being once more brought to lighsbholars whose scientific background is
cultural studies. Engagement is a feature of their scientific activity aht is particularly important

T a challenge for the humanitiels this article, | will analyse engaged humanities as a significant
conemporary perspective of human sciences. Theéake into consideration some elements of the
history of disability studies as a new model of experiem@ented discipline. | believe that
experiences of peopleith disabilitiesare significant report on &situationof modern narratiasithat
should include different minority bodies. Inclusion is one of the most essentialo&iengaged
humanities.

Literature review

The theoretical background for thasticleis cultural studie$ an intellectual ana cultural movement

that promotes attitudes of engagement through various ways of acting in social spheres, for, example
by using peopldased research practices. In the context of disability stuthiese practices are
claimed to be insufficient, thus we fadexhaustion of peoplbased research practiégSnyder,
Mitchell 2006. In other words, experiences of individuals and groups of people were treated as an
object of survey that did not bring owners of experiences a significant improvement in theirgrartic
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status or some measurable benefits. Witsth needs tabe highlighted here is the fact that cultural
studies, engaged humanities and disability stuidibsit are presented here as an example of engaged
and experienceriented discipling are still ceveloping, have new theoretical and practieaisions
andarenew performersl use a nourperformedin order to signify an active araicreative aspect of
intellectual work (work of performing knowledge in a public sphere) of researchers in culiaiakst

| consciously combine art and science, acting and delivering knowledge in order to present boundaries
and relationships of discourses that we established in tiinea®d 2kt centuresin the context of
engagement.

During its developmentcultural dudies were frequently a subject of criticism. Some of the most
common arguments against cultural studies were presented by len Ang. | would like to point out some
of these arguments in order to dehiecontext of development of engaged discipline.tFosltural

studies are believed not to have consistent identity, definite subject of research, established
methodology and real influence on social sphere (20@6). Second, the claim that cultural studies

are political and can apply in political contexasqu esti oned by opponents
eclecticism, syncretism and undefined status among discigimasdern university. fie opponents
represented common belief that human sciences, among, athitusal studies were presented earlier

from the view of their opponents, do not have enough persuasive forces to intervene in and change
public sphere or politics afgovernment (An@006 Nycz 20T). The criticism of cultural studies did

not withdraw the aspiration of engagement in thfisliels of studies. On the contrary, it elicited
debates ornhe future of the discipline and its inclusive character. By inclusive chardateean an

ability to include different voices that are present in shared spheres of lives of people. As Ang put it,
Gt is the opening up to such questions from the outsided taking them seriously that enables
innovation and renewal in cultural studies, preventing it from closing in within its own consolidated
boundarie§(Ang 20086.

Narration onthe engagement of culturatudies raised a great number of questions to discuss. Recent
Polish debates othe engagement have shown that itaisrucial issuefor contemporary cultural
analysis,which promps researchers to occupy clear political position and adopfopeningup-
attitudéd These changes of perspectives were causéelsp-called @olitical turnbin the humanities

in Poland after democratic transition of the year 1989. Manth@political and cultural changes
occurred at that time. Democratic transittiatpst an end t o the Peopl ebs
the foundation of a democratic government. That transitional moment deterépoigidal turrdin

many spheres of public and private life of the Poles.

From that time politics of culturewas relatedto some extentio the question of engagement. This

new discursive relation was based on the social longing for a change in the political and cultural
landscape. However, in Polgrafter democratic transitigan attitude of engagement was treated as a
prodwct of theideology,which serves as a tool for constructing social models of behaviour that could

be controlled by the Peopl eds Republl0yearsod Pol
discursively modify the meaning of engagement and implicatadngsing the term in social and

cultural context. Democratic transition led not only to political change but also a dhdagguages

that describgand comparetwo realities (prel989 and post989 realiles) and built new normality
diametrically opposd to communistregimeh at st arted to become a past

Cultural narrations in Polaridthat is,narration in the field of cultural criticism and literary, film, art
studiesand so ori again adopted a terd@ngagemetafter aroundwo de@des of democracy. The

term was distributed in public sphere as an ideal to reach, as an attitude of people thinking critically
and constantly examining trstatus quaaround them. The teri@engagemeidiwas also linked to the

(new) leftist political movem& and was treated (and appropriated to some point) as a leading slogan
of that transmuted political force. Thus engagement is both political and cultural idea placed in the
context of political and cultural freedom and emancipation.

In most of debates carerning engagemenin Poland attention of participants wasoncentrated on
political aspects of cultural practices, such as creating a literature, literary textathaias believed
T have a real power to modify petsansformational reality and togject future shape of this reality.
The basic assumption that dominated narrations on culture in that time was politics cannot be
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separated from literature (or in general: from cultural production or texdtsuof t ur e ) . As Pr
Czapli GBGski put it,

0The previous practice of omitting politicaleferencewas followed by the forceful
ideologization of everything and everyone. This tendency gained its power with lightning
speed, so a few year later, at the tofr20" and 2% century, translating culture into political
terms becameanord{. Cz apl i &Es ki 2009)

In consequence, such ideolsafion bring to literary criticism new ways of describing represented
world in relation to (politicized) reality. Sometimeteologsation is perceived as a simplification of
complexity of experiences of reality and complexity of interpretations of this reality. That is why
political interpretation of culture was criticised (especidlly interpretatios that comes down onip
proving someoned6s political view). However, pol
should be inseparable from ethibat is inclined to differentiate rather than simpliBthics protect

us from an abuse of ideology and is a necgssantext and necessary horizon for engaged cultural
practices. When we add up ethics to engagementbuilt a political sphere that is sensitive to the
needs and problems of minority groups, such agpéople withdisablities. In the article | analyse
possibilities of establishing new, engaged perspective of human science that siretatieled
minority bodies.

Methodology

In this preliminary research on new perspectives of experanerted humanities, | apply methods

of cultural analysis. Initiallyl examine disability studies as a current of contemporary cultural studies

in the context of the issue of engagement. | summarise some discussions on the status of disability
studies as a discipline that combine theory with performance of knowledge paltic sphere. What

is crucial in this context is a problem or a challenge of engagement. It is worth to take into
consideration contemporary analysis of engagement not only as a sort of political attitude but also as
one of the objectives of modern stiéic disciplines, especially of disciplines such as disability
studies oif in general minority studies.

In the article, disability studies are perceived from global perspective as a scientific practice that is still
developing and applying new theacal approaches to disability as social, cultural and political
phenomenon. | present few important aspects of the identity of this discipline of cultural studies in
order to introduce the narration on new, engaged and expeneroted perspective of Itural

studies. This perspective includes disability studies as an example of engaged discipline that creates
critical narration on contemporary representations of disability based on the analysis of the experience
of people with disabilities and disabjlitommunities.

Results

| would like tostart withaddng an overview of the issue of engagement in the context of disability
studies in generdbecause ofthe fact that it is yet almost impossible to distinguish Polish current
studiesof disability in oraer to analyse the question of engagement in my country in the context of
disability. What | have in mind is academic, systematic reflection on disahilify of course, not

cultural practices on behalf of tipeople with disabilitieswhat needs to be denn Poland in the near

future is basically to present history of Western disability studies €lgytranslations of the most
important publications on disability studies) and recegni countr yos own l evel
disability representatiorfer centuries.

On the ground of disability studiethe question of engagement seems to be an obvious matter,
methodologically assumed and proven through every act in favour gfetbigle with disabilities
because offering help is an activity that perfersomehing new that is motivated bg belief that

some situation can be improved or even completely changed. However, sortieghiagobvious is

not necessarily perceived from the outside as significant for the discipline, because it was labelled as
@bvioud andi as a resuli is well known to everyone andto some pointwell established. That

notion leads us to creating some presumptions on general issues that influence the way we as
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researchers perform our woko we must again and again repeat a quesitbat does it mean for the
discipline of disability studies to be engaged, to be an engaged way of performing research and
distributing knowledge about the biggest minority in the wahdt is,about peoplavith disabilities

and their experience presged in many different forms of contemporary culture? And in addition,
what does it mean to be at a position of engaged researcher? And what sort of relationship do we have
with the sphere of politics as a sphere of legal action (action that sradechages the public laws

and practices)?

These questions raise some of the most baslvipug) matters regarding disability studies as a
discipline. But the discipline differs from some of contemporary currents of cultural studies. It cannot
be criticised 6r not having a weltlefined subject of research. It is also one of the youngest dissipline
in the field of cultural studies that may haws | believea crucial meaning for other currents and its
development.

According to Sharon Snyder and David Mitlhelisability studies will keep their consistency and
identity on the condition that the discipline will rem@mildéor derald(and we may adddéengaged.
The future of research on disability is determined by the openness of the discipline faregqseand
collaboration of disability communities (Snyder, Mitci2€l0§. Mitchell and Snyder indicatkthree
main areas where disability studies ¢eontinually reinvigorate its radical potenal

1) through its continuing proximity to, and critiquef, dhe adjustmenbased and
pathologizing professions; (2) through the active inclusion of activist antbased
communities to the relevance of its own disciplinary insights; and (3) through its commitment
to play selfreflexive host to a growing intertianal disability movement that will inevitably
challenge the Western bias of the fiél@&nyder, MitchelR0086.

What seems to be particularly interesting for analysis of new perspectives of human sciences, such as
cultural studies, especially studies disability, is a perspective of future charigghe humanities as
ifwhen putting Mitchell 6s and Sniydésa@plinédplayingoselfd s i n-
reflexive hosb to international movements that challenge some commonly shared assgmption
Engaged perspective of human sciences ingibguingchallenges to common beliefs and hosting
different attitudes towards various human experiences.

Furthermore,l would like to focus onfour ideas and objects of research: experience, resistance,
emancipation and challenge. | will place these ideas in the context of disability studi@s genkral

in the broadr context of cultural studies. Then, in the next part, | would link ideas that | mentioned
with narration on new perspectives of engagaahdmities.

One of the most widespread argument against establishing cultural studies as academic discipline was
based on the conviction that this discipline riit have defined subject of research and established
methodology (Ag 200§. Nowadaysevery curent of cultural studies has its own specific object of
research and someare specific and appropriate for the subdisciplinef methods of research.
Subdiscipline is a discipline that is included in the field caftedtural studie8and its critical vaants

(e.g. critical disability studies)t is hard to create a coherent interpretation of the theory of cultural
studies, because of their diversification. This state of disciplinary pluralisim isy opinioni a sign

of contemporaneity that seeksfiod the most adequate interpretation of every problem that humanity
(may) face. A future aspect dhaydis also a significant aspect of cultural studies as a sort of human
sciences. Cultural studies ajperformativelytocr eat e f ut ur e isseesinergetts o f
stimulate resistance and allow emancipation.

Taking into consideration a question of object of research, we may say that every current of cultural
studies examine experience. It is not only human experience (cf. animal studaspbotexperience
described from human perspective and interpreted and presented by people as a new knowledge. The
object of description includes not ordye particular experiendrit also social, cultural, political and
environmental contegtof the experiace as well as forms of sharing this experience with other
creatures that have an ability to react and interpret the experience.

Experience is a fragile subject of research, because it always beldmgsaohimor is connected to
someone or somethingvery researchewho analyse experiences atttkir conditions shouldkeep
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cultural sensitivityin mind and adaptto some extem to that experiences arghrticularconditions.

That is whyexperience cannot be treated as objective phenomendinisasomehing that can be
examined outside the context in which it appeared. Experience mightealescribed in another way

i as an ephemeral, intangible reality (Jay 2005). But in cultural siediessy experience is bound to a
person or a group of people (comnity), her/his/theirs autobiographical narration, life, social status

or affective state. What is particularly important is the fact that every experience is to some extent
mediated by oral narration, written narration, a piece of art, a rmod&so onSoexperience is placed

in the mediatory sphere between reality and available forms of expression.

For the researches o mebodyd6s experience as ankxperleiceist of
sometimes unspoken, or hidden, Bitmportant for someonand for other people, who search for
answers for similar problems. In this situatio@rration is helpful, because it offers a form foe
experience to be unveiled and shared. Then, experience sometimes has its own language in which it
appears in visile form. Some people find their mother tongue insufficient to describe their formative
experience and they decide to create an original language of their own expé@dseden the
language(s) they k. Following this, we may use a terftext of experienedto name a visible form

of dared experience Furthermorewe may distinguish #&bare experiendefrom an Gexperience as
narratiod@ The first one is an experiendeecauseit touches a person in a particular moment.
Experience as a narratidappeas later, after some time and some consideration; it has its own form
(e.g. a form of picture).

In Polishcontemporaryart, there is the artist Karolina Wiktori who created a new, autonomous

world called Aphasia, in which she allowéérselfto use new veabulary of Aphasia citizen. Her
experience, described in the boBl Volga Through Aphasig2014), resulted from brain damage
caused by a stroke; aphasia is a consequence of the stroke. Writing and creating graphics related to
experience of losing life bk@nce and ability to speak (amatgthers) were a kind of her own therapy

that is still being performedVi kt or 6 s acti vities include creat.i
media), exhibitions and conferences. She is constantly developing her oett pfagoming back to

reality fromtheworld of aphasiaThisé wr i t t e n 6 athmechpy @ljoweed fieoto nec\dndm

brain traumato regain some of hebst memories and abilitieand once agairto learn how to use
language and in what way use ammar structures that order a stream of everyday experiences.

Wi kt orés case prove how power ful art is and al s

Wi kt or s hi theénmmyyexaimmes g me vo ¥ or s 0 exgetiencd iae aveniatiiab u t
might be suddemnd its consequencese unpredictableWhat needs to be highlighted here is that
experience can also be challengiagd confrontational, because it is: &ncountemwith unfamiliar
reality, which is experienced and created by someone else. This confoongaepares us for future
experiences that may change the way we perceive and interpret elements of life.

Finally, experience is a challenge for a researelt® examinea describdf or m of s omeone
experience (ot her pe oAsWwaséaid prpvioasipecseargheshoulcrermaiay a d
sensitive for such property. But what exactly does it mean that researcher should be sensitive? Is it a
necessary feature of hig herprofessional attitude? | will begin with answering the second questi

no, it is not a necessary, essential feature of professionals, but when considering expensnae
researcher will definitely learn or achieve through the process of analysis is sensitivity for other
peopl eds Iepraptegitimeamscaectagein attitude towards the object of survey, a growth

of responsibility forthei nt er pr et ati on of somebodybs experi el
on behalf of those whose text of experience we are interpreting. The exppssformative adtity 6

needs an explanation: it is an activity that creatane new value or even a new state (e.g. a state of

not knowing something is substituted by a state of illumination). From my point of view, written
scientific analysis can have a performativduniinating power; writing can be treated as a
performative act. In other words, scientific activity gainew aspect and new perspective:
performative aspect, with all its implications, and a perspective of sensitive researcher who makes an
effort to perfam a significant change in soratatus quo

When we adapt arguments and ideas discussed in the above paragraphs in this sectiotictd tihe
disability studies, we may describe experienadented discipline using an adequate example. The
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descriptiveterm Gxperienceoriented suggest that experience is the most important element of a
particular discipline; some discipline can jnst labelled as experienagiented.Furthemore in this

context performative activity of the researcher is orientedxperience and forms of its expression. In

the field of disability studiegelationshipamongsi1) a researchef2) an experience of disability that

is taken into consideratior(3) an owner of the experience afd) a sociepolitical context of
revealng and distributing narration on experience needs to be defined in every scientific practice. The
object of research is fragilie it is an experience of disability, sometimes located in the culture that
exclude people perceived asd e v,iGhnmoitmél creepd§ dmbecile®  adredkd thd public
sphere. Before approaching a particular experience of disahifignsitive researcher must consider a
complex background of dominant culture and dominant representations of disability that are often
copied or imitated without thinking about their implicationk addition, a performative activity
includes a deep recognition of conditions and narrations that influence a general perception of
disability in a particular country or community and forms of itsregpions. Such activity is a serious,
time-consuming, but rewarding, scientific activity that needs an -tlismiplinary or a
transdisciplinary approach.

Disability presented and analysed as an experiénuat as a trauma, stigma, abnormality, medical
problem or a state of lack of somethihgeveals its potential of radical resistance towards dominant
representations of disability, superstitions, stereotypes and procedures of sationalfmedical,
social, political and cultural)t is not only the ide of disability as experience that might be perceived
as a cultural practice of resistanoet also a presence of the disabled body that can trigger radical
change.

Elizabeth Barnes udea termdminority bodydto describe a mode of presence of the disabbely in a

public space. AccordingtoBarnés,é ) t o be physically disabl ed i s
simply to have a minority bodyBarnes 2016). Disabled body is an object thawisapped in a

different discourse of normal body and congghand criticised according to them. But Barnes atgue

that physical defect is not a feature that consttatperson or a personith disallities. It is only a

trait or an element that diffentiates a person from other individuals. Difference is nategative
experience; it is something that prompt change and modkss social uniformity. In anotheof her

works, Barnes statdthat disability is simply another way of being different (Bzr2009. She also
compares two main approadto disability: (1) disability as a differencenarker and2) disability as

a negative difference marker (Barn2809. First approach has been already desdrilieis an
approach that defines disability as a state of being different from the majority of a communibd Seco
approach, however, puts emphasis on the assumption that disatflitway of being different which

makes one worse off because of that very diffe@iiBarnes2009. Second approach is more
traditional, according to Barnes. She is explicitly in favof the first approach: disability as a
difference marker, but what needs to be explained hé&rshe never denies that disability to some

point can be a harm. She herself has an experience of disability and is a sensitive researcher who
speaks from thaside of acommunityof peoplewith disablities.

Adding up Barnesd poi nt therdcognitioreoiva set@fddess that needs® cr
be taken into consideration in the process of analysing the issue of experience, ideas related to
disability (difference, disabled body, minority body, resistance), positibnssearchers and some of

the most important aspects of cultural studies as expergiemged discipline. Disability studies

served in this partfothe article as an example ahe current of cultural studies that is oriented to
experience of both disability body and disabil
disability approachone of the most complex experiences of individuatgalyse its representations,
performative potentiabnd possibilities of resistance and of promoting a positive difference (i.e. a
difference that is affirmed, not used as a justification for exclusion). In this afpecexperience

oriented discipline can aldme described as an engaddiscipline of the humanities.

Engaged and experienogentedarethe two adjectivethatcan be used to describe not only disability
studies but als@anotherdisciplines of science. Engagement might be accomplished by practicing
different attitudes thaconcentrate on webeing of an individual and sustainable development of
social sensitivityDisability studies as an example of engaged human science focus on one particular
phenomend an experience of disability. In order to diversify social andtipali discourses, we are
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almost obliged to present minority bodies in culture to finalise a process of emancipation of the people
with disabilities, which begun around 1980s and 1990s in the United Rares$, Mercer 2004

Disability studies evolvedrém social movement that brought to light the rights of the people with
disabilities. Roots of disability studies determined their engaged status; they will always be tightly
bound to some practices of resistance that were performed by the people vilitydi€ane of the
examples of such practice was presented abdaweas writing therapy that helped Karolina Wiktor to
recover from brain trauma. Activity of the people with disabilities was named as a practice of
resistance, because, nowadays, it isstamtly in opposition to common belief that a person with
disability is disabled, which means unable to do something without the help dicatisl people.

New artistic practices proved that disability i

| would like to placedisability studies not only in the context of cultural studies, engagement and
experienceoriented disciplines but also make a strong reference between disability studies and new
projects of engaged humanities. | will extend a map of engagement issumchrde a new
methodological perspective of the New Humanities as a movement invigorated by the development of
cultural studies in Europe, especially in Poland.

Project of engaged humanities is ondhafelements of general paradigmth& New Humanitieghat

can be recogsed as an attempt to revise some scientific attitudes, methods and functions of narration
on contemporary culturNycz 2017%. This paradigm was introduced by Polish researchers them

Faculty of Polish Studies at the Jagiellonian @nsity and their scientific partners. Now the New
Humanities function as a handy concept that is used in order to describe possible changes in the field
of human science and is used as a response to crisis that various contemporary disciplines within the
humanities are going through.

The New Humanities offerare different (heterodoxicthereticab (Bourdieu1996) from the current
(orthodoxic) approach towards phenomena from the field of aesthetics, existence andi pwiitics
emphasis on research onatgnship and common grounds of these phenoniéreNew Humanities
differ from &lassically modern humaniti@decause, first, it becomes an advocate of-gitaiplinary
and transdisciplinary reseash secondlyjt becomes an opponent of dualistidiapal schemes that
organsed narration on cultural process, forcing an existence to acasyally inadequate
epistemological constructions; thirdt becomes more favourable to aporia, to lack of final
interpretationsandhave more positive attitude tewds innovations.

These are someslementary characteristics ofthe New Humanities It indicates a trend of
modernsgation of humanistic research, adjusting it to constantly changing social, political and cultural
reality. Engagement in this context can beerpreted in many different ways and have many different

di scur si ve Itésiamame fomnapisternatogidal.activity that includes actwin the field

of aesthetics, existence, ethics and politics and asks questions about emancipatooy jumasrand
representations within the sphere of culture. One of the examples of such activity is creating works of
art, a performance, an exhibition, a novel or a drama as well as creating a scientific book, public
performance, new invention or thematiourse at university. Products of this activities (both material
and immaterial) are objects of research of engaged humanities, which should focus on alliances
between discourses and their creators, on creating-areating environments of life that alls
coexistence of living creatures, building relationships and promoting exchange. This project of
engagement, supported by vigorous social practices of resistance and emancipation, can stop increase
of particularisms, exclusions, orthodoxies and radicais

Engagement is an existentiabject with political background and consequences. Sometimes it can be
even aestheticised in order to promote itself and promote the attitude of obeying ethical rules. Every
dimension of engagement, existential, aesthietpalitical and ethical, needs to be discussed and
constructively criticised (constructive criticism suggest modifications according to classical, critical
imperative of improvement, and the New Humanities does not leave behind this tradition of self
devdopment). First dimension of engagemeéntexistentiali is crucial for achieving a sensitive
attitude towards somebodyds experience. 't is
example, create a supportive narration for those who #hargame experience (e.g. disease). Second
dimension of engagemeiit aestheticali is not only related to the arts (artistic representations of
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experiences) but also to the practice of storytelling. Experience exists through representations.
Researchers e an access only to the experience that is mediated by texts of culture. Following this,
mediation is, to some extent, a creation, and creation is a matter of aesthetics. This simple connection
amongst representation, mediation and aesthetics reveaéxgeatence is submitted to aesthetics, to

a form expression that allows presenting the experience.

Another two dimensions of engageméntpolitical and ethicali might be considered in mutual
relation. As | suggested before, engagement is a type oftadtiat is performed in some specific
public sphere, in front of some specific audience and in the specific context. The sphere, the audience
and the context are defined, so it is necessary to take them into consideratio®xamining
conditions of engag me n t . This refers to the most gener al
something that is performed in public and related to the whole commWityt issignificant,whilst
approaching to the community, an ethical dimension starts to play maldnmole. It organises a
structure of freedom of those who belong to the community and creates a social situation in which
engagement is oriented to the experience of one of the members of the community. Here, a
communication based on experience leadhéoextension of the public store of representations of a
particular experience (e.g. disability).

Four dimensions of engagement indicate four main directions of analysis and interpretation of
experience. They are also four main dimensions in which werpeeveryday actions. Moreover,

within these four dimensions, we may place the experience of disability that has been discussed here
as an example of existential belonging that became a basis for disability studies as an academic
discipline. Engagement imanifested by different performative activities that has consequences (the
consequence is like a trace of engagement). Many of the supporters of project of changes in the
humanities pay close attention to the way in which disciplines modify its methag$enence to

renewed concepts, such as experience and engagement (Snyder, Mitchell 2006). These concepts also
modify their meaning, so it is crucial to constantly verify their significance.

Conclusions

In the field of cultural studies question or an ¢ent of engagement serves as an indicator of identity

of the discipline. Theoretical analysis of the terms and general assumptions that constitute a particular
discipline may be beneficial for developing narrations on contemporary culture and experiences a
well as analysing future consequences of practices performed today.

Traces of engagemepan be found in many cultural and scientific practices that take into account
relationship amongst an individual, a community, an environment, discourses andregseoipast

and present. What needs to be highlighted is the fact that in order to chase an engagement, a historical
background should be taken into consideration. In the article, democratic transition in Poland proved
how many changes can one concepfquer. It now became a sort of universal category that is used

by scholars from various cultural and scientific fields.

Another vital aspect in this context is an intellectual movement of cultural studies and its role in
modifying an attitude towards distiipary issues. By briefly analysing a disability studies movement,

| tried to present a dynamics of spreading ideas related to the experience of disability. Studies on
disability are not only a revelatory cultural and scientific practice but also, ageVvdyeh model of
performative discipline that triggers a revision of some of the most common presumptions regarding
corporality, mutual relations, minority bodies and dominant narrations. This intellectual ferment
caused by cultural studies, and amongetritidisability studies, will probably last for some time and
cause various different modifications of the humanities.
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Abstract. Despite the initial function of hashtags as tools for sorting and aggregating information according to
topics, the social media currently witness a diitgrof uses diverging from the initial purpose. The aim of this
article is to investigate the communicative functions of hashtags through a combined approach of literature
review, field study and case study. Different uses of hashtags were subjectethiticeanalysis in order to
disclose generalizable trends. As a result, ten communicative functions were identifiedmadyiitg,
aggregation, socializing, excuse, irony, providing metadata, expressing attitudes, initiating movements,
propaganda and brdmmarketing. These findings would help to better understand modern online discourse and to
prove that hashtags are to be considered as a meaningful part of the message. A limitation of this study is its
restricted volume.

Keywords:hashtags; social netwias; pragmatics; communicative functions

Introduction

In the last decadethe use of social media platforms has been constantly growing, and so has been the
need to categorize huge amounts of information and to develop tools for finding what users are
sedaching for. Hashtags becaman everyday reality of the frequenters of social networks: Twitter,
Facebookand Instagram,and even messengers like WhatsApp now offer the feature. But a brief
glance into the web environment reveals that hashtags have becoche nmore than just topic
markersi people use hashtags for anything, from proselytizing to informing the readers, what
smartphone model the author possesses.

The trigger of the current research was an Instagram phenomenon, whereby pietefesquently
matched with seemingly irrelevant tag words. If hashtags were only identifying the topic(s) of the
photo according to the definition, a selfie of a woman on a seashore would presumably feature
#seashore #ocean #woman #nature #landscape #walk, maybe #su#sanrise, possibly some
toponym like #jurmala or #miami, and similar words. Instead, it is not infrequent to see such pictures
marked with all sorts of words and phrases ranging from philosophical (#love, #daydreaming) and
technical (#iphonephotographytvscocam) to anything up to #whatamidoinghere and personal
branding (#luxurylife, #wildandfree). Apparently, users try to communicate additional information
through the crosshatéhhencethe interest that provides the impetus for the current artidalafines

the research questiowhat are the communicative functions of hastags

To answer the research question, in this artiele conduct a literature review with the purpose of
aggregating the knowledge already existing in the domain. Some fetitatesould not be derived

from the literature review will be taken from a case study, to supplement the theoretical findings. All
mentions of different functions are supported by numerous examples sampled directly from the
relevant web environments. Theamples are subjected to qualitative semantic analysis, content
analysis and discourse analysis.

The results sectioffeatures findings that include: topicarking, aggregation, socializing, excuse,
irony, providing metadata, expressing attitudes, initiatimgvements, propaganda and brand
marketing
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Literature Review

The use of hashtags in general has been a popular research topic recently, as academic interest is
driven by the eveincreasing use of the tool in modern human communication. The-ltatss
communicative functions in particular were studied from different perspectives by Peter Wikstrom and
Michele Zappavigna, among others.

Peter Wikstrom (2014) approachéite hashtags on Twitter from the point of view of linguistic
pragmatics after having noéd that a traditional speech acts framework is applicable in social media
studies. He demonstrated that hashtags are not solely categorizing labels, but they are also used for
structuring, playing and providing metamments (Wikstrom 2014).

Zappavigna, pproaching the same topic from the point of view of social semiotics, conducted
discourse analysis in a 10Gillion-word Twitter corpus, and investigated three functiansarking
experiential topics, enacting interpersonal relationships, and organixtd{Asppavigna 2015:1).

Many authors (Boellstorf{f2013, Burns[2017, Lupton[2015, Meikle [201§, Rasmussen Neal

[2013 to name just a few) have noticed that hashtags are being adopted for different purposes, from
irony to marketing, and nobody argudat the crosfatch sign is still used as it was initially intended

t o. A more detailed analysis of these and ot he
accompanied by examples and evidence collected by the author from social ratfdiangl like

Twitter, Instagram and Facebook.

dn sum, the findings reveal that users of Twitter have significant extenappropriated the hashtag
organizing and categorizing device for other purposes, sometimes completely removed from the
expecteddinctionalityd (Wikstrom 2014:24)

Methodology

To answer the questiodwhat are the communicative functions of hasHtagae will conduct a
literature review, supported by verification through a field study (or ratbbrstudyto effectuatehe
currenttrend analysis. The research question pertaining to the domain of pragmatics and cultural
studiesmainly requires qualitative semantic analysis, content analysis and discourse analysis. If not
supported by evidence in the original text® observations fothe cited authors will be supplemented

by examples from the web found by the author of the current article. A case study with content
analysis will be presented in order to demonstrate some particular uses of hashtags that are not
retrievable fromthe quantitative analysis. Examples are retrieved from one of the three social
platforms under question: Twitter, Instagram and Facebook, and obtained from discoverable posts
marked for public use by hashtags. The search is conducted via the relevant todedpbyvihe
platforms themselves.

Although all the tweets and posts that are used for analytic and demonstrational purposes here are
public, it is considered a good practice to protect informants from unnecessary exposure. Whereas
people are sometimes highhnonymous on Twitter, hiding their identities under nicknames, some
other users reveal their real names and faces online, which is frequently the case in Instagram. Tom
Boellstorff and colleagues recommend dwoid the inappropriate revelation of theeitities of
informantsi or any sort of confidential details or otherwis¢hat might lead to their identificatién
(Boellstorff et al. 2012, cited in: Lindgren 2017: 241). The-called @rivated hashtags are highly
valuable as such for our research jpegs, but due to social media research ethics and respect for
uses Privacy, it was deemed reasonable to conceal them under tokens to dissociate from real people.
They will be further accounted for in the codified form that reveals the essence of tlagenkas

hides the identity.

By definition, ahashtagis @ word or phrase preceded by a hash sign (#), used on social media
websites and applications, especially Twitter, to identify messages on a specifi¢@apit). A good

example of this are hashtaljjee #vegan, #FIFAcup2014 and #LinkinPark that provide a plethora of
shared experiences and opinions on the relevar
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effectively invisible t o frerdeandimaybd d e erreqisubléss ¢ b e
ités tagged.

In terms of grammar and syntax, the keywords are not restricted to their role as outstanding labels, but
can also be smoothly integrated into the discourse, forming grammatical sentences:

#SocialCare who are #useless I'm #diggds#threegirls

Whilst the #police made mistakes, they have to listen to supposed 'profesgiuothls'
examples from Twitter)

The above examples look like a smooth text, and the keywords are used to mark topics, to present the

aut hor s & o p ittersiandriosshace thent viitle otherausers.

When an internaut clicks on a hashtag, he or she is instantly offered an assortment of tweets, posts or
photos (depending on the platform) marked with the keyword in question. Besidemtoging that

goes by dehition, @he hashtag also serves the function of linking content into a larger conversation
about a specific topic on Twiti@f{van den Berg 2014:5). Sometimes producers of TV shows
(#BezTabu) or organizers of conferences (#LTC_conf) provide their aedigtit hashtags to share
their opinions in real time and comment what 6
speakers and to communicate with other viewers/participants. Meikle summarizes this purfiose as:
aggregate voices, information andrmoentary around a common theiieleikle 2016:76), so we can

use the wordaggregation However, it is effectuated imperfectly, because people often use different
hashtags to mark the same topics (etVorldCup2014 and #Brazil2014), as well as keywords in
different languages (Sloan, Qublaase 2017:112). For example, #prayforparis was used to express
condolences to all those who suffered in the terrorist attacks in the capital of France, and generally the
mould #prayforCITY is used as a standard markethferocations of tragedies (#PrayForManchester
#PrayForLondon#PrayForNice #PrayForBerlin etc.). On the other hand, highly touching events
produce an array of newlyoined hashtags (#PrayingForParis, #ParisAttentats, #jenaipaspeur,
#jesuismuslim and nmy others) that becomes a vocabulary in its own right. Every user can then pick
an appropriate tag to highlight what is the most important for them, to attenuate their stance and still
be a part of the global conversation.

If everybody agreed that topinaking and aggregation were the only functions of hashtags, it
would be easy to find the targeted information, because people would then only indicate the
appropriate keywords. Unfortunately, if you try to find photos of #Malta or #GrandCanyon on
Instagramabout half of the results are selfies with a fraction or no landscape in the frame. This
leads one to think that the authors of the pictures have a communicative function in mind rather
thanthemtrying to offer a nice photograph of the natural wondewtmever seeks it. People do
not just go to places, they socialize by sharing their experiences. This opinion finds support with
other authorsdwhile popularly thought of as topimarkers, hashtags are able to construe a range of
complex meanings in socialedia texté (Zappavigna 2015). In the field, internauts describe their
feelings by the Grand Canyon as #spectacular, #unforgettable and #amazing, whereas New York
and San Francisco disappoint them by #toomuchtraffic. Some users are being as explicit as
#ontopoftheworld, #theworldmustknowwhatieat and #hegavemeflowers. Interestingly, the last two
would also appear to be used as an ironical anehselic ki ng excuse for displ
and food. Speaking about irony, it is made pretty obvious whestatdg contradicts the message,
as in:

So | heard that trump was ending child support in 2018. #VOTEFORTREMIMple from

Twitter)

Let us proceed with a brief case study of an Instagram post that epitomizes the outlined tendency. It
features a woman in s@ natural setting, and the picture is accompanied by a string of hashtags:

&Evening and morning #SOMESPORTcamp* #ADVENTUROUS_NATIONAL* #daydreaming
#iphonephotography #nature #portugal #sagres #sunset #work #love #EAT_PRAYLOVE*

The asterisks mark thrdeshtags, that could not be presented here in their original form due to
social media research ethics and respect for user privacy, as it will be further demonstrated that
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these are rather private tags. Referring to the privacy protection recommendatiooned in the
Methods section (Boellstor#t al. 2012, cited in: Lindgren 2017: 241), we will henceforth conceal

the @rivated hashtags under tokens. As these tag words are valuable for demonstration and
analytical purposes, therefore they will be fertlaccounted for in the codified form that reveals

the essence of their message. #SOMESPORTcamp identifies a sports camp devoted to certain

di sciplines,

#ADVENTUROUS_NATI ONAL

defines t !

adventurous spirit, #EAT_PRAY_LVYE denotes a life philosophy, formulated as a string of verb
infinitives and structured in the same way as the title of a famous@&atkpray, lové

In the Instagram post described ab@lenost no hashtag could be linked with something depicted on

the photo (except, maybe, #portugal, because a Portuguese seascape is indeed there). Instead, hash
marked words are used to provide additional information, both of a personal character and the so
called metadatadMetadata is information appended to some primform of content to assist in
retrieving and understanding that content when it is stored or publishednfemgnation about when

and where a social media post was produc&ppavigna 2015). To illustrate the point, we could
mention Instagram foodecipes marked with #glutenfree and #vegan (information on ingredients),
items tagged #luxury, #almostforfree, #costsafortune and some brand like #prada (to indicate price
range), #earlymorningphoto (the time when the picture was taken) and #iphonexghentval).

Thus, in the post #portugal indicates the country where the photo is taken; #sagres indicates a more
precise location within the country; #SOMESPORTcamp denotes what the woman was doing during
her stay there; #daydreaming suggests what theawomas presumably doing at the exact moment
when the photo was taken (although there are reasons to think she was posing for the photographer);
#ADVENTUROUS NATIONAL must be the personality the woman associates herself with;
#iphonephotography should beetimethod; #nature is the general setting; #sunset is not present in the
photo but maybe it is happening outside of the frame, on the line of sight of the woman; #work must
be related to the sports camp mentioned before (and the followers of the ladyt ksjowlove must

indicate either the mood of the general philosophy of the woman and #EAT_PRAY_LOVE clearly
represents the lifestyle and philosophy the lady preaches. So, we can say that five of these hashtags
provide metadata and allow to find specifidarmation (#*SOMESPORTcamp #iphonephotography
#portugal #sagres #nature), the other six are employed to create mood and showcase a certain lifestyle
(#ADVENTUROUS_NATIONAL #daydreaming #sunset #work #love #EAT _PRAY_LOVE). Here

are the data on the frequerafythe hashtags in question.

Table 1. The frequency of selected hashtags on InstagrgmS o ur c e :

aut hor 6s

#love 1,078,950,520
#nature 232,102,907
#sunset 133,399,896
#work 87,317,433
#portugal 14,994,877
#iphonephotograpy 6,096,467
#daydreaming 860,993
#sagres 162,553
#ADVENTUROUS_NATIONAL | 99
#SOMESPORTcamp 3

#EAT_PRAY_LOVE

compil ati

As can be seen from Table 1, general words are used as hashtags much more often than specific ones.

Taking

the point further,

three of theifestyle hashtags prove to be very specific:
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#ADVENTUROUS_NATIONAL is only employed by this particular user, totalling 99 posts;
#SOMESPORTcamp has 3 photos, two of which are from the same user; #EAT_PRAY_LOVE is
unigue. Obviously, these hashtags cannaidssl to join a conversation on the relevant topic, because
there is none. Also, they are scarcely browsed for because otherwise they would be in a greater
demand. These are hardly metadat a, because the
Instead, these words perform a communicative function, allowing the user to describe herself and
project the vision a form of personal branding.

In addition to referring to certain topicdni cr obl ogger s [ é] construe at
and enacrelationships with the ambient audie68appavigna, 2015). A sociologist Deborah Lupton

shares her firshand online experience and says that the keywarals sometimes be sarcastic or
critical as part of ef f or t otionalorespomséseta dordentnOn® t h e
common example is the use of hashtag symbol (#) on Twitter, which not only serves to classify
content [..], but is also often used as a way of expressing opinion or evaluation (#excited, #di@gusted).
(Lupton 2015: 1a11). Different attitudes and emotions are frequently expressed by verbs or adjectives
that describe peopleds moods, attitudes, opinic

Tattoo no.5 booked. :) #excited

When you find out t hi #ugsset#serousliBoteecaamgleyfrorwi s h y o L
HERMES2013 Twitter corpus, mentioned in: Zappavigna, 2015)

Putting hashtags like these allows authors to clearly denote their attitude and avoid ambiguity.

Mohammad and Kiritchenko conducted an experiment to seedfi@mrelated hashtags in Twitter
correlate well with the moods of the posts. They collected a corpus of tagged posts from several
thousand people and asked trained judges to provide their annotations on what they perceive from the
posts. It turned out thahashtags describe emotions very well, and that this labelling is used
consistently by thousands of users (Mohammad, Kiritchenko 2013:22).

Speaking of hashtags as tools to aggregate different opinions, some authors suggest broader persuasive
opportunitieshere:d he hashtagdés function of adding the o
opinions contributed by others, confirms the possibility of not only grouping information thematically,

but also of opening up movements in this regard, with exg@hetynamic$ (van den Berg 2014).
Demonstrating these options are, among others, the #metoo wave that spread in October 2017,
bringing to light issues of sexual harassment and causing serious repercussions including the Me Too
Bill in the US Congress (NRorg, 2017). #icebucketchallenge went viral in 2014, allowing the ALS
(Amyotrophic lateral sclerosis) Association to raise $115 million in donations duringvaeel8

period, in addition to $77 million dedicated to research, 3 new genes discove@al) d&tients

helped per year, 150+ active research projects funded and other important social developments
(ALSA). Hashtag activism, as is it also called, embraces Twitter as a tool for instant propagation of
social causes, and Twitter is a powerful weapotha hands of grassroots groups and NGOs like
Greenpeace to harness consumer awareness or organize liqytott®ijck 2013: 87). Clearly, the

t ool is also used by political activists (#Vot
to their democratizing nature may help one to obtain unbiased opinions, comprehensive and objective
information; for exampleKaczmirek et al. describe how they used thematic hashtags on Twitter in
order for their datdo not be&estricted to communication around specific Bundestag candidates or
journalist®(Kazcmireket al 2014:11, cited in: Sloan, Quataase 2017:11617).

The persuasive and promulgating functions of hashtags are of interest not only to the politicians but
also to the representatives of the church. Van den Berg, for example, wrote a whole artictbeabout
benefits of hashtags fdpractical theolog§and he opportunities presented by social media. He also
mentions thatThe popular theologian, Leonard Sweet has for example already encapsulated some of
the aspects of this challenge in his artiélByitter theology: 5 Ways Twitter has changed my life and
hdped me be a better disciple of J&Bys | n d i diTavitter makestmi a better Jesus disciple,
partly because Twitter is my laboratory for future minislry ( Swe e t 20009, cited
2014:5). Needless to say, #jesuslovesyou counts millionsoaial media. Be their applications
religious or philosophical, hashtags like #esuismuslim and #notafraid are frequently used in posts
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about terrorist attacks. This demonstrates that online users employ tags to defend and promulgate their
faith or philosghy.

Writing on social media for academics, Rasmussen Neal statedhdéisatags are used to give your
followers an easy way of categorizing your twé@®&asmussen Neal 2012:108) with an added benefit

of collecting related materials. She also mentions@¢weetiquettedo do a Twitter search before
inventing your own hashtags, in case someone else has already begun categorizing tweets with the
same hashtag@s¢ibid). This approach is not only useful for academics; for example, the lady from our
case stdy used the #ADVENTUROUS_NATIONAL 99 times at the time, thus creating a separate
category for all her adventurous posts.

The last three examplés politics, church and academié¢s may be viewed as promotional and
reputational, which brings us to the haghtse that could be described as marketing or branding. It is

not infrequent for brand managers to use their corporate hashtag, but also to create additional ones for
certain events#{attelecomrigamarathdnproducts (#nikeprobra) or collections (#maxngaaa); in

addition, theyéencourage the use of certain hashtags for users to share a photo to enter a contest or
participate in another type or promotfdBurns 2017: 35) #vefgrozs vai #EsGribuSavusPalladium.
People might also promote themselves as goedls brands through hashtags with their names,
surnames or nicknames, by marking some domain (#NAMEfit, #NAMEmodel) and also by
continuously using a word or phrase that no one else uses.

Results

The results of this investigation suggest that hashtagsarenty topiecmarkers and aggregators,
which was their initial purpose, but that they apparently have numerous other applications. This study
has identified the following functions:

marking the topic(s) of a post (#vegan, #elections)

aggregation of informgon on a certain topic (#prayforparis, #Brazil2014)

socializing and sharing experience (#amazing, #toomuchtraffic, #ontopoftheworld)

excuse (#hegavemeflowers and #theworldmustknowwhatieat)

irony (when a hashtag contradicts the message)

providing addition& information and/or metadata: geographic location, price, brand,

ingredientsand so orf#glutenfree, #costsafortune, #iphonexcamera)

I marketing and (personal) branding (#ADVENTUROUS_NATIONAL, #maxmaragram)

i expressing attitudes like opinions, emotions amdlgations (#disappointed, #excited,
#seriously)

i initiating movements (#icebucketclhallenge; #metoo)

T promulgation of certain views and philosophies (#EAT_PRAY_LOVE, #jesuslovesyou,

#voteforX, #notafraid)

This shows that internauts hamet merelyacceptedhe classificatory tool that was offered to them,

but also succeeded in expanding its range of uses. Hashtags have become a legitimate way to write any
metacomments that users do not want to state directly. Many of these mentions-pretéstimg and

allow users to brag in a less arrogant manner (like #hegavemeflowers, #iphonephoto or #luxurylife).
Isolation, different colouring and the special sign make these additional words look like system
markup, rather than something that user has written heaibelfit herself.

Hashtagsé power to make any post visible to an
political and religious propaganda, for brand and personal marketing, even for initiating huge
flashmobs that change lives.

Conclusions

The purpose of the current study was to determine the communicative functions of hashtags. Through
a combined approach of literature review, field study and case study, ten communicative functions
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were identified: topianarking, aggregation, socializing, exey irony, providing metadata, expressing
attitudes, initiating movements, propaganda and brand marketing.

The principal theoretical implication of this study is that the pragmatic applications of hashtags have
expanded to a broader range than it wasailhjticonceived. We have identified ten different
communicative functions, but the list cannot be presented as definitive since neither the literature
review nor the field study were by no means exhaustive. This is due to the fact that the scope of this
study was limited in terms of volume. The findings would help to better understand the modern online
discourse and to prove that hashtags are to be considered as a meaningful part of the message. Further
studies would be worthwhile to fully understand theedsity of implications of hashtags in the social

media.
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Abstract. The contents in the work of personnel specialist differ in organizations from one field to another. It
continues to evolve with an emergence of new technologies and business methods, as welltastwitd s
changes in the economy, both at a global and national level. However, the existing professional regulations of
particular professions in Latvia has not been changed for almost 10 years, while the economy as well as the
workforce appears to havdanged. The aim of the paper is to illustrate what currently forms the contents of
work of personnel specialist in Latvia. To achieve this, a study on trends in the work of personnel specialists has
been conducted with an informative support of Latviano&iggion for People Management. The topics of daily
activities and tasks, as well as individual features of personnel in various fields, including building, banking,
manufacturing, IT, retail company, and public service companies have been includedtindtheOverall, 18
personnel specialists from public and private sectors were interviewed. The results show that the classical model
of human resource management is still popular, although some of the industries have adapted many or most of
the cuttingedge approaches in the field, including flexible jobs and continuous employee support. Therefore, it
is advised to update the existing documentation, including the professional regulation and university curricula, to
meet the needs of the contemporary comgmemploying personnel specialists.

Keywords personnel specialist; contents of work
JEL Classification:J80

Introduction

The approaches to organizational management are constantly improving and becoming more effective.
As to other professions, this alapplies to the job of personnel specialist. However, organizational
development is not a homogenous process, the new trends may be explicitly visible in some, but go
virtually unnoticed in other organizations. The global tendencies are most evidentimuukties

with the fastest development rates and growth opportunities. At the same time, a considerable
proportion of organizations has slower development rates, reacting to the latest human resource
management tendencies with a delay or only in selemnteals. This is especially true for territories

with high unemployment rates, as well as small or loosely integrated organizations, with low levels of
labour division, sometimes integrating human resource management within a broader scope of
organizationamanagement.

Although there is a functioning professional standard for personnel specialists in Latvia, it might have
become outdated, as it has been developed within the previous economic cycle before the economic
crisis of 2009( Per sonUl a speci Ul i st.aThispaaro hagesa pumier of t a n
consequences, starting from slower recognition of new approaches within the profession, and up to
universities not updating their programs as fast as would be necessary.t\Witkoant research, it is

also unclear to what extent the current global trends in personnel specialist profession are applicable to
the organizations in Latvia.

This leads to a research questiowhat is the current contents of work of personnel spstdah the
organizations in Latvia?

The research was based on interviews of personnel specialists in the spectrum of organizations of
various fields of industry. Overall, 18 personnel specialists from 8 various organizations were
interviewed.
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The resultsshow that the classical model of human resource management is still popular, although
some of the industries have adapted many or most of the catigey approaches in the field,
including flexible jobs and continuous employee support. When teachingdfesgion of personnel
specialists, it is advised to supplement the existing programs with the newest approaches, as well as
borderline human resource tasks, including organization of events and public communication.

Literature Review

Since the beginningfdhe period of industrialization, constant change, adaptation to new reality of
business and integration of new business management findings has been a part of organizational
management. The process is still ongoing. One of the most important caroegamizational change

has undoubtedly been the function of human resource management.

In the classical sense, the typical functions of human resource management are well known and
studied( Ar mstrong, 2009; K a howevek,cthe &asdifieatiop principlesadiffer 2 0 1 4
among the authors. In some, they are relatively detéeahstrong, 2009; Beardwell, Holden, &
Claydon, 2004)while othersoffer various higheprder classifications Dal ey, 2012; Egen
Vor on| uk &qgweverQtie Pénerally more widespread processes named by all the authors are
recruitment and selection, motivatiamaining and evaluation. A growing attention is being paid to

other issues of human resource management: career management (succession planning), stress
management, employee consultations and sqKaifeng, Lepak, HU & Baer , 201 2;
Lerpinska, 2014)

One of the most recent issues of human resource management at the second decade of the 21st century
is introduction of new technologies and the related restructuring of organizational processes. It
includes bdt use of information technologies for storing and more efficient use of personnel data, and
organization of the required preparatory work for implementing new tools of organizational
automatizatior{Stone & Deadrick, 2015)

Another issue of no lesser importance is talent management or systematic approach to recruitment and
selection processes, training and career management, to ensure effective meeting of the organizational
objectives( Tom| 2 kov §, 2 0 1 Althouglp ralem enanag@nrerit 2s) a broad concept,
currently, its most highlighted aspects are provision of the needs of a multicultural staff, integration of
different generations into the labour market and attraction afttafeom discriminated social groups

(e.g., persons with disabilities).

However, organizational development on par with the development of human resource functions is not
a homogenous process. The previously highlighted are the global tendencies thadtazegident in

the industries with the fastest development rates and growth opportunities. At the same time, a
considerable proportion of organizations has slower development rates, reacting to the latest human
resource management tendencies with a detagnty in selected areas. This is especially true for
territories with high unemployment rates, as well as small or loosely integrated organizations (e.qg.,
retail chains with scattered networks of shops), with low levels of labour division, sometimes
integating human resource management within a broader scope of organizational management.

The industry of the organization and type of activity are also of high importance, affecting both the
issues of human resource management and the specifics of dailtiescti¥ personnel specialists
(Datta, Guthrie, & Wright, 2005)Depending on whether the organization is focused on attracting
highly skilled professionals or less qualified employees or recruiting specialists in professtigew

lack specialists in the field, the methods used by the personnel specialist during the process of
recruitment and selection differ significantly. The organizations are also classified by the main focus
of human resource management systémmmmitrentbased or productivithased organizations
(Lepak & Snell, 2002)

The qualifications required for a personnel specialist can be obtained at higher education institutions.
In Latvia, the required qualifications are definediprofessional standard approved by the Cabinet of
Ministers(MK Noteikumi Nr. 461, 2010)However, the concept of any profession is inevitably rooted

in the situation of the past. It should also be noted that the taskst4®t the professional standard
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are formulated wusing a profoundly general phr a
6able to solve probl emsé6. Al t hough this meets
general and applicable, shalso hampers from drawing clear conclusions. To ensure the knowledge
and skills correspond to the tasks personnel specialist will face, the information should be obtained on
both current requirements in the organizations, and also future tendencigsa Adsabability that

within a globalized economy and labour market conditions, the person could move to work in another
country.

The economy of Latvia as a small country is characterized by companies of relatively modest size.
There are only three privateompanies employing more than 1000 persons, and the number of
employees exceed 500 in 101 organizationéa | st s i e A U mu.rhowewki, thenleval of s | 2
unemployment has substantially decreased, thus reaching one of the lowest levels since such data are
available (Fig. 1).
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Fig. 1. Unemployment in Latvia atthe age 154( Sour c e : Ceanst rplr (s asl tdaet, i s2t0i 1k

The mean monthly salary also has a steady growth trend, reaching 676 euros net and 758 euros net in
Riga, the region with the highest economic activity. Compared to the year 2012, this is a growth of 38
percen{ Centr Ul U st at i.3Hsilekds ® a questiovmdnat id the curgeit todtents of

work of personnel specialists in the organizations in Latvia?

The most typical approach of analysing the jobs is to analyse a number of jobs at the same
organization(Morgeson & Dierdorff, 2011)In this case, the objective is differéntto assess the
extent to which it is possible to summarize the tasks and requirements under the same label of

personnel specialist. Asmentod by one of the interviewed repr ¢
the typical graduates of the higher education institutions. We have our own agenda which does not
correspond to the requirements in other organi:

What is important when summairig the requirements for representatives of a particular job?
Certainly, the main tasks form the core of a job description. However, there are also other traditional
sections included the main objectives of work, the numerical code according to thsifatason of
professions, the place within the larger organizational structure, necessary competencies, and
requirements for education and previous experience.

To ensure accurate information on the specifics of the job, a job analysis is performedelbfshe

oldest practices of contemporary human resource management, often seen as a cornerstone for creating
an overview of both the job and the organization in gen@ahchez & Levine, 2012)till, the

paradigm of job angsis is a process of ongoing change, caused by increasingly undefined and
variable borders of organizational structures and professions. As a result, the approaches to job
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analysis and persgob compatibility determination allowing flexible response twamge at the
workplace are of increasing popularity.

In the recent years, to stress the changes to
is being used, including a systematic analysis of job requirements, as well as offering a widr cont
to situations where the job requirements are manif¢dedyeson & Dierdorff, 2011)

Using a comparable approach, work analysis has recently been performed for accountants and
managers in the local contextK a | ni Ag, Gi r s.eSimilagreséarch gnéliman resaufcd 5 )

specialists is no less important, as it would allow to improve the contents of the education program

according to the current needs of organizations.

Methodology

The inteviews were held at the premises of the organizations, with one, two, or three interviewers. In
all the interviews, the first author of the article was present, the other interviewees being students
involved in the research process. The process of inteéngeteok on average one hour, the shorter
interviews being 20 minutes long, but the longest interviews took 1.5 hours. The shorter interviews
were held at the organizations with several personnel specialists, so each of them answered questions
only about heir specific tasks.

A set of questions was developed for the interviews. With this research analysis, the first focus of
research questions is on the typical tasks of the personnel specialists: what tasks make the typical days,
what tasks are also impontabut less routine, and also what are irregular but presumed or probable.
However, the interview also included other related questions: the specifics of the organizational
structures (work organization, the comparative complexity of tasks), typicalegrofiemployees (age

and education, educational and experience background and their life stories, work motivation and
intelligence), typical problems with dealing with employees (levels of turnover, lack of motivation,
burnout, communication issues, ettegal, seasonal and other specifics in the industry (organization

of work hours), evaluation criteria of personnel specialists. Additional questions were asked if these
appeared to lead to more insight in understanding the problem.

The participants werestected to cover as wide range of industries as possible, while maintaining the
profile of large organizations (i.e., at least 200 employees), including building, banking,
manufacturing, IT, retail company, and public service companies have been inaiuthed study.
Overall, 18 personnel specialists from 8 public and private sector organizations in Latvia were
interviewed. From these organizations, three are local branches of international companies, two are
public companies of mainly local capital, amkds privately held company of local investors. All of

them are active members of Latvian Association for People Management, which invited the companies
to participate in the research.

Results

Role of a Personnel Specialist

The status of Human Resourcerragement differs between organizations. In some, the representative
of the department is also a member of the board, while in some of the others, this is not the case. In
many cases, the direct superior of the head of Human Resource department is teeechiefe of

the company, but not in all of the cases. In some organizations, the direct superiority of chief executive
means representation in the board, but sometimes not.

To a certain extent, the place of Human Resource department in the organizdtigtates can be
explained by the relatively small number of employees (for large organizations). However, this is not
always the case, as the authority of Human Resource department can be limited even in the largest
organizations.

66



For example, the heasf Human Resource department at Accenture Latvia is both a direct subordinate
of the chief executive, and member of board. At Rural Support Service, the head is a direct
subordinate but does not have a status of a chief officer.

The number of jobs at theuman resource department is also a variable. As the interviewed
organizations were all large organizations, the number is between 2 and 9 employees. However, in
some of the cases the HR department also serves other organizations within the same group. At
VISMA, HR department is engaged in two other companies of the same group, providing them with a
limited range of HR services (mostly records management), while at Accenture, HR department also
offers selected records management services to Accenture tgamciier countries (namely, Nordic
countries).

Most of aforementioned is already well known. It can be noted that a significant number of the leading
companies has already switched to the model of direct supervision of the chief executive at the
company,although this review does not provide with the statistical information. Another important
fact signalling globalization, is the involvement of local HR employees in managing processes in other
countries. As large international enterprises choose Latwiaegglace of their back offices more and
more often, the skills of adapting to international work, that is, varying work cultures and legislation,
will continue to grow with time.

Functions of a Personnel Specialist

Although it is clear from the researttmat the job of personnel specialist involves a set of tasks from
the theory, the contents of these tasks often differ between organizations. In most of the organizations,
recruitment is one of the dominating tasks, especially at the entry level of HR ljplmost
organizations with several HR jobs, one or more positions are dedicated solely to recruitment.

However, the contents of recruitment differ. At the company of road construction, the main
recruitment problem is recruiting unskilled seasonal work&tghe retail chain, the HR department

only organizes the first phases of recruitment, while shop managers themselves interview the
candidates. Then, if the process of selection is successful, HR department joins back in and prepares
employment contra@nd other necessary documents.

At the state authority, the problem is attracting candidates to the regions with the highest salaries. At
the technology companies with a limited pool of candidates, there are two solutions. One, to identify
potentiallytaleh ed candi dates and to effectively educat
to consider job offers.

There are also exceptions. At pharmaceutical company, the employee turnover is low, and even then,
many of the positions are filled with intetiresources. Here, the focus is not that much on recruitment
than on training.

Personnel selection covers a wide range of methods, from an unstructured interview to psychological
testing and behavioural interviews. It is worth noting though that seveganiaations use
psychological testing as a means to evaluate the candidates.

Another core task is records management. Latvian laws regulate it rather strictly, so the dominating
approach to records management is to keep all the documents in paper fosignaad including

vacation applications and internal orders. However, the process is being increasingly automated, and
organizations are at various stages of doing it. Several companies noted that they are at the process of
testing new automatization tol

With the rising importance of professional knowledge, the importance of onboarding activities is also
on the rise. The process has various interpretations; however, all the interviewed companies provide
support for new employees to a varying degree. t€Ebbnology company pays special attention not

only to select the employees but also to offer them basic formal training (2 to 4 weeks) and give
another 46 months (and sometimes even a year) in a status of an intern with access to a large database
of digital training materials to finalize their preparation to work and enter a project team. Employees
are mentored by HR specialists during the period. The drug production company also organizes basic
certification trainings for newcomers.
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Since the human resme specialists are the first persons to get acquainted with at the company, they
often become the main representatives of the company to the emplayegsare often approached
in the case of sick leave or other less typical situations.

In some caseshé work with employees starts long before they apply to a job or training. Cooperation
with universities is widely used, university interns are accepted and later approached as candidates. In
several organizations, recruitment processes start even beé&breAttivities for secondary school,
professional school and even middle school children are organized to inform them about possibilities
and requirements of work at their companies. This includes organizing trips to the company for
schoolchildren, offerig educational activities and so on.

The process with one of the most varied interpretations across the organizations is employee
evaluation. In some of the organizations, the evaluation process is developed and strictly regulated,;
while in others, it largly depends on decisions of department managers and is rather situational. As a
part of higher organizational flexibility, this can be a benefit from the perspective of effective use of
resources. However, this can also interfere with the need of taleageraent.

As one of the support functions, HR department sometimes gets trusted with tasks that are only
remotely related to human resource management in its classical form. The process occurring relatively
often is a task of organizing internal event&elicompany sports games, Christmas celebrations,
birthday parties, management of occupational safety and health checks, health insurance. Sometimes
these are organized in cooperation with other departments or the duties are switched from year to year.

In retail chain, which is the most publicly known company among the interviewed, the human
resource department is also responsible for mitigating risks from negative flow of information within
social networks (e.g., Facebook, Twitter).

Conclusions

The researcleonfirms that most personnel specialists in Latvia are indeed engaged in accomplishing
the wellestablished duties described in the more classical textbooks. involves a set of tasks from the
theory; the contents of these tasks often differ between thaiaegions. However, it also appears that
there are also companies that go in line with contemporary tendencies in the job worldwide. These are
especially evident in the companies operating in the industry of information technology where the
contents of tsks correspond to the contemporary tendencies, including the flexibility of job
boundaries.

One of the most peculiar source of differences lays in the field of recruitment where the information
technology companies, due to the shortage of qualified sigtsiahvent creative ways of attracting
the necessary employees and of creating a higher level of comfort at the organization.

In the organizations from other industries, the tasks roughly correspond to the more conventional
models of human resource maaawnt. However, the most notable new knowledge from the research
shows the relative importance of borderline procebdhe tasks that are not a part of human resource
management in theory, but in certain organizations are expected from human resoagenmsah
departments. This includes organizing internal compaialg activities, for example, company games

or celebrations, organization of health checks and health insurance, as well as being responsible for
public communication about the internal issagthe organization.

This research gives a general impression on the current activities in the profession of personnel
specialist. However, one should be careful to draw statistical generalizations of it. Being a qualitative
research, the focus here is ittentify the possible interpretations within the profession. All the
companies asked to participate in the research are well established and comparatively large (to the
local standards); therefore, the results may not reflect the situation in young andgasp
organizations, as well as ones that could be classified as having low levels of publicity or remote.

The conclusions could extend to additional research comparing these findings to the tasks set out by
the job descriptions, as well as comparing thenthe curricula of the universities to analyse the
necessity to adapt to the changes in the demands of the businesses.
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Abstract. The concern for del i nquent childrends soci al a
significant topic in educational research. This shows the need to improve the exisowalisation pactice.

Despite the fact that school effectiveness and school improvement researches theoretically have different general
purposes and value bases, educational effectiveness and improvement paradigm involves both trends, which are
combined by the same asp& scientific approach and empirical data based on educational settings; knowledge

of how to improve the school practice; and use of this knowledge for social purposes. In this context, the concept
of the school culture is one of the main variables dliatv us to answer how to address the needs of all children

and improve their academic or social outcomes. The aim of this article is to illustrate the cultural characteristics
of childrends socialisation cent rdelnesdos imgqviegcthefri ¢ s ¢
performance. The mission of -sohidlidedelirquetdtbehaviour of ahildres at i o
and to help them to integrate into the society. Quantitative data for measuring the school culture is obtained from
the survey that was conducted using the School Culture Inventory (Maslowski, 2001). This instrument is based
on the Competing Values Framework (Cameron, Quinn, 2011) consisting of four dimensions, which are labelled
by human relations, open systems, madiogoal and internal process orientation. The theoretical value of the
survey is the analysis of school culture in terms of successkoaialisation. The cultural profiles of these

schools showed the priorities that require practical changes.

Keywords school, performance, culture, improvementsoeialisation

Introduction
Childrends socialisation centres in Lithuania
unchanging work with juvenile delinquents (Merkes al, 2002; Gapelyta, Al i

B a k u étwnlt2613). Owing to the rapidity of change in this context, the conceptsafdialisation

and the role of these schools in the society have changed significantly. As Cameron and Quin (2011)
stated, mostrmganisational scholars have already recognised that organisational culture has a powerful
effect on the performance and effectiveness of each organisation. These provisions are in line with the
literature of school effectiveness and improvement (Te#dtat 2013; Sammonst al, 2016), which
emphasises the need to investigate the links between the school culture and socialisation.
Nevertheless, using school as the primary unit of analysis, the main goal is to find the capacities to
provide professional delopment rather than rely on an external transition model or to marginalise
them (Chapmaet al, 2016).

Van Gasseet al (2016) stated that a lot of studies showed schools to be different in terms of
effectiveness and offered to refuse focusing only oldidm cognitive outcomes in the school culture
researches. The mission of chil dr en o ssociglieec i al i
delinquent behaviour of children in order to help them to integrate into the society. Despite this, they
are cefined as general educational schools at the legal level and it requires defining the meaning of
school effectiveness in a different way. From organisational point of view, school culture is related to
the core values of the organisation, based on whichntbe assumed that it directly influences the
process of-socdisatiord (Sakaladskas, 2@L5). However, there is a very little empirical
evidence on school 6s capacities to improve the
hard to find the analysis of the-secialisation process in literature at @k noted by Muijs (2013),

70



the understanding of the importance of organisational culture is the first step during the organisational
improvement proces#ccording to the paradim of school effectiveness and improvement, in order to
define what needs to be improved, first of all, a current organisational culture has to be diagnosed. In
addition to this, the aim of this studlgbyi s to
showing the features of implementation okialisation process.

I n t his survey, school cul ture i s defined as
activities of the organization and its members, which are supported, fosteredeatwt doy the
organizationds myths, stories and traditions?o

basis of culture, which acts as guidelines for the positive organisational behaviour. It corresponds to a
functionalist approach and is leason competing values framework (Cameron, Quinn, 2011) as the

validated model of organisational culture change. The study uses the School Culture Inventory
(Maslowski, 2001) for the purpose to get a deeper understanding of the cultural characteristics of

chil drenbés s o dheandalyss aftschooh culttire i tmaldle $sing approach in which
qguantitative data O6éexamines concepts in terms
2014).

Literature Review

More than 40 years, the outcomé o school ing and its effect on
academic development have been the main topics in educational research. The scientists were
discussing and rethinking the role of the school as an organisation as well as evaluating existing
practices constantly in order to answer what is
each organisation is unique and transferring the positive experience to another context does not
necessarily mean success (Hopkins, 2016). For that ressoogl improvement ideas became more
acceptable because of comparing dynamics of the school itself, not just the different schools with each
other.

The idea of improving the activities of childr
it has been debated, what should be the role of these mon di t i on al school s in
socialisation centres as schools or organisations working with special target group were an object of
educational research for the past few decades. Howevere cul t ur e of chil dr en
has never been analysed as a separate concept. It is interesting that the culture of these schools has
never been linked to the restiltshe successful rsocialisation of children.

According to Creemers dn Ky r i a k i drgamizatio@aDtle6ries ofteé adhere to the position

that the effectiveness of organizations cannot be described in a straightforward manner; instead, a
pluralistic attitude is taken with respect to the interpretation of the conteptfue st i on o . |t
different approaches to effectiveness have a lot of models, which include various evaluation criteria. In
this case, there is an approach (Scheerens, 1992) that the culture could be analysed by ordering the
criteria of productiiy or involvement according to external stakeholders. Another approach
(Cameron and Quinn, 2011) argues that the criteria as competing vahissperspective concerns

the distinction of all the possible aspects of school functioning that are impartaggch the effect.

The latter approach was chosen in this study using the universal model as methodology, which can be
applied to the analysis of culture in the context of organisational performance.

Competing values framework (Cameron, Quinn, 2011) éoritical framework for understanding
organisational culture. It is especially useful for interpreting a variety of organisational phenomena in
order to identify its performance and lead the cultural transformation. This model was created on the
analysis © 39 indicators of organisational effectiveness, which represented 4 main clusters as
quadrants of the model: (1) internal process, (2) human relations, (3) open system and (4) rational
goal.

The part of o6éinternal p r o ciitysasdpredicabilityoltcisubglievied o n v
that organisation can operate effectively when its actions are coordinated, that is why documentation
and information management are understood as the most important priorities in order to reach the
results. Thesecnd par t i's named O6humans rel ations©é6, it
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concern for people can create an open atmosphere, which is needed to make the right decisions and
effectiveness. The &bdopen systiennadd adaptationevghiemares t h
related to external environment. The main idea of this part is the responsiveness to change the
conditions in the environment and further growth for ensuring support from stakeholders in the
external envi r ognonaelnét . g uTahder aénrtatiisonbaalsed on t he p
achieving the organisational goals. In this context, the meaning of effectiveness is goal clarification,
feedback and productivity.

This model also distinguishes two major dimensions: I[EXilfility control and (2) internaéxternal.

The first one is differentiated effectiveness criteria that emphasise the flexibility and dynamism from
criteria that emphasise stability and control. It means that the continuum is ranged from organisational
versatility to organisational steadiness. Another dimension measures effectiveness criteria from
integration and unity to differentiation and rivalry. This means that some organisations are effective if
they are oriented to internal harmony whereas othersnéeracting with others outside (Cameron,
Quinn, 2011).

The logic of this model is that each part of the model illustrates what people value is, what is good and
appropriate in the organization, but their expression in every organisation is diffdrergtrédngth of

the culture of the organisation is associated with homogeneity and clear focus and thus shows that the
specific culture type is dominant. Organisations may need a more balanced culture where every part of
culture is in the similar level; haaver, such cases are rare. On the other hand, the balanced or eclectic
profile of culture is usually interpreted quite negatively, that is, it explains that the organisation does
not use its culture as an instrument to improve its performance (Maslo@8kj, 2

The last important aspect of organisational culture is congruence when comparing the values of
individual staff members and the school. The competing values framework emphasises the terms of
the integrative approach to school culture, which is censitito be an important determinant of the
effectiveness of any organisation. Cameron and Quinn (2011) argued that congruence predicts the
success and high performance of any organisation because the strategy, leadership style and reward
system are cleamd based on the same values. The more these values are similar to the values of staff
members, the stronger is the congruence.

Methodology

Sampling. As the sample size is very important for the statistic accuracy, it was determined by
assessing the wholeopulation with a 5% sample erroCreswell, 2013). The sample size is
determined by the following formula:

n= 1
@ + 1/ N
where
nis the sample size
pis the error size
N is the size of the general population

According to the data provided by the Centre of Information Technologies in Education ir2Q076
childrenés social i sat i onmthe caiculdtian efgshe treceided da®a9notdessp | o
than 133 employees participates in the survey.

Respondents The total respondent of the survey was 153: 9 management members, 53 teachers, 40
mentors, 18 specialists of educational assistance and 33 sstaftenembers. The distribution of
respondents according to the different institutions is given in Table 1.
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Tablel.The compari son between the total number of the ¢

the number of the survey participants(Sour ce: aut hor 6s compil ati on)
Chil drends soci al i | Total employees | Participants (%)
1 38 31 (82)
2 43 28 (65)
3 42 40 (95)
4 39 28 (72)
5 37 26 (70)

Design.Quantitative data are obtained from the survey that is based on the Sahlaot Gwventory
(Maslowski, 2001). This instrument is constructed and validated for measuring school culture that
reflects values expected to be related to school performance. It is based on the competing values
framework consisting of four perspectives organisation. Conceptually, these perspectives can be
described by means of the focus of school and the emphasis on flexibility versus control. The focus of
school can be aimed at internal or external issues: internal means that the school itsefiast the
important; external reflects the relationship between the school and the environment. Research shows
four dimensions of school culture, which are labelled by human relations, open systems, rational goal
and internal process orientation. This inventierynade up of 4 scales, each of them consisted of 10
items (values). They are valued according toliikert scale based on the level of person and school
from 1 (not important) to 5 (very importantjll the items have to be valued at personal and
organiational levels, which measures cultural fit (homogeneity and strength) between the values of
individual staff members and the school values. In order to use this instrument, a double translation
was madeEnglish to Lithuanian and back translation to Esigl

Data processing Date of the survey was from November 2016 to January 2017. There are five
childrends socialisation centres for identifyi
able to collect the data, a pilot survey was condugte i n whi ch the staff
socialisation centre were surveyed anonymously. To be able to survey as more members of each
institution as possible and taking into account the organisational features of this school (continuous
work, shifts of emloyees, etc.), the employees of the centres had a possibility to provide their data
through the questionnaires during the visits or through the online version of the questionnaire.

Data analysis.The statistical processing of the data was made usingwaasefsuite SPSS 22.0; the
received data were used to determine the total (averaged) estimate and instrument reliability (internal
consistency) of Cronbachés U coefficient in tF
determined using the Wilcorccriterion.

Limitations . This study helps to identify the essential features of school cultures, the congruence of
staff members and school values but does not reveal the content of the culture. A deeper qualitative

analysis of existing cultureisnecessa i n order to design a vision
improvement.
Ethics. During the analysis of the dat a, the na

anonymised in order to ensure the ethics of the survey, whilst the institateonsmbered from 1 to 5
to prevent the potential negative effect of the public data analysis.

Results

The reliability of the survey inventory was examined by determining the reliability of aggregated
variables at human and school levels (Table 2). Ahtiman level, this revealed satisfactory values

for the open system and human relations. The rational goal orientation was found to be highly reliable
(0.909) and the internal process was relatively low (0.795). At the school level, all the coefficients of
cultural orientations were sufficiently reliable; the highest reliability was shown by the rational goal
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and human relations subscales (0.922). Given the fact that the values of all coefficients are
significantly higher than 0.6, assuming that the homaityenéthe questionnaire is sufficient, the data
of all subscales may be interpreted.

Table 2. The reliability of scales in personal and school levels.Sour ce: aut horés compil a
Subscale Number of items Cronbachoés U ¢
Person level School level
Open system 10 0.887 0.869
Rational goal 10 0.909 0.922
Humans relations 10 0.859 0.922
Internal process 10 0.795 0.870

As it was mentioned, very little is known about the features of childreialsation cultures, which

shows what is valued in these schools. For this reason, the survey results give the number of
descriptive statistics for identifying the situation. Table 3 reveals that the hierarchy of cultural
orientations are not the samedifferent school$ this emphasises the fact that the uniqueness of each
organisational culture.

It is worth mentioning that all the cultural orientations of the first school are closed to the grand mean.
Despite the fact t haadulture shows rathdr sirhildrmean scere rangecfor alll i s
subscales, human relations and internal process are relatively high rating. This indicates that teachers,
school administration and other staffs value collegial relationships, commitment and stabditybe

argued that this organisation is least oriented towards changes and external requirements.

The second school culture demonstrates strong focus on internal grabéssubscale reflects that

school community is oriented towards predictabiéityd control. The dominant feature of this school
culture shows that teachers and administration value the formalisation of school processes, which
regulates and coordinates the activities of individual staff members to be necessary. The mean scores
of rational goal and human relations (x= 3.65) are slightly smaller than open $yatktinese cultural
orientation seem to be | ess prominent at this ¢

The results indicate that the culture of a third organisation, similar téiréheone, emphasises the
importance of mutual relations, internal formalisation and continuity during childrsocialisation

process. The mean scores of school on human relations and internal process orientations (x = 4.20) are
greater than the valued the open system and rational goal orientations, ranging from 0.27 to 0.33.
The high focus on internal aspects demonstrates a relative isolation from external factors that change
over time and require schools to exchange as well.

Table 3. The descripti\e statistics of cultural orientation( Sour ce: aut horés compil ati
Cultural orientation 1 2 3 4 5 Total
Open system 424 | 3.68 |3.87 |4.00 |4.01 3.96
Rational goal 432 | 365 |393 |4.03 |4.13 4.01
Humans relations 439 |365 (420 |399 |4.10 4.08
Internal proess 435 | 390 |[4.20 |4.15 |4.18 4.17
The fourth childrendés socialisation centre carl

process orientation, indicating that administration and teachers believe that the school can operate well
when all theactivities are clearly identifiable and coordinated. The other three cultural orientations
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related to both the external integration and internal human relations, as the data show, are probably not
prioritised. Owing to the fact that one cultural orientatgirongly dominates, it can be argued that
culture can be described as strong.

The last cultural profile identifies the internal process (x = 4.18) and rational goal (x = 4.13)
orientations as the priorities to the effectiveness of this school. Thealagioal orientation in any of

these schools has not been so appreciatédndicates that the members of organisation value the
demand of accountability and are inclined to realise their objectives. Given the fact that the average of
open system orienian is the lowest one, it is possible that the school perceives the implementation of
re-socialisation in its own way and the external requirements are not always the most important for it.

The gener al assessment of tdentdragsad odulatlulr ecshisl
schools have a strong orientation towards internal activities (x = 4.17). In other words, all communities
understand that the stability, continuity and coordination are necessary for the functioning of the
institution. The average of the operystem orientation is the smallest one (x = 3.06his also
indicates that the members of organisations are far less inclined to implement educational reforms and
changes. What is more, it should be mentioned that the staff hleiedtional goal orientation rather

low (x = 4.01). This indicates that management, teachers and specialists are less likely to appreciate
the quality of work, that is, the reputation of the institutions according to its performance and use of
external reources. Meanwhile the importance of cooperation and good interpersonal relationships
were valued fairly high (x = 4.08). Thus arguments that trust, understand and solidarity are considered
to be significant features of school teams during theoodalisdion process.

The two last criteria (summarised in Table 4) consist of the dimensions of competing values
framework and cultural fit (congruence). These data demonstrate which cultural aspects of school
communities are prioritised in order to achieve tiiectiveness of school performance (successful re
socialisation of students). It will also help to identify whether the values of the school and the people
working there are the sanieas already mentioned, this aspect is considered to be very important
when diagnosing the culture because of a work practice improvement.

Table 4. The school cultural features by dimensions and the congruenéeSour ce: aut hor 6s col

Children Internal vs external | Flexibility vs control | The congruene of personal and

socialization centre school levels (cultural fit)

1 Internal Equally 3 cultural orientations coincide

2 Equally Equally No cultural orientation coincides

3 Internal Equally 1 cultural orientation coincides

4 Equally Control No cultural orientation coinces

5 Equally Control 1 cultural orientation coincides

The comparison of cultural profiles in the model of competing values framework dimensions (internal

vs external and flexibility vs control) have shown that school culture profiles are differeramie c

grouped together according to the dimensions. The answers of staff members of the first and third
childrendéds soci al centres are similar: t hey sh
the dichotomy of flexibility and control is assesl equally. Meanwhile, the cultural features of the
fourth and fifth childrends socialization cent |
equally distributed, but both schools exhibit a high level of control. In this regard, the iwampa

chil drends socialisation centres are contrast:.
school 6s culture was different from others b €
dimensions of culture.

Finally, the congruence of indoials and school values is analysed. According to this criterion, the
second and the fourth schools can be described as completely unfit for all cultural orientations. In the
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third and fifth schools, only one cultural orientation coincides in the peramdaschool levels. The
first centre of chil drends socialisation i S
assessment of only one cultural orientation is controversial. When analysing the content of cultural
orientations, it should be noted a6t t he contr ast can be seen amo
socialisation centre, as the employees of the first school controversially assessed the orientation of the
internal process, whilst the staff in the fifth school was only united on thatation of the internal

process; this indicates the differences not only in the balance of values but also in the importance of
the process of the 1socialisation.

Conclusions

According to the paradigm of school effectiveness and improvement, schamécutigardless of the
concept of performance effectiveness, must be oriented towards change because of the changing
society and the new challenges the education f
socialisation centres, the concept oboeialisation has significantly changed because of the changing
attitude to juvenile delinquents: earlier, it was intended to isolate them from the society, it is now
internationally assumed that such behaviour is caused by various risk factors thiat beedduced

or eliminated by providing assistance to make it easier for them to integrate into the society.

The cul tural profiles of children6s socialisat
avoidance of changes whilst confirmirftat the culture of these schools is not oriented towards the
modern content of reocialisation. It can be added that such a feature as a high level of formalisation
of activities is basically not favourable for-secialisation because of the strict stare, not giving

the students the opportunity to learn autonomously, not empowering them to plan, act and make
decisions by themselves. Probably, the culture as a factor of experience protection and inertia makes it
possible to operate because it is knoawrd tested. These data also confirm the opinion of Fullan
(2007) on changing school practices in which the ongoing reforms are aimed solely at restructuring
rather than replacing cultural aspects.

The research results show that schools could work in twin dieections in order to improve their
performance and achieve results. First, the communities need to promote the use of external resources
and they should have a clear agreement on what and how it should be achieved in the process of re
socialisation, i order to meet the expectations of the country as well as the society. Schools have to
become more opeminded and not only follow their own experiences but also to come up with a
wider vision for the implementation of-smcialisation. Second, it is edlyamportant that the values
declared by the members of the community and the school are thd saoerding to the results,

mo st of the school staffs are not in favour 0
potential of employees is naitlfy used; it might be that employees have innovative ideas but they are

not heard or implementéddstrong orientation is usually associated with autocratic management of the
institution.
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Abstract. The issue of enterprisa bankrupt or financial health as a wholestsl very actual topic not only in
Slovakia but also in abroad. Works dealing with the enterpribankruptcy have already appeared in the 1930s

of the 20th century. Bankrupt of enterprise affect all subject in relationship with this enterprise. driegneits

were looking for the ways for enterprise bankrupt prediction. This article is based on the searching for key
factors that could indicatéhe enterprisein bankrupt in Slovak conditions. This article tries to work with
financial variables from #h area of financial health assessment of enterprise and works with the sample of
Slovak enterprises. This sample includes 8,522 financial statements of enterprises in 2016. According to several
relevant decisions rules, for example, the value of equityqoity debt ratio, enterprises are divided into two
categorie$ bankrupt enterprises and creditworthy enterprises. Subsequently, this article tries to find statistically
significant financial variables that could indicate involving enterprises in thesedtegories and works with
several statistical methods for searching significant relationship between variables and the tightness of relations
bet ween them. As a main statistical met hod, Pear sol
correlation matrices. In addition, it is necessary to test an existence of outliers in the sample of enterprises.
Existence of outliers is tested by the Grubbs test of outliers.

Keywords bankrupt; prediction model; financial health; financial ratios
JEL Classification:G1, G32, G33

Introduction

Nowadays, the problem with failure of business entities is very actual topic in market economy. One
of the biggest business risks is credit risk, which relates to secondary insolvency of business entity.
The failure & business entity has negative influence on all subjects in relationship with this business
entity. Possibility of evaluating and predicting credit risk and financial situation of business entities is
an advantage for creditors, investors and businessrew@a the basis of the assessment and forecasts

of credit risk and financial health of business entities, we are able to take necessary corrective action in
time. Economists are able to evaluate and predict credit risk and financial health of busitiess ent
because of eante financial analysis through prediction models. Prediction models can predict early
the probability of failure of business entity. The problem that is necessary to solve for the application
of prediction models is the selectionkdiction model that is able to provide the best evaluation of
probability of failure of analysed business entity and, of course, model that is able to provide exact and
relevant results (Siekelova, Moravcikova 2015).

The possibilities of forecasting tleevelopment of financial health of business entity and its future
solvency or insolvency have taken attention of economists since past century. The issue of relevant
prediction model is very actual topic not only in Slovakia but also in abroad. Predimbidels are
suitable for the management of business entity because they allow to correctly interpret relevant
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indicators of potential problems in the future. Thanks to these indicators, the negative development in
entity may be identified before its resultsing more serious financial and economic problems or
financial crisis. In case, when business entity was not able to find any crisis solution, these financial
problems can end up like its bankrupt.

The main aim of this article is to find tHesy factorsin enterprise bankrupt prediction in Slovak
condition.

Literature Review

The first studies devoted to bankruptcy prediction were based cdimeasional analysis of the
financial ratios. These studies simply analysed financial ratios and compared tite obshese
indicators in creditworthy enterprises and enterprises in bankrupt. In 1930, the Bureau of Business
Research (BBR) presented a study that analysed the development of 24 financial ratios from 29
industrial enterprises in bankrupt (Fitzpatrid32, Malin 2017).

In 1935, Smith and Winakor verified the BBR study results. They analysed financial indicators of 183
enterprises in bankrupt and their results confirmed the BBR study (Bellovary et al. 2007).

Beaver was the first economist who used gtasismethods for the prediction of financial health of
enterprises. I n his study, 6Financi al Ratios o
into the two categories, creditworthy enterprises or bankrupt enterprises, based on thewmfiain

of financial indicators (Beaver 1966, Jones 1987).

In 1968, Altman created one of the most famous and also the first bankruptcy prediction model, which
is knowmoa®d0Z This model i nterconnected expl an
is the basic stone of multiple discrimination analysis (Altman 1968).

Since this time, the number of bankruptcy models has risen up. In 1970s, 28 studies about prediction
models were published; in 1980s 53 studies were published; and in 1990s, 79 wardi@ublished.

Ot her authors who have tried to improve Al tman
Deakin (1972), Taffler (1974), Loris (1976), Springate (1983), Fernandez (1988), Neumaier and
Neumaierova (1995, 1999, 2000, 2005), Gajakd Stos (1996), Virag and Hajdu (1996), Chrastinova
(1998), Binkert (2000), Gurcik (2002), Sharita (2003) and so on (Virag, Kristof 2005, Mousavi et al.
2015, Gurcik 2002, Agarwal, Taffler, 2007, Kubickova 2015, Zavrgen 1985, Siekelova 2017, Poddig
1995,0hlson 1990).

In 1970s, prediction models based on the logistic regre$siogit and probit model$ also raised.

The first authors who used logistic regression for predicting the bankrupt of enterprise were
Santomero and Vinso (1977) and Martin (197Hey only analysed the bankrupt of American banks.

In 1980, Ohlson analysed bankrupt of enterprise using logistic regression in general. The result of his
model is one value that directly determined the probability of bankrupt of enterprise. Logitsanalysi
was also analysed in the works of Casey and Bartczak (1985), Zavgren (1985), Pantalone and Platt
(1987), Jakubik and Teply (2006), Sajter (2008), Hurtosova (2009), Bredar (2014), Gulka (2016)
(Zavrgen 1985, Siekelova 2017, Poddig 1995, Ohlson 9i@@Jovsky, Kral 2014

A pioneer in the area of probit regression was Zmijewski (1984)histworkdethodological Issues
Related to the Estimation of Financial Distress Prediction MddéMher authors followed up his
results, for examplesloubos and Graamatikos (1988), Skogsvik (1990), Theodossiou (1991), Boritz
and Kennedy (1995), Lennox (19983ulka 2016, Zmijewski 1984, Skogsvik 1990, Svabova, Kral
2016, Durica, Adamko 2016).

Since thel990s studies focused on the development of prediction modgisy neural network
methods have beamnducted Thefoundation tathis methodwvas laid byOdoma and Sharda in 1990
later followed by Coats aFant (1992), Altman aVaretto (1994), Wilson aShardy (1994), Rudorfer
(1995), Alici (1996), Serranr@inca (1996), Kvilluoto (1998), Sung, Chang and Lee (1999), Zhang
(1999) Lee (2001), Witkowska (2002Bellovary et al. 2007, Hiadlovsky, Kral 2014, Press, Wilson
1978).

79



Table 1captures historical development of individual methods for prediction model creatioas. T
tabe shows the number of prediction modeiat wascreated by individual methods in studies about
prediction model creati@n

Table 1. Historical development of methods for prediction model creatiam (Source: authds own
compilation according t8ellovaryet al.(2007), Spuchlakovg2016 andKubickovaandNulicek (2017)

Methods
Period Discrimina}tion Logit_ Probit. Neural Different
analysis analysis analysis networks

1960 2 0 0 0 1

1970 22 1 1 0

1980 28 16 3 1 7

1990 9 16 3 35 11
20002004 2 3 0 4 3
20102017 5 10 0 15 2

Total 68 46 7 55 28

According tothedata inTable 1 the most commonly used method flee prediction model creation is
discrimination analysisNeural networksare at the second place. Howevéhere exists a very thin
borderbetween neural networks and logit analysisnly nine studies. Logit analysis was used in 46
studies about prediction modgded neural networks were used in 55 studies about prediction models.

Methodology

The methodology of prediction models has hadylbistory, as mentioneéarlier The main aim of

this article is to find key factorsin enterprise bankrupt prediction in Slovak conditidrhe
methodologyused inthis articleis adaptedccordingto the main aimAuthors work with the database

of Slovakenterprises. This sample includes 8,522 financial statements of Slovak enterprises in 2016.
The methodologyused in this articlés divided into four basic steps.

In the first stepit was necessary to choose several decision rules for dividing enteiptseao
categories bankrupt enterprises and creditworthy enterpri€esthe basis othe relevant literature,
three basic decision rules were selected:

- the value of equity according to Slovak law éenterprise in bankrupts anenterprise with
the negative value of equityf the value of enterprise equity is negative, then this enterprise
wasconsidered as an enterprise in bankrupt,

- the value of net incomiethe negative value of enterprise net income may indieaterprise
in crisi

- the valueof equity to debt ratid this financial indicator shows the share of equity of total
liabilities. According to Slovakawv T Gnterprise in crisisis an enterprise withn equity-to-
debt ratio lower than 0.04. It meatizat the value of equity must repesg 40% of total
liabilities (Svabova, Kral 2016, Durica, Adamko 2016).

In the second stefit was necessary to choose the most used prediction models created in Slovak
Republic. These models were calculated in database of Slovak enterprises andezbifsdetiotal
explanatory power in current Slovak conditionBhe following models were chosefor this article
Chrastinova model, Gurcik model and DeliRackova model. In Slovak Republtbere is a lack of
relevant prediction models created in Slovakditions. For these reasorike articleanalysedthe

three most popular prediction models in Slovak Republic.

Chrastinova model
This nodel was created by Chrastinova in 1998 and is also knoé@Hasdexd Model was adapted
to the specific needs of enpeises operating in the agricultural sector, which is its disadvantage. Final
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model prediction equation is the product of multiple discriminant analysis. Chrastinalyesed 1,123
enterprises from agricultural sector and she worked i@tinput variabls.
CH=0.3%+0.25,+ 0.2137 0.1471 0.0%s 1)

Table 2shows five financial variablebatrepresent individual parameters of prediction equation.

Table 2. Financial variables of CHindex. (Source: authd@s own compilation according t€hrastnova(1998)

Variables Calculations
1 EAT/total equity and liabilities
2 EAT/total revenues
3 Cash flow/total liabilities
4 (Total liabilities/total revenues)*365
5 Total liabilities/total equity and liabilities

According tothe results of predition equatiory i v e n CH4h n d, th& pdobability of enterprises
in bankruptwas classifiednto three groups. Limits for classification ajigenin Table 3

Table 3. Limits for CH-index. (Source: authds compilationrown according taChrastinova1998)

Limit s Categories
CHO2.5 Creditworthy zone
25<CH>I5 Grey zone
CHOI5 Bankrupt zone

Gurcik model

This nodel was created by Gurcik in 2088dis also known agG-indexd His model is based on the
multiple discriminant analysis. He ansdgl 60 enterprises from agricultural sector in Slovak republic.
The rumber of sampkeandthe sectoranalysedarethe disadvantages dahe model. Finally, his final
form of model includes five variables:

G = 3.412, + 2.226, + 3.2275 + 3.419,1 2.063s ©)

Table 4shows five financial variablebatrepresent individual parameters of prediction equation.

Table 4. Financial variables of Gindex. (Source: authds own compilation according t&urcik (2002)

Variables Calculations
x1 Retained earning®tal equity and liabilities
X2 Earnings before taxéstal equity and liabilities
X3 Earnings before taxéstal revenues
4 Cash flow/total equity and liabilities
5 Stocks/total revenues

According totheresults of prediction equatiani v e n Giyn d, ¢he@dobability of enterprises
bankruptwas classifiednto three groups. Limits for classification ajigen in Table 5

Table 5. Limits for G-index. (Source: auth@s own compilation according t&urcik (2002)

Limit s Categories
GO01.8 Creditworthy zone
106 <G> Grey zone
1.8
GO010.6 Bankrupt zone
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Delinai Packovamodel
This nmodel was created in Slovak Republic in 2013 by Delina and Pa¢Ravadel) They analged

financial statements of 1,560 Slovak enterprises. They crélagedhodelusing logistic regression.
Authors worked with all sectors and big sample, whichtlze@advantages of this model. Finally, the

prediction equation included six financial variables:
P =2.86 0.000127§, + 0.0485%, + 0.213631 0.00007%, + 0.0001068& 1 0.0006116;

®3)

Table 6shows six financial variablébatrepresent individual parameters of prediction equation.

Table 6. Financial variables of Pmodel.( Sour c e :

Variables

Calculations

x1

(Financial assets current liabilities)/(operating costs

depreciation)

x2

Retained earnings/ total equity and liabilities

x3

Basic capital/total equity and liabilities

x4

Cash flow/total liabilities

x5

Earnings before taxéstal revenus

aut hor Es Delmanpackov@20i3p n

According totheresults of prediction equatiani v e n  Famyo dtahegirob@bility of enterpriseis
bankruptwas classifiednto two groups. Limits for classification agéven in Table 7

Table 7. Limits for P model. (Source: authds own compilation according t@elina, Packov#2013)

In the third stepit was necessary to chooseveral relevant financial indicatotkat may have

Limit s Categories
P>0 creditworthy zone
P<0 bankrupt zone

significant relationship withthe probability of enterprisein bankrupt. According tdhe analyss of
relevant literature, the most used financial ratios in prediction models in studies fronethe

world were foundTable 8shows the most used financial ratios studies about prediction models.

Table 8. The most used financial ratio in studies about prediction models(Source: authds own
compilation according tBellovary et al(2007), Pawelek et a(2016, Bressan et a(2017), Plihal et al(2017)

Number Number
Code Financial indicator of Code Financial indicators of
studies studies
. Earnings after taxes . Sales/total assets
ratiol (EAT)/total assets 54 ratio6 32
ratio2 | Current assets/shetérm debts 51 ratio7 (Current assets inventory)/ 30
shortterm debts
ratio3 Net working capital/total 45 ratio8 Total debts/total assets 27
assets
ratio4 | Retained earnings/total asse] 42 ratio9 EBIT/interest expense 10
) Earnings before interest anc
ratiod | taxes (EBITYtotal assets 35

Significant relationship between variables wasegasingPearsad correlation coefficient, which is

supported by correlation mateis. This articletestedthe significant relationship between the eqttiby
debt ratio, which represents basic decision rule about enterprise in crisis, and several chosen financial
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ratiodindicators. These ratios wechosenbased orthe analyss of Slovak and foreign literature. This
includesthefollowing steps:

- calculation of financial indicators in database of 8,522 Slovak enterprises,

- identification of outliers irtheresults of calclations,

- creation of correlation mateés between equittp-debt ratio and other financial indicators

In the last stepit was necessary to compare the results of total explanatory power of Slovak prediction
models in database of Slovak enterprises whih tesults ofliterature articles on thsignificant
relationship between equitg-debt ratio and other financial indicators. Thanks to this compason
existence of significant financial ratio in current Slovak prediction models was identified.

Results

Theresultswere obtained bjollowing thefour basicsteps, which were described in previsastion
I methodology.

In the first step,8,522 enterprises from database were divided into two categoeeserprise in
bankrupt and creditworthy enterprigéhis distribution was created according to decision ruldsch

were described in methodology. Three decision rules created the group of enterprises in bankrupt with
2,556 enterprises and the group of creditworthy enterprises with 5,966 enterprises.

Thesecond stefincludesthe results of Slovak prediction models (Chrastinova model, Gurcik model
and Delinai Packova model) in the database of 8,522 Slovak enterpii$esresults of Slovak
prediction models antheresults based on the decision rudes conpared in Table 9

Table 9. Explanatory power of Slovak prediction models(Source: authds own compilation)

Decision rules . CH-index Total
Creditworthy Bankrupt

Creditworthy 521 5,445 5,966
Bankrupt 113 2,443 2,556
8,522

- G-index
Decision rules Creditworthy Bankrupt Total
Creditworthy 3,269 2,697 5,966
Bankrupt 1,514 1,042 2,556
8,522

- P-model
Decision rules Creditworthy Bankrupt Total
Creditworthy 1,888 4,078 5,966
Bankrupt 256 2,300 2,556
8,522

According to data irthe table, GH-index was right in 2,964 casésit determined 521 enterprisas
creditworthy and these enterprises were really creditworthy accordirtgetdecision rules. In
addition, the model determined 2,443 enterprisas bankrupt and these enterprises were really
bankrupt according tothe decision rules.The CH-index was wrong in 5,558 casesheT ptal
explanatory power of B-index was 34.78%.

G-index achievedhe following results the model was right in 4,311 casésit determined 3,269
enterprisesas creditworthyand these enterprises were really creditworthy accordinjetdecision
rules. In additionthe model determined 1,042 enterprisgsbankrupt and these enterprises were
really bankrupt according tthe decision rulesThe G-index was wrong in 4,211 casekhe btal
explanatory power of @édex was 50.59%.

P-model achievedhe following results the model was right in 4,188 casésit determined 1,888
enterprisesas creditworthy and these enterprises were really creditworthy accorditige thecision
rules In addition,the model determined 1,042 enterprisgsbankrupt and these enterprises were
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really bankrupt according tthe decision rulesThe P-model was wrong in 4,334 casederlbtal
explanatory power ahe P-model was 49.14%.

In the third step nine financial ratios/indicators in database of 8,522 Slovak enterprises were
calculatedSubsequently, outliers inegbe datawere identified (Figure 1)For outliers thevalues with
variance significant from other values were considered. Outliers cdiddrice the final results. For
testing of outliersinterquartile rangevas usedinterquartile range for all variables was the basic stone
for removing outliers. Next step was identifying the linthstindicate outliers. Limits were set as
triple of upper and lower quartilewhich means triple of interquartile range. Values between these
limits were not considered as outliers.

Q1 Q3

outliers outliers

—— Ny / ——
i k ] l

minimum value Y maximum value
Q1 — 3*IQR Q3 + 3*IQR.

Interquartile Range
(IQR)
Fig. 1. Searching for outliersusing interquartile range. (Source: authds own compilation)

In total,thedata included 511utliers. TablelO presentthe number of outliers in all financial ratios.

Table 10. Outliers in data.Source: authds own compilation.

Code for ratio Financial ratio Number of outliers
debtequity ratio Equity/total debts 28
ratiol EAT/total assets 4
ratio2 Current assets/shettrm debts 37
ratio3 Net working capital/total assets 28
ratiod4 Retained earnings/total assets 35
ratio5 EBIT/total assets 52
ratio6 Sales/total assets 3
ratio7 (Current assets inventory)/shorterm debts 270
ratio8 Total debts/total assets 48
ratio9 EBIT/interest expense 11
Total 511 outliers
Database 8,005 enterprises

Outliers were excluded from databassibsequently the database consisted of,085 Slovak
enterprises. Then correlation me&s between equitio-debt ratio and all financial ratiogere
created. Correlation mates werecreatedusingPearsof sorrelation coefficien(Cipra 2008).

On the basis othe results of Pearsénsorrelation coefficientpbtained fromcorrelation matges,
determined thstrength of dependence between variafRmsarcik 2007).

Figure 2shows correlation maties between equito-debt ratio and all financial ratios.
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Variables debt-equity ratio ratiol Variables debt-equity ratio ratio2
debt-equity ratio 1 0.354 debt-equity ratio 1 0.368
ratiol 0354 1 ratio2 0.368 1
Variables debt-equity ratio ratiod Variables debt-equity ratio ratio4
debt-equity ratio 1 0.062 debt-equity ratio 1 0.077
ratiod 0.062 1 ratiod 0.077 1
Variables debt-equity ratio ratios Variables debt-equity ratio ratio
debt-equity ratio 1 0.057 debt-equity ratio 1 -0.077
ratio5 0.057 1 ratiob -0.077 1
Variables debt-equity ratio ratio7 Variables debt-equity ratio ratio8
debt-equity ratio 1 0.393 debt-equity ratio 1 -0.151
ratio7 0.393 1 ratio® 0151 1
Variables debi-equity ratio ratio9
debt-equity ratio 1 0.273
ratio9 0.273 1
Fig. 2. Correlation matrixes between variablest Sour ce: aut hor Es compil s

On the basis athe resuls obtained from Figure,Zhree variables (financial ratiog)athave medium
dependence with equitp-debt ratiowere identified. These ratios are rati@AT/total assets; ratig2
current assets/sharm debtsandratio?, (current assets inventory)/shortterm debts. In addition,
interesting resultsvere achievedby ratio8, total debts/total assetand ratio9 EBIT/interest expense.
Other variables have weak dependence.

The resultsof the articleshowedthat financial ratios may be used in predictimodel creation in
future. These variables may be decisive in the process of identificdtiba probability ofenterprise

in bankrupt Subsequently, they may hasa influence on the total explanatory power of prediction
model as a whole. Despite tFact that the most used financial ratiostlie prediction models were
chose from all overthe world, according ttherelevant literature, in Slovak conditigranly three of
them had relationship to decision rule abibatprobability of enterprisén bankrupt.

The last stegncludes comparisomf the results of total explanatory power of Slovak prediction
models inthe database of Slovak enterprises with the results of testing of significant relationship
between equityo-debt ratio and other financiahdicators.The CH-index achieved the worst total
explanatory power ithe database of Slovak enterprise®nly 34.78% the second one wdke P-
model| with total explanatory powesf 49.14% and the best total explanatory powasachievedoy

the G-index, 50.59%.Fromthese resultsthetotal explanatory power of Slovak prediction models is
relatively low. Interesting is that none of them contain rattafio7, ratio8 or ratioQ which could be
potentially decisive ratios in the process of identificatbthe probability of enterprise bankrupt. It
could be the reasdor their low value of total explanatory power. Otihe CH-index contains ratigl
which could be potentially decisive ratio in the process of identificatioime probability of entegrrise

in bankrupt. Despite this fadhe CH-index had low total explanatory power.

Conclusions

The main aim othis articlewas to identifythe key factors in enterprise bankrupt predictioa case
studyconductedn Slovak RepublicThe articleworked with the database of®2 Slovak enterprises.
Three basic decision rules were determined for identif{fregenterprise in bankrupt. Subsequently,
three prediction models, created in Slovak Republic, were plavgktheir total explanatory power in
Slovakenterprises @wsprovided. In additiontherelevant Slovak and foreign literature were analysed
and the most used financial ratio in prediction models fromoaéir the world were found.
Subsequently, significance ahe relationship between these ratiosdaequityto-debt ratio were
calculated, which was stated as key identifier in the process of quantificditibe probability of
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enterprisein bankrupt.This study alsdound the three variables with medium dependerme the
equityto-debt ratio T EAT/total assets, current assets/sHertn debts and (current asseis
inventory)/shorterm debts. These financial ratios may be usealdprediction model creation, in the
future. These variables may be decisive in the process of identificdtiba probabity of enterprise

in bankrupt. In addition, interesting resultsereachievedoy ratio8, total debts/total assetnd ratio9
EBIT/interest expense. Other variables have weak dependence. In adiditiasfound thatthe total
explanatory power of Slak prediction models is relatively low. Interesting is that none of them
contain financial ratios (ratig2atio7, ratio8 or ratio9thatcould be potentially decisive in the process
of identificationof the probability of enterprisin bankrupt, accordingp the correlation matges. It
could be the reason of their low value of total explanatory power. Onkn@é¢k contains ratigl
which could be potentially decisive ratio in the process of identificatiohe probability of enterprise
in bankrupt. Desite this factthe CH-index had low total explanatory power.
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Abstract. From the time of Altman and the first bankruptcy prediction modéksprediction of default of
companies is in the centre of interest of many economists and scientists all over the world. For companies, early
detection of the possible threat of imminent financial difficulties or even bankruptcy is a very important part of
financial analysis. Over the lafew years, many predictive models have been created in the world. However, it
has been shown that these models are not very well transferable to the conditions of the economy of another
country and their prediction or rating power in another countrgviet. Therefore, it is best to create a specific
predictive model in the country that takes into account the situation of companies on the basis of real data on
their financial situation. This paper is focused on creating a model of failure predictiomlbfcempanies in
Slovakia using a weknown and widely used method of multivariate discriminant analysis. Discriminant
analysis is one of the oldest multivariate statistical methods and sometimes it is difficult to fulfil certain
assumptions for data. M@ver, its results are easily interpretable and can be used to classify a company to the
group of companies with risk of financial difficulties or, on the contrary, betweenrpnadperous companies.
Prediction model is created based on real data on Sknakprises and hasstrong classification ability in the
specific conditions of the Slovak Republic

Keywords prediction of default; bankruptcy prediction models; financial distress; multivariate discriminant
analysis
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The predictionoic ompany 6s bankruptcy i sesearcharsand eeanomisfs i n-
since the early 20th century (Kovacova, Kliestik, 208mce then, hundreds of bankruptcy prediction
models have been created around the w@tine of them are known worldwide, others onlaat

national level. As a first study on this issue can be considered the work of P. J. Fitzpatrick from 1932.
The study focused on the main differences between successful and unsuccessful companies. The basis
for predicting bankruptcy was the analysis of the financial ratios. Further research in the 1960s
focused on a univariate analysis (Zvarikataal, 2017) Beaver, who used univariate discriminant
analysis for the first time in 1966, also formed the bisiprediction models in this field. Based on
Beaver's recommendation, in 1968 Altman used multidimensional discriminant analysis to develop the
prediction model. Using a sample of 33 prosperous and 33 failed companies, he identified five
variables that wre the most important in predicting bankruptcy (Kocisetval, 2015)

Since the 1990s, neur al net works have been usef
Unlike traditional statistical methods, neural networks do not require sucletiestassumptions as

linearity, independence, and normal distribution of variabMsural networks were first usetd
predictbankruptcy by Odom and. Shar@hanget al, 1999)

In Slovakia, the firsteant e anal ysi s -wwdespulllishedia 4998. The m&lel @ds
designed for Slovak agricultural companies and is based on discriminant analysis. This specifically
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oriented model is used not only in Slovakia, but also in the Czech Republic. The second Slovak model,
the Gindex, the author of wbih i s Gur | 2 k, -indeg, usesedisdrimirzaast analysis an@ H
also focuses on the agricultural area. Many scientists share the view that it is not appropriate to use
foreign models in domestic conditions uncritically, because they were created diffdesnt
conditions (Kovacovat al, 2017). Therefore, fahe prediction of prosperity of Slovak companies, it
would be appropriate to use only models that have been constructed in Slovak conditions. This is why
this research is focused on creatingpacific model for companies in the Slovak Republic, selecting
small companies (up to 50 employees), which are the largest group of companies in Slovakia. The
research goal is to create a model for the inclusion of a small company either into a group of
prosperous companies or into a group of companies with threatening bankruptcy, where the financial
ratios of the companies are used to model this discriminatory function. The prediction model is based
on a linear, multivariate discriminant analysis, usimg financial ratios of real companies operating in
Slovakia in 2015 as explanatory variables. As these indicators indicate the functioning of the company
and also its future development, the inclusion of a company into one of the groups of prosperous or
non-prosperous ones can be predicted based on the values of these financial ratios. The generated
model is a linear combination of 7 financial ratios, from originally used 37. This prediction model can
be usedfor early identification of financial threats rfemall companies in Slovakia, one year in
advance. Created discriminant model has very good classification ability, especially with regard to the
correct classification of neprosperous companies (93%). predicting the financial difficultiesf a
company, the proper inclusion of the company, which is really in financial troubles, precisely into this
categoryis importani this researclis focusedon the creation of discriminant modemainly onthis
classifying ability of the model.

Literature Review

Considering the large number of existing models, finding a suitable model for prediction is a role for
economists and analysts worldwide (Kovacova, Kliestik, 20b79rder to find the optimal model of
bankruptcy prediction, several evaluations and corepasi of existing models were carried out by
several authors. Comparison of two mathemaiicstatistical methods of logit and probit was dealt

with by Kovacova and Kliestik (2017). The survey was conducted on the data set of Slovak companies
for 2015. Thestudy concluded that the model based on logit function slightly exceeds the precision of
the probit model. Finding the most suitable prediction model for transition econbasdseemealt

by Zvarikova et al (2017). They compared 42 models constructedseven selected transition
economies to determine which variables in the models are relevant for prediction of bankruptcy. The
result of the comparative study was the identification of 20 variables, in which the authors suggest the
best prediction accurgdn case of a transition economy and should therefore be used to create new
models.

In addition to comparindhe existing models, there are nowadays new models created around the
world. In 2007, Sandin and Porporato developed a modah&emerging comgnies in Argentina
(Sandin, Porporato, 2017). Borigz al (2007) recalculatethe coefficients of Altman model usinfe

data of Canadian companies. Similarly, Wang and Campbell (2010) recaldhetsskfficients of
Altman model for companies in Chin&hristidis and Gregory (2010) have developed a prediction
model for the United Kingdom. The authors point to the importance of taking into account of
macroeconomic factors. A model based on multivariate discriminant analysis was presented by
Altman et al (2014). For Iranian companies, Khademolqortral. (2015) developed a hybrid model
based on a combination of statistical methods and machine learning methods. Singh and Mishra
(2016) have developed a prediction modeltfar Indian manufacturing compass. Alaminoset al.

(2016) created a global prediction model based on logistic regression.

Alaka et al. (2016) pointed to different criteria th#te scientists used to develop their prediction
models. Based on these criteria, they compared the utilpppiilar bankruptcy prediction tools such
as multivariate discriminant analysis, logistic regression, neural networks, genetic algorithms, and
more. The authors have concluded that there is no single tool that is predominantly better than any
other tool wih respect to the identified criteria. However, it is clear that each instrument has its
strengths and weaknesses in certain situations.
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Methodology

For the purpose dhe creation of gredictionmodel the method of multidimensional discriminant
analysiswas used to develop a model of predicting the financial difficulties of Slovak small
companies. Discriminant analysis aims to identify the abilitthefincluded quantitative variables to
distinguish the data into one of the already existing group Gétital units (Kralet al, 2009) A
prediction function of discriminant analysis is to create a classification rule to include unclassified
units into one of the groups. The advantage of discriminant analysis is a simple application and
interpretation. A disadvantage may prove the necessity of fulfilling a number of assumptions that are
imposed on the data. Discriminators, used as explanatory variables to predict the financial difficulties
of the companies, must be independent of each other. They smiaak a mukdimensional normal
distribution. Meeting this assumption of multidimensional normality will allow to test the statistical
significance of the obtained model and to characterize its prediction ability, based on the incorrect
classification 6the objects into one of the groups. Another assumption of discriminant analysis is that
covariance matrices within each group of companies in financial distress and healthy companies must
be similar hence covariance between input variables should reaeemparable size. Moreover, it is
advisable to verify the equality of means of explanatory variables among the groups of companies.
This verification is used for the initial identification of suitable predictors of financial difficulties of
companies. Ithe mean values of some financial ratio are not significantly different among the groups
of prosperous and neprosperous companies, this financial ratio is probably not an appropriate
predictorfor identifying the inclusion o company into one of the gups. Equality of means is tested
using twesample analysis of variance. The advantage of using analysis of variance is that it is
sufficiently resistant to not achieving the assumption of multidimensional normality of the predictors
used (Hebalet al, 2007).

By using the method of multidimensional discriminant analysis, a classification rule will be derived,
that is, with a high probabilitythat will beable to classify the company into a group of prosperous
companies or companies in financial difficalti Creating a discriminant rule will also get a set of
financial ratios that can indicate the company's financial difficulties for at least a year in advance.

To create a model for prediction of bankruptcy of small companies in the Slovak Republigtaeal d
from the financial statements tie Slovak companies was used. The data come from a database
Amadeusi a database of comparable financial information for public and private companies across
Europe. Data was used from the profit and loss statemenpargnibalance sheet data, as well as the
calculated financial ratios provided by Amadeus. The values of the financial ratios are from the year
2015, predicting the possible existence of financial difficulties in the year 2d/Esall, a set of 88

252 smallcompanies was used. The criterion for the inclusion of the company to the group of small
ones was in the Amadeus databdbat is,primarily the number of employee&.company having up

to 50 employeewas consideredsa smallcompany Out of a total 088,252enterprises, almost 75%

had no financial difficulties in 2016 and the remaining approximately 25% of companies showed
financial distress on the basis of the criteria defined below. The absolute and relative numbers of
companies useare givenn the following table (Table 1).

Table 1. Frequencies of small companies in financial distress (1) and prosperous small companies (0)

(Source: authordéds compilation)
Y
Financial distress| Frequency | Percent | Valid Percent | Cumulative Percent
0 66070 749 74.9 74.9
1 22182 251 251 1000
Total 88252 1000 1000

The criteriai according to which every company was included either into a group of financially
healtty or the group of threatened companies, on the basis of its actual results from the financial
statenentsi are given belowA company was consideres nonprosperousf it met the following

three conditions:

90



- value of current ratio is smaller than 1
- ratio profit / loss is smaller or equal to zero
- solvency ratio (liability based) is smaller thau®4 (this value is valid for year 2016)

Regarding the financial ratios used, a total of 37 financial ratios, that are ubeathpst frequently

used ratios when creating prediction models, were available. Among these Xatiadjons were
discardedin the intial data mining phase, mainly due to the high percentage of missing data. The
remaining 24 ratios were used as input explanatory variables in the multivariate discriminant analysis.
The followingtable(Table 2) shows all the variables and methods ofition.

Table 2. Financial ratios used as predictor§ Sour ce: authorés compilation)
Ratio Method for calculation Ratio Method for calculation
name name
X1 Sales / Total assets X20 Net income / Sales
X2 Current assets / Current liabilities X21 Nonrcurrent liabilities / Total Assets
X3 Gross profit / Total assets X22 | Cash & cash equivalents / Current liabilitig
X4 Net income / Shareholders equity X23 Cash flow / Current liabilities
X5 EBITDA / sales X24 Working capital/ Sales
X6 (Non-current + currenliabilities) / EBITDA | X25 Current ratio
X7 Net income/ Total assets X26 Liquidity ratio
X8 Working capital / Total assets X27 Return on assets
X9 Operating profit / Total assets X28 Return on equity
X10 | (Non-current + current liabilities) / total asts | X29 Shareholder liquidity ratio
X11 Current assets / Total assets X30 Solvency ratio (liability based)
X12 Cash & cash equivalents / Total assets| X31 Cash flow / Operating revenue
X13 Cash flow / Total assets X32 Net assets turnover
X14 | Cash flow /(Non-current + current liabilities) X33 Interest paid
X15 Current liabilities / Total assets X34 Gross margin
X16 Current assets / Sales X35 Profit margin
X17 Operating profit / interest paid X36 Net current assets
X18 Stock / Sales X37 Working capith
X19 Cash flow / Sales

In order to be able to evaluate the classification ability of the created discriminant model, the set of
companies was randomly divided into a training sample and test sample at a8@at2QofThen a
discriminant model was eated on a training sample 10,738 small companies. Since the
discriminant ability of a model certified on a training sample is slightly overvalued, thelat}idrd
companies were used to evaluate the percentage of the correct company ranking intdhene o
groups.

Results

The first step in the analysis and in the process of creation of prediction model was the selection of
suitable predictors of the financial difficulties of small companies in Slovakia. These predictors serve
as explanatory variables the created discriminatory model. Among théisancial ratios was chosen

as the appropriate predictors for those varialilest differ in their mean value among groups of
prosperous companies and healthy companies. The mean values of these two fremad o
companies were compared for each financial ratio by a statistical test of equality of means, or
analogously by analysis of varian@éde results of this testiraye given in Table.3

All the ratios, whose values are significantly different in theug of companies in financial problems
and in the group of healthy ones, can be considered as suitable predictors in the model of company
prosperity.
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In this way, using the significance level@D5 all the ratios except the X16, X18, X20 and X&h

be selectedas the explanatory variables in the predictive model. As can be seen in Table 3, for these
four ratios, the hypothesis of equality of means for a given financial ratio within two groups of
companies cannot be rejected. All other ratios can bé aseappropriate explanatory variables for
creating a model of predicting the financial difficulties of small companies in Slovakia.

Table 3. Tests of Equality of Group Mean§ Sour ce: aut horés compilati on)
Variable | Wilks' Lambda F Sig. | Variable | Wilks' Lam bda F Sig.
X01 1.000 15,083 | 0.000 X20 1.000 0,039 | 0.843
X02 0.991 402,018 | 0.000 X21 0.998 100,057 | 0.000
X04 0.982 808,737 | 0.000 X22 0.992 343,190 | 0.000
X07 0.976 1112,340| 0.000 X24 1.0007 0,055 | 0.815
X08 1.000 7,791 | 0.005 X25 0.991 402,020 | 0.000
X09 0.980 903,152 | 0.000 X26 0.991 408,040 | 0.000
X10 0.946 2569,830| 0.000 X27 0.978 1010,727| 0.000
X11 0.995 233,660 | 0.000 X28 0.991 427,088 | 0.000
X12 0.990 454,965 | 0.000 X30 0.997 148,839 | 0.000
X15 0.952 2251,264| 0.000 X35 0.985 700,564 | 0.000
X16 1.000 0,059 | 0.808 X36 0.990 431,541 | 0.000
X18 1.000 0,053 | 0.817 X37 0.999 27,679 | 0.000

The model of predicting the financial distress of small companies was created using a stepwise
discriminant analysis. Before the resulting model itself, the validity of $samaptions, required by

the discriminant analysis, was tested. Equality of the covariance matrices for the sets of prosperous
and nomprosperous companies is verified using the Box Test. Covariance matrix of the two groups
should be identical. Test resultse presented in Table 4.

Table 4. Box Tests of Equality of Covariance matrice6 Sour ce: aut horés compil atio
Test Results
Box's M 53913,450
Approx. 1196,620
dfl 45
42 6578%564,93
Sig. .000

According to the gralue of the Box test shown in Tabd above, the hypothesis on the equality of the
covariance matrices of sets of prosperous angpnosperous companies is rejected. Due to the result

of this test, it may be appropriate to consider using a quadratic discriminant analysis insteadhof a line
one. This, however, is more difficutt interpretas linear discriminant analysis and moreover, in SPSS
software, which was used for model creating and statistical processing of data, there is ho quadratic
discriminant analysis implemented. Violatiohtbhe assumption of the covariance matrices equality

may adversely affect the resulting classification ability of the model. However, as we will see, the
smal | companiesE model's <classification abilit
suficient. In order to ensure the validity of the conclusions, an assumption of seganape
covariance matrix instead of the witkgnoup covariance matrix was used.

The assumption of independence of explanatory variables was also verified. Giverultiseofeise

test of significance of the correlation coefficients among the variablean be said that although in
some caseghe coefficients of correlations are considered to be statistically significant, they are very
weak or, at most, weak, withmaximum value of 0.163.
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Using a stepwise discriminant analysis, the final prediction model of financial difficulties of small
companies in Slovakia was received. With this model, for each company can be calculatmbits Z
as follows:

G i HElQ
it @ Qo T LR ¢ Ao X ofit ¢ Qop T X TR p TP B U T TRE X MO DX Y pl wg (1)

Since this model is created with a constant, the company's belonging to one of the groups of
prosperous or heprosperous companies is determined by comparingstsore (Eq. 1) to zero. If the
Z-score of the company is negative, this compianyncluded in the group of prosperous companies
and vice versa, if its-&core is positive, it will be in the group of rprosperous ones.

The quality of the prediction model can be assessed by using a canonical correlation of the
discriminant function ad a test of its statistical significance. The canonical correlation of discriminant
function is 0.297. This correlation is statistically significant, as confirmed by a significance test whose
p-value is zero. The obtained discriminant function thus safftty distinguishes the two groups of
companies.

In the followingtable(Table 5), the discrimination ability of the variables to distinguish companies in
financial difficulties and healthy ones is given. Based on these coefficients, the variables X27 and
and X10 can be considered as best discriminators.

Table 5. Standardized Canonical Discriminant Function Coefficient¢ Sour c e : aut hords comp
Variable | Function
X04 -0. 304
X07 -1.201
X10 0.940
X21 -0.099
X25 0.167
X27 1.019
X28 -0.064

In the followingtable (Table 6) the values of the correlation coefficients of each variable and the
resulting discriminatory functionan be seenThe strongest correlation is between the discriminating
function and the variable X10. In addition, thigiaale is positively correlated with a discriminatory
function. Excepfor X21, all other variables are negatively correlated.

Table 6. Structure Matrix ( Sour c e : aut hords compil ation)
Variable | Function
X10 0.802
X04 -0.534
X07 -0.529
X27 -0.501
X28 -0417
X25 -0.312
X21 0.154

Finally, the model's classification ability was evaluated using the classification table. As the first part,
the percentage of correct classification of companies in the test sample was evaluated. The model
correctly classifed 73.8% of all companies. But, what is more important toisighat 93.1% of
companies with financial problemsere correctly marked as neprosperous. Since this model's
classification ability may be slightly overestimated by using the original testesattng percentage of
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the correct classification of small companies was verified by the training sample, which accounted for
20% of the original data file. This evaluation constitutes the second part of the classifiabtéon
(Table 7) below.

Table 7. Qassificationtable( Sour ce: aut hordés compilation)
Predicted Group
Y Membership Total
0 1
Count 0 35486 17537 53023
Test 1 1229 16486 17715
sample % 0 66.93 331 1000
1 6.94 93.1 1000
N Count 0 8815 4232 13047
Training 1 314 4153 4467
sample % 0 67.56 324 1000
1 7.03 93.0 1000

In the training samplehe model correctly classified 93% tifie really norprosperous companies to
be nonprosperous. In view of this, the model can be considered to be a sufficiently correct tool to
detectthe financial difficulties of small companies in Slovakia.

Conclusions

This articlehasintroduced a model of predicting the financial difficulties of small companies in the
Slovak Republic. This model was created by using a linear discriminant ana@hisisnethod is the

most widely used one for predictimgcompanys bankruptcy. It's also thanks to its simple application
and interpretability. The model was created on the basis of real data from the financial statements of
Slovak small companies that cerfrom the Amadeus database. The prediction model ineludel

of 24 financial ratios, from which bysing astep method in the final model variablesemained

These variables are the best discriminators when determining a company in financidtidifid he

paper also reported the values of the correlation coefficients between the resulting discriminant
function and the individual variables included in it. Based on tliselations can be determinemhd

it can be understood whichariables havepositive and the negative impact on the value of the
discriminant function, that determines the inclusion of the company into one of the groups. The
classification ability of the model is very ggothe model correctly ranked up 93.1% of non
prosperous aopanies within the test sample and 93% of-possperous companies in the training
sample. Correct classification of the company to a group of companies in financial distress is very
important because it demonstrates the impending financial difficultiesjem imminent bankruptcy.

For company managemettis information, that cahe achievedhrough a predictive model one year

in advance, is very important, e company can theéake the necessary measures tatld enable

them to improve the situatioand avert the impending difficulties. In future, there is the possibility of
verifying the validity of the model or improving its prediction ability by applying it to the moy®-up

date data of small companies form the year 2017.
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Abstract. Abr and i s one way to distinguish products from
in choosing an appropriate product. Brand building is not just absigrdbut also strategy, which is even more
important in the process. The result of brand building is the potential to represent a certain value for the
company. However, sustaining and i mproving ahebr and:¢
current competitive environment. Therefore, there is scope for application of new marketing strategies such as
sensory marketing. Sensory marketing represents a way for companies to influence consumers' senses (sight,
hearing, smell, touch, taste) andoke the emotions affecting their buying behaviour and perceptions of the
product or brand. The aim of the article is to provide a literature review on the issue from several foreign and
domestic authors. It discusses the essence of a brand, brand eatogy snarketing and also analyses its use as

a support tool for building brand value in practice through secondary research data. Based on this, in conclusion,
the authors highlight the benefits of using sensory marketing for building brand value,nigaugduring loyalty

of standing customers as well as gaining new ones, building a successful brand and positive perception of the
brand and product by users.

Keywords sensory marketing; brand value; consumer; emotions; buying behaviour
JEL ClassificationM30, M31

Introduction

The brand currently performs a very wide range of tasks and it has great importance not only to the
brand owner but also to every market entity. Therefore, the brand represents a certain added value for
the product. It makes it easi®r consumers to make purchasing decisions, reduces purchase risks and
confirms the producer that a product or service meets customer needs and fulfils its expectations in the
same quality as the product declares. Therefore, a strong brand is onenoisthealuable assets of

the company and also a very effective tool in a competitive battle (Selagia2015). It is very
complicated and costly to get customers who are faithful to another established brand (Pedlabrska
2016). If they know what thyecan expect from verified branded products, it is challenging to get them

to try another brand, even though these products can be even better (Lizbetinova 2017). This forms a
barrier to entry into the market by potential competitors and makes it muchdiffizelt for the

current competitors.

Each brand goes through several periods of its life cycle when it gains or loses the value or loyalty of
consumers. Based on this, we can claim that the favour and loyalty along with the brand image are the
essencefdorand value. The brand can be marked as successful when, among other things, it awakens
and leaves some emotions to the customer. One reason is to stimulate the consumer's senses that are
directly linked to the limbic part of our brain, responsible foenmories, feelings, pleasures or
emotions. It's just the senses through which a company can be unique and specific in its area, build a
brand and image, differentiate itself from competition, and secure the loyalty of its customers.
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The aim of the articlencludes to provide a literature review on the issue from several foreign and
domestic authors. It discusses the essence of a brand, brand value, sensory marketing and also analyse:
its use as a support tool for building brand value in practice throughdagaesearch data.

The primary source for writing the post was secondary data. In their processing, mainly general
scientific methods were used, such as analysis, synthesis, deduction, induction and comparison.

Literature Review

The issue of the brand @nts value is currently dealt with by many foreign and domestic authors.
According to the American Marketing Association, a brand is a name, term, design, symbol, or any
other feature that identifies one seller's good or service as distinct from thtse ather sellers.

Keller (2007) defines the brand as a further dimension of the product that distinguishes it from other
products. Kotler (2011) perceives the brand as the declared product quality. Schmitt (2012) represents
a consumepsychological modebf the brand with the possibility to test using both traditional
methods and consumer neuroscience. He (2012) examines the identity of the brand, the relationship of
the customers to the brand and the acquisition of their loyalty.

The brand value for theoasumer lies in the trust in the unmatched quality of the product at a stable
price, advantageous purchase, product satisfaction, brand communications with consumers, traditions,
customer's associations with a particular brand, the prestige given bytlusipgoduct and so on.
Associations that a consumer deals with in connection with the brand are such an abstract aspect that
contributes to the brand value creation and can be both positive and negative.

Leek and Christodoulides (2012) define brand valsigha value of goods and services, as well as
added value (functional and emotional) from the brand. According to Aaker (2003), the brand value is

a set of assets or I|liabilities linked to a br:
value povided by a product or service. However, in addition to these standard items, the value of the
brand and the company is also made up of extensive intellectual property, goodwill and last but not
least, the price of brands that they have in their portfolio

On the above, we can say that brand value is measured by the consumer's willingness to buy or not to
buy the brand's products. The measurement of brand value is strongly linked to loyalty and it measures
segments starting with loyal users, ending withsthwho can move to the brand from competitors.

Tracking the development of consumer buying behaviour and their perception of brand value offers
space for new marketing strategies, including the sensory marketing.

Nowadays, the topic of sensory marketisgvery current in order to gain a competitive advantage.
The essence of sensory marketing is dealt with by several-veartdvned authors, who explore it not
only from a marketing point of view, but also from a psychological or sociological point of view.

Significant foreign authors include, in particular, the American professor Krishna, who is considered
as a pioneer in sensory marketing. In the publication Sensory Marketing: Research on Sensuality of
Products (2011), she describes how sensory aspeatsdafaps, that is, touch, taste, smell, sound, and
appearance of products affect our emotions, memories, perceptions, preferences and choice of product
consumption.

Swedish writers Hultert al. (2009) deal with the shift from mass marketing to the senkirdklle

(2014) provides a general framework for the impact of senses on consumer perceptions. Danish author
Lindstrom (2010) shows how companies can appeal to five consumer senses. Derval (2010) helps
understand and reveal consumer behaviour and preésdn the field of senses, fitene their
location and assortment for each market. The American authors &a#ra (2016) point to the
importance of design in creating consumer desires for products. Betr@k (2016) deal with
customer behaviour aales points that is affected by the surroundings and feelings cbeved.

Other renowned authors in the field of sensory marketing are Streicher and Estes (2016), dealing with
the touch, highlight the importance of touching products before the acixcigse decision. Huang
(2015) deals with the perception of food and beverages. He indicates that the colour of food or drink
has effects associated with consumer emotions and consumers' existing expectationst Miletu
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(2016) explore emotions and thé@npact on consumers and their decismaking processes. Pereira

et al. (2016) deal with the continuous development of marketing, especially by addressing the minds
of consumers. According to them, sensory marketing expects not only addressing comaindsys'

but also influencing consumer emotions. They detected the impact of senses in relation to the brand,
which determine the strong effect of sensory marketing in relation to the mark. They also provide
information that companies should take into actoim their marketing strategies in the field of
sensory marketing. Kardest al. (2010) deal with sensual marketing in terms of emotional,
behavioural and mental impact on the mind of the consumer.

Among the renowned home authors belong Rybaeska. (2016), who emphasize globalization in
individual markets, consider sense marketing as a new marketing technique based on synergy between
product or brand and consumer, using human senses. We can also mention Vysekalova, one of the
most acclaimed Czech autlkdn the field of advertising psychology. In the publication Psychology of
Advertising (2007) and Marketing Emotions (2014), she focuses on sensory marketing and its impact
on customers, answering questions about what the customer prefers, how heerxedflby the

image, sound or other aspects of sensory marketing.

Most Slovak authors agree that it is necessary to create a synergy between the different aspects of
sensory marketing, that can create a positive image of the company and of course afdhaobra
only for their consumers but also for the company itself.

Based on the above and other publications, we can choose a few definitions of sensory marketing.

According to Soars (2009), sensory marketing is a marketing that focuses on understanding
cosmumer 6s perceptions. I't is a process that st a
the way consumers analyse, interpret and respond to these suggestions. These activities are used to
create a marketing plan, which aims to design produnisbeandsn a way to interest the consumer.

They are a key factor for consumer awareness of product and brand awareness.

According to Lindstrom (2010), sensory marketing represents a marketing focused on human senses
that have not been given enough attanin traditional marketing. Each person's senses are diverse
and relevant to his shopping behaviour and purchasing experiences. By means of senses, each
individual is aware of and perceives the world around lang also the products offered by the
company. For this reason, marketers get information and other insight into the human senses they use
to makethe business more successful and the customer more satisfied. By acting on the customer's
senses, a company can create a deeper and more persoraigigilativith customers and thus, with
appropriate tactics, increase sales and reach the goals of the business.

Sensory marketing can be applied in various fields of business. Using sensory marketing, a company
can influence consumer's purchasing perceptiwhsther for both new and current products. It is used
almost everywhere, so consumer's senses are influenced willgoconsumer's being conscious
(Lindstrom, 2005).

According to the Czech author Vysekalova (2007), sensory marketing is also assoittatezhgory
marketing of the brand, which represents a type of marketing appealing to all senses in relation to the
brand. It uses all the consumer's senses that touch its emotional level. Brands can thus distract the
emotional association in the minds obnsumers, thereby achieving a sensory experience that is
described as an individual perception of products and services or other requirements in the process of
shopping, as well as the image that attacks the human mind and senses.

According toSAM researh (2016), sensory marketing is based on the fact that most consumers are
buying impulsively, which means that shopping is not a rational business, but itathdrased on
consumer emotions.

Providing customers with unique and memorable experiencedalolisls a positive customdarand
relationship has become one of the key challenges for brand managers. However, it is still little known
about how the sensory marketing lead to build strong brand value for customer.

Therefore, Wiedmanet al. (2018) condated an empirical study in a distinctive service industry,
luxury hotels, that provides a good role model for learning about an approach that targets all senses.
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The main goal of the study was to better understand the causal relationships among multisensor
marketing, brand experience, customer perceived value and brand strength. The results of the study
show that multisensory marketing is an important meaestblishbrand experiencehatreflects in

the brand value perceived by customer. And thatat wieates brand strength.

Several other authors agree on the same. According to Rybeingk$§2014), sensory marketing is a
revolutionary new development based on creating the concept and the brand image (including the
brand value) and building the pect synergy between product and consumer leading to increased
consumption. It means, motbe senses are engapi relation toa specific brand meana greater

chance in gaining the customer.

Whether the abovmentioned authors are devoted to sensoryketerg from marketing, sociological

or psychological view, with specialization on one or more of them, largely they agree that traditional
marketing tools are no longer sufficient for consumers. The market offer is very wide,,ahd so
consumer becomesdecisive when choosing a product or brand. They point to the fact that
consumer's senses and emotions are one of the major factors influencing consumer's buying decisions
while their importance has been underestimated by marketers for a relativelyrieng ti

Therefore, companies need to be unique and distinguish their products and especially their brands
from the competitoraith the possibility of using individual aspects of sensory marketing. Selected
authors also appeal to the proper and correct afiplicaf sensory marketing toolsyith which a
companycan ensure longerm trust and loyalty of its customers, a unique marketing strategy and
successful buildingf the brand value. At the same time, they get feedback from consumers, which is

a prerequige for effective customer relationship management and satisfaction of their needs and
expectations.

Because sensory marketing is based on the use of the consumer's senses, we can characterize its
individual components as follows:

- Visual marketing is baseash the fact that the view is the most used sense in marketing, which
is the most stimulated by environment. Choosing colours, shapes and product materials is
important for organizing a sales place, implementing a promotional campaign for key success
or failure factors that must be well understood by marketers to attract a consumer.

- Audio marketing is based on the fact that sound has a significant influence on the mood of the
consumer and thus his shopping behaviour. Linking music and advertising corrstiigse
that the consumer remembers it easily. Music plays an important role in promoting the identity
and the atmosphere of a business company in accordance with the client's business.

- Aroma marketing is based on the fact that the smells that the humarieets give rise to
certain stimuli in the brain responsible for creating emotions and memories. Unlike sight,
smell produce much more emotional experiences and thartke smell, we recognize them
and specify for a long time.

- Tactile marketing is baseazh the fact that human skin has several million sensory receptors to
help us perceive materials, weight, smoothness, simplicity or complexity of products. The
sense of touch plays an important role with regard to the design of packaging, the consumer
cantest whether a product has the required and expected properties, and also to persuade the
quality of this product. It also perceives the overall atmosphere and the individual elements of
the environment, because touching is one of the main factors daisegse of welbeing.

- Taste marketing is an important part of sensual marketing that allows a company to
differentiate itself from competition. In particular, it includes promotinesiv sales in the
form of tastings. By means of taste receptoogsisuners can specify tastes and what they like
on the basis of taste sensations.

In general, when sensory marketing is applied, the condition is that the intensity of the stimulus should
be above the threshold of perception, and the consumer must be in ¢hef staérage attention. It
should also be noted that if the prodantrespectively the brand influences more senses at the same
time, the consumer perceives it more intensely and leaves deeper emotions in him.
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Methodology

The aim of the article is to dak thetheoretical basics of brand, brand value, building the brand value
and sensory marketing from the viewpoint of several foreign and Slovak authors, to analyse and to
point out the use of sensory marketing as a support tool for building brand waleeiice. Based on

the results of the analysis were highlighted benefits of using sensory marketing for building brand
value, including ensuring the loyalty of standing customers as well as gaining new, a successful
branding and positive perception obhd and product by users.

The basic sources of research were secondary data obtained from cotnpgpuoes, statistical
rosters, published reports in print and electronic media of professional publicatitimspiocessing

of the datamainly general @entific methods such as description, comparison, analysis, synthesis,
deduction and inductiowere used

Results

Sensory marketing is becoming increasingly important for companies in Slovakia and abroad,
precisely because of the acquisition of compaditadvantage. Whether it is the sale of tangible
products or services, by influencing the consumer in an imaginative way and acting on his senses, the
company can shape the overall atmosphere in order to create a good relationship of the consumer to
the brand and the product.

The main reason for the use of sensory marketing to build a brand and increase its value is the ever
increasing competition that makes sensory marketing a way of differentiating from other competitors.
Another reason for the use of sensmarketing is the mass development-abenmercesa thestone

stores need to find a way to develop the features that the Internet does not have (Moravcikova 2017).
The advantage of stone shops is the possibility of tasting, smelling, touching pradustsasant
atmosphere at the point of sale.

Based on the above, we can summarize the possibilities of the individual components of sensory
marketing in order to build the customer relationship to the brand and its perception of brand value.

Visual markéing is based on the fact that consumers are able to perceive shapes, forms, colours,
dimensions, movements and distances between objects. Also, in recent years, scientists have pointed
out that the way in which the product is presented, it means howekd,|ts an important factor for the
consumer. When building a brand value, choosing colours and logos is one of the most important
decisions to influence consumers in a positive way and remember them for a long time. In practice,
brand selection represer@sumber of attempts to sort consumers' responses to individual colours. Up

to 90% of all product reviews are based on the colour, depending on the product. Colours and shapes
are the first way of identifying and differentiating. And the fact that indi@idrands have their own
colours has its own justification because colours are easy to store in the customer's memory. For
example, Coc&ola and its redvhite, the same colours KFC or the 1gsllow Mc Donald logo

(Singh, 2006). We can argue that consubehaviour and brand perception are largely influenced by
colours. The colours affectot onlythe person, but also the relationshapd the opinion about the

brand isalsoimportant. The colours and overall colour of the brand, logos, product is imfdrta

more important is the colour suitability of the product.

Audio marketing is based on the fact that soundsaaaat of everyday life of each and every one of

us. We can hear them at every stifyey affect our behaviour and our mood. Music is éasaccess

and has many uses in marketing. But compared with the uaedod marketing in Slovakia and
abroad, Slovakia lags behind. When we compare internationally with other developed countries (for
example, Switzerland or Germany), we can safely sayttders' awareness of the possibilities of
using music in marketing is much higher those countrieghan in Slovakia. Music puts great
emphasis on sales. Its goal is to influence the mind of the customer so that he can buy the product.
Studies have ab been carried out to find out what kind of music best suits the different places of sale.
For example, classical music will enhance the quality of the wine cellar. It has also been shown that
when salespeople play French music in their shop, more Fvanel were sold because the customer
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was affectedby the music that was playing in the wine trade. Music also infletieetime thata
customer spends at the point of sale. Fast music increases customer turnover and slows the cost of
each individual cusimer. The international trade chain Tesco uses the Store Media sénvtbes

Slovak market, namely a music program, which makes it easier to shop for customers in its business
chain every day. The use of music is also important in advertisements. Masgdational brands use
sounds and melodies that customers remember. As an example, we can mention the Magnum ice
cream, which uses the sound of cracking chocolate in the commercials, when it comes to the ice cream
bar, the Coca Cola brand, which uses tparkling sound of a drink when the consumer opens it and
then pours it into the glass. Each of Mc Donald's customers well knows thlenaelh slogard am

lovin itd Mc Donald combines sound in conjunction with the sound, and ulas it inits marketirg

to influence the senses and memory of consumers.

Aroma marketing is a powerful tool for triggering emotions in consumers. Information that the
customer perceives by the smell influences directly and immediately upon his decision. Surveys have
highlightedthe fact that smell can change the mood of the cons@seeciallywhen the consumer is

waiting for it For example, the American Barnes & Noble chain smells like new books and fresh
coffee beans. This is how they try to release their clients. Studiesals shown that clients are more
willing to buy if the product blends with a pleasant smell, but it is also possible to induce a negative
reaction to the client if the smell of the place of sale is unpleasant. Tests and studies have also shown
that woma and men tend not to stay too much in the area that smells as opposite sex. Nowadays, with
many opportunities, there are specialized companies who are able to suggest the right combination of
aspects of sensory marketing, such as a combination of sreefojua particular business. At the

same time, it is important to note that the aroma marketing is not just about creating the atmosphere
but also about appealing to the potential customers with a pleasant smell. Successful international
trade chains havéong known that the smell of chocolate and the scent of freshly baked bread
increases the sales of products in supermarkets. In clothing stores, such as in Bershka, a lot more
trousers are sold since then, when pheromones of selected fragrances aral useskd every two

hours. Sony uses just the smell of vanilla and mandarin to attract consumers, the coffee shop uses the
scent of freshly brewed coffee and the Sheraton hotel chain with jasmine, figs and spice clove. In Italy,
the hotel chains use creativnarketing, so each floor of the hotel can be smelled with another floral
scent.

Tactile marketing relates to the use of materials, technologies to improve the sale of products and
services through tactile sensations. Touch contributes to building #tiemship between the product

and the consumer, which is formed through contact. A positive touch experience mainly concerns
information such as the value, durability and functionality of the products. Product touch is an
important part of product saleso@panies also givenportanceto the consumer's attentiam the

shape of products. The shape is another way of selling products based on its tactile properties. For
example, Coc&ola bottles are closely linked to their familiar shape and the way thayditheir

hands. Mc Donald also uses hamburger wrappers, fries and other products that each customer can
identify. Customers recognize wé#thown brands with colours and shapes. If a company wants to sell

a product with an unusual shape, it's a good fidégy this form on multiple target groups.tife seller

gets a positive answer, he knows he has a unique shape for a marketing campaign. Another important
part of the touch for companies is the weight of products. Weadks to the customer about the
resilience and strength of the product and the ease and simplicity of use. An example is furniture. It is
generally known thaif the furniture is heavy, it is considered to mere valuableThe customer
recognizes that the furniture is made of qualityod:@nd not light wood chipboard. The use of sensory
marketing in this area is used, for example, by Decodom, whose products are characterized by high
quality.

Taste marketing is used mainly in the food sector. Many food businesses are just startiigetthecal
importance of influencing consumer's senses and subconscious minds. In a recent study investigated
by the weltknown pioneer of sensual marketing Krishna (2011), the effects of sensations in food
advertisingwere investigated. It was found that fddn advertising increases the taste of people and

also affects the amount consumed by the consumer. For example, the image of biscuits helps
consumers identify and get memories, raises the taste of biscuits, creates a lively mental image and a
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pleasant eperience that results in a positive response. While businesses in the food industry spend
billions on advertising each year, marketers do not use the potential of sensory marketing well enough.
Krishna (2011) suggests that even simple changes in visumiizaid text can produce delicious ads

that cause the consumer to taste food. Taste marketing is not only used in the food indissatgdut
justified where the products are getting close to the consumer's mouth. We can mention, for example,
a welltknown Italian cosmetics brand Pupa, which produces lipsticks with different flavours, thus
giving consumers a pleasant feeling and taste. Other brands that use fragrances and flavours in their
products include, among others, Mary Kay, LR or Avon. Also knowhftzod restaurants realize the

power of taste, smell and other sensory aspects of marketing, which is reflected in their mass
attendance.

In practice, we meet with a number of successful cases of building brand value through sensory
marketing. Many othecompanies are aware of the importance of consumer empowerment, to a large
extent. Dunkin Donuts in South Korea conducted a campaign that focused on the hearing and smell
senses of consumers by playing business melody in city buses, where the sprayeealso éhe

smell by coffee aroma. The campaign's results were favouratie sales of the brand increased by
29%.

In 2006, TV advertising for the Swedish Volvo brand was made as part of the Ford Motor Company. It
was commercially broadcast on SwedisWi4Tchannels under the thend&he Sixth Sense This
automaker wanted to point out that if a person drives a car, it is obvious that he uses at least three
human senses, namely sight, sound and touch. Volvo understood the importance of senses and spread
the message that Volvo is a car that should be perceiveiihes Sixth Senge For a driver, it is a

pleasure to drive such a car. Volvo takes care of safety and also the extraordinary driving experience.
And why the sixth sense? For example, because Voable fighen it is near the threat of collision with
another vehicle, it feels near threat and then automatically slows down.

In an attempt to get people to pay attention to public service announcements, Metro Trains in Australia
created a viral awareness caigm. First, they wrote and released a song on YouTube. This then led

to a Tumblr site, a book, radio airplay, outdoor advertising, a smartphone game, a karaoke video, and
posters that called for people to take a safety pledge. The response was pheraomdahal impact

was tangible. The campaign transformed dull safety announcements into something memorable and
enjoyable; and it changed people from being passive consumers into active participants (Villiers
2016).

The popular brand Netflix has achieved segs whenit effectively applied multsensorial. The

Netflix Switch dims the lights, silences calls, orders takeays, and turns ohemandés s hows.
transforms the concept of Netflix and chill into a reality. People have to build the switch themselves
which makes this a relatively exclusive experience that requires knowledge and skill in electronics and
programming (Villiers 2016).

Meet South Africa, a tourism brand, uses many visual clues among others to immerse the viewer in the
world of South Afri@n sensory experiences, such as the feeling of sand between toes, salty ocean air
on face, the rush of surfing, and the intricate detail of textured art, the rhythmic sound of drum and
dance and language, the earthy aroma and taste of wine and fruis &hmsultisensorial experience

of South Africa that does not depend solely on sight (Villiers 2016).

Ibiza Sublimotionas the wellknown and most expensive restaurant in the woriférs its customers

a truly multisensory experience, combining theiratsewith a digital environment that changes with

food. Thanks to its creativity and the use of senses, it is reserved a few months in advance. Its aim is to
awaken the senses of customers, bringing them back to forgotten memaories, whether it's feam, laught
joy or nostalgia.

Starbucks, in building brand value, chooses the same scent of freshly prepared coffee and all playlists
or specific materials that make a lasting impression on the consumer. These sensory marketing
elements are so identical in bransheround the world. Choosing the same device, music, scents
should help the consumer immediately identify the brandnatter what nationality the consumer is.
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These cases are only a fraction of the successful use of sensory marketing in, priticttbe aim of
building andrespectively strengtheimg the brand value. Based on the above, we would like to point
out that the perspective of sensory marketing as a support tool for building brand value or reinforcing
it in the eyes of customers is well founlde

Conclusions

Nowadays, building a strong, competitive position and securing suocessket is not at all easy for
companies. One of the most effective ways is to promote sales through senses.

So, when the entire marketing world talks about customeereences and focuses on creating
emotional interconnection between brands and customers, the sensory marketing is an effective way to
ensure the loyalty of current customers as well as new, aiele also providing customers with a
unique shopping expemce. It is also important for successful branding, positive consumer
perceptions and brand vateahancing tool for customers. Using multiple sensory experiences ensures
better connectivity with consumers in a world that is full of traditional visual aarmtio ads and
marketing campaigns.

In sensory marketing, expectation is the driving force of success. The first look at the product offers
expectations of form, material and smell. If these expectations are not met, it means expectations are
not responsiveéo sensory perception, the consumer is surprised by this sensible mismatch. This then
affects the experience with the product. If product experience exceeds expectations, consumers often
evaluate the experience as positive. If the interaction is inagegeiterience is often considered
negative. That sensory mismatch also affects brand value rating. Consbnaei perceptions is

based on the mentioned interactions with the brand.

On the basis of the above, we can summarize that the use of sensotyngaike supporting tool for
building and hencatrengthening brand value perceived by customers has many bebéfitseasing
the number of customers and thus increasing ;s@gobtaining a competitive advantag8)
strengthening the value of thedmd perceived by custome#y) drengthening the market position of
the brand 5) increasing consumer awareness of the hr&)dmproving the effectiveness of the
brand's product salgg) improving brand imageand 8) ahieving customer loyalty
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Abstract. Bankruptcy models are used to assess credit risk and predict financial situation to irtBcate t
probable bankruptcy of the company. Contribution deals with the application of chosen bankruptcy models in
analysing and predictinthe financial health of selected companies. Mokthe models have been developed
abroad. In case of Slovak Republis application and correctness of the results can be problethetiefore,

we have focused primarily on those that dn@merged in countries with a similar economy. We have calculated
the selected prediction models in a sample of 500 Slovak enterprissdictive ability lower than 64% is
considered as unfavourable. As part of the contribution, based on expert literature and relevant legislation
have definedhe criteria that allow to divide businesses into two groups: prosperous argfosperous.ri the

end, we compared the resultstbé selected models with the inclusion of enterprises in a prosperous and non
prosperous groupased on the criteria set by us. We also dealt with examining of error types | (when an
enterprisan bad financial conditin is included in a nebankruptcy group) and Il (when an enterpiisgood
financial condition is included in a bankruptcy group). The aim is to analyse the predictive althi&seliected
bankruptcy models.

Keywords Bankruptcy; bankruptcy model; gdliction of financial health; predictive ability; Slovak Republic
JEL Classification'C53, G33.

Introduction

Predicting bankruptcy isecomingincreasingly important for corporate governance. Many different
bankruptcy models are used to predict the upcgnfinancial difficulties. A large number of
economists around the globe are dealing with the development of predictive bankruptty thetde
couldgive atimely predicion of incoming or emerging financial hardship. In this way, they can offer
advice to sers on how to prevent the bankruptcy of their company or how to delay the bankruptcy as
much as possible. Neither model has one hundred perceatts@bility. Each mechanism has its
strengths and its weaknesses. Therefore, the choice between themaisyiidie aim is to analyse the
predictive ability of selected bankruptcy models. Mdsthe older verified prediction models come
from abroadespecially from the USHowever, the US economic environment is completely different
from that ofthe emergingmarkets. Therefore, the relevance of using these models may be questioned.
However, new predictive models are being developed and tested under the onfdéimerging
markets. As part of our contribution, we mainly focused on them and we analysedréaiitiye
abilities through a matrix of change. In this contribution, we were working with a database consisting
of 500 financial statements of Slovak enterprises that capture the years 2016 and 2017. At the outset,
we have dividedhe enterprises intdhreatened wittbankruptcies and those to whom bankruptcy is
not threatened, based thecriteria that are more specificallgentionedn the methodological part of
the contribution. We subsequently evaluated the financial health of these businesses fthrough
selected prediction models. In the last part we compared the results. We recorded the results of the
comparison in the matrix of changes. We have examined how many times a match is made between
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placing a business in a bankruptcy or #@mkruptcy grop on the basis of the criteria chosen by us
(according to The Commercial Code) and between assessing the financial stabilityhextdbgcted
models. On the basis of whiclh was possible to determine the predictive ability of the model under
conditiors of the Slovak Republic. The relevance of the results is determined by a relatively large
sample of enterprises.

We have found different definitions of bankruptcy models in book publications. According to Svabova
L. and Kral P., bankruptcy models are ateyn of several ratios that are weighted, and their weighted
sum gives a score that determines whether an enterprise is prone to financial distress and bankruptcy,
or a bankruptcy is very unlikely, or the score is in the grey zihiag,is,inside an interal, when the
bankruptcy probability cannot be decided (Svabova, Kral 2046¢ording to S. Cisko and T.
Kliestik, the role of bankruptcy models is to inform the user in advance of whether the business is in
the near future threatened with bankruptcy kGjKliestik 2013) Bankruptcy models predict business
failure and are built on empirical data from the economy and the market (Virag, Kristof R(85)
important to remember that the success of a given model depends, in particular, on the input data.
There is a possibility that this information may be somewhat distorted. Point assessment methods,
mathematicabtatistical methods and neural networks are used to forecast the future development of a
business entity's financial position. Numerous authove lniged mathematical and statistical methods

on which they have constructed their modeisd these are still wefiroven. Bankruptcy models

based on mathematical and statistical methods are based on discriminatory anahgireg¢na®nal,
multidimensioml), logistic regression (LOGIT, PROBIT models), and structural models form a
specific group. Over time, a number of economists are beginning to take on more advanced methods
of modelling, mainly neural networks, as well as genetic algorithms, decisies, fpeoportional

hazard models, expert systems or mathematical programming.

Literature Review

One of the oldest papedealing with business failure and bankruptcy prediction was an article by Paul

J. FitzPatrick (1932) titted A Co mp ar i s o nf Suzdessful IndustriRlaEntérgrises Those of

Failed Companiedin the 1930s. The beginnings of the prediction models are mainly related to the
United States. William H. Beaver's pioneer work (1966) titeBfi nanci al Ratios an
FailureGandn parti cul ar Ed wafindncidl RatioA.|Disarimimadt $Analfysis @rél 8 )
Prediction of Corporate Bankruptdydeveloped the first business insolvency models.-@hand
multi-purpose approaches and available data ftbemUS companies were usetlVe find very
interesting the fact that the emergence of predictive models was not the result of any economic crisis
or other external factors that would have a significant impact on the functioning of the country's
economy but the natural developmenfinancial management research (Mousehal.2015)

Looking at the method of orimensional discriminatory analysis, which was used among the first by
W. H. Beaver in his work, does not use any complicated apparatus apart from the graphical
representatio of the values of the selected ratios. His approach is based ondhkesiodichotomous
classification test, where multiple ratios with highest predictive power are selected. However, over
time, many opinions have emerged that have negated the unaosigredictability of financial
health by Beaver. As a result, more complexcaibed multidimensional statistical methods were
created. These make it possible to categorize businesses definitely. One of the authors of
multidimensional methods, namely tineultidimensional discriminatory analysis, was in fact E. 1.
Altman. His work is based on the ideas of R. A. Fisher (1936), specifically his dftieeUse of
Multiple Measurements in Taxonomic Probléy using this analysis, businesses can be divided
into two groupsi bankruptcy and nebankruptcy businesses based on a linear combination of
characteristics that best differentiates between these two groups. In his research, he used 5 financial
ratios that have the best ability to predict the financedltih of the enterprise. He assigned them
weight and created a discriminatory function. However, along with the methodology, he also studied
its reliability, and respectively error. He dividethef aul ty rati ngs iinFaulty t wo
Type |, inwhichnoppr osper ous businesses ar e ri &aukydype a mon
Il, where prosperous businesses are ranked amongrosperous. E.. IAltman, therefore, could be
identified & the father of predictive models, because after his studies and research, further
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developnent occured not only in the United States but also globally. Another national business
environment or different types of accounting systems led Professor E. nhailto develop
specification of his models by applying them to other national economies such as Altman, Kim and
Eom (1995), Altman, Lavalle (1981) or Altaman et al. (1972). He also attempted to design models for
the rapidly expanding markets Altman, Hotidk(2006). In addition to Altman, many other pioneers

in the field of predictive models wanted to apply their models to other national economies such as
Taffler (1982), Koban (1978), Horrigan (1996) Kralicek (1990) (Weissova, Gregova 2016; Aleibdun

al. 2017).

In his publication T. E. McKee (2000) presented a division of several methods of constructing
prediction models: onrdimensional models, multiple discriminatory analysis, linear probability
models, LOGIT and PROBIT models, decision trees, propatitvazard model, expert systems,
mathematical programming, neural networks, or a rough set approach. We can say, that the apparatus
of discriminatory analysis is thus overcome by modern methods, one of which is logistic regression.
This method is based dimding a dependency of the logistic variablei (Bonbankruptcy enterprise

and 11 bankruptcy enterprise) from multiple independent variables, which means from financial
ratios. Modified regression analyses are called LOGIT and PROBIT models. Theihggiahthe

LOGIT model are associated with J. Ohlson (1980) and J. E. Fernandes (2005) and PROBIT analysis
with Mark E. Zmijewski (1984) (Jones 1987; Altman 2Q05)

Within the Slovak Republic, models were developed for one area of the national economly, nam
agriculture. These are the Grbdex of Z. Chrastinova (1998) and their@@ex of L. Gurcik (2002).

The CHindex of Z. Chrastininova (1998) is created by a discriminatory funetimhis among the

first bankruptcy models of ex ante analysis of agricaltenterprises. It was published in the
publication titedo Met hods of Valuation of Economic Cr e
Prediction in Agricultural Enterprisés Testing was done on a sample of 1123 enterprises. The result
of this test is theclaim that the model can be realistically applied in SR conditions. The model
classifies most of the enterprises into gnay zone as a troubled enterprise, which mainly results in
long maturities of the liabilities. This model is used not only in Slavdkit also in the Czech
Republic. (Chrastinova 1998)-@dex of L. Gurcik (2002) is a multiple discriminatory analysis
model. He published it under the title @ndex - Method of Predicting the Financial Condition of
Agricultural Enterprise@ He focused o a set of 60 agricultural enterprises, which he divided into
prosperous and negrosperous according to their profitability and return on equity (Gurcik 2002).
However, the index or part of it cannot be used to predict a problem of insolvency (Farddh, Ry
2018). Another one, within the Slovak Republic, is the model predicting the future decline of
businesses operating ihe conditions of the Slovak Republic. The author of the model is M. Gulka
(2016), who developed it through logistic regression. Allibess entities based in the SR were the
object of the survey, with the exception of the financial sector. Altogether, the testing database
contained 120,854 enterprises. The study has brought interesting results. Using only the financial
ratios, the acaacy of the model was 75% to 80%. The surveyed set of business subjects was also
applied to Altman'sZ c or e . Subsequent | y-scord wee coBparetl. 3t sesutho d e
is a higher success rate of 75.64% compared to e with 55.09%. M. @ka in his thesis also
guestions the usability of the Altmans€ore model in SR conditions, as@ore denotes many Slovak
companies as failing. This is mainly due to the fact th8cdre was developed fure US companies

and in different times (Gulka 0 1 6 ; Ci sko, Kliegtik 2013). M. Gu
Prize for his research in his diploma thesis tittbtdbdel of Bankruptcy Prediction of Businesses
Operating in the Slovak Repuldic®©Other author J. Hurtosova (2009) also developed a meied

logistic regression in her dissertation thesis tii@dnstruction of a rating model, a tool for assessing

the creditworthiness of an enterpriseThe input data for the model came from @nonymous
commercial bank based in the Slovak Republic, tvipiovided information on business entities (legal
entities and individuals). The author examined a sample of 427 business entities and utilized four of
the original 126 financial ratios.

In the current literature, we find a wide range of available bamgyupmodels, which vary
considerably by their applicability in the conditions of the Slovak Republic, depending on the level of
their ability to report (Weissova, Durica 2016; Neumaierova, Neumaier 2005; Rogtlahc016).
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Methodology

Bankruptcy modelsire aggregated indexes, the main purpose of which is to express the financial and
economic situation of a company using a single number. They are based on the construction of
classification models using historical data. They are directly based on theptiesutimat past values

of suitably selected financial and economic indicators can indicate the development of financial health.
Bankruptcy models therefore deal with a possible default of the business, in other words, warn against
the likely bankruptcy o& business. In bankruptcy models, their predictive ability is verified. Some of
them should be used within a precisely specified industry (Hurtosova model, Gurcik model), others
take into account certain specificities of the country in which they werg¢edreBspecially when
applying foreign models in the conditions of the Slovak Republic, a problem of their low predictive
ability occurs. Predictive ability of less than 64% is considered to be unfavourable, on the contrary,
more than 70% is considered te hood, higher than 83% is relatively high, and in cases where
predictive ability reaches 97%, we can talk about extreme. The paper also focuses on examining the
extent of classification errors. For a Type | error, the bankruptcy is classified as a quespgpe ||

error on the other hand, classifies a prosperous enterprise as bankrupt one (Zavgreks 12385 of

our paper, we have focused on the calculation of selected prediction models, which are very often used
in our territories to predict bankrtqy, and then we compare the results of these models with whether

or not the enterprise is actually in decline or whether it is threatened or not by bankruptcy. For
comparison, however, it was first necessary to characterize the criteria that distinguisiperous

and norprosperous enterprise. In defining the following criteria, we mainly took into account the
legislative adjustment of the subject matter. The declaration of bankruptcy of the debtor's assets is
considered when he goes bankrupt. The hamkt cy i s governed by A 3 of
Bankruptcy and Restructuring, as amended, according to which the debtor is in decline if he is
insolvent or overdebted. It is therefore necessary to define clear rules when an enterprise is in decline
or being overdebted and, on the basis of these rules, to divide businesses from our group into
prosperous and neprosperous.

1 Alegal person is insolvent if it is unable to pay at least two monetary obligations to more than
one creditor for 30 days after tHae date. With such a large sample of businesses that we will
be working with, it will not be possible to determine individually how many financial
obligations every single company has over maturity (and how long) or the exact number of
their creditors. Tls cannot be ascertained directly from the financial statements. Therefore,
we would suggest using an overall liquidity indicator. The decisive criterion for non
prosperous businesses is as follows:

0 p (1)
Another criterion may be achievement of profit. The inability of a business to generate profits
may lead to insolvency. The decisive criterion for4poasperous businesses is as follows:

OWi ¢ NAND O T (2
1 An overdebte company is required to keep accounts under a special regulation, has more than

one creditor and the value of his obligations exceeds the value of his assets. Therefore this
company has a negative equity. The decisive forprosperous businesses is alfofvs:

WOi i Qo QO M Qo dIe OB RackEol ‘Bt i (3)

Amendment to Act no. 513/1991 Coll. The Commercial Code, as amended, comes with a new institute
T a company in crisis, that came into force on 01.01.2016, which nvalsa consider when assessing

the client's creditworthiness. The company is in a crisis when it is in declexeaatisk of decline.
Decline has already been defined above. Amendment to Act no. 513/1991 Coll. The Commercial
Code, as amended, comes vitik definition of the conditions under which companiesaaeerisk of

decline. Companies are at risk of decline if their equity and liabilities ratio is less than 8 to 100. Under
the transitional regulation, the ratio of 8 to 100 will only be used a6#&8. Until then, the rules will
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