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Current almost unprecedented socio-economic development of the Czech Republic determinates potential 
for standards of living convergence between the Czech Republic and Western Europe. Moreover, this pro-
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discussion, considering future socio-economic development in the Czech Republic, as well as in whole 
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Socio-economic development of European countries, possible threats and their topicality will be dis-
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•	 Public	economy	and	administration
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Prologue

Dear colleagues, It is a great honour to welcome you to 13th International Scientific Conference, European 
Forum of Entrepreneurship that is annually held at NEWTON College, a. s.

This year’s conference is special due to the highly relevant topic which is reflected in the name and head 
idea of the conference — “Protectionism — protection or destruction of national economies?”. National 
economy of the Czech Republic and other European Union countries pass through the top of economic cy-
cle and it will be highly required to accent the sustainable economic development issue, regarding possi-
ble crisis scenarios. This, crisis or semi-crisis scenarios should rise protectionism policies in global econo-
my. This many other topics are going to be discussed by the participants of our 13th International 
Scientific Conference.

The main topic of the Conference is going to be analysed from various viewpoints in particular contri-
butions. The contributions will be embedded into management, economics, human resource develop-
ment, sustainable development, public economics and other fields.

It is a great honour for NEWTON College, a. s., to introduce doc. Mgr. Ing. Zuzana Machová, Ph.D., Rec-
tor of PRIGO College, she is going to the first orator of the plenary section of the Conference as well.

I am very pleased to introduce also other orator of the plenary section of the Conference — Ing. Michal 
Pohludka, Ph.D., MBA, LL.M., renowned manager from ZKV Career company. And of course other speakers.

I am looking forward to meet on 13th March 2020!

MUDr. Jan Mojžíš
Rector NEWTON College, a. s.
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1. Introduction

The Global Climate Crisis (GCC) is a topic that has 
resonated everywhere. Perhaps there is no plat-
form on which this topic will not appear sooner or 
later. Especially Greta Thunberg’s performance 
brought this subject to almost everywhere (Guard-
ian News, 2019). In spite of the considerable space 
devoted to this topic (or perhaps because of this?), 
the general consensus of the public opinion is still 
out of sight. On the contrary, it seems that society 
is polarized, one part beating the alarm and trying 
(sometimes even counterproductively) to defend 
these GCCs and slow or even stop the crisis, on the 
other hand there are people who totally deny any 
possibility of this problem. What psychological 
phenomena are behind this (but also other ques-
tions of today) hidden?

2. Evidence base science

So-called. Evidence based science is an approach 
where scientific conclusions are supported by real 
evidence. In theory, if science says a given phe-
nomenon is fact, then there should be no contro-
versy. So why isn’t it? Among abstracts expressing 
and positioning on anthropogenic global warming 
(AGW), 97.1% endorsed the consensus position 
that humans are causing global warming (Cook et 

al. 2013). But over the last 10 years, at least 38 pa-
pers have been published in peer-reviewed jour-
nals, each claiming various reasons why the cli-
mate wasn’t changing, or if it was, it wasn’t 
humans, or it wasn’t bad. Every single one of those 
analyzes had an error — in their assumptions, 
methodology, or analysis — that, when corrected, 
brought their results into line with the scientific 
consensus (Benestad et al., 2015). It follows from 
the above that unfortunately not everything that is 
published in professional periodicals is really true. 
The question is whether these errors are uninten-
tional or intentional, or perhaps ignorance of sci-
entific methodology and statistics. It’s btw. errone-
ous statistics that appear quite often. The misuse 
of statistical significance has made much harm to 
the scientific community and those who rely on 
scientific advice. P values, intervals and other sta-
tistical measures all have their place, but its time 
for statistical significance to go (Amrhein, Green-
land, & McShane, 2019)

3. The Crisis of Authority

Moreover, the above is associated with another 
phenomenon, which is the authority crisis. Al-
ready in 1979, the New York Times published an 
article with the same title (“The Crisis Of Authori-
ty,” 1979), which speaks of the then especially the �
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crisis of political authorities, unfortunately at pre-
sent, which can be defined as postmodern, post-
factic and post-true, this crisis has deepened even 
more. Within the pseudo-understanding of free-
dom and equality, only that view is accepted that 
leads to consensus and a positive, consistent emo-
tional experience, and is rejected that could devel-
op a subjective negative experience and cognitive 
dissonance. So if the “authority” communicates 
what the individual wants to hear, it is the right au-
thority, but if it communicates something that is 
contrary to the individual’s opinion, the authority 
is bad, does not understand it, is paid, etc…

4. Dunning Kruger effect

The Dunning-Kruger effect was described in 1999 
by David Dunning and Justin Kruger (Kruger, J., & 
Dunning, D., 1999) and briefly describes the rela-
tionship between the level of knowledge, knowl-
edge of a given issue and the degree of certainty 
about the correctness of a given opinion. If an indi-
vidual does not know anything about a given issue, 
he / she will not take any view, simply because he 
/ she is simply unaware of the problem and there-
fore it is not possible to discuss the degree of cer-
tainty of a correct opinion. If an individual has 
very little knowledge, his degree of certainty of ac-
curacy is incredibly high. As knowledge increases, 
the degree of certainty decreases until at some 
point the level of knowledge begins to gradually in-
crease again, but no longer achieves the initial 
strong confidence that the individual felt with only 
a minimum of knowledge.

This effect affects many areas, including eutha-
nasia (Brečka 2019). That is why we will meet its 
here. Thus, the less knowledge of GCC and AGW, 
the higher the sense of correctness of opinion and 
the problematic of subsequent change.

5. Black box, grey box, white box

Black box, gray box, white box are terms used 
mainly in IT and specify the level of knowledge of 

the whole process (“Black box, gray box, white box 
testing: what differences ?,” 2016). With the white 
box we have inputs, outputs and we understand 
clearly how everything happened. In fact, the 
black box is the other way around. We have inputs, 
we have outputs, but we do not know or under-
stand the process of their origin. In a sense, this 
can be understood as the difference between sci-
ence (I understand why) and magic (“wow!”). A 
gray box is in between describing a limited knowl-
edge of the whole process where some variables 
are unclear or not known.

Many things happened in the 21st century are 
the black box. Technology and the world are so 
complex that we only use many things of everyday 
usage, but we understand them only in general or 
not at all. Who is able to explain exactly how and 
why the mobile phone, the Internet, etc. works … 
But it is not only about material phenomena, but 
also other systems (eg functioning of the European 
Union). GCC is no exception. This is an incredibly 
complex phenomenon in which many different 
factors are involved. Paradoxically, we increasingly 
believe in things and processes (irrationality) than 
we understand them (rationality). To make black 
box white box takes time and effort to learn, get to 
know, think.

6. Sigmund Freud

But everything has its own even deeper part than 
those listed above. If we want to dive deeper into 
the human psyche, we cannot omit Sigmund 
Freud. Sigmund Freud insists that to represent the 
sense of guilt as the most important problem in the 
development of civilization and to show that the 
price we pay for our advance in civilization is a loss 
of happiness through the heightening of the sense 
of guilt (Freud in Hazard, 1969). The feeling of 
shame we (rather unconsciously) experience and 
pay for the technological and economic develop-
ment of our civilization is crucial. The feeling of 
shame is a subjective negative feeling, a sign that 
we are doing something that is embezzling our su-

�
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perego. Guilt and shame either lead to behavioral 
correction or must be consciously suppressed or 
unconsciously displaced. This will suppress either 
primal repression or repression proper (Freud, S., 
Freud, A., & Strachey, J.; 1986). But it is not only 
about shame and guilt, but also about anxiety and 
its suppression. The ego defense mechanism de-
scribed in detail by Anna Freud will therefore be 
used (Freud A. 2006). These include: regression, 
projection, reaction formation and sublimation. 
Other followers of psychoanalysis subsequently 
added many more (see Cramer 2006).

It is precisely the anxiety that the GCC raises, 
and rightly so. Moreover, it is truly existential anx-
iety, anxiety of death, of end. Thus, one that, ac-
cording to Yalom, is very crucial and behind many 
different neuroses (Yalom 2006). Therefore, it is no 
wonder that people tend to defend themselves dif-
ferently, downplay it, deny it, ridicule it, etc… that 
means to activate various defense mechanisms. 
Unfortunately, sometimes happens that the de-
fense mechanism becomes a coping strategy di-
rectly, that is, the unconscious becomes conscious.

7. Slavoj Žižek

A certain outcome is the theory of the fetishist de-
nial of Slavoj Zizek: “I know, but I don›t want to 
know that I know, so I don›t know” (Žižek 2013; 
Michabo Sustainable Harmony, 2020). We do this 
for many things that we rationally know we should 
not do, but… What would it mean to realize that 
we know about the GCC? Not only would be the 
anxiety of its own finality appear, but also there 
would be a new demands on our behavior. To 
change behavior. But not only to change the behav-
ior of the individual, but to change the behavior of 
the whole (developed) society. This would inevita-
bly lead to a change in the system, a change in cap-
italism. As is often cited by Slavoj Žižek, for many 

people “it is easier to imagine the end of the world 
than the end of capitalism” (Fisher 2009).

8. Conclusion

In light of the above, it is clear that the GCC theme 
is not easy to communicate. There are many phe-
nomena involved in the fact that we do not want to 
hear the thing, we do not want the change, we do 
not want anxiety. Greta Thunberg and its reactions 
are also probably due to some of the phenomena 
described above. It is also de facto a defense, but 
rather a coping strategy. I believe her eco-existen-
tial anxiety and it recalls me The Simpsons S20E17 
— The Good, The Sad and The Drugly (2019), 
where Lisa is going through a very similar situa-
tion and is prescribed to her Ignorital (parody of 
antidepressants). Greta doesn’t want Ignorital. Nor 
does it say exactly how and what to do. He just 
wants wise and responsible adults to do some-
thing. For many, it has become the epitome of the 
GCC, that is, what needs to be suppressed, fetish-
istly suppressed, what must be controlled by de-
fensive mechanisms, and has also been the target 
of many attacks that have been humorously an-
swered by Greta Thunberg Helpline: For angry 
men who need to yell at a child (Felton, 2019).

What to do then? The first step is to realize that 
the above phenomena exists and have a critical im-
pact on our behavior and experiencing and feel-
ings. The second is not to be afraid to face the fear 
and anxiety that the issue brings (like de facto eve-
ry change), which our brain has a natural tenden-
cy to defy (Dor-Ziderman, Lutz, & Goldstein, 
2019). From the point of view of risk communica-
tion, it seems necessary to take into account the 
feelings of fear and anxiety and to adapt communi-
cation messages to this. It is also important to sep-
arate another opinion from a clear lie. Lie is no dif-
ferent opinion, lie is a lie �
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Global climate crisis — from Freud to Žižek

ABSTRACT 
The phenomenon of the global climate crisis is now in focus in many places. Especially Greta Thurnberg’s 
performance brought this subject to almost everywhere. The paper considers the psychological specifics of 
the perception of the global climate crisis, especially from the psychoanalytic point of view. Among others 
are mentioned feelings of guilt and shame, Dunning Kruger effect or phenomenon of fetishistic denial.
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1. Introduction

The paper refers about the Corporate Social Re-
sponsibility (CSR) Management in Czech water in-
dustry. The current situation in the Czech water 
supply industry reflects the situation regarding the 
global issue of drinking water use. One of the in-
strument how to understand this problematics, is 
analyzing water industry through the relation be-
tween quality of public and private management in 
water treatment companies (further as water com-
panies). The relationship between private and 
public ownership of businesses is a long-term eco-
nomic issue due to the efficiency or ethics of busi-
ness. On the issue of strategic materials and public 
good, this topic is gaining even greater impor-
tance.And CSR management is thought as very ef-
fective method to shape the company governence 
(Sahut et al, 2019). Article examines Czech exam-
ple of the water policy, which represents today 
global water management trends (Nesiba and 
Smo lík, 2019).

From the point of view of environmental securi-
ty issues (in the context of limited resources and at 
the same time sustainable development), it shows 
that the potential risks in this area are not concep-
tually addressed (Buzan et al, 2005: 90–91). In re-
cent years there has also been a trend towards  

politicization or securitization of this specific envi-
ronmental area at local or regional level (Marti-
novský, 2016: 51–52).

Problems related to drinking water (quality, 
quantity of supplies) gave rise to a number of citi-
zens’ initiatives (or regional political movements) 
as a bottom-up activity. Similarly, the issue is ad-
dressed in strategic government documents or 
ministries. Another partner in the discussion on 
this issue are the individual water supply associa-
tions, which today connect in the Czech Republic 
to 2,500 water company operators with more than 
6,500 owners (Ministry of Agriculture, 2017).

The current discussion focuses on the effective-
ness of water management links technical aspects 
and type of ownership (Chan, 2016). There is a dis-
cussion whether private or public management is 
more efficient (Cosgrove, Loucks, 2015). It ex-
presses the relationship between regional (munici-
pal, municipal) self-government (supported by  
local non-profit associations) and private corpora-
tions that own water companies in various regions 
at different levels of governance. All this in a situa-
tion where drinking water is considered an impor-
tant commodity from the point of view of Czech 
environmental (and security) policy, which is 
threatened by drought and lack of drinking water 
sources (Stojanov, 2018).

  Public and Private Water Industry 
  Analyzed Through CSR Management 
  in Czech Republic 
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The aim of this text is to find out the ethical di-
mension of the current management in the Czech 
water industry with regard to the relationship be-
tween the public (regional) and private (corporate) 
ownership of the water companies. As a starting 
point in mapping contemporary water manage-
ment, this study is based on the sociological ap-
proach of Max Weber, who suggests creating an 
„ideal type“ and measuring the real state according 
to it (Giddens and Sutton, 2013: 36).

For this reason, regional and corporate types 
were chosen as the ideal types of management. 
Based on these two ideal types were realized at the 
turn of 2018/19. questionnaire survey in water 
companies of regional and district towns of the 
Czech Republic. The paper compares two possible 
ideal models of water management — corporate (ie 
corporate-transnational) and regional (regional-
public). The corporate model means that all the 
operation of the water companies is controlled by  
a private corporation and regulated only by the leg-
islative level. The regional management model 
means that the operation of the water companies is 
in the hands of the public sector, at regional and lo-
cal level. The questionnaire survey compares both 
models of contemporary Czech water supply, 
which includes both types of ownership.

The research analyzed during the January in 
2019 sixty-three water companies in the Czech Re-
public. The research was made by on-line ques-
tionnaire based on direct communication with re-
sponsible water company manager according to 
selected indicators of CSR : 
I. Amount of net profit paid to shareholders (%)
II. Availability of code of conduct (ethical codes) 

to public
III. Implementing of standards (certifications) about 

quality of management
In the end, the method of management at cor-

porate and regional water companies will be com-
pared with respect to CSR and ethical manage-
ment.

2. Water management in Czech Republic

The quality of drinking water management is be-
coming increasingly important, not only because 
of climate change, but also by its pollution, which 
leads to a deterioration in aquatic ecosystems. Wa-
ter quality also significantly affects the quality of 
life in individual regions or localities. Water is a 
safety factor that may be a source of conflict in the 
near future (Šmíd et al, 2010: 37). Economic stud-
ies from environmental economics confirm that 
water is not a traditional trade commodity (White, 
2013), and water treatment company are predomi-
nantely in the profit (Madeley, 2010). Drinking wa-
ter also plays the role of a political power tool in in-
ternational relations (Plášilová, 2009; Smolík et al., 
2010).

Water supply has a fundamental impact on so-
ciety, and the long-term importance of good water 
management is evident. This is one of the reasons 
why water and sewer systems are by their nature a 
field of equipment and long-term investment. 
Therefore, they work best in a stable legal, organi-
zational and economic environment (Kyncl, 2018).

At present it is necessary to say that there is no 
Czech water company in regional or district towns, 
which would be loss-making from the sale of wa-
ter. Despite this, the topic of public control over 
water companies is becoming very important, es-
pecially in municipal or regional elections (Vlková, 
2017).

As the needs of today’s society grow, so does 
water consumption, as well as its value and price. 
This is one of the reasons why the public is begin-
ning to perceive the issue of water supply more in-
tensively. The Czech specifics of water supply is 
due, among other things, to dynamic changes in 
the area of   water supply ownership. In some cities, 
the water companies were privatized from regional 
(public) to corporate ownership in 1998–2004. At 
that time, ad hoc water management systems were 
established with contractual links between public 
administration and corporations. Therefore, in 
some cities today there is an unclear relationship 
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between the corporate and public spheres, which 
causes confusion in water management. This is 
also reflected in pressure from the public (interest 
organizations), public administration, profession-
al water supply associations and is also reflected in 
the recommendations of the Government of the 
Czech Republic and individual ministries (eg the 
Ministry of the Environment of the Czech Repub-
lic). Various interests, conflicts and misunder-
standings between the actors involved are often 
manifested. Here the motivation of public regional 
and private corporate water supply differs diamet-
rically. 

The water system has significantly changed not 
only in the way of ownership, but also in terms of 
provided services and business (Broncová et al, 
2007). The water infrastructure has crumbled. 
Since 2000, mass privatization of the largest water 
supply networks in the Czech Republic has taken 
place, mainly in regional and district towns. Nowa-
days there are approximately 6500 owners and 
2500 operators of economic infrastructure, both 
public (city, municipality) or private property. 
Therefore, a number of associations and associa-
tions have been established, such as the “Associa-
tion for Water of the Czech Republic”, the “Associ-
ation of the Water Supply and Sewerage Industry” 
(in Czech: Sdružení oboru vodovodů a kanalizací 
— abb. SOVAK,) or the “Association of Water Infra-
structure Owners”. These companies started to as-
sociate water companies again. One of the negative 
phenomena of fragmentation of the water industry 
is also the situation when households pay different 
prices for water to different water companies, al-
though they live in one municipality (eg Prague 
West, Plzeň North). It should be noted that also for 
these reasons, specific civic initiatives have begun 
to draw attention to the current issue of de-integra-
tion of water management in the Czech Republic 
(eg Faktaovode.cz, Pravdaovode.cz, Nase-voda.
cz). The most significant changes in the transfer of 
state-owned property to the ownership of munici-
palities and the corporate sector included a change 
in the type of companies to joint-stock companies, 

limited liability companies, or contributory organ-
izations of self-governing units. The water compa-
nies management structure is very confusing as it 
has been split up by the majority of water compa-
nies with the infrastructure manager (who can 
lease infrastructure and network management to 
other third parties) and the water manager itself. 
In general, it can be inferred from the analyzes that 
privatization of water companies has brought 
greater risks from an economic long-term perspec-
tive than short-term benefits in management effi-
ciency (Transparency International, 2009).

For this reason, the pressure of the self-govern-
ment and the non-profit sector to unify the water 
supply assets increased. One of the ways was the 
possibility of repurchase shares of corporate own-
ership of the water companies (mainly from the 
sale of water) back to the ownership of the city.

It can be said that there are regions where the 
Czech water industry suffers from inefficiencies 
caused by fragmented management, while a num-
ber of analyzes in the Czech Republic point to the 
need for stricter regulation of this area and a 
stronger role of public administration in promot-
ing Czech citizens’ interests over water companies 
(SFŽP, 2010).

Strategic documents are the primary material 
for assessing the strategy of the state or the public 
sector for water management. In general, public 
water management (ie regional water supply) is 
considered to be a public service, but also a policy 
to prevent the emergence of a corporate monopoly 
on a vital raw material (Provazníková, 2009).

In the Czech Republic, several documents deal-
ing with the issue of water supply are relevant. 
These are primarily recommendations of the Gov-
ernment of the Czech Republic and documents of 
individual ministries dealing with water manage-
ment in terms of strategic planning and water self-
sufficiency. Strategic documents seek to set up and 
implement CSR management and co-ordination of 
water policy in the Czech Republic. Ethical man-
agement addresses this with regard to the relation-
ship of economic, environmental and social policy 
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(tripple bottom line). That is, the CSR approach, 
where the three factors form a mutual balance, 
which is to ensure the sustainable development of 
the company (Quality Council of the Czech Repub-
lic, 2016).

The theory of sustainable development affects 
CSR management of every organization and insti-
tution, whether regional or corporate (Kašparová 
and Kunz, 2013; Pavlík and Bělčík, 2010). These 
strategies focus, among other things, on the pre-
paredness of state institutions to face global threats 
and risks, including security and environmental 
(National Security Council, 2016; Martinovský, 
2016).

It should be noted that governmental and min-
isterial documents do not address the fundamental 
nature of water supply — that is, it does not address 
the way of ownership. Among the documents deal-
ing in general with the operation of institutions in 
the Czech Republic until 2030 is the so-called Stra-
tegic Framework of the Czech Republic 2030. The 
document was approved by the Czech Government 
in 2017 following the UN strategy or SDGs). The 
Strategic Framework of the Czech Republic 2030 
takes into account SDGs for specific conditions at 
national, regional and local levels in the Czech Re-
public. Among the objectives is the support of re-
gional development with regard to the protection 
of water wealth, the creation of a resilient ecosys-
tem, which is formed “precisely” by the public (ie 
regional) administration (CR 2030, 2019).

Other documents include mainly materials un-
der the responsibility of the Ministry of the Envi-
ronment — ME CR. These include the National Ac-
tion Plan for Adaptation to Climate Change, which 
is an implementation document of the Strategy for 
Adaptation to Climate Change in The Czech Re-
public and was approved by the Czech Govern-
ment Resolution No. 34 of 16 January 2017 and 
corporate water management in the Czech Repub-
lic, although it deals with water issues very specif-
ically (NAPAZK, 2017).

A similar document from the Ministry of the 
Environment of the Czech Republic entitled The 

Concept of Protection Against Drought Effects has 
a similar general information value (ME CR, 
2017a), as well as the Climate Protection Policy of 
the CR (ME CR, 2017b). More specific is the mate-
rial of the Ministry of the Environment of the 
Czech Republic entitled Waste Management Plan 
of the Czech Republic 2015–2024. Here it is recom-
mended to optimize all activities with regard to 
costs and social sustainability (ME CR, 2014c).

Other documents that deal indirectly with cor-
porate and regional issues include the Report on 
the State of Water Management in the Czech Re-
public (the Blue Report), issued annually by the 
Ministry of Agriculture and the Ministry of the En-
vironment. This Blue Report from 2017 discusses 
the relationship between rising average tempera-
tures, drought and water consumption. The docu-
mentary talks about the need to invest in water 
management and increase management efficiency. 
This document sees investment opportunities in 
the EU subsidy policy, but does not analyze fund-
raising on the saved profits of corporate water sup-
ply (Ministry of Agriculture, 2017). 

Other state initiatives for greater control over 
water supply include the establishment of a Com-
mittee for the Coordination and Regulation of Wa-
ter and Sewerage, which among other things seeks 
to find unified measurable rules and regulatory 
mechanisms in the confusing system of Czech wa-
ter supply, to create conceptual steps with Ministry 
of Agriculture, 2016a). Along with this effort, a 
special electronic application was created within 
the Ministry of Agriculture to compare the bench-
marking of the management of individual water 
companies, and since 2016 all companies have 
been informing the Ministry of Agriculture about 
how they manage their business. The Ministry of 
Agriculture has prepared an interactive report on 
data received from operators and owners of water 
supply and sewerage systems for public use in 
2016. The aim is to provide objective information, 
especially to the lay public, leading to increased 
transparency in the field. The report serves for 
central access to selected data collected at the  
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Ministry of Agriculture (Ministry of Agriculture, 
2017b).

Other important documents include the regula-
tion of the Czech government from February 2015 
entitled “Draft Conceptual Solution to Regulation 
in the Water Industry”. This material required doc-
uments for the processing of price unification and 
effective regulation of water supply in a situation 
of diverse ownership, which required, among oth-
er things, the creation of a feasibility study of the 
intention to create the National Regulatory Office 
for water supply and operational data of water sup-
ply (Government of the Czech Republic, 2015). 
The Czech water industry has straddled the re-
gional and corporate type. The issue of ownership 
has started to be addressed more intensively, espe-
cially in connection with water quality and the 
price per m3 correlated with performance and ef-
fective indicators of water supply (SFŽP, 2010).

3. Public regional and private corporate 
management

All both types of management (public or private) 
are used worldwide (Wackerbauer, 2008). Discus-
sions about the effectiveness of private-public rela-
tionship can be seen in the context of historical de-
velopment, political situation or economic 
background. It cannot be said that there is a uni-
versal global rule. However, in the case of security 
and strategic nature (which is drinking water), this 
area deserves other criteria than the usual econom-
ic problems of consumer goods.

3.1.Public regional water operators

As the „ideal type“ (weberian vocablulary) region-
al water management represents a concept where 
100% of the water management network, water 
management and sale is in the hands of a public 
authority and institution (towns, municipalities, 
regions). This model was used in the Czech water 
industry before privatization of water companies 
in a large part of district and regional towns. The 

regional water supply model means that both the 
owner and the operator of the water supply system 
are public authorities. 

The decision-making of self-government should 
ideally be transparent and publicly controllable, 
subject to the regulations and laws applicable to 
public administration institutions. The most com-
mon form of water institution is, for example, a 
contributory organization of a city or a joint-stock 
company, where the shares are not for sale and are 
owned by the municipality (eg individual muni-
cipalities as shareholders). This practice is now 
used, for example, in water companies Vodárenská 
akciová společnost a.s. (owned by municipalities 
operating water supply in Znojmo, Jihlava, Brno-
venkov district).

This model is also based on foreign experience, 
where in many EU countries this type of manage-
ment is operated in water supply, eg. the Scandina-
vian countries. In some, the law states that water 
supply must be public (Sweden); Scandinavian 
public water companies operate on the basis of  
a country breakdown by water management re-
gions. One of the prerequisites for the success of 
the Scandinavian model can be considered the fact 
that the regional ownership of water companies is 
promoted (eg Finland is rated as the best country 
in the world with water management and water 
quality, according to the Water Poverty Index and 
the Water Quality Index). One of the prerequisites 
for maintaining water efficiency is, according to 
the Scandinavian model of existence, the possibili-
ty of more easily enforcing public control and legal 
measures (Halleraker et al, 2013).

3.2.Private corporate water operators

The opposite „ideal type“ of regional water supply 
is private corporate water supply. There are more 
ownership models within the EU, corporate own-
ership prevails (France, Italy, Spain, United King-
dom). Corporate water supply means a state where 
in an ideal form 100% of the water supply compa-
ny is owned by private holders (ie mostly multina-
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tional corporations). There are many forms of 
ownership — full privatization, concession, lease, 
management contracts, strategical partnership, 
PPP…etc. In general, the public sector has limited 
the possibility of risky (current) or strategic (long-
term) management (Schifler, 2015). That is why 
globally is rising tendecies to give back a water 
companies to public sector (Water Remunicipalisa-
tion Tracker, 2019).

Over the past few decades, this type of manage-
ment and management in the EU water supply has 
become the predominant type. The water compa-
nies from their profits further expand their portfo-
lio of services and do not only deal with water sup-
ply, but also other services (renewable resources, 
power plant, waste management). Many of the 
largest European water companies (Veolia, Suez, 
Aqualia, Acea, Energie AG, NGW, etc.) are there-
fore operating in the Czech Republic after privati-
zation. This is either directly or through other 
companies owned by these corporations (eg 
Moravská vodárenská a.s. in Zlín owned by Veolia, 
Šumperk’s operating water management company 
owned by Suez, or Severomoravské vodovody a ka-
nalizace Ostrava owned by FCC Aqualia). It should 
be noted that in a number of cases in the Czech  
Republic both water management systems operate 
simultaneously. The property and water manage-
ment is divided between the regional self-govern-
ment and the private corporation according to the 
specific contract. It depends on the lease agree-
ment and the method of privatization. This implies 
who is the majority shareholder, what rights and 
restrictions management works with. There are 
models where the majority of the ownership is 
held by the city (51%) and the rest of the shares be-
long to the corporation (49%) and according to the 
agreement with the concern they appoint the 
board of directors and co-decide on water develop-
ment (eg Brněnské vodárny a kanalizace, engl. 
Brno water and sewerage treatment company). In 
other cases, 51% is owned by the corporation and 
49% by the city (eg Prague Water Supply and Sew-
erage Co., most of which are owned by Veolia Cor-

poration, which has a contract with Pražské 
vodohospodářská společnost a.s., owned by the 
City of Prague). Most of the contracts were origi-
nally signed for a limited period, which was taken 
as a guarantee of public control. Currently, there is 
no expert study on all water companies in the 
Czech Republic that would analyze the effective-
ness of the regional public and corporate private 
relationship. Most of the comparisons thus focus 
only on the technical parameters of the efficiency 
of water management (WaBe, 2019). It is possible 
to measure mainly economic output (profitabili-
ty), number of connections, network length, loss 
of water leakage, water production, water con-
sumption, failure rate and quality of supply 
(Sucháček et al, 2017). Another approach may be 
to attempt to capture management ethics. This is 
the aim of the submitted research. It examines eth-
ical management (integrity management) against 
three monitored criteria — profit redistribution, im-
plementation of CSR and quality of management.

Not only the research of water companies itself, 
but also the current state of water companies in the 
Czech Republic shows a trend where there is an 
apparent effort to promote the regional side of wa-
ter companies (purchase of water companies to the 
ownership of public atuhority as cities or regions). 
Regional water management is gaining wide public 
support, and the ways of managing water compa-
nies are becoming electoral programs of regional 
associations (eg in municipal elections 2018 in the 
cities of Zlín, Liberec, Prague). 

4. Methodology 

Data were collected for the purpose of comparing 
the regional and corporate water supply at the turn 
of 2018/19. Responsible representatives of selected 
water companies in the Czech Republic were sent 
a questionnaire in google+ application. All water 
companies operating in regional and district towns 
of the Czech Republic were addressed. 

The questionnaire contained questions about 
the quality of management of the public service 
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administrator. Research questions related to the 
three monitored data — the redistribution of water 
companies profits, CSR and management quality. 
In case the answers were incomplete, the informa-
tion obtained was supplemented with information 
from publicly available sources (mainly the web-
sites of the water companies themselves) or oral 
information from representatives of the water 
companies management. 

In the final form, 66% of the sent questionnaire 
was researched (totaly there are 72 district towns 
and 14 regional cities with specific water company 
in the Czech Republic; filled questionnaires were 
analyzed from 63 czech operating water compa-
nies).

5. Findings 

5.1 Amount of net profit paid to shareholders

In general, the issue of finance is the most sensi-
tive indication of the ethical management and effi-
ciency of a water companies. From an economic 
point of view, the research followed the redistribu-
tion of the water companies profits. Despite the 
current discussion on drinking water prices per 
m3, the research has not pursued this goal; there 

are other studies on this topic (Water Facts, 2017). 
Assuming that the water companies is profitable 
(which were all the water companies examined), 
the way how to work with the profit was investigat-
ed. Whether the water companies management 
pays the owner as a profit margin or whether the 
funds are re-invested back in the water companies. 
The survey examines the balance of accounts for 
2017, for which all economic indicators were pub-
lished. Ethical management thus manifests itself in 
the extent to which profits are reinvested or paid 
out to end shareholders and owners. If the profit is 
distributed to the shareholders (profit margin) and 
is not invested in the development of the water 
companies, then the risk of unethical management 
of the client’s finances is higher (all the more if it 
concerns the public service where the water com-
panies belongs). The research does not focus on 
the individual numerical values   of finance, but on 
the relationship in percent. The results of the re-
search are the following comparison figure 1:

The hypothesis of the research was based on 
the assumption that the higher the margin paid 
(dividends) out of the water company is less ethi-
cal. This means that this money cannot be invested 
back into institution and clients lose the opportu-
nity to influence the operation of the institution. 

Figure 1 » Relation of net profit to dividends (63 water companies)

Source: Own processing
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The less outcome profit creates the higher the 
standard of CSR management.

An interesting fact of the research was the situ-
ation when 56% of the surveyed water companies 
refused to answer these economic questions, most-
ly owned by corporate companies. Regional owned 
water companies have answered this question. The 
results can therefore be obtained from the annual 
reports.

It can be inferred from the obtained research 
figures that the margin is not paid by the water 
companies, where the self-government (regional) 
is the majority owner. Profit is paid mainly in pri-
vate water companies (corporate). The effective-
ness of economic management does not depend 
on the form of ownership, however, it can be con-
firmed that the form of ownership of the water 
companies affects the amount of profit payments. 
If more than 50% of the water supply is owned by 
the company, then the management’s options to 
pay the profit are to free. Regional public water 
companies under public ownership can not dis-
tribute profits such as private (or below 2%). Cor-
porate water companies pays profits, where the 
corporate owner is 100% free of contractual con-
straints, then takes advantage of the possibility to 
pay a margin of over 10% profit, as confirmed by 
32% of the water companies. An uneven distribu-
tion of responsibilities and rights at the economic 
level is also manifested in cases where water com-
panies are legally divided between several institu-
tions where the profitable parts of the corporation 
(water management and sale to end customers) 
and other parts that are non-profitable. These of-
ten require increased costs (building management, 
water infrastructure) are in regional ownership. In 
this comparison, ethical management of corporate 
water supply shows a lower level of CSR im-
plementation. In contrast, regional ownership as  
a public institution that returns profits shows a 
stronger link to CSR and ethical management.

5.2. Availability of Codes of Conduct 
(Codes of Ethics) to Public

The second value compared was the implementa-
tion of CSR tools in the water companies manage-
ment. Two measurable aspects were selected from 
a wide range of possible CSR tools (corporate cul-
ture, compliance program, stakeholder involve-
ment, employee training, etc.) — the very existence 
of a code of ethics and the involvement of water 
companies in CSR drinking water conservation 
projects.. In general, the Code of Ethics is an insti-
tution’s voluntary commitment to adherence to su-
pra-regulatory standards, both for management, 
employees, or contractors (Nesiba and Kovanič, 
2017). Research does not focus on compliance with 
a code of ethics in a particular institution, but only 
on the pure existence of a code. The first feature of 
CSR is the simply existence of a code of conduct in 
written and publicly accessible form. This fact 
speaks about the credibility of ethical manage-
ment. The implementation of that instrument re-
fers to a higher form of ethical management and 
implementation of CSR. As the research has 
shown, codes of ethics are applied equally in both 
regional and corporate water supply and there is 
no significant difference. Rather, it is shown in the 
fact that corporate water companies use one own-
er code, the same for all water companies. While 
regional water companies, if they own the Code, 
form their own specific codes of conduct. 

Research has shown that more than 40% of all 
water companies do not voluntary regulation as 
code of conduct — mostly public water companies. 
However, as it turns out, water companies do not 
use the tool of ethical commitment to clients effi-
ciently and a reserved attitude prevails in this area. 
This may result from the position of the monopoly 
of the owner of the water companies. 

Possible reasons for a weaker implementation 
of the Code of Ethics may be due to insufficient 
public and client pressure. The code of ethics in 
the eyes of management is perceived as a risk tool 
that limits management performance. Therefore, 
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codes are often drawn up in a very general manner, 
with no specific commitment to conduct or penal-
ties after breaking rules. In the case of water com-
panies, there is often no commitment to a longer-
term strategy and protection of water quality. This 
problems reflects the way of ownership, when the 
tenant (corporation) for a limited period does not 
strategically inform the development of a specific 
water companies. Its interest is to shape the strate-
gy of the company, not the specific water compa-
nies. Every regional code of conduct is made by  
local management, with regional differencies. 
Mostly corporate water companies has central eth-

ical codes from the corporation headquarters (of-
ten in bad czech translation), this brings untrans-
parency of the specific role of codes of ethics, the 
value of these kind of code of conduct is very low.

5.3. Implementing of Standard 
(Certification) in Quality Management

In another category of ethical management, we 
monitored how water companies implement man-
agement quality standards and use strategic de-
velopment plans. Standards such as ISO, EMAS,  
OHSAS, EFQM, etc. are generally considered as 

Figure 2 » Codes of Conduct available to public (63 water companies)

Figure 3 » Number of water company licensed by any standard (certification) for management quality 

(63 water company)

Source: Own processing
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quality management or CSR management certifi-
cates. From the ethical management point of view, 
this is a significant ethical management tool that 
indicates a credible implementation of CSR. So 
also for the existence of a strategic plan, which is 
necessary when working with water resources 
(water as a strategic safety raw material). The lack 
of strategic planning thus refers to a lower imple-
mentation of CSR. The results of the research 
showed that most corporate water companies have 
some kind of certificate in their possession, most 
often ISO 9001, ISO 14001, ISO 18001 or so-called 
Diamond Certificate for meeting ISO standards etc. 
On the contrary regional public water companies 
have not set up management to implement interna-
tional certificates. Certificates mean extra costs 
and it is fully up to management to evaluate its 
management.

In this context, it can be stated that both the re-
gional and corporate approaches in the water sec-
tor show similar results. Corporate private water 
management uses objective management tools in 
management to achieve higher quality manage-
ment and institutional management. These in-
clude, for example, greater use of quality certifi-
cates, but also more sophisticated development 
strategies. The international environment and the 
management link between a daughter local water 
provider and a foreign central corporation head-
quarter with several decades of experience of man-
agement development gives greater opportunities 
to increase the standard and quality of manage-
ment in the private corporate sector. At this point it 

can be stated that international corporate manage-
ment has more experience and possibilities (tech-
nological, knowledge) than geographically limited 
regional water supply.

6. Conclusion

The paper focused on the current state of manage-
ment of Czech water supply in terms of CSR man-
agement. The approach of comparison of „ideal 
types“ in two groups of water companies was cho-
sen. These were public regional public water com-
panies owned by the municipality and corporate 
private water companies owned by multinational 
corporate companies. Both types of management 
exist in the Czech Republic in parallel. The paper 
briefly summarized the development of the Czech 
water industry, which is disintegrated and frag-
mented in terms of management, in a situation 
where (drinking) water is considered a strategic 
raw material. The results of the analysis show that 
regional water supply is more effective and ethical 
for the strategic needs of the state. The analysis is 
supplemented by a questionnaire empirical survey 
on a sample of the water supply system in 63 re-
gional and district towns in the Czech Republic in 
2019. It was found that a higher level of CSR imple-
mentation can be confirmed for regional public 
water companies from two factors (net profit paid 
to shareholders, Codes of Conduct), while for the 
quality management factor it can be confirmed 
that corporate private water management has more 
experience than public setor. 
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Public and Private Water Industry Analyzed Through CSR Management in Czech Republic

ABSTRACT
The paper examines CSR Management (Corporate Social Responsible) in the Czech water industry within in 
Czech Republic operating water treatment companies. In theoretical terms, the authors developed the con
cept of socalled “ideal types” of ownership of water company according to the methodology of structural so
ciology. On the one hand, the concept of “regional public water company” was formed, ie public sector is the 
majority owner. On the other hand, the ideal type of “corporate private water company” has been created, 
where the private sector is the majority owner. These two types of ownership, which overlap in the current 
Czech water industry, were compared according to three basic criteria of CSR management. The authors fo
cused on the criteria — use of net profit, availability of code of conduct (code of ethics) and existence of a 
quality management certificate in a particular company. The authors conducted research in all district 
towns (72) and regional cities (14) in the Czech Republic in January 2019 by online research, the relevant 
sample of the surveyed companies is 66%. The research results show a comparison of the effectiveness of CSR 
management in “regional public water treatment companies” and “corporate private water treatment com
panies”.
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1. Introduction

The Social Contract Theory is described as one of 
the first attempts of philosophy to rationally ex-
plain the reason why people should or should not 
adhere to the standards of current social order 
(Naxera, Stuchlík, 2013; Bellig, Kollert, 2017). The 
Social Contract Theory explains why people (citi-
zens, clients) delegate their power to ‘leaders’, 
whether kings, politicians or institutions (Sobotka, 
Znoj et al., 1993; Shapiro 2003). Understanding 
and application of the Social Contract Theory in 
the history of social sciences have narrowed only 
to the areas of politics, social sciences or law. How-
ever, Social Contract Theory may have a broader 
concept that affects the way of managing not only 
the state, but also institutions such as companies 
or corporations. The Social Contract Theory and 
Code of Ethics Concept meet in the methodology 

of “social ethics”, where voluntary regulations for 
any action in written forms changes a decision 
making (Lere, Gaumnitz, 2003).

The social contract theory was an influential so-
cial theory that criticized the legal system where 
its members could not “voluntarily” influence the 
state policy. When universal voting rights have 
been introduced in Western countries since the 
20th century, the Social Contract Theory is per-
ceived as a closed historical chapter in the history 
of philosophy. The social contract as a concept of 
voluntary commitment to certain actions is mani-
fested today in various areas from politics to man-
agement. This paper aims to show a concrete ex-
ample of where Social Contract Theory has been 
implemented in the corporate culture of Corporate 
Social Responsible Management by the principle 
of “voluntary regulations” of an institution embod-
ied in its “Code of Ethics”. �

  From Social Contract Theory 
  to Code of Ethics In Management 

	 }	Jiří Nesiba » Newton College a. s.; email: jiri.nesiba@newtoncollege.cz
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*

But we need by no means assume that this contract (contractus originarius or pactum sociale)… 
actually exists as a fact…It is merely an idea of reason, which nonetheless has undoubted 
practical reality.

KANT, I.: Theory and practice, In Kant’s Political Writings, 
Cambridge University Press, 1970, p. 92.

I learnt from my illiterate but wise mother that all rights to be deserved and preserved came 
from duty well done.

GANDHI, M. K.: A Letter Addressed to the Director-General UNESCO. In UNESCO (ed.), 
Human Rights: Comments and Interpretations, New York: Columbia University 
Press, 1948, p.18.
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The Code of Ethics is a voluntary obligation of 
an institution that, beyond the law, defines and 
shapes its conduct and concludes a “contractual 
relationship” with its employees, clients, suppliers 
or third parties (generally stakeholders) to comply 
with a defined type of behavior. Code of Ethics is 
the basic essence of the corporate culture. If stake-
holders enter into any relationship with such an in-
stitution, they voluntarily agree to the Code of Eth-
ics. That is why the relationship of Social Contract 
and CSR Management in a particular corporation 
is sometimes referred to as “Social Contract of the 
Firm” (Sacconi, 2000)

In the same way, the Social Contract Theory, in 
its broader and historical sense, can generally be 
seen as an attempt to solve a social problem by 
“voluntary responsive regulation” (Německý, 2015; 
Ayres, Braithwaite, 1992).

From this point of view, social contract theory 
can be understood as an idea or as a collective ar-
chetype that permeates modern society in various 
concrete forms (Nesiba, 2019). The paper thus 
shows how classical philosophical concepts can be 
interconnected in contemporary management. So-
cial Contract Theory and Code of Ethics Concept in 
the current Corporate Social Responsible Manage-
ment (CSR Management) bear many similar fea-
tures.

2. History of Social Contract Theory 

The Social Contract Theory combines two types of 
law: so-called positive law (lat. ius positivum) and 
so-called natural law (lat. ius naturale). Positive 
law claims that the creator of the law is the one 
who rules (the state, the owner, the king). The per-
son who controls thus determines the boundary 
between legal and illegal. This objective right is su-
perior to the subjective right, it is written and bind-
ing for all. On the contrary, natural law determines 
that every member of society has its “natural law”, 
which may be superior to positive law (Varvařovský, 
2015). The Social Contract Theory combines both 
levels of law — every person has the right (in theo-

ry) to agree which natural laws are voluntarily 
(voluntary regulation) becoming a positive law, 
i.e. binding. Natural law has inferred the concept 
that people should “voluntarily” and “naturally” 
agree to obligations that create a positive law based 
on natural law. This is the main ethical level where 
law and ethics meet and where applications arise 
towards written management standards (Fisher, 
2000).

In the past (especially in the modern era) the 
Social Contract Theory was understood by people 
(citizens) that they may not respect those laws for 
which voluntary consent was not created (e.g. if 
the state sets immoral laws where all citizens are 
not equal to the law). In the 18th century, the Social 
Contract Theory led to the legitimization of not re-
specting those written laws that deprived citizens 
of their natural rights, e.g. to be free and independ-
ent from the sovereign (Verschoor, 2015).

The concept of Social Contract must be viewed 
from history as a philosophical theory, as specula-
tion about where the limits of law enforcement 
were and are (Stankiewicz, 2003). Social Contract 
Theory is thus understood as a modern attempt to 
explain the causes and advantages or disadvantag-
es of the emergence of a power hierarchy in Euro-
pean monarchies, i.e. from what source the legiti-
macy of feudal power arose (or did not arise). 
However, because the existence of a genuine 
signed de facto social contract has not been proven 
by history (despite romantic attempts to re-estab-
lish and confirm such a contract), the concept of 
Social Contract has gradually abandoned since the 
19th century. Therefore this philosophical theory 
has been gradually replaced by the theory of Com-
peting Political Parties since the 19th century when 
each election creates a commitment between vot-
ers and political power to respect a certain political 
program (Näsström, 2007).

However, although the Social Contract has 
stopped being examined in the social sciences, the 
more it started to be implemented in the real social 
world. A memorandum of association may be a 
voluntary obligation beyond statutory standards 
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whereby its actors voluntarily commit to a particu-
lar type of conduct. This approach of concluding 
multiple social agreements is still typical of Euro-
pean culture.

A Social Contract means an agreement. Initial-
ly, this meant that in exchange for losing part of 
their freedom, the participants were given the pro-
tection of their legitimate rights. The basis of such 
a Social Contract in society is “volunteering” and 
“voluntary commitment” or “voluntary regulations”. 
Thus, everyone has the opportunity to voluntarily 
confirm the contract. A contract on the distribu-
tion of rights and obligations is an artificial act that 
does not arise from any obligation, and any obliga-
tion is the right of each participant. Originally, this 
explanation contributed to the (de) legitimization 
of feudalism, which forced the vassals to abide by 
the established order without being able to express 
their opinion. In the modern rivalry of political di-
rections, a citizen and a voter can express their 
(dis)consent through a democratic election.

The concept of the Social Contract has a millen-
nium history and several interpretations and phil-
osophical theories have emerged since then. The 
context of voluntary commitments arose from the 
different social situations of countries. From an-
cient times to the Middle Ages, modern times to 
the present. What all these interpretations have 
combined is the accentuation of natural law over 
positive law and the effectiveness of voluntary 
commitment to the democratic development of so-
cial relations.

The concept of the Social Contract can be seen 
already in ancient Greek philosophy, where the ap-
proach of Plato (Platon, 2017, 358c–359b) is most 
emphasized, in Roman philosophy (Lucretius, 
1971), in medieval philosophy (Marcilius of Pad-
ua). Then especially in Renaissance philosophy 
(Thomas More, Thommaso Campanella). But 
mainly in modern philosophy (Benedictus Spino-
za, Thomas Hobbes, Jean-Jacques Rousseau, Da-
vid Hume, Immanuel Kant). Different bases and 
contemporary contexts of authors have been dis-
cussed and analyzed many times (e.g. Riley, 1990).

The concept of Social Contract in the 19th centu-
ry ceased to be used, was replaced by various polit-
ical directions: liberalism, socialism, communism, 
conservatism … etc. Moreover, positive science de-
manded in social sciences empirical facts, which 
the theoretical concept of “social contract” built 
closer to mythology than to serious objective sci-
ence.

An interesting connection is a fact that the dis-
cussion of the Social Contract occurs only in the 
academic environment in the second half of the 
20th century. For a short time, the Social Contract 
was discussed concerning the circumstances of 
the end of the Cold War and the relationship of the 
free liberal economic system to the social market 
economy, that is, the relationship of liberalism and 
communitarianism (another term for socialism). 
According to the liberal approach, the initial state 
of uncertainty before the existence of the Social 
Contract is a state where ethical norms are created, 
followed by the social contract, which ensures a 
state of certain fairness (Harsanyi, 1962). To reach 
an agreement in the initial state, they cannot know 
their particular interests, i.e. there must be a „veil 
of ignorance“. In this theoretical liberal model, a 
hypothesis is assumed to be an initial state where 
everyone is equal in chances and everyone has to 
pursue only their interests. This means that every-
one is equal at the starting line and has an equal 
chance of success (Rawls, 2007). This legitimizes 
the concept of Social Contract.

This justifies economic inequality in a demo-
cratic society because it claims that all members of 
the group voluntarily joined the society and all on 
equal terms. The righteousness of social relations 
is based on fairness (i.e. justice derived from hon-
esty and decency), i.e. the rule upon which all 
those involved must agree. This “fairness” can be 
slightly disrupted only if it brings e.g. economic 
benefits to all (Rawls, 2007). The state should be 
just a “night watchman” of observance of fairness 
(so-called minarchism). According to the liberal 
concept of the function of the state may be held by 
individual institutions, but mainly guarding each 
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other individual corporations, companies, stake-
holders, who voluntarily enter into a mutual rela-
tionship and create several “social contracts” with 
each other. According to supporters of liberalism, 
the state (especially the social and citizens tax bur-
densome) has no justification (Nozick, 2015). Us-
ing the Social Contract, the actors of the negotia-
tions try to legitimize their position through partial 
agreements to involve as many stakeholders as 
possible (Buchanan, 1975).

Contrary to this liberal concept, in the 1980s 
economists accepted the concept of Social Con-
tract, which in turn preferred a certain variant of 
socialism, which they called communitarianism. 
These supporters of the stronger role of the state 
were based on the ideas of ancient philosophers, 
where the function of the polis had a stronger role 
than the liberal rights of the individual. Contrary to 
the pluralist view of liberalism, they preferred a 
more uniform social contract framework for socie-
ty as a whole, and thus clear rules of justice for all. 
Instead of individual freedom, accentuation to dif-
ferent segments of society is emphasized. Thus, 
social contracts can be different and one can vol-
untarily enter into more (Tyler, 1989; Sandel, 
1998).

However, the essence of all historical concepts 
of the Social Contract is based on one context: en-
tering into a commitment must be voluntary. The 
commitment is voluntary for all involved. This vol-
untary principle is the basis of the concept of a cor-
porate (firm) code of ethics. The codes of ethics 
are a management tool that is not mandated by any 
legal regulation. This is their advantage and per-
spective over legal standards. The code of ethics 
may change according to the needs of stakeholders 
and each corporation responds flexibly to the 
needs of the market (Froněk, 2011).

These assumptions are underpinned by a new 
concept of Social Contract Theory, such as “New 
Social Contract” (OECD, 2019) or “Global Social 
Contract” (The Earth Constitution, 2019) in the 
context of current global social, economic and en-
vironmental risks. The main problem is the high 

degree of theory and unclear aspects of the so-
called “contractualism”, i.e. how to put into prac-
tice a specific Social Contract (to secure the con-
sent of the stakeholders). To this extent, voluntary 
regulations in the form of the Code of Ethics from 
the management environment serve as a practical 
ethical background.

3. Management and Voluntary Regulations

The character of “voluntary regulations”, which 
are the basis of the Code of Ethics, can be seen 
from the perspective of psychology, philosophy or 
sociology. American sociologist Georg Herbert 
Mead (1863–1931) described in the 1920s that vol-
untary ethical engagement blended an individual 
with a team and teamwork brought strong empa-
thy in the group and a merger of the subject and 
object self in social activities (Mead, 2017). Psy-
chologist Lawrence Kohlberg (1927–1987) also 
used the Social Contract Theory in his work. The 
theory of moral development of personality based 
on the relationship to the social contract is the so-
called “ideal type”. According to the relation to vol-
untary regulations, one can judge the developmen-
tal moral stages of an individual. According to 
Kohlberg, morality is not firmly anchored and val-
ues   are changeable within a person’s life, and the 
individual passes from several levels of morality 
from youth to old age. That is, the unwritten con-
cept of morality, which everyone understands as 
moral (common sense). According to Kohlberg, to 
understand people’s morality, it is necessary to un-
derstand their current ethical orientation. Accord-
ing to him, in the fifth stage of development, the 
individual is oriented towards compliance with the 
“Social Contract”. In this way, it seeks not to sup-
press other rights and values but perceives the pos-
sibility of the existence of common respect for gen-
eral norms more than the values   themselves. At 
this stage, according to Kohlberg, an individual 
considers standards to be a Social Contract that 
serves the entire society, and the laws are meant  
to serve people, not people to serve the laws 
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(Kohlberg et al, 1983). Those, that do not support 
the entire society should be changed. According to 
Kohlberg, the advocates of this fifth stage (social 
contract orientation) are the bearers of democratic 
values.

The democratic government is based on these 
people and the accompanying phenomenon is a 
majority decision and an inevitable compromise. 
According to Kohlberg, however, less than 15% of 
people fall into this category. To methodically as-
sess into which category an individual belongs the 
method of psychological testing is used (Kohlberg, 
1981).

Voluntary regulations are also a higher degree 
of morality and representation of human values in 
terms of sociobiology (Wilson, 1980), in terms of 
evolutionary biology, it establishes culture (Ridley, 
2010). According to moral philosophy voluntary 
regulations represent a basic prerequisite of an in-
dividual’s socialisation and creation of morale 
when according to Kant’s meaning of the social-in-
tuitionist model, we behave the way we want oth-
ers to behave (Haidt, 2013, p. 75).

If we observe the relationship of voluntary reg-
ulations to shaping an effective corporate environ-
ment, if they are based on ethical regulations, they 
create stronger corporate loyalty to the company 
by both employees and investors or clients (Fuller-
ton, 2003).

This is most clearly formulated by Simon Sinek, 
who perceives the true role of leaders and manag-
ers in the need to perform in a team the tasks we 
consider right and learn to follow the rules that lead 
to their accomplishment (Sinek, 2015, p. 92–96).

The degree of maturity of the use of voluntary 
commitments and restrictions is evidenced by sev-
eral international agreements protecting the rights 
of future generations. States voluntarily bind them-
selves, based on a “social” contract, to jointly regu-
late the consequences of their national policies 
(Smolík, 2014, p. 80–81). These are cases of inter-
national environmental commitments, such as The 
Paris International Agreement arisen from the lat-
est international climate convention, which has 

gained global recognition. The Paris Agreement is 
the last global agreement on climate change among 
officials, reached on 12 December 2015 in Paris 
(Paris Agreement, 2015). This agreement builds on 
the intentions of the 1992 United Nations Frame-
work Convention on Climate Change, signed in Rio 
de Janeiro when states first made a voluntary com-
mitment to change in the area of hazardous emis-
sions (Framework Convention U.N., 1992).

The representatives of the states reached a vol-
untary agreement with clearly defined points:
•	 Governments	keep	the	average	global	tempera-

ture rise well below 2 °C compared to pre-in-
dustrial levels and will continue their efforts to 
keep it below 1.5 °C

•	 Governments	agree	to	report	on	their	contribu-
tions every 5 years

•	 Governments	have	also	agreed	to	report	to	each	
other and the public on how they are meeting 
their objectives to ensure transparency and 
oversight.

•	 The	EU	and	other	developed	countries	will	con-
tinue to provide climate finance to help devel-
oping countries reduce emissions as well as 
build resilience to the impacts of climate change 
(Paris Agreement, 2015).
With 195 participants, the agreement also sets 

the commitment of the largest greenhouse gas pro-
ducers such as the US, China, and India. Some of 
the participants voluntarily withdrew from the 
agreement even after signing (e.g. USA in 2017).

The global climate is a public property that has 
no clear owner. Therefore, its protection and ad-
ministration require the commitment of all partici-
pants (all states), thus creating the possibility of 
creating a „social contract“. This is a typical situa-
tion where all involved voluntarily agree to a cer-
tain type of behavior because the risks of non-com-
pliance are the same for all (Beck, 2018). In a 
situation where the way of managing private prop-
erty affects the public ones (the so-called common 
pool), it refers to the natural state as described by 
the philosophers of the Social Contract. The sim-
plest solution is to create a model of a regulator 
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whose legitimacy is based on the trust that he or 
she does not have own partial interests and acts to-
wards the benefit of society as a whole. It is pre-
cisely the concept of the Social Contract that cre-
ates an environment for the international solution 
to the protection of air, water, flora, and fauna. The 
parties to the Social Contract are both states and 
private companies and corporations.

In Czech commercial law, the term “social con-
tract” appears in a surprising context. The term 
“social contract” was included in the Czech legal 
order with the adoption of the Commercial Code in 
1991, where “social contract” means an agreement 
of several owners of any company, in which they 
mutually voluntarily bind themselves to observe 
the rules with each other. The members of the Fed-
eral Assembly then approved a translation from 
English. In the Anglo-Saxon environment, howev-
er, the term “memorandum” or “articles of associa
tion” is used for this type of “Social Contract”. In 
the Anglo-Saxon world, the term “Social Contract” 
is understood and used precisely and only for the 
area of the social contract within the framework of 
a philosophical theory.

The “Social Contract” thus created fulfills the 
role of a “legal” code of ethics of conduct in every 
company. Every Czech company or corporation 
thus voluntarily creates its form of “Social Con-
tract”.

The theme of the social contract concept is thus 
closely related to the cultivation of the economic, 
political or business environment, where an insti-
tution increases the level of its social responsibility 
(i.e. Corporate Social Responsibility) using a code 
of ethics. In this way, the institutions are building a 
new type of management and a new image. This 
type of management is sometimes called Integrity 
Management, CSR Management or Ethical Man-
agement.

4. Codes of Ethics: Principles for Ethical 
Leadership

The Code of Ethics is a modern term for specific 
commitments beyond the legal obligation that the 
European tradition has been using in a certain sec-
tor for thousands of years (Nesiba – Kovanič 2017a, 
Nesiba, Kovanič, 2017b). These include, for exam-
ple, the Hippocratic Oath of Doctors, the judicial 
obligation of impartiality based on Roman law, but 
also the voluntary principles of FairPlay sports 
competition. Voluntary regulations and commit-
ments to the public (clients) are used by various 
professional associations presenting their conduct, 
product quality or service to the Code of Ethics. In 
modern form, this instrument began to be used 
from the mid-19th century, in mass form from the 
mid-20th century, mainly in Western countries of 
Anglo-Saxon culture, from where it spread to other 
countries (Backof, Martin, 1991).

It is related to “business ethics” in private as 
well as public institutions and is a concrete meas-
urable manifestation of CSR Management, Integri-
ty Management or Ethical Management. The au-
thors have already noticed that the Code of Ethics 
shows the overall measurable corporate culture  
of an institution whose commitment to Code of 
Ethics is, at a time when the codes of ethics have 
begun to be massively implemented in the corpo-
rate culture of global corporations (e.g. Lozano, 
1998).

The Code of Ethics is a written document that 
attempts to establish mainly philosophical princi-
ples and formulate the values professed by the 
members of the organization. The codes of ethics 
formulate ethical parameters and determine what 
is acceptable and what no longer is. They are a 
sub-legal standard that is voluntarily approved and 
adopted by institutions or organizations and serves 
for self-regulation of its own (Albareda, 2008).

The code of ethics does not have a clearly de-
fined structure and framework, as evidenced by 
the fact that in the Anglophone environment other 
terms correspond to the same, e.g. Ethical Codes, 

�
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Code of Practice, Code of Professional Responsibil-
ity, etc.

The definition is a systematically written set of 
general, but also specific standards and regula-
tions in the institution. The Code of Ethics defines 
relationships between members of a community 
and its surroundings (employees, suppliers, cli-
ents, stakeholders). Members voluntarily (!) com-
mit themselves to adhere to certain behaviors, and 
the Code of Ethics shapes performance following 
values and ethical standards of the organization. It 
is therefore related to ethical management in pri-
vate as well as public institutions. It is a written 
document that attempts to establish mainly philo-
sophical principles and formulate the values pro-
fessed by the organization (Stevens, 1994).

It allows the public, clients or employees the 
opportunity to control the internal operation of the 
organization. All persons associated with the or-
ganization must be aware of the laws and regula-
tions that are potentially applicable in each partic-
ular case. Thus, codes of ethics help ensure that all 
individuals know the rules in advance and always 
follow them (Wulf, 2012).

Corporate Code of Ethics includes provisions 
that concern the quality of products and services, 
compliance with local laws and regulations, envi-
ronmental protection, but also principles such as 
transparency, fairness, and honesty (Kaptein, 2004).

This removes the distrust of the institution 
without the need to regulate it from the govern-
ment level (Pitt, Groskaufmanis, 1990). The influ-

ence of the Code of Ethics on management, corpo-
rate environment, and stakeholders can be as 
follows:
•	 direct	 influence	—	the	employee	agrees	on	the	

Code and acts in compliance with it
•	 indirect	influence	—	in	case	an	employee	noti-

fies a colleague of violating the Code and he 
subsequently modifies his conduct (Schwartz, 
2001).
Codes are effective if they are embedded in or-

ganizational culture and communicated adequate-
ly. Employees must be familiar with the content of 
the Code and consider it their own, not just en-
forced by management (Stevens, 2008).

The codes of ethics can fulfill more functions. 
The most important is the aspiration, regulatory or 
educational functions (Putnová, Seknička, 2016). 
The Code of Ethics can be addressed to specific 
groups (stakeholders), such as employees, clients, 
management, investors. In practical terms, the 
Code of Ethics is addressed to all groups together.

It is currently the most widespread CSR Man-
agement tool in the economically developed coun-
tries (EU, U.S., Canada, Australia, Canada, etc.) 
and is created by thousands of private and public 
institutions, not only multinational corporations 
but also medium and small businesses. Code of 
Ethics is a changing management tool that results 
from many cultural and intercultural aspects of so-
cial ethics (Ethics Code Collection, 2019).

Today, organizations such as U.N recommend 
the Code of Ethics as voluntary regulations within 

Table 1 » Similarities between Social Contract and Code of Ethics

social contract code of ethics

voluntary regulations yes yes

stakeholder participation yes yes

private and public sector yes yes

written form yes yes

higher morality yes yes

Source: Own Processing
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institutions as part of their programs. (Social De-
velopment Goals, Global Compact, OECD (Guide-
lines for Multinational Enterprises), EU (EMAS), 
European Business Association or ISO, etc.)

The interconnection of Social Contract and 
Code of Ethics is shown in Table 1:

5. Conclusion

Social Contract Theory is a rediscovered forgotten 
philosophical theory today, from which inspiration 
can be drawn into contemporary management 
(Jos, 2006). The article shows where the most 
common links between the historical concept of 
Social Contract and the current application in cor-
porate management, most often in CSR manage-

ment through the Code of Ethics. Social Contract 
Theory manifests itself in “voluntary regulations”, 
whereby corporations voluntarily create obliga-
tions beyond the law and restrict their actions in fa-
vor of higher ethical values. The Code of Ethics en-
vironment of economics thus cultivates the 
behavior of individuals and creates a moral change 
voluntarily. This is a bottom-up activity, i.e. there 
is no regulation or government regulation, but 
only voluntary action by the companies them-
selves. Employees, clients, suppliers or stakehold-
ers can voluntarily agree to the Code of Ethics prin-
ciples as a specific corporate culture. At this point, 
the Social Contract and the Code of Ethics get clos-
er the most. 
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From Social Contract Theory to Code of Ethics In Management

ABSTRACT
This paper refers to the relationship of Social Contract Theory to the current probably most used instrument 
of Corporate Social Responsible Management, which is a voluntary written commitment most often called 
as “Code of Ethics”. In the theoretical and analytical level, the authors explain the connection between So
cial Contract Theory and the Code of Ethics Concept. In the classical modern European philosophy, the con
cept of the leadership of the society (nation, state) was created, which is authorized as far as its members 
voluntarily accepted it. This Social Contract Theory served to clarify where the legal norms came from and 
the ensuing rights and obligations of members of society. The Code of Ethics function in the company can 
be seen in a similar way for institutions. This is a voluntary commitment that becomes the norm for the ma
jority of stakeholders. The paper presents the hypothesis that the original philosophical Social Contract The
ory manifests itself in current CSR (Corporate Social Responsible) Management in the form of the Code of 
Ethics. These voluntary regulations are part of corporate voluntary commitments and are now being updat
ed in the corporate and management environment.
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1. Introduction

The father of the term of sovereignty is the French 
lawyer and philosopher Jean Bodin, who made it 
the central term of his classic work Six Books on 
the State. Bodin defined sovereignty in his work as 
follows: “Sovereignty is the absolute and lasting 
power of the state, which the Romans call majes-
tas…” Or, also: “the highest (absolute) power over 
citizens and vassals not limited by the laws.” On 
the contrary, according to Bodin, the right of law-
making — unrestricted by anyone and anything — 
the right to create laws and thus regulate activity 
within itself is one of the key features of this basic 
term of state-science, political science, constitu-
tional and international laws (for more see Valeš 
2013: 226).

2. The European Union and the Single 
European Market as a Tool to Strengthen 
or Weaken the Sovereignty of the National 
States?

Sovereign and sovereign power is not limited in 
any way — neither by internal factors nor by inter-
national factors. The state itself, at its considera-
tion, makes sovereign decisions of which it does 
not have to account for anyone — either in or out-

side the state. It is completely independent — in-
side and outside. A sovereign — the bearer of a sov-
ereign government — is always one in a given state. 
Sovereignty is indivisible and inalienable. Its bear-
er can neither waive nor divide it and share it with 
other entities of state power. Similarly, sovereignty 
can never switch to its original bearers: “The peo-
ple or magnates of the state can simply and uncon-
ditionally grant someone according to their choice 
the sovereign and permanent power to use their 
property and persons, rule the state according to 
their will, and organize succession in the same 
way as any owner, according to his generosity, 
freely and unconditionally transfer the gift of his 
property to another. So this gift is a sovereign pow-
er that comes out of the people, then it is put into 
the hands of one person who can freely use it, and 
who passes it on to the next.” Because the people 
once gave up their sovereign government in favor 
of someone else, they lose it forever in their favor 
(or in favor of their successors). Other signs of sov-
ereignty (and at the same time exclusive sovereign 
rights) are the right of war and peace (i.e. declare 
war and make peace), the right to appoint supreme 
officials (and create its government to allow it to 
rule), the right to create the highest judiciary (the 
sovereign has the right to make a final decision in 
the courts), the right to demand loyalty and obedi-

  The European Union and the Single 
  European Market as a Tool to
  Strengthen or Weaken the Sovereignty
  of the National States?

	 }	Lukáš Valeš » Newton College a.  s.; email: valesl@centrum.cz

*



ence of vassals and citizens (including the right to 
enforce it), the right to give amnesty, the right of 
minting (money), the right to determine unitary 
rates and weights, the right to levy taxes, etc.

Jean Bodin is therefore very consistent, even 
absolutist, in his definition of sovereignty and the 
sovereign. To this, however, add the specific condi-
tions under which the author wrote his file and in 
which it should be the absolute sovereignty of the 
state, usually represented by the monarch, the 
only way out.

Today’s definitions of sovereignty admit, among 
other things, its division within the state — both 
about the division of powers in the state, and the 
theory of people’s sovereignty as a source of state 
power, and last but not least with its regional de-
centralization in favor of local authorities — munic-
ipalities and regions. Thus, the term sovereignty 
has been “democratized”. However, nothing 
changes in its very essence — that is, the sovereign 
government of the state over its territory and its 
status among other sovereign states which cannot 
limit or influence this (theoretically) sovereignty. 
(Pavlíček et al. 1999) 

Two interrelated processes — in the case of Eu-
ropean states, European integration and, subse-
quently, globalization — brought a significant 
change in this concept — both theoretical and prac-
tical. Globalization meant a radical change in prac-
tice — besides states, there were non-state, private 
entities, which, however, due to the number of 
funds they have and make use of — surpass many 
economies and de facto dictate their conditions to 
them. Since the 1980s, instead of consistently exer-
cising their sovereignty, states have been strug-
gling for the favor of these multinational corpora-
tions, submitting to their terms and competing for 
their direct investment. Political elites of sovereign 
states de jure often became servants, or service 
elites who defended non-state, or private interests, 
very often not only to the detriment of sovereignty 
but above all to the economic interests of the state 
and its citizens. This is particularly evident in the 
growing pressure to reduce the tax burden on com-

panies — i.e. the capital, and, on the contrary, the 
increase in the tax burden on the part of labor lev-
ies, i.e. wages of citizens. Over the past 30 years, 
corporate tax revenues have fallen by as much as 
two-thirds, and states have been competing to pro-
vide lower taxation to multinational and national 
corporations. Moreover, they also penetrated the 
political sphere and so-called conquered rent on al-
ready decimated public budgets. (Švihlková, Tejkl 
2017; Klvačová at al. 2007). While in communist 
regimes it was a one-party policy that gained dom-
inant power and hence sovereignty over the state, 
in an era of globalization it is the economy that 
dominates politics and the state — and given its 
strength, above all a multinational economy 
which, by simply withdrawing capital from one 
country to another, can decimate the economy and 
plunge into poverty without a single shot. Thus, 
instead of sovereignty, the state has become an in-
strument — of political oppression (in the era of 
Nazism and communism) and recently economic 
oppression.

The European integration process was to be a 
certain defense against these globalization tenden-
cies. This argument has often been applied even 
when the Czech Republic joined the European Un-
ion: “Multinational companies with hundreds of 
billions of dollars of assets and hundreds of thou-
sands of employees are more powerful today than 
governments of a medium-wealth state such as the 
Czech Republic. It is therefore ridiculous to think 
that unlimited sovereignty is the best means of en-
suring the freedom and prosperity of nations.” 
(Unie nás o suverenitu nepřipraví 2003) In addi-
tion to having a much larger room for maneuver in 
negotiating with international firms and other 
global powers on world trade and investment con-
ditions, European integration has been given from 
its beginning as a successful example of overcom-
ing European nationalisms, including the national 
sovereignty of individual European nation-states. 
Their historic clashes, which culminated in the 
two world wars, were to be eliminated precisely by 
establishing a multinational organization in whose 
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hands individual member states were to hand over 
their sovereign power in selected areas. This gave 
birth to the concept of shared sovereignty that 
states voluntarily hand over to the transnational 
unit to gain greater economic potential, prosperity, 
peace, and security. See, for example, the text from 
the official website of the European Union euro-
skop.cz:

“After World War II, Europe was at a crossroads: 
a terrible memento of destruction forced the re-
consideration of the traditional structures of the 
organization of political life. In the first half of the 
20th century, European states failed critically 
twice in their fundamental function — protecting 
the lives and safety of their citizens. The idea of 
European unity as a tool for the peaceful coexist-
ence of the peoples inhabiting the old continent… 
has had an exceptional opportunity in this situa-
tion. Already during the war, there were initiatives 
to propose specific forms of an organization task of 
which would be to maintain peaceful relations be-
tween European nations and by regulating their 
economies to ensure dignified living conditions for 
the people of the continent. Indeed, the economic 
crisis of the 1930s, which caused impoverishment 
to large sections of the population, was seen as one 
of the main factors that disrupted social structures 
and opened the way for the support of extremist 
nationalist movements in many European coun-
tries. Proposals for a pan-European organization 
that emerged in the post-war period reflected the 
need for fundamental change in both the political 
and economic spheres. The conflict between Euro-
pean nations could not be resolved until the most 
pressing problems of economic relations were re-
solved, i.e. the protectionist trade policy was elim-
inated and equal access to raw materials and mar-
kets were ensured.” (Plechanovová 2019)

But this brings us to the fundamental problem 
of European integration. Was the creation of multi-
national European structures — first of all, the Eu-
ropean Communities and, since 1992, of the Euro-
pean Union — magic eliminating the clash of 
European nations and their struggle to promote 

their national interests? Does the European Union 
judge everyone the same way, to which it has just 
been gifted with shared sovereignty? And isn’t it, 
in fact, an organization that serves only some na-
tions in their centuries-old struggle against other 
European nations?

The answers to these questions go far beyond 
mere academic discussions. Literature and film are 
proof of this. Let us recall the legendary British tel-
evision series of BBC Yes Minister, in which Minis-
ter Jim Hacker and his Secretary Humphrey Apple-
by discuss this issue. Mr. Humphrey: “Well, 
Minister. I am afraid that this is the penalty we 
have to pay for trying to pretend that we are Euro-
peans. Believe me, I fully understand your hostili-
ty to Europe.” Minister Hacker: “Humphrey. I am 
not like you. I am pro-European. I am just anti-
Brussels. You seem to be anti-European and pro-
Brussels.” Mr. Humphrey: “Minister, I am neither 
pro nor anti-anything… But it can certainly be ar-
gued that, given the absurdity of the whole Euro-
pean idea, Brussels is doing its best to defend the 
indefensible and make the unworkable work.” 

I told Humphrey (said Hacker) that he was talk-
ing through his hat and that I didn’t want to sound 
pompous the European ideal is our best hope of 
overcoming narrow national self-interest. He told 
me that I didn’t sound pompous — merely inaccu-
rate. So I explained yet again that Europe is a com-
munity of nations united by a common goal. He 
chuckled, and I asked if Bernard and I might share 
the joke. He was laughing at the idea that the com-
munity was united. “Look at it objectively,” he 
said. “The game is played for national interests, 
and always has been.” (Lynn, Jay 2006)

The fact that in the European Union there is no 
truly existing “common, multinational interest” 
but the promotion of national interests ‹as usual’ is 
also suggested by the insight into the historical de-
velopment of European integration. It is much 
longer and does not begin until after World War II. 
Already 9 September 1914 — just a few weeks after 
the beginning of the First World War — the German 
Chancellor Theobald von Bethmann-Hollweg cre-
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ated a Memorandum of Preliminary Guidelines for 
Our Peace-making Policy. These are extremely in-
teresting because they are probably the first offi-
cial document on the emergence of the first stage 
of European integration — the European (accord-
ing to the Central European document) free trade 
zone — of course, under decisive German influ-
ence. Article 4 reads: “Establishment of the Central 
European Economic Union by joint customs agree-
ments with the participation of France, Belgium, 
the Netherlands, Denmark, Austria-Hungary, Po-
land, Italy, Sweden and Norway under German 
leadership, which would ensure Germany’s eco-
nomic domination of Central Europe” (Prokš 2010, 
p. 16) As can be seen, the future has given the plan 
the green light, albeit after the Second World War. 
Let’s just add that there is not Luxembourg among 
the states, it was to become the new German feder-
al state, Belgium and Holland being vassals of Ger-
many. Together with Italy, which was a German 
ally at the time, and France, which was to be de-
feated and attached to Germany, it is the seed of 
the future European Communities.

However, German industrialists still seemed 
too tame to the plans of the German leadership, 
and in May 1915 the Chancellors presented their vi-
sion of the German future, which, among other 
things, was precisely done by the steel king Gustav 
Krupp on 31 July 1915. The starting point of any 
German reflection on the future was that: “All Ger-
mans, who are at the heart of Europe, must come 
together as closely as possible so that German cul-
ture rules Europe… There must be a substantial ex-
pansion of German economic activity in Europe 
and also in the overseas regions.” According to 
Germany’s largest arms manufacturer, the neces-
sary condition for achieving these goals was: “Es-
tablish a strong economic-political union with the 
countries of Central Europe, in particular, Austria-
Hungary, the Netherlands, Switzerland, Denmark, 
Norway, and Sweden, and allow the Germans of 
Czarist Russia to join Germany, with a decisive in-
fluence of the Germans in Austria-Hungary.” And 
further: “The Customs Union with the Nether-

lands, Austria-Hungary, Switzerland, the Nordic 
and Balkan States will open new gates for Germa-
ny’s economic activity, which must take care of the 
development of industry and the agricultural base 
of the German nation. It is, therefore, necessary to 
acquire large provinces in which the Germans 
would settle, especially in the East. Foreign nations 
in the surrounding and appropriated areas must 
not have the right to vote in the Reichstag and their 
number will be reduced by the domination of 
these territories and by the Germanization of their 
inhabitants.” (Prokš 2010, p. 18 and 19).

A more liberal concept, but pursuing the same 
strategic goal, was formulated by Friedrich Nau-
mann, a liberal member of the German Reichstag, 
in his book Mitteleuropa — Central Europe. It be-
came a hit at the time of its release — in 1915 — and 
sold an impressive 100,000 units in half a year. Its 
content thus accurately captured the moods of 
German politics and the broader public. He fol-
lowed up on a similar — also less aggressive pro-
posal to address the German question in the Euro-
pean context by the future Foreign Minister 
Walther Rathenau. Teno, an important economist 
and head of the electrical engineering group A. E. 
G. (Křen 2006, p. 324), proposed already in 1913 
that “Germany and other European states should 
focus on supporting the export industry and facili-
tating exports to compete with the US economy. 
The only solution was seen by Rathenau in the cre-
ation of a Central European Customs Association, 
to which, in the longer term, Western European 
countries would have to voluntarily join. The free 
movement of goods and people was to be asserted 
in such an interconnected European unit with uni-
fied commercial legislation. A uniform tax and 
customs system should also be put in place to com-
pensate economically affected areas and indus-
tries. Rathenau assumed that the rapid rise of the 
European economy, which would be less depend-
ent on overseas trade, could also favor the political 
sphere and dull the mutual hatred of European na-
tions. Thanks to the high level of the German econ-
omy, similar non-military expansionism would be 
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much more advantageous for Germany than possi-
ble war adventures.” (Kořalka 2003)

Rathenau’s reasoning was not the unique one 
and was repeated in the following periods. It is still 
part of the ideology of European integration seeing 
Europe as a global player and a fully-fledged coun-
terweight to other political and economic units in 
the world. However, it was symptomatic that this 
plan did not work. It was too liberal and “soft” for 
the German elite at the time, and with great sup-
port from the German public, it preferred war. Eu-
rope was to be united by force — as Germany itself 
40 years ago. Rathenau himself was shot as a post-
war foreign minister in 1922 — typically by a Ger-
man radical nationalist.

Naumann’s concept — as well as the previous 
one from the government or German large-capital 
— was based on the dominance of the German ele-
ment in Europe. This was to be achieved, inter alia, 
a de facto merger of the two German states — Ger-
many and Austria-Hungary, of course, orchestrat-
ed by Berlin. (Křen 2006, p. 325) Other states 
should have joined this German core, firmly bound 
not only by the system of customs and economic 
treaties but also by a common “soul” — Belgium, 
the Netherlands, Switzerland, France, Italy, Spain, 
Denmark, Norway, Sweden, the entire Balkans, 
Turkey, and the Middle East. So it was not “just” 
the German domination of Europe. (Prokš 2010,  
p. 20) Through the German long-term ally of Tur-
key (see the pre-war Berlin-Baghdad railway pro-
ject) and the creation of a large German colonial 
empire in Africa and Asia (or at least points of in-
terest in Asia), Germany, or “its Central Europe” 
would secure an exclusive ticket to the club of 
global superpowers and became a dignified rival  
of Great Britain, Russia, Japan and especially the 
largest world economy at that time — the United 
States. It was only thanks to Central Europe that 
Germany could protect its interests — political and, 
above all, economic — and think about their fur-
ther expansion in the world. 

Unlike the German big chauvinists, however, 
Naumann did not foresee the violent Germaniza-

tion of this area, neither the emigration of non-
German nations from the heart of Central Europe. 
His plan is particularly interesting as it combines 
German national goals and hegemony with the ex-
isting state and national architecture of Europe and 
predicts the gradual weakening of the role of states 
(and parliamentary democracy) in the process of 
“European integration”, especially through supra-
national authorities. On the contrary, bureaucracy 
plays a key role in it. The outstanding Czech histo-
rian Jiří Kořalka adds: “When creating a unified 
Central Europe, Naumann did not want to abolish 
the existing state and administrative arrange-
ments, but in the future, he attached less and less 
importance to it in comparison with professional 
bodies and commissions in the economic and mil-
itary field. In addition to the existing governments 
and state authorities that would be gradually side-
lined, he wanted to create a unified ‘economic 
state’ and a unified ‘military state’ on a profession-
al level.” In one example of what should happen in 
ten or more years, Naumann visited in his idea a 
nice new building of common Central European 
institutions and added a serious idea: As long as 
there are no common offices, Central Europe is 
just an idea, but offices are the first cell of a new 
brain, the first machine of the new factory. At first, 
each member of the joint committees and authori-
ties represented the region and city from which 
they came, but they gradually united in a systemat-
ic minor work and eventually learned to pursue 
common interests. Naumann’s goal was the Cen-
tral European “organizational state” and the Cen-
tral European “economic nation” … Naumann did 
not reject the parliamentary representation but did 
not find it of much importance. Even though he 
did not write it directly, his reasoning suggests that 
members of the representative councils can ex-
press what they want, but central European com-
mittees and institutions should decide.” (Kořalka 
2003) 

It is the undemocratic and non-parliamentary 
meritocracy — the government of a non-elected 
professionally skilled bureaucracy — that is the 
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very essence of functional European integration — 
today, as it was a hundred years ago.

Fortunately, ambitious German plans to domi-
nate the world remained on paper, given the out-
come of the First World War. The defeat of Germa-
ny certainly did not mean that it was forgotten. On 
the contrary, Adolf Hilter has only “enriched” 
them with the teachings of predestination of one 
race to naturally rule over others, and forbidding 
other races — especially Jews and Slavs, who are 
destined to perdition and destruction. He also 
clearly divided nations or the nation that will be 
ruling in the new Europe, nations that will be sub-
ordinate, and those that do not count in the reor-
ganization of Europe (and then the world). But as 
far as the core of German politics and its plans are 
concerned, Adolf Hitler was only a continuation of 
the considerations of German politics and the 
economy of the First World War. His goal was not 
just “a great and strong Germany within the natu-
ral national borders”. His ambition was again to es-
tablish a new European, or world order. It was the 
words about the new Europe, which awaits a bril-
liant future under German rule, and which, thanks 
to German organization, surpasses other conti-
nents, was a rhetoric that legitimized the attacks of 
Nazi Germany on individual, yet sovereign states 
of Europe, including the Soviet Union. Also, the 
idea of a new Europe was to legitimize German po-
litical domination of Europe — the Germans-Ary-
ans as a chosen man race, but also to exploit Eu-
rope’s economic and natural resources for Germa-
ny and its conquering goals (a necessary sacrifice 
for our future common European prosperity). Also, 
the idea of a new Europe was to legitimize German 
political domination of Europe — the Germans-Ar-
yans as a chosen man race, but also to exploit Eu-
rope’s economic and natural resources for Germa-
ny and its conquering goals (a necessary sacrifice 
for our future common European prosperity).

To outline the “European dimension of Na-
zism”, or the role of Europe and European unifica-
tion according to the Nazi plans, three quotes, 
which are often mentioned in this context, will suf-

fice. The first is a section of Adolf Hitler’s speech at 
the German Reichstag, as early as 1936: “How 
many difficulties would the European peoples pre-
vent from if the natural and obvious living condi-
tions were respected when the European living 
space and economic cooperation were reshaped … 
European nations represent a family in this world. 
It is not very intelligent to imagine that in a crowd-
ed house like the European one, the community of 
nations could for a long time maintain different le-
gal systems and different concepts of law.” (Trojan 
2016)

The second was stated by the Austrian Nazi and 
Hitler’s deputy in the occupied Netherlands Arthur 
Seyss-Inquart: “The concept of a nation-state is be-
yond and surpasses the idea of a new community. 
It will transform the living space that history has 
given us all into a new realm. A Europe of solidari-
ty and cooperation between all its peoples, a Eu-
rope free of unemployment, economic and mone-
tary crises, a Europe of planning and division of 
labor, with the most up-to-date technology and a 
continental trade and communication system to be 
developed on a common basis. After removing na-
tional economic barriers, it will find a solid foun-
dation and will increasingly prosper.” (Trojan 
2016)

Or a quotation from the 1940 propaganda min-
ister Josef Goebbels: “I am convinced that in fifty 
years people will no longer think country-wide.” 
All three quotations are incredibly modern. Among 
other things, because we will meet them in small 
modifications in European politics up to now in 
numerous statements by EU and most Member 
States, but this “indoctrination of integration” was 
far from being limited to Germany only. As sociol-
ogist Jan Keller points out: “Between November 
1941 and April 1942, exhibitions were held in occu-
pied Paris under the auspices of the collaborative 
Vichist government under the slogan: ‘European 
France’, ‘New Life’, ‘Bolshevism against Europe’.” 
Only a few months after Hitler invaded the USSR, 
huge panels could read that: “United Europe is 
united work, united effort, multiplied perfor-
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mance, more leisure time, welfare for all, end of 
wars, unity.” (Keller 2019)

Modernity is also an integral part of German 
Nazism. In fact, along with democracy, but also 
the Marxist idea of communism, it is a variation on 
the huge technological advancement of the indus-
trial revolution. It was fascinated by its technique, 
its schools, factories, and barracks, which, among 
other things, “disciplined” an individual, made 
him an obedient part of an anonymous and superi-
or unit, a famous little screw in a big gear. German 
Nazis and Italian fascists were enthusiastic about 
new technical innovations and possibilities of sci-
ence. Unfortunately, they also properly misused in 
the military or the Holocaust. The fact that the 
world space program was born in the Nazi Third 
Reich is no coincidence. There was no room for in-
dividuality, liberalism, difference concerning both 
man and nation-states, especially the smaller ones. 
Hitler himself used the term Kleinstaatengerümpel 
— literally “junk of small states”. Priority was given 
to a rationally managed, one large economic space 
that, among other things, best suited to the needs 
of the German industry and German military in-
tentions. The European solution was (and is?) a 
German solution. A large European unit could be 
better managed from one center, be more econom-
ically efficient, follow uniform standards, includ-
ing legal ones, eliminating the trivial differences of 
business cultures, laws, customs that only hinder 
the path of Europe and its peoples on the road to 
prosperity. European nation-states were to be de-
stroyed — militarily, politically, mentally, and eco-
nomically — as small, underdeveloped, and un-
promising. Their adherence to traditions only 
prevented the creation of true modern European-
ism. At a time when modern technology is inter-
connected (German television broadcast the Berlin 
Olympics already in 1936), there is no longer a 
place for the “19th-century junk” — the nation-
state. We could hear the same opinions recently — 
in times of globalization, transnational integration 
projects are needed, nation-states are dead in the 
21st century. 

Not to see things in black and white, let us re-
member that the idea of European integration 
should have played a key role in promoting nation-
al interests of other European nations — first and 
foremost the largest German rivals on the conti-
nent — the French. One of the fathers of European 
integration is undoubtedly Emperor Napoleon 
Bonaparte. He wanted to build a great France that 
would dominate Europe, militarily, politically, or 
through family ties. It will follow the progressive 
standards of the French Revolution — all people 
will be equal, everywhere the same civil code will 
apply, equal measures and weights, all of Europe 
will speak one language — French. Napoleon thus 
ranks among the greatest supporters and even im-
plementers of European integration, but with the 
condition of France’s hegemony over Europe. Also 
problematic was the way of integration, which was 
based not only on revolutionary enthusiasm but 
above all on military bayonets. However, just un-
der the slogans about the struggle for a new Eu-
rope against its enemies, Napoleon began his fate-
ful campaign in Russia in 1812. Thanks to this 
campaign, France eventually lost its struggle for 
European integration and thus lost its hegemony — 
among other things by the Battle of Leipzig. It un-
derwent a war with the Germans three more times 
— and won only once (in World War I). For French 
politics, it was clear that it will not rule military 
Germany or Europe. That is why it was French 
statesmen who came up with the idea of European 
integration after World War II (Jean Monnet, Rob-
ert Schumann). France’s power over Europe was to 
be realized through common European institu-
tions, equipped with that shared sovereignty, 
which would be transferred to them by the former-
ly sovereign states. Firstly in the economic area 
(coal, steel, single European market) and, as inte-
gration progresses, in other areas — from the single 
European currency, to the creation of a European 
federal state. For example, Germany had to pay its 
unification by losing the most valuable symbol of 
German economic power and economic miracle — 
its firm mark, for France to agree to unite the two 
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German states in 1990. Another thing is that this 
step helped Germany rather than France and al-
lowed it to support its exports thanks to the com-
mon European currency, which is significantly 
weaker than the mark markets today would be. 

Germany’s dominance over Europe was under-
lined by the fact that while the German economy 
emerged from the last economic crisis strength-
ened, other European states, including France, did 
not. Thus, Germany began to dictate its economic 
policy to the other EU members as the most pro-
European, regardless of their real economic condi-
tion and interests. Unfortunately, this also applies 
to the issue of migration, which, together with the 
persisting fundamental differences in the econom-
ic development of the member states, is funda-
mentally dividing Europe today. 

3. Conclusion

Today, the European Union stands at an imaginary 
crossroads. There is nothing less than her future in 
the game. One of the main reasons is precisely the 
question of the sovereignty of nation-states and 
the shared sovereignty of the Union’s institutions. 
As we have seen, they often act as a fig leaf for pro-
moting the national interests of the large member 
states. Besides, the EU institutions generate their 
interests, which very often also do not correspond 
to the generally declared ‘common European inter-
est’. Moreover, their power grows with each new 
integration treaty and extends to areas that were 
originally a clear sphere of nation-states. 

This undesirable trend could be justified, at 
least, by the increased efficiency of the Union’s ac-
tion and its ability to address the pressing econom-
ic and political problems of the present. But it is 
clear that this is not the case — the Union has not 
satisfactorily addressed the effects of the last eco-
nomic crisis. “European solutions” have resulted 
in an increase in the debt of a large part of the most 
affected countries — for example, Greece, whose 
public debt-to-GDP ratio was around 120% before 
the crisis, and has a debt of 185% after the EU and 

IMF rescue operations. In Italy, this figure rose to 
130%. Even one of the pillars of integration — 
France cumulates a debt of about 103% of GDP, 
which in absolute value exceeds the “respectable” 
2 trillion euros. It is a paradox that the debt of euro 
area states is higher than that of non-euro states. 
Here again, it is evident that integration, far from 
widespread, must have a positive impact on the 
well-being of citizens, even if their states lose a 
substantial part of every state’s sovereignty — their 
currency. One of the reasons is the above-de-
scribed pressure from the biggest players of the 
Union — especially Germany, which today dictates 
its ideas of a healthy European economy to others, 
regardless of their real economic potential. 

The Union has also achieved similarly poor re-
sults in ‘tackling’ the migration crisis. Instead of 
defending the common Schengen area and actively 
preventing the entry of irregular migrants, a ‘hu-
manitarian solution’ was chosen, where several 
European states opened their borders to people 
who deny the common European asylum rules. 
Having proved unable to cope with these millions 
of new arrivals (not even integrate them), they de-
cided, through the Union institutions and thus 
through the concept of shared sovereignty, to force 
other European states to “take over” some of them, 
despite the strong disagreement of the vast majori-
ty of their inhabitants. The result of this policy, to-
gether with fundamental changes in the interna-
tional organization, has led, inter alia, to the 
departure of the first Member State from the Un-
ion. The key motto of the British who voted for 
Brexit was: “Let’s regain our sovereignty!” (Bittner 
2016) So let’s return British sovereignty to British 
hands. Unfortunately, here too, the European Un-
ion failed to convince the British that the benefits 
of the European Community outweighed signifi-
cantly. 

The main problem of the European Union is its 
ever-increasing ambition and ever-decreasing abil-
ity to solve, and often admit, the real problems of 
the present. As the economist, Ilona Švihlíková 
states: “The European Union is in a deep crisis … If 
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we come clear, we will see that the EU has very lit-
tle ability to deal with crises, even those that it has 
not caused itself.” (Švihlíková 2019)

Resolving this situation requires exactly the op-
posite procedure. The European Union can only 
continue to use the principle of shared sovereignty 
where the benefits for all Member States can be 

clearly stated. This concerns, inter alia, the smooth 
functioning of the single European market. There, 
the transfer of national sovereignty to the ‘Brussels 
level’ makes sense. But in the vast majority of oth-
er areas, national sovereignty should remain in the 
hands of the Member States, as Jean Bodin wrote 
in his work.
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ABSTRACT
This study deals with the key theme of the modern state — sovereignty. In addition to commemorating the 
emergence of this term, which is inextricably linked to the name of the French lawyer and philosopher Jean 

�

{4
/2

2}



 European Forum of Entrepreneurship 2020 45

Bodin, it seeks to capture the relationship between sovereignty and the phenomenon of European integra
tion. Based on a record of historical development, it shows that European integration has always sought to 
significantly reduce state sovereignty. But its current ambition comes into conflict with its most striking pos
itive — the single market. Instead of trying to limit the sovereignty of Member States, the European Union 
should therefore focus primarily and only on deepening and improving the functioning of the single Europe
an market.
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1. Introduction

Small and medium-sized business is one of the 
most important sources of the economic growth. 
The level of its development largely determines so-
cial stability, scientific and technical progress and 
resistance of the regional economy to cyclical and 
global crises. World experience shows that in 
countries with developed market economies, small 
and medium-sized companies have a significant 
impact on the development of the economy and 
the solution of a number of important social prob-
lems. This type of entrepreneurial activity usually 
has regional specificity. For Russian regions today, 
small and medium-sized business is a strategically 
important resource for the development of territo-
ries.

In 2012, the Samara region was one of the lead-
ers among the regions of the Volga Federal District 
(PFD) in terms of small business development. 
However, during the next 2–3 years, the situation 
changed dramatically. In 2015, the regional work-
ing group “Fair and Efficient Economy” published 
a report stating that the number of small and medi-
um-sized companies in the Samara region de-
creased by more than 13% in 2012–2015. A particu-
larly sharp decline was observed from 2014 to 
2015.

Analysis of scientific and public materials, re-
ports and interviews published in 2010–2017 (Dun-
in, 2014; Somova, 2013; Morozova, 2017), allows 
us to identify the following range of problems typ-
ical for the development of small and medium-
sized business in this period:
•	 shortcomings	of	the	legal	framework	regulating	

activities of small and medium-sized compa-
nies in the region;

•	 lack	of	effective	interaction	between	small	and	
medium-sized companies and large industrial 
enterprises of the region;

•	 imbalance	in	the	development	of	small	and	me-
dium-sized entrepreneurship between the dif-
ferent urban districts and municipal subjects on 
the territory of the region;

•	 difficult	access	of	small	companies	(especially	
beginners) to financial and credit resources 
(this is especially acute in the regional (munici-
pal) areas with low budget security): strict re-
quirements from credit organizations, vulnera-
bility of small and medium-sized business 
when revoking licenses from banks, etc.);

•	 preparation	for	the	2018	FIFA	World	Cup	(many	
small companies were liquidated because of the 
construction and expansion of roads in Samara);

•	 “pseudo-business”	—	so	called	 “public	 inspec-
tion of entrepreneurs” (actions of unscrupulous 
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“public people” who terrorize entrepreneurs 
with inconsistent checks that go beyond the 
scope of control and supervision activities), etc.
In recent years, a lot of measures have been tak-

en both at the federal and regional levels to solve 
these problems. In this regard, we should first 
mention the national project “Small and medium-
sized business and support for individual business 
initiatives” (The Russian Government, 2018), as 
well as the state program “Development of entre-
preneurship, trade and tourism in the Samara re-
gion” for 2014–2030 (The Samara Region Govern-
ment, 2013).

In 2018, the state support for regional entrepre-
neurship included the following measures: 
•	 providing	a	range	of	services	to	small	and	medi-

um-sized entrepreneurship (SME), 
•	 export	development,	
•	 youth	entrepreneurship	and	advocacy,	
•	 support	 for	 innovative	 and	 manufacturing	 en-

terprises, 
•	 development	of	single-industry	towns,	
•	 development	 of	 guarantee	 and	 microfinance	

support, 
•	 multifunctional	 centers	 for	 business	 (The	 Sa-

mara Region Government, 2020). 
According to the Samara governor Dmitry 

Azarov, at the beginning of 2019, almost 139 
thousand small and medium-sized companies 
worked in the region. These are mainly microen-
terprises and individual entrepreneurs. Infra-
structure elements of regional business support 
include: municipal business support centers,  
financial support institutions, development of 
small innovative enterprises, organizations of in-
formation and consulting services for entrepre-
neurs (Shepeleva, 2019; Aleshin, 2019). However, 
if we look at the statistics for 2018, the situation 
of small and medium-sized businesses in the Sa-
mara region still looks quite contradictory (Feder-
al State Statistic Service, 2019). 

Despite the fact that the Samara region has the 
positive potential of small and medium-sized en-
trepreneurship development, there are already 

some results achieved in recent years and con-
crete steps in the framework of the identified are-
as aimed at solving existing problems, there are 
still a number of aspects that hinder the SME de-
velopment. A number of experts still believe that 
there are fewer and fewer small businesses in the 
Russian province because of the legislative, ad-
ministrative and financial barriers. A small busi-
ness in the Samara region feels uncomfortable 
(Morozova, 2017). 

The survey of 300 representatives of small and 
medium-sized companies in the Samara region 
conducted in 2018 showed that even if there are  
existing supporting infrastructure elements, the 
survey participants themselves still do not see op-
portunities that would encourage potential entre-
preneurs to organize their own business in the re-
gion, highlighting, first of all, the preservation of 
barriers of a corrupt nature (Mantulenko et al., 
2020).

According to the ombudsman for the protection 
of entrepreneurs’ rights in the Samara region, 
Yevgeny Borisov, business, being a complex organ-
ism with very fine settings, can successfully devel-
op only in a comfortable environment. Therefore, 
it is necessary to create a comfortable business cli-
mate, and first of all, this applies to the “long-term 
rules of the game”, that is, a relatively stable envi-
ronment that ensures the sustainable development 
of companies in turbulent macroeconomic condi-
tions. “Now it is extremely important that the gov-
ernment hears business, invites the expert com-
munity to participate in programs where target 
models are being worked out… young, competent 
business representatives … pass innovations 
through their perception and offer clear solutions”. 
The main aspect in the relationship between the 
government and business should not be confronta-
tion, but mediation. And now there is this promis-
ing tendency: the government negotiates with 
business, looking for compromises that, on the 
one hand, would allow the state to solve many so-
cial problems and, on the other, allow business to 
work (Shepeleva, 2019). 
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2. Methodology

Entrepreneurship for a long time (in the Soviet pe-
riod) was not a common meaning-life value in the 
cultural space of Russian people, although some 
small groups and individuals showed an interest in 
the entrepreneurial activity. In modern Russia, en-
trepreneurship is considered as an important type 
of social activity and requires adequate scientific 
study.

The main research purpose was to determine 
the current state of the youth entrepreneurship 
culture, potential opportunities and prospects for 
its development and problems on the way to their 
implementation in the Samara region. To achieve 
this goal, the authors considered the following as-
pects by conducting the sociological survey: what 
is the potential for transition to the entrepreneur-
ship in the future among current students and 
what is their readiness degree to start the own 
business; what are objective and subjective obsta-
cles and favorable factors for the development of 
entrepreneurship in the youth environment in gen-
eral and in the student environment in particular.

On some issues, the authors compare the ob-
tained results with the data from the research 
GUESSS-2018 (Shirokova et al., 2018), which re-
flects both international and Russian scales. The 
sample in the research of Samara State University 
of Economics was 1262 people.

The survey covers representatives of all aca-
demic courses in the regional high educational in-
stitutions (HEIs), which allows us to take into ac-
count to some extent opinions of young people 
with a variety of educational and life experiences.

The majority of respondents in the Samara re-
gion are undergraduate and graduate students 
(85.1%). However, a fairly significant part of the re-
spondents represent more complex and higher lev-
els and programs of study: 6.9% are enrolled in 
master’s programs, 5.5% are students of other aca-
demic programs (including postgraduate and MBA 
programs). 

The modal value (47.1%) in the sample is relat-
ed to the academic field (specialization) “Econom-
ics and Management”. One-fifth of the respond-
ents have secondary or higher professional 
(special) education, which can be considered as 
evidence of a more thorough choice of their cur-
rent higher education. The proportions between 
the groups of male and female respondents are 
compared to the data for the international sample 
and the Russian sample in the “GUESSS-2018” 
study (table 1).

The largest percentage of student respondents 
are 18–19 years old (41.8%), and 20–21 years old 
(37.5%). The percentage of respondents under 24 
years of age is 95.5%.

Table 1 » Gender composition of respondents, % of the number of respondents

No. Gender

GUESSS-2018

Samara region, 
N=1262

International sample, 
N=208636

Russian sample, 
N=2851

1 Male 37,3 45,4 30,5

2 Female 62,4 54,6 69,5

3 No answer 0,3 – –

Total 100 100 100

Source: authors.
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3. Results

The questionnaire contains a number of questions 
that cover various aspects of the entrepreneurship, 
including assessments of the importance (need) of 
this phenomenon for the society. 72.9% of re-
spondents are sure that the entrepreneurship plays 
an important role in the human society. However, 
the share of those who deny the necessity (impor-
tance) of entrepreneurs for our society (or doubt 
it) is not so small (27.1%).

Ranking the greatest values of the entrepre-
neurial activity, students chose “self-realization” 
(61,6%), “implementation of creative ideas” (42.5), 
“independence” (41.8%), and “high income” 
(41.5%). Analyzing the whole variety of respond-
ents’ answers in this context, we see that the lead-
ing motives have personal and material character, 
at the same time, the last places in the rating are 
occupied by socio-psychological and social values 
(for example, “risk”, “charity” etc.).

In the future, about 40% of students are going 
to found their own business. At the same time, 
17.8% of respondents are already engaged in entre-
preneurial activities, they can be classified as  
“active entrepreneurs”. And those who are only 
thinking about possible business are “potential en-
trepreneurs”.

Two-thirds (64.4%) of respondents who plan to 
open the own business in the future agree that 
their study at HEI will contribute to the formation 
of necessary knowledge and skills. This applies 
most to students who receive the higher education 
in the field of “Economics and Management 
“(79.8%), and least to those who study in the aca-
demic field of “Natural Sciences” (47.4%).

Data on the actual participation of respondents 
in certain forms of the students’ activity at their 
HEIs that are somehow related to the entrepre-
neurship in the present or future is about twice as 
low as data on how many students know about 
these forms of activity. This is especially surpris-
ingly taking into account official reports of state, 
regional and municipal authorities about a wide 

range of established infrastructure elements (busi-
ness incubators, start-up centers, other institu-
tions for supporting the entrepreneurship develop-
ment in the region) and their successful usage of 
active and potential entrepreneurs. That allows us 
to conclude that there is a great potential for in-
volving students into existing forms of activities 
for supporting entrepreneurship. This involve-
ment is very significant.

In general, students show a fairly broad outlook 
in issues about existing conditions of the external 
environment for the entrepreneurship develop-
ment, possible problems. Accordingly, the re-
spondents’ opinions and assessments of their ca-
pabilities and limitations in relation to the 
entrepreneurial activity can be considered as rath-
er objective.

The majority of respondents believe that they 
are either completely or mostly able to do business 
without any support from their relatives, that is, 
they talk about their independence. So this data 
can be considered as a certain confirmation that 
those who are determined in the future to become 
an entrepreneur, rely only on themselves. At the 
same time, the continuation of a family business 
and family traditions in business implies, to some 
extent, reliance on the family, on the closest rela-
tives, on certain cooperation and mutual assis-
tance with them.

The main conditions necessary for starting the 
own business, respondents see in “availability of 
initial capital” and “availability of relevant compe-
tencies and knowledge”. This confirms, on the one 
hand, the importance of family support (relatives, 
family capital), on the other hand, the importance 
of appropriate training in higher education institu-
tions.

Among the main obstacles to successful entre-
preneurship are “lack of experience and skills” and 
“lack of professional knowledge” (table 2). The 
“fear of risk” is undoubtedly associated with these 
problems too. As a specific request from students 
for help, we can consider assistance in solving 
such problems as “absence of entrepreneurial 
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competencies”, “lack of awareness about how to 
open a company”.

Some problems can be solved (at least partial-
ly) thanks to competent and timely assistance to 
students during their studies at the HEIs, for exam-
ple, “absence of experience and skills” (solved 
through practical training and internships), “lack 
of sociability, communication skills” (appropriate 
trainings to develop the necessary socio-psycho-
logical qualities), “lack of professional knowledge” 
(improvement of training programs, conducting 
courses focused on the entrepreneurship to over-
come this lack).

4. Conclusion

In the search for options of participation in the en-
trepreneurial activity, approximately one-quarter 
of the respondents can be classified as “active” 
ones. Some programs, funds and centers, contests, 

and state support measures are more or less known 
to one or another part of the respondents, but most 
of the other programs, funds and centers, contests, 
and measures are not known to them. So there is a 
lot of space for promotion (and advertising) of var-
ious programs and organizations in the interests of 
young entrepreneurs, so that these initiatives be-
come known and accessible not only to a narrow 
circle of the most curious and active representa-
tives of the student community, but also to a wider 
range of potential young entrepreneurs.

In our opinion, an important problem that hin-
ders the development of small and medium-sized 
entrepreneurship in the region today is a not high 
enough entrepreneurial activity of the population, 
especially among young people.

Small and medium-sized companies need 
youth, because young people are an unique re-
source for business development, and especially 
for innovations. However, the entrepreneurial po-

Table 2 » Distribution of answers to the question: “What can hinder your entrepreneurial activity in the 

personal plan?” (several options are possible), % of the number of respondents

Rank Answers

Samara region, N=1262

Frequency %

1 Lack of experience and skills 720 57,1

2 Lack of professional knowledge 543 43,0

3 Fear of risk 466 36,9

4 Lack of entrepreneurial competencies 374 29,6

5 The absence of business ideas 333 26,4

6 The absence of awareness about how to open a company. 212 16,8

7 The absence of entrepreneurial abilities 192 15,2

8 Lack of sociability, communication skills 170 13,5

9 Lack of initiative 152 12,0

10 Insufficient information about business support institutions 141 11,2

11 Others 22 1,7

Total 3325 263,4

Source: authors
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tential of a new generation in our country as a 
whole, and in the Samara region in particular, is 
poorly involved, in addition, there is an outflow of 
young personnel from small business to large, 
from the private sector to the public sector. This is 
partly determined by the fact that young people 
themselves choose a passive position, fearing diffi-
culties associated with organizing their own busi-
ness. Quite often, young people do not have the 
necessary competencies in the field of entrepre-
neurship or have limited information about the op-
portunities provided by existing small business 
support institutions (Akhmetzyanova and Galimo-
va, 2013).

In modern conditions, the value system of the 
young generation is focused on entrepreneurship 
(initiative, willingness to take risks, the desire for 
development and independence, the readiness to 
earn money and get a unique experience). Howev-
er, in our opinion, often this potential is not used 

sufficiently enough or not used at all (Zotova and 
Mantulenko, 2017; Ashmarina et al., 2016).

When developing small and medium-sized en-
trepreneurship in the regions, special attention 
should be paid to the formation of the entrepre-
neurial culture of the population. This is especially 
important for the youth environment, as the most 
active and interesting group of the population for 
entrepreneurship. Entrepreneurial culture is con-
sidered by authors as a complex integrative charac-
teristic. In our opinion, the main efforts of federal 
and regional authorities are directed today to the 
infrastructure elements of business support and, 
accordingly, to the information and knowledge 
component of the entrepreneurial culture. At the 
same time, existing state programs and support ac-
tivities in the sphere of entrepreneurship should 
be primarily focused on the formation and devel-
opment of value and behavioral components of 
this culture (Ashmarina et al., 2016). 
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Regional development of small and medium-sized businesses: Value and behavioral as-
pects

ABSTRACT
The purpose of this work is to analyze existing national projects and state programs to support small and 
mediumsized businesses in the Russian Federation and the actual practice of their implementation at the 
present stage, identify gaps between the declared goals (objectives) and results, and develop recommenda
tions for eliminating (smoothing) existing contradictions. The authors compare the official reports on the 
interim results of these activities with the own research data, and justify the need to review existing ap
proaches to stimulating entrepreneurship, in particular in the youth environment, taking into account the 
value and behavioral aspects, as well as sociocultural characteristics of the entrepreneurial activity in Rus
sia. Special attention is focused on building an entrepreneurial culture model. Entrepreneurial culture is 
considered as a complex integrative characteristic, on which the formation and development of existing state 
programs and measures should be focused first of all. When constructing this model, the authors rely on re
sults of their own diagnostic studies, as well as the experience of developing and stimulating small and me
diumsized businesses in Russian regions.
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Entrepreneurship; Entrepreneurial Values; Entrepreneurial Culture; Small and MediumSized Enterprises; 
State Support for Entrepreneurship.
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1. Introduction

Diversity management is not yet in the Czech Re-
public as widespread as in other EU countries and 
the USA. The slowdown of its development in the 
last five years also contributed to the effects of the 
recent financial crisis, which caused the bankrupt-
cies of companies worldwide in the value for 2009 
14.5 trillion USD. Basis of diversity management 
gives companies and institutions a new view of the 
working group. It is no longer necessary diversifi-
cation of working groups so popular “young team”, 
the main emphasis is on the diversity of personali-
ties in the group. It is this diversity has a big influ-
ence on the change in the corporate culture of the 
business. 

There are many different effects of diversity 
management on business. The paper will focus 
only on the impact of diversity management on 
changes in corporate culture. The literature on the 
impact of diversity management on corporate cul-
ture emphasizes that in order to effectively man-
age the impact of diversity management on corpo-
rate culture, corporate employees should be aware 
of their perception of obstacles and situations that 
may create room for corporate culture change due 
to diversity management. To explain the percep-
tion of diversity management, organizational cul-

ture should be considered as variable (Hofstede, 
1983; Cox & Blake, 1991; Schein, 1992; Thomas & 
Ely, 1996; Trompenaars, 1996; Chatman et al., 
1998; Deal and Kennedy, 2000: 78, Bean, et al., 
2001; Kundu, 2001; EIMD, 2001; Allard, 2002; Spa-
taro, 2005; Guidroz et al., 2009; Bernardi & Toni).

The development of diversity management also 
belonged to the initiatives of the European Union. 
In this context it may be interesting to mention that 
the year 2007 has been designated the European 
Commission, the European Year of Equal Opportu-
nities for All. To promote this year have been pub-
lished many interesting materials that contributed 
to the expansion of this phenomenon not only in 
all EU member states.

2. Diversity and Diversity Management

2.1 Diversity 

Exist to much of definitions of this conception. 
Here are two of the many. 

The term “diversity” refers (UIOVA, 2013) to 
populations that have been historically and pres-
ently denied full inclusion on the basis of race, 
creed, colour, national origin …  What include this 
term see in Fig. 1.

The concept (GLADSTONE.UOREGON, 1999) 
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of diversity encompasses acceptance and respect. 
It means understanding that each individual is 
unique, and recognizing our individual differenc-
es. These can be along the dimensions of race, eth-
nicity, gender, sexual orientation, socio-economic 
status, age, physical abilities, religious beliefs, po-
litical beliefs, or other ideologies. It is the explora-
tion of these differences in a safe, positive, and 
nurturing environment. It is about understanding 
each other and moving beyond simple tolerance to 
embracing and celebrating the rich dimensions of 
diversity contained within each individual.

Managing diversity (Prasad, 1997) begins with 
valuing individual differences. In one set of solu-
tions, educational efforts are the common thread. 
The first solution is diversity training, which helps 
individuals understand their own and others preju-
dices. Near Gordon (1993) diversity training is fo-
cuses on four strategies:
•	 Management	development:	increase	the	visibil-

ity of, understanding of, and commitment to di-
versity;

•	 Organizational	development:	promote	an	equi-
table work environment that values diversity;

Figure 1 » A framework (non-hierarchical) for Diversity

Source: self-elaboration
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•	 Talent	development:	obtain	horizontal	and	ver-
tical integration of diversity throughout all 
functions;

•	 Individual	 development:	 empower	 individuals	
to help reduce barriers to reaching their full po-
tential.
Exist much literature about diversity which also 

showcases ways in which managers can effectively 
introduce diversity into organizations.

2.2 Diversity Management

Discipline diversity management originated in the 
USA. 

The concept of “managing diversity” was first 
defined by R. T. Roosvelt, Jr. in his book “Beyond 
Race and Gender. Unleashing the Power of Your 
Total Work Force by Managing Diversity” pub-
lished in 1992. Since then, this topic has devoted a 
great number of authors from individuals to gov-
ernment organizations.

Diversity management (Wrench, 2007) is the 
latest development in a sequence of strategies 

which have aimed to get excluded minorities better 
represented in employment. However, diversity 
management is said to be characteristically differ-
ent from previous employment equity approaches 
directed at under-represented minority ethnic 
groups, such as equal opportunity and affirmative 
action approaches, in a number of ways.

For one thing, its rationale is primarily one of 
improving organizational competitiveness and effi-
ciency, driven by business purpose and market ad-
vantage. In relation to this it emphasizes the neces-
sity of recognising cultural differences between 
groups of employees, and making practical allow-
ances for such differences in organizational poli-
cies. The idea is that encouraging an environment 
of cultural diversity where peoples’ differences are 
valued enables people to work to their full poten-
tial in a richer, more creative and more productive 
work environment.

An advantage of diversity management is said 
to be its more positive approach, rather than the 
negative one of simply avoiding transgressions of 
anti-discrimination laws. It is said to avoid some of 

Figure 2 » Managing Diversity for a Competitive Advantage

Source: self-elaboration from DIVERSITYINSTITUTE (2013)
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the “blacklash” problems associated with affirma-
tive action, as unlike previous equality strategies, 
diversity management is not seen as a policy sole-
ly directed towards the interests of excluded or un-
der-represented minorities. Rather it is seen as an 
inclusive policy, and one which therefore encom-
passes the interests of all employees, including 
white males. Managing diversity also represents a 
significant competitive advantage, see Figure 2.

Very important are the principles of diversity 
management, which were summarized in 2004 
(NESDIS.NOAA):
•	 establish	 a	 business	 strategy	 for	 effectively;	

managing a diverse workforce;
•	 create	a	positive	work	environment;
•	 promote	 personal	 and	 professional	 develop-

ment;
•	 empower	all	people	to	reach	their	full	potential;
•	 attract	talent;
•	 remove	barriers	that	hinder	progress.

Implementation of diversity policies helps to 
enhance the capacity of human capital by gaining 
knowledge that is shared by divergent people with 
difference cultural orientations (European Com-
mission (2003). The following are the key impor-
tance of diversity management:
•	 Diversity	helps	to	boost	employer-employee	re-

lationship in a cost effective manner. 
•	 Diversity	 helps	 to	 build	 and	 develop	 effective	

customer relations. 
•	 Diversity	 facilitates	 innovation,	 creativity	 and	

flexibility in the functioning of an organisation. 
•	 Diversity	helps	to	stabilize	sustainable	organi-

sational development and competitive advan-
tage of an organisation.
In addition to the benefits associated with intro-

ducing diversity management into corporate cul-
ture, there are limits or criticism of this concept.

Despite the numerous potential benefits of di-
versity management, many criticisms have also 
been raised against this concept. Mullins (2007) 
states that too much effort and attention is duelling 
only on the benefits to the business organization, 
rather than looking at moral or ethical issues. 

The Chartered Management Institute CIPD 
(2005) states following disadvantages of diversity 
management:
•	 It	may	break	the	right	to	privacy	of	employees	if	

it is not handled professionally. 
•	 The	cost	implication	is	very	high	compared	to	

the potential benefits. 
•	 It	may	lead	to	tension	on	the	part	of	the	employ-

ees due to deep seated forms of prejudices.
Even a poorly handled diversity management 

may lead to organisational conflict and ill feeling 
by a segment of the workforce.

3. The Importance of Implementing the 
Principles of Diversity Management in 
Corporate Culture

The very important question is: what is corporate 
culture? The term of corporate culture has become 
embedded in management vocabulary and 
thought. About the term of corporate culture exist 
many definitions. The central notion is that culture 
relates to core organizational values. Near book 
Flamholtz & Randle (2011) corporate culture can 
be thought of as a company’s “personality”. Every 
organization has a culture that influences how 
people behave, in a variety of areas, such as treat-
ment of customers, standards of performance, in-
novation, etc. 

Authors Flamholtz & Randle (2011) introducing 
the concept of “culture typology matrix”. Culture 
typology matrix is creating with two factors — 
strength and functionality. This tool can be used to 
identify the type of culture present in a company, 
with the “best” type of culture being strong and 
functional. A sample culture typology matrix, with 
companies of each type, is shown in Table 1.

Culture might well be the ultimate strategic as-
set and competitive weapon for most companies. 
Corporate culture is very important, that have an 
impact on organizational performance. By J. Kottler 
and J. Heskett (2008), strong cultures are often said 
to help business performance because they create 
an unusual level of motivation in employees. 
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There are several specific reasons corporate 
culture is of vital importance in an organization 
Flamholtz & Randle (2011):
•	 culture	does	influence	organizational	success;
•	 culture	is	a	strategic	asset	(a	source	of	competi-

tive advantage), and it can even be the ultimate 
source of sustainable competitive advantage;

•	 culture	 functions	 as	 “organizational	 glue”,	 es-
pecially in siloed organizations;

•	 culture	affects	financial	performance;
•	 culture	is	a	driver	or	strategic	building	block	of	

organizational success;
•	 culture	 influences	the	success	of	people	 in	or-

ganizations;
•	 culture	is	a	more	important	factor	that	“strate-

gic fit” in mergers and acquisitions.
The changes of corporate culture are imple-

menting in the context of strategic management 
rules. Here it is very important to determine the vi-
sion, mission and strategy of the organization. 
Changes in corporate culture may be twofold — it 
may be a natural change in the context of the de-
velopment and evolution of the organization and 
also “artificially” created (for example, by DECI-
SION top management of the company). These 
changes, there are two directions of view, namely: 
the macro perspective and micro perspective (Or-
likowski, 1996). Nadler et al (1995) describe these 
on-going adjustments as mere incremental varia-
tions on the same theme and lump them together 
into an epoch of convergence during which inter-
dependencies deepen. These changes can be de-
ployed in an organization such as Lewin’s (1951) 

model by introducing changes or other methods. 
Among the newer approaches to the implementa-
tion of changes in the organization include access 
by Van den Ven & Poole (1995). This authors intro-
duced four basic processes theories of change, 
which are characterized by a different even se-
quence and generative mechanism:
1. Life cycle theories have an event sequence of 

start-up, grow, harvest, terminate and start-up. 
They have a generative mechanism of an immi-
nent program or regulation.

2. Teleological theories have an event sequence of 
envision/set goals, implement goals, dissatis-
faction, search/interact, and envision/set goals. 
They have a generative mechanism of purpose-
ful enactment and social construction.

3. Dialectical theory has an event sequence of the-
sis/antithesis, conflict, synthesis, and thesis/
antithesis. It has a generative mechanism of 
pluralism, confrontation, and conflict.

4. Evolutionary theory has an event sequence of 
variation, selection, retention, and variation. It 
has a generative mechanism of competitive se-
lection and resource scarcity.
In the last two decades, several authors dealing 

with the subject introducing changes in the corpo-
rate culture. The above mentioned was one of the 
basic approaches (Lewin’s model) and then one of 
“timely” approaches. It depends on the decision of 
top management which of the many approaches to 
the implementation of a change in corporate cul-
ture chooses. It is important that a company’s 
management realized that the change in business 

Table 1 » Culture typology matrix

Functional Dysfunctional

Strong
Starbucks

GE
Southwest Airlines

Ford
GM

PowerBar

Weak Amgen
Toyota

A19
Kodak

Source: self-elaboration
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culture in the future somewhere. It must also take 
into account the changes are usually slow, but 
from the viewpoint of permanent. One of the most 
important influences on changes in corporate cul-
ture, and migration and development of the popu-
lation is published by book of Mužáková et al. 
(2013). 

How the organization culture effect the man-
agement of differences presented Hakan (2016). 
The theoretical model of the review is presented in 
Figure 3.

As Hakan (2016) states As could be seen in Fig-
ure 3, in the research model, a conceptual model 
has been formed on the organization culture varia-
ble dimensions (involvement, consistency, adapta-
tion, and mission) regarding the management  
levels, through this model, the effects of the organ-
ization culture on the management of the defences 
in organization culture. Trough this model, the ef-
fects of the organizational culture on the manage-
ment of diversity have been reviewed by the Ha-
kan. His research, however, only covered the hotel 
industry. Therefore, the results of his research can-
not be generalized for all companies, but it is pos-
sible to build on his theoretical knowledge. It can 

be stated that further research could go in this di-
rection — that is, to apply this theoretical model to 
other business sectors.

4. Discussion and Conclusion

Diversity management is included age manage-
ment one of the fastest growing disciplines in man-
agement. Its timeliness is also given the demo-
graphic changes in all countries of the world, 
which are given not only the development of world 
economy in the context of globalization. For these 
obvious trends are based on the importance and 
implementation of a change in corporate culture. 
The basic theoretical model — the Hakan model — 
can be taken as a cornerstone for research into the 
influence of organizational culture on diversity 
management. Since the results of Hakan’s research 
cannot be generalized, it is necessary to apply this 
model to every organization or branch of business.
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Figure 3 » The Theoretical Model — Hakan Model

Source: Hakan (2016)
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The Importance of Diversity Management in Changes in Corporate Culture

ABSTRACT
Diversity management is not yet in the Czech Republic as widespread as in other EU countries and the USA. 
The slowdown of its development in the last seven years also contributed to the effects of the recent financial 
crisis, which caused the bankruptcies of companies worldwide in the value for 2009 14.5 trillion USD. On 
the other hand, the modern migration crisis could have a positive effect on a faster integration of the rules 
of diversity management in corporate culture. Basis of diversity management gives companies and institu
tions a new view of the working group. It is no longer necessary diversification of working groups so popu
lar “young team”, the main emphasis is on the diversity of personalities in the group. It is this diversity has 
a big influence on the change in the corporate culture of the business.
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Corporate Culture; Diversity; Diversity Management.
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1. Introduction

The issues of integration of the CIS (Common-
wealth of Independent States) countries have been 
studied in the works of Russian scientists and sci-
entists of the CIS countries, such as Dolgov S. I., 
Ermakova V. V., Rakhmatulina G. G., Sahakyan P. 
A., Stanbekov T. O., Khamraliev F. M., Cherkasov 
N. A., and others.

The same questions are reflected in the English-
language economic literature. In particular, the 
World Customs Journal notes that the Eurasian 
Economic Union contributes to the integration pro-
cess, which is caused by the cultural and geo-
graphical proximity of these countries.

The Soviet Socialist republics of Central Asia 
were born in 1924–1925 as a result of national-ter-
ritorial division. National administrative-territorial 
units that received the status of Autonomous 
repub lics were allocated. This is how the Kyrgyz, 
Kazakh, Turkmen, Tajik and Uzbek republics were 
formed.

2. Historical aspects of the formation  
of Central Asia

As a result of the division, not only the names, but 
also the borders of administrative-territorial units 

have been changed. In fact, Central Asia is not only 
5 countries, but also includes Afghanistan, part of 
China’s territory (the so-called Xinjiang Uyghur 
Autonomous region), Mongolia, and southern 
Russia, which includes Altai, Buryatia, and Tuva. 
These are completely different regions from the 
historical point of view, but they are all united by 
the fact that the Turkic-speaking population lives 
there.

Therefore, the national territorial division of 
1924–1925 destroyed (Talskaia, 2015) a certain 
unity of the Turkic-speaking peoples who used to 
be a part of the Russian Empire. As a result, it 
turned out that the indigenous peoples of many re-
publics found themselves outside their homeland. 
Thus, more Tajiks live in Afghanistan than in Tajik-
istan, many Turkmens live in Iran and Afghani-
stan, the territory of Northern Afghanistan is in-
habited by Uzbeks, a large number of Kazakhs live 
in China, and some Kyrgyz live in the Xinjiang 
Uygur Autonomous region. 

In fact, the division was not based on the princi-
ple of uniting the indigenous people, but on the 
principle that there was a part of the Russian Empi-
re under various agreements including the treaty 
with the British Empire at the end of the XIX cen-
tury.

This circumstance gave rise to a number of in-
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ter-ethnic conflicts in the era of (soviet) perestroi-
ka, many of which have not been resolved until now.

But at the same time, it’s worth noting that the 
disengagement and the concomitant indigeniza-
tion of the population had a positive side. Thus, 
Central Asians were given the opportunity to move 
up to senior positions, national languages were ac-
tively developed and introduced into education, 
science and office management, and the media be-
gan to print in local languages.

2. The state of Central Asian region  
after 1991

Central Asian countries (Oltcott, 1995) found 
themselves in a particularly difficult situation after 
the collapse of the Soviet Union in 1991. Within the 
framework of the Union division of labour of the 
Soviet Union, there was a very high level of eco-
nomic interdependence of the Union republics. 
None of the Union republics had a full production 
cycle, each Republic received components from 
other republics, and the collapse of this system of 
ties created a serious problem for the newly inde-
pendent States of Central Asia. It was more diffi-
cult to overcome the consequences of the collapse 
of the centralized system for the countries of Cen-
tral Asia due to the low level of economic develop-
ment (Dolgov, 2013) than for the republics of the 
European part of the post-Soviet space. In addi-
tion, the countries of Central Asia were isolated 
from world markets due to their special territorial 
location far from the world ocean. Therefore, the 
Central Asian countries had to cooperate with each 
other to overcome the crisis, especially in the water 
and energy sector.

In the last quarter of the twentieth century 
(Suyumbaev and Mamytova, 1998), the essence of 
water relations has changed significantly, the main 
content is the question of ownership of water. The 
sources of rivers are located in the mountains, and 
people living in mountainous areas are in more dif-
ficult conditions and have fewer opportunities for 
economic development.

It is clear that this kind of injustice has devel-
oped historically and can only be overcome by the 
right to own the land on which this people live, 
and all that this land generates, including natural 
systems of water formation: glaciers and river 
flows. As a rule, mountain countries are not among 
the rich countries, and water is, in fact, a natural 
historical source and a chance for economic devel-
opment. And the world should recognize and sup-
port this. Unfortunately, this recognition comes 
very slowly, because it harms the interests of water 
— user countries. There is a duty to pay for water 
that has been given for free for centuries.

In Central Asia, the main source of food for all 
existing rivers in the region is water of mountain 
snow and glacial origin (Esengul, 2015). River run-
off is formed mainly in the mountains of Kyr-
gyzstan and Tajikistan, and these resources are 
used for irrigation in all countries of the region. 
This requires joint constructive actions in the man-
agement of water resources.

The collapse of the Soviet Union led to the for-
mation of separate independent countries in Cen-
tral Asia and revealed the weaknesses of the new 
independent States.

In the context of the transition of Central Asian 
countries to a market economy, two trends were 
identified: disintegration and integration.

The advantages of the Central Asian countries 
can be as following:
•	 advantageous	geopolitical	position;
•	 sufficiently	qualified	workforce;
•	 low	labour	cost;
•	 availability	of	energy,	mineral	and	agricultural	

raw materials in the region;
•	 possibility	of	joint	use	of	water	and	natural	re-

sources. 
The following challenges for the Central Asian 

countries can be:
•	 The	existence	of	enclaves	in	each	of	the	States	

belonging to another state, the absence of  
clear interstate borders, demarcated on the 
ground.

•	 Differences	 in	 foreign	 policy,	 participation	 in	
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various international and regional organiza-
tions and integration associations.

3. Objective prerequisites for regional 
cooperation

In connection with the gaining of state independ-
ence, Central Asian countries had to look for new 
strategic approaches to regional integration.

The question is what leads the country to re-
gional cooperation. As reported by Esengul et al 
(2015) the following external factors push the 
countries toward regional cooperation:
•	 common	 traditional	 and	 non-traditional	 chal-

lenges and threats to the regions countries sus-
tainable development;

•	 similar	 systems	 of	 education,	 culture	 (Turkic,	
Islamic, etc.) and administration;

•	 common	 interest	 in	 using	 the	 hydropower	 in-
frastructure;

•	 migrations	inside	the	region	and	the	gradually	
worsening demographic situation, especially 
acute in the Ferghana Valley.
In April 1994 (Stanbekov, 2008), Kazakhstan, 

Kyrgyzstan, and Uzbekistan signed an Agreement 
on the creation of a Single economic space, later 
joined by Tajikistan.

In April 1996 (Stanbekov, 2008), an Agreement 
was signed on the use of fuel, energy and water re-
sources, construction and operation of gas pipe-
lines in the Central Asian region.

However, all these agreements did not achieve 
the goals proclaimed by the documents, the level 
of decision-making remained low, and the docu-
ments themselves were of a recommendatory na-
ture.

Today the Central Asian region is in the process 
of turning to the real problems of the region 
(Cherkasov, 2002): the fight against terrorism and 
extremism, the threat to security, and the joint use 
of vital natural and man-made resources.

Thus, we can say that the integration processes 
in the Central Asian countries have shifted to more 
important issues that affect the peace and security 

of the region and its integration into the world 
community.

Among the most promising regional entities is 
the Shanghai cooperation organization (SCO). For 
Central Asian States, participation in the SCO is in 
the national interest.

First of all, it is important for the national secu-
rity of the countries of the region to resolve issues 
about state borders.

The issues of combating religious extremism 
and terrorism in the sphere of cooperation within 
the community are very important for the coun-
tries of Central Asia. Instability in neighbouring 
Afghanistan and the rise of extremist Islamic or-
ganizations pose a serious threat to regional stabil-
ity.

The participation of Central Asian States in the 
SCO gives them the opportunity to use the Com-
munity as a political tool for creating a balance be-
tween Russia and China.

Cooperation in the development of transport 
communications is also very important for the 
Central Asian States. The creation of rail, road, riv-
er, and air links connecting ASEAN with Europe 
via Central Asia will contribute to the growth of 
trade and sustainable economic development of 
the Central Asian States.

The Eurasian Economic Community was creat-
ed to effectively promote the formation of the Cus-
toms Union and the Common Economic space 
(Saakyan, 2013). Five countries – Belarus, Kazakh-
stan, Kyrgyzstan, Russia and Tajikistan - have be-
come members of the Eurasian economic commu-
nity. The Treaty establishing the EurAsEC was 
signed in October 2000 in Astana and entered into 
force on May 30, 2001.

In view of the fact that all the tasks set for the 
EurAsEC were successfully completed, a decision 
was made to abolish it in October 2014, the final 
meeting of the interstate Council of the Eurasian 
economic community was held in Minsk, the 
heads of the EurAsEC member States summed up 
the results and signed a document on the termina-
tion of the EurAsEC’s activities.
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With the aim of strengthening economies, mod-
ernization and competitiveness of the participat-
ing countries on the world market in May 2014 was 
established the Eurasian Economic Union (EAEU); 
the Treaty establishing the Union was signed by 
Russia, Kazakhstan and Belarus (Khamraliev, 2012). 
In 2015, Armenia and Kyrgyzstan also joined the 
Union. The other Central Asian countries are not 
yet members of the Union. Uzbekistan has an-
nounced its intention to join as an observer coun-
try, but not as a member of the Union.

4. Cooperation of five Central Asian 
countries with external players

The C5 + 1 (Rakhmatulina, 2004) format is a mul-
tilateral forum aimed at expanding intraregional 
cooperation in Central Asian countries with vari-
ous countries, this platform is primary regional 
diplomatic. The C5+1 meeting discuss issues relat-
ed to the economic growth of the region’s coun-
tries, environmental protection, and regional secu-
rity and stability.

Possible regional cooperation of Central Asian 
countries with external partners are formats: of the 
EU + 5, the US + 5, Japan + 5, South Korea + 5, and 
Russia + 5.

4.1 C5 + EU format

Relations of the European Union with Central 
Asian countries (Saakyan, 2013) have been active-
ly developed in connection with the adoption of 
the “New Partnership Strategy” in June 2007. The 
strategy is supported by a significant increase in fi-
nancial and expert assistance from the European 
Union. A new European Union and Central Asia 
strategy was adopted in June 2019, which sets out 
a new view at strengthening partnerships with five 
Central Asian countries: Kazakhstan, Kyrgyzstan, 
Tajikistan, Turkmenistan and Uzbekistan. EU 
agreements with Central Asian countries illustrate 
Table 1. An annual dialogue in the format of the 
European Union-Central Asia has been established 
at the level of foreign ministers. 15 meetings of for-
eign ministers EU-CA have taken place to date.

The new EU Central Asia Strategy (European 
Parliament, 2020) was endorsed by the Council in 
June 2019. It should be added that the earlier ver-
sion of the strategy from 2007 has been updated to 
focus on resilience (covering areas such as human 
rights, border security, environment), prosperity 
(with a strong accent on connectivity), as well as 
regional cooperation. EU and Central Asia eco-
nomic ties illustrate Figure 1 and EU development 

Table 1 » EU agreements with Central Asian countries

Country PCA EPCA Current status

Kazakhstan In force since 1999 Signed in 2015, not ratified
PCA; pending ratification, 
some provisions of EPCA 
provisionally applied

Kyrgystan In force since 1999 Negotiations launched December 
2017 PCA

Tajikistan In force since 2010 Tajik request for negotiation in 
November 2018, not yet lauched PCA

Turkmenistan Signed in 1998 but not 
ratified

Interim trade agreement 
pending ratification of PCA

Uzbekistan In force since 1999 Negotiations launched December 
2018 PCA

Source: (Russell, 2019)
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Figure 1 » EU-Central Asia economic ties

Source: (Russell, 2019)
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The EU is Kazakhstan’s (and Central Asia’s) main trading partner and investor; on the other hand, Central Asia accounts for 
only a minute share of EU foreing trade and investment, aspecially if Kazakhstan is excluded. In real terms, EU trade with 
Central Asia is stagnatitng.

Sources of foreign direct investment in Kazakhstan (as of October 2018)

Figure 1 » EU-Central Asia economic ties

Source: (Russell, 2019)
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aid in Central Asia see in the Figure 2. It also puts 
especially a greater emphasis on Central Asia-Af-
ghanistan relations.

It should be added that the Central Asian States 
receive EU funding (European Parliament, 2020) 
under the Development Cooperation Instrument 
(DCI) for an amount of EUR 1 028 million for the 
period 2014–2020 (an increase over EUR 750 mil-
lion for the period 2007–2013), this budget in-
cludes both programs bilateral assistance as well 
as regional programs (EUR 360 million).

4.2 C5 + USA format

The USA relations with Central Asian countries 
(RFERL.ORG, 2020); the forum started on Novem-
ber 1, 2015 during a meeting of Central Asian and 
the USA foreign ministers in order to expand coop-
eration between Central Asia and the United States 
of America. Following its official start, the platform 
has become institutionalized, meetings at various 
levels have become regular, and sectorial working 
groups have been created in certain areas of re-
gional cooperation. 

Further cooperation between C5 + 1 and the US 
was discussed in 2018 (RFERL.ORG, 2020), when 
during June 2018 U.S. officials travelled to Kazakh-
stan and Uzbekistan. The meetings took place un-
der the so-called C5+1 format which besides the 
United States groups Kazakhstan, Kyrgyzstan, Ta-
jikistan, Turkmenistan, and Uzbekistan. Discus-
sions were held at C5 + 1 level on cooperation in 
economic integration, environmental protection, 
and security. 

4.3 C5 + Japan format

In 2004, Japan created a new format of cooperation 
with Central Asian countries (Talskaia, 2015). The 
Central Asia + Japan Dialogue is aimed at provid-
ing joint solutions to regional problems and devel-
oping cooperation in Central Asia. One of the main 
objectives of cooperation with Japan in the frame-
work of the Central Asia + Japan Dialogue is to 

strengthen the connection between regions and 
economic zones and improve the living conditions 
of the whole region through the “regional market” 
of all Central Asia.

4.4 C5 + Korea format

In 2007, the Government of Korea initiated a re-
gional cooperation mechanism called the Central 
Asia-Korea Cooperation Forum (MOFA.GO.KR, 
2020). This forum is held on an annual basis at the 
level of deputy foreign ministers of Central Asia 
and Korea. The organizer, coordinator and the trig-
ger of the forum is the Korean Foreign Ministry. 
The main philosophy of the Forum is the develop-
ment of trade, economic, cultural and humanitari-
an spheres of cooperation between Korea and the 
countries of Central Asia.

12 meetings of the Forum were held over the  
12 years of the existence of the platform, 10 meet-
ings at the level of Deputy foreign ministers and  
2 meetings - at the level of the head of Foreign Min-
isters of the participating countries. The forum 
was institutionalized at the tenth meeting in No-
vember 2016 in Seoul, the Forum secretariat was 
established; the Forum secretariat’s activities are 
financed from the Korean budget, and the Secre-
tariat Council was established as the highest gov-
erning body, which meets once a year.

The most important event at the 11th meeting 
of the Forum within the framework of the secretar-
iat is the presentation of energy projects, the in-
vestment potential of Central Asia for a South Ko-
rean audience. A competition of business projects 
was held as well as at this meeting that had been 
presented by youth start-ups.

The Secretariat identified 6 areas as priority ar-
eas for medium-term and long-term cooperation 
that are bench marked in the Secretariat’s work 
plans for 2020:
•	 transport	and	logistics:	the	creation	of	integrat-

ed logistics in central asia and the development 
of transportation;

•	 energy:	improving	energy	efficiency	and	coop-
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Figure 2 » EU development aid in Central Asia 

Source: (Russell, 2019)
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eration in the field of renewable energy sourc-
es;

•	 modernization	and	diversification	of	 industry,	
cooperation in the field of new technologies;

•	 climate	 change	 and	 the	 environment:	 expan-
sion cooperation in the field forestry and green 
projects;

•	 health	and	medical	services:	training	of	medical	
personnel and activation of medical exchanges;

•	 education,	 culture	 and	 tourism:	 expansion	 of	
sports, cultural and tourism exchanges.

4.5 C5 + Russia format

In April 2019, Russia initiated the holding a meet-
ing of the Heads of Foreign Ministries of Central 
Asia and Russia, the first meeting was held in Mos-
cow. During the meeting, the parties agreed to 
hold regular meetings in the format of Central 
Asia – Russia. The second meeting in the format 
was held in October 2019 in Ashgabat.

During these meetings, the parties confirmed 
the importance and usefulness of the format of en-
gagement in the development of regional coopera-
tion, taking into account the current dynamics of 
the political dialogue of the states of Central Asia 
and Russia.

Figure 2 » EU development aid in Central Asia 

Source: (Russell, 2019)

The EU is one of the biggest donors to Central Asia. Although it only receives a small share of EU development aid, Central 
Asia is well-funded relative to the size of its population. Sustainable development, education and rural development are the 
main priorities of EU development aid in the region.
Sources: OECD DAC, European Commission (EDF, ENI, DCI programming documents); World Bank.
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Whether it would be possible to count on the 
creation of an extended security community en-
compassing Russia and the Central Asian states be-
yond the Commonwealth of Independent States 
published the main results of his Freire research 
(2009). It should be added that Russia plays a pos-
itive sum game in this area.

5. Prospects for Regional Cooperation 
in Central Asia

The further development of Central Asian com- 
munity is characterized by the expansion of in- 
terstate ties, as well as growing dependence on the 
actions of foreign economic factors (Saakyan, 
2013). Meanwhile, the processes of various areas 
of society are increasingly interacting with each 
other.

The formation of an integration core in the form 
of an interstate economic community took placed 
in the field of economics (Saakyan, 2013), which 
includes Kazakhstan, Kyrgyzstan, Tajikistan and 
Uzbekistan. Between all the countries of Central 
Asia there are bilateral economic agreements.

The strengthening of state sovereignty has been 
achieved in the field of politics, the countries of 
Central Asia have been universally recognized in 
the world (Khamraliev, 2012), and mechanisms 
have been developed for joint actions to the cen-
tres of destabilization on the borders with Afghan-
istan. There is mutual understanding between the 
countries of the region to develop their own geo-
politics.

The traditional ideas of the eastern peoples 
about the importance of providing citizens with 
the required level of social assistance from the 
state are being revived in the social sphere.

Thus, the results of the reforms (Rakhmatulina, 
2004) in the countries of Central Asia demonstrate 
the need of deep integration of the entire region fo-
cused on solving both regional problems and glob-
al economic interests. 

The most perspective and actual sector of the 
development of cooperation in the Central Asian 

region is transport integration. Two issues can be 
highlighted in this field: the first is the acceleration 
of transport integration of the Central Asian states, 
and the second is the establishment of transport 
partnerships with major centres of the Eurasian 
continent, which are both shippers and consign-
ees.

In the framework of the first direction, it is nec-
essary to shape both the economic and political in-
tegration of Central Asian countries, the further 
development of trade relations, and the creation of 
conditions for mutual investment. It is the devel-
oped economic ties that will contribute to real co-
operation in the transport sector.

The second important direction in realizing the 
transport potential of Central Asia is the need to es-
tablish partnerships with leading economic cen-
tres. This is primarily the European Union and the 
countries of South-Eastern Asia, the Far and Mid-
dle East. Due to the risks and high prices of trans-
portation, most of the transportation is carried out 
by means of sea transportation.

Taking into account the prediction of increasing 
process in cargo flows and the interests of many 
countries with economic growth potential, it is im-
portant to consider the prospects of intercontinen-
tal alternative to the southern sea route through 
Central Asia, as well as actively saturate transport 
communications with cargo flows on the territory 
of Central Asia itself.

To get the success of the regional integration of 
Central Asian countries, it is necessary to conduct 
a coordinated policy in the following areas (Saaky-
an, 2013):
1. Creation of a single energy market and a net-

work of transport corridors in Central Asia.
2. Promoting the economic growth of the coun-

tries of the region through programs of “pulling 
up” less developed participants to an average 
level.

3. Unification of the current legislation in the 
monetary and financial sphere.

4. Widespread implementation of programs of sci-
entific, technical and cultural cooperation.
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Integration Processes in Central Asia: State, Risks and Development Prospects

ABSTRACT 
The article analyses the state of cooperation between the 5 countries of Central Asia, separately presents the 
economic, environmental and political features of the integration of the region. The objective prerequisites 

5. Creation of powerful bodies to counter non-tra-
ditional security threats, in particular, to com-
bat money laundering, organized crime and ter-
rorism.

Despite all the challenges for the countries of 
Central Asia, only coordinated actions in solving 
problems can ensure the success of integration 
processes in Central Asia.
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for deepening regional cooperation are presented, despite the existing contradictions in crossborder issues, 
in the problems of using water resources, etc. The possibilities of cooperation of Five Central Asian countries 
with external players according to the formula EU + 5, USA + 5, Japan + 5, South Korea +5, Russia + 5. The 
article also presents possible niches for further regional cooperation.
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Integration Processes; Central Asia; the CIS, Regional Cooperation, Infrastructure.
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1. Social Security

In every century, social protection responded to 
other needs brought about by technological and 
economic development. A certain degree of soli-
darity is a prerequisite for a well-functioning socie-
ty. Nowadays, solidarity has the character of civic 
reciprocity, which ensures the guarantee of civil 
rights and compulsory support (Tomeš, Šámalová, 
a kol., 2017). 

Of many social events such as old age has be-
come a social event that has become socially cov-
ered. A social event is associated with a social risk 
that is socially recognized as serious because it 
economically and socially threatens the existence 
of a person and its solution requires social protec-
tion, because the disabled person or his family are 
unable to avert the consequences of the risk them-
selves. (Pastoráková, Brokešová, Ondruška, 2017). 

The scope of public and private insurance var-
ies from country to country depending on many 
factors (tradition, government social policy and 
tax policy). The economic, political and historical 
context influences the differentiation of the social 
and pension systems between countries.

The goals of social policy depend on the ruling 
political power and the historical development of 
the social system in a particular country. In the so-

cial system we can include taxes, social insurance, 
health care, labor law legislation, but also state ed-
ucation and housing. Define a social or social secu-
rity system by a group of social events or risks. 
These risks or events include, in particular, illness, 
old age, childhood, unemployment, loss of bread-
winner, disability, maternity and poverty. Social 
security is then “a set of policy instruments that 
are set up to offset the financial consequences of 
these situations or events” Berghman, 1991. 

2. Materials and Methods

The paper is based on the study of comparison of 
social security on the Czech and Slovak insurance 
market.

Secondary data from the Slovak Association of 
Pension Companies, the Social Insurance Agency, 
the Czech National Bank, the Czech Statistical Of-
fice and the Statistical Office of the Slovak Repub-
lic were used for the analysis. This research is part-
ly consistent with the results of the survey Izáková 
(2010). In the research were used mainly following 
scientific methods: reasoning, methods of graphi-
cal and tabular representations of data, compara-
tive analysis and synthesis of partial knowledge.

  Social Security System in Czech and
  Slovak Republic: Facts, Perspectives 
  and Explaining the Differences
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3. Expenditure on Social Protection 
in CR and SR

All European countries use common basic meth-
ods of social security, but in different ways. The 
position of the state in the social security system 
also varies. E.g. The Czech Republic and the Slo-
vak Republic followed the trends of neighboring 
countries (mainly Germany and Austria-Hungary), 
after the war the regime of socialist states and at 
present the European Union. To make the data of 
EU countries comparable, one of the basic tools of 
statistical monitoring of social protection of EU 
states is the European system of integrated social 
protection statistics (ESSPROS methodology).

The share of social protection expenditure in 
the country’s total GDP varies considerably from 
one EU country to another. Between 15 and 20% of 
GDP were expenditures on social protection in Slo-

vakia (Figure 1), the Czech Republic, Hungary, 
Bulgaria, Ireland, the Baltic countries, Cyprus and 
Malta. They spent less than 15% of GDP in Turkey, 
Romania and Macedonia. Finland, Denmark and 
France have the highest social protection spending 
of more than 30% of GDP.

The common historical background of the 
Czech Republic and the Slovak Republic, which to-
gether formed one state until 1993, also influenced 
the genesis of incomes and expenditures for social 
protection in 1997–2017, which is very similar (Fig-
ure 1, Figure 2). Specifically, in terms of social pro-
tection expenditures, the largest amounts paid for 
old-age in the last years under review are 44% in 
the CR and 38% in the SR; sickness / health care 
CR 33%, in SR 30% of total expenditures; family / 
children in the CR 9% in the SR 8.8% and on disa-
bility 6% in the CR and 8.5% in the SR (Figure 3, 4).

The World Bank is also responding to the prob-

Figure 1 » Income and Expenditure in the Slovak Republic for Social Protection, 1997–2017 

Source: Ststistics.sk (according to methodology ESSPROS)
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Figure 2 » Share of Social Protection Expenditures to GDP in the Czech Republic, in the Slovak Republic 

and the EU–28, 2006–2017 

Figure 3 » Structure of Expenditure on Social Benefits in the Slovak Republic by Purpose, 1997–2017

Source: own elaboration from (Eurostat, 2019)

Source: Ststistics.sk (podľa metodiky ESSPROS)
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Figure 4 » Structure of Social Protection Expenditures by Social Protection Functions in the Czech Re-

public, 2003–2017

Figure 5 » Age Structure of Population in the Czech Republic

Source: own elaboration from (MPSV, 2019)

Source: Czech Statistical Office and Charles University
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lems of financing social security caused by demo-
graphic changes, with a proposal for a new reform 
concept in which it recommends the introduction 
of the so-called “reform”. a three-pillar structure 
(Averting Old Age Crisiss). For the first time, the 
concept is applied in Sweden, Poland and Hunga-
ry. Significant reforms are under way in almost all 
countries, with the gradual increase in the depend-
ence of benefits on income and projected increas-
ing life expectancy up to the level of pension bene-
fits, which was also addressed in the Europe 2020 
Strategy (White Paper on Pensions containing a 
strategy to to reliably guarantee adequate and sus-
tainable pensions by: encouraging people to stay 
more active for longer and to save more on retire-
ment; improving the safety and cost of such sav-
ings systems) (EK, 2012). 

In the context of the demographic development 
in the Czech Republic and Slovakia as well as in 
the whole of Europe, there is a change in the pop-
ulation structure, where the share of persons aged 
65 and over is increasing and the share of the child 
component (0–14 years) decreases. Due to factors 
affecting the entire pension system, retirement age 
also increases. In the Czech Republic it was 
ceilinged for 65 years in 2018 and in the SR in 2019 
for 64 years (viz Figure 5).

4. Czech Republic

In the Czech Republic, social security is divided 
into the social insurance, social support and social 

assistance subsystems. Some authors add to them 
as savings, corporate measures, private insurance, 
etc. Social insurance is divided into pension insur-
ance, sickness insurance and public health insur-
ance. Accident insurance is included in labor law 
as an objective liability of the employer for damage 
to health during work (the Act No. 266/2006 Coll. 
On Accident Insurance of Employees was deferred 
several times, last to 2015 year). Similarly, unem-
ployment insurance is not dealt with by classical 
social insurance but on the basis of the Employ-
ment Act (Act No. 435/2004 Coll., as amended).

The Act on Social Security Insurance (Act No. 
589/1992 Coll., On Insurance and Social Insurance 
and Contribution to the State Employment Policy, 
as amended) regulates the insurance for pension 
insurance, sickness insurance and the contribu-
tion to the state employment policy. The Act stipu-
lates the group of subjects, the method of deter-
mining the amount of premiums, payment of 
premiums and obligations of premium payers. The 
top social security body is the Ministry of Labor 
and Social Affairs of the Czech Republic, which 
manages the Czech Social Security Administration 
and the Labor Office of the Czech Republic.

In accordance with Table 1, premium rates from 
the assessment base are for employers and em-
ployees, and for self-employed persons (self-em-
ployed persons), the total is 28.9%, of which 28% 
for pension insurance and 2.1% for state employ-
ment policy. Act no. 592/1992 Coll., On Public 
Health Insurance Premiums, with effect from 1 Ja-

Table 1 » Social Insurance Premium Rates in the Czech Republic v % 

 Employer Employee

Sickness insurance 2.1 −

Pension insurance 21.5 6.5

Contribution to the State Employment Policy 1.2 −

Health insurance 9 4.5

Total 33.8 11

Source: Czech Social Security Administration
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nuary 2020, sets the assessment base for the pay-
ment of premiums in the amount of CZK 34,835 
(the minimum monthly advance of this amount is 
CZK 2,352).

The pension system in the Czech Republic was 
three pillars. The first pillar — the basic state and 
compulsory pension insurance system (Act No. 
155/1995 on Pension Insurance, as amended) pro-
vides for persons in case of old age, disability and 
loss of breadwinner. It is a pay-as-you-go system 
with a pay-as-you-go scheme. The second pillar 
(pension savings) was created on 1 January 2013, 
in which participants were allowed to transfer 
three percentage points of their pension insurance 
from the first pillar each month, provided that they 
added an additional two percent of their gross 
wage. As of 1 January 2016, savings in this pillar 
have been canceled.

By abolishing the pension savings system (the 
so-called II. Pension pillar), supplementary pen-
sion savings pursuant to Act No. 427/2011 Coll., 
On supplementary pension savings, as amended, 
becomes essentially the only system of individual 
old-age savings (supplementary pension insurance 
system under Act No. 42/1994 Coll., on supple-
mentary pension insurance with state contribution 
and on amendments to some related laws with its 
introduction, as amended, is closed to new en-

trants). For this reason, measures to make the ex-
isting pension system more attractive, both from 
the point of view of offering supplementary pen-
sion savings by pension management companies 
and from the point of view of the participant and 
the interested party, were adopted along with the 
Act on the termination of pension savings.

The state-funded pension scheme was estab-
lished in 1994 as a state-regulated savings product 
of long-term and safe storage and valorisation of 
retirement funds. Since 2013, it is no longer possi-
ble to conclude a new pension insurance contract 
(which was with a legal guarantee) for a client who 
cannot end in a minus (without taking into ac-
count inflation). In these funds, which are now 
called transformed, have been completely replaced 
by supplementary pension savings.

The third pillar — Supplementary Pension Sav-
ings (DDS) is intended for all citizens, regardless of 
age, so parents can also set up it for their minors. 
Benefits of saving in DDS: state contribution up to 
SKK 2,760 per year; tax relief — tax deduction up to 
CZK 24,000 / year, income tax savings of up to CZK 
3,600 / year; employer contributions; the possibil-
ity to draw pre-retirement already 5 years before 
reaching the state-determined retirement age; in 
the event of the participant’s death, the money is 
received by the designated person or heir; the pos-

Table 2 » State Contribution to DDS in the Czech Republic

Participant’s contribution (CZK) State contribution (CZK)

300 90

400 110

500 130

600 150

700 170

800 190

900 210

1000 and more 230

Source: Association of Pension Companies of the Czech Republic
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sibility of a one-off withdrawal of savings or pen-
sion payments; the choice of different investment 
strategies

The participant is entitled to a state contribu-
tion at least CZK 300 per month (from 2013), see in 
Table 2. The minimum amount of the participant’s 
contribution is CZK 100 per month (until 2012 the 
state contributed CZK 50). The amount of the state 
contribution depends on the amount of the month-
ly contribution of the participant — the maximum 
amount of the state contribution is reached by the 
participant in saving of CZK 1,000 per month and 
more. The employer may also contribute to the 
participant; the employer’s contributions are tax-
deductible.

The participant may use a part of the contribu-
tions exceeding 12,000 CZK each year as a deduc-
tion from the tax base. Up to 24,000 CZK can be de-
ducted from the tax base annually (it is assessed 
for individual months). Employers‘ contributions 
of any amount are tax deductible costs for the em-
ployer. Employer contributions of up to 50,000 
CZK are exempt from health and social insurance. 
Table 3 introduce the Social insurance premium 
rates in the Czech Republic.

Pension companies in the Czech Republic that 
provide supplementary pension savings are:
•	 ING	Penzijní	společnost,
•	 Conseq	penzijní	společnost,
•	 AXA	penzijní	společnost,
•	 ČSOB	Penzijní	společnost,
•	 Penzijní	společnost	České	pojišťovny,

•	 Penzijní	společnost	České	spořitelny,
•	 KB	Penzijní	společnost.

As of 30 September 2019, with the employer’s 
contribution, there are 258,839 participants in par-
ticipation funds, representing 23.5% of the total 
number of participants in supplementary pension 
savings. The average monthly employer contribu-
tion in Q3 2019 was CZK 897.

As of September 30, 2019 in supplementary 
pension savings for participants under 18 years of 
age, the total number of contracts reached 55,815, 
with an average monthly contribution of CZK 474.

As of September 30, 2019, the volume of partic-
ipants‘ managed contributions in participant funds 
reached CZK 55,408 billion. CZK and in trans-
formed funds CZK 420,958 bln. CZK, ie. Total III. 
pillars 476.4 bil. Ft.

At the end of the third quarter of 2019, a total of 
806,106 participants received in the transformed 
funds, representing 24% of the total number of 
participants in supplementary pension insurance. 
The average monthly contribution of the employer 
was CZK 824.

5. Slovak Republic

One of the basic pillars of the social security sys-
tem in the Slovak Republic is social insurance (em-
ployer and employee contributions see in Table 4), 
in addition to state social support and social assis-
tance. Social insurance serves to protect the popu-
lation in various situations (such as motherhood or 

Table 3 » Social Insurance Premium Rates in the Czech Republic in % 

Participant’s contribution 
(CZK monthly)

State contribution 
(monthly CZK)

Tax Savings 
(CZK annually)

Total 
(CZK annually)

300 90 0 1 080

1 000 230 0 2 760

1 500 230 900 3 660

2 000 230 1 800 4 560

3 000 and more 230 3 600 6 360

Source: Association of Pension Companies of the Czech Republic
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incapacity for work). The obligation to contribute 
to social insurance arises from Act No. 461/2003 
Coll. on social insurance. The philosophy of the le-
gal regulation of the social insurance system is 
based on a combination of the principle of merit, 
the principle of individual responsibility and the 
principle of personal participation of the insured in 
the creation of resources and an adequate level of 
solidarity.

The social insurance system consists of five 
separate schemes operated by the Social Insurance 
Agency: — sickness insurance, pension insurance, 
accident insurance, guarantee insurance and un-
employment insurance. The contributions to the 
schemes plus health insurance are determined by 
the following laws for the employee and the em-
ployer:

Act no. 461/2003 Coll. on Social Insurance, as 
amended (hereinafter referred to as the “Social In-
surance Act”): regulates the levies to the Social In-
surance Agency, and Act no. 580/2004 Coll. on 
Health Insurance as amended (hereinafter referred 
to as the “Health Insurance Act”): regulates the lev-
ies to the relevant health insurance company.

The pension reform has transformed the pay-
as-you-go (PAYG) pay-as-you-go system into a pen-

sion funded capitalization pillar system (DSS). 
This means that the amount of the pension benefit 
will depend on the contributions paid until II. pil-
lars and their appreciation.

The pension system after the reform represents 
a system of three pillars according to Act no. 
43/2004 Coll. on old-age pension savings and on 
amendments and supplements to certain acts, as 
amended.

I. pillar — compulsory pension insurance — is a 
continuously funded and defined benefit system. 
Its essence is a close link to the economic activity 
of citizens and their income.

II. pillar — old-age pension saving — is defined 
contribution insurance funded through capitaliza-
tion managed by pension management companies

III. pillar — voluntary supplementary pension 
savings — is a defined contribution insurance fund-
ed through capitalization managed by supplemen-
tary pension companies (DDS).

In Slovakia, all working citizens and their em-
ployers, who regularly pay contributions to the So-
cial Insurance Agency, depending on the employ-
ee’s wage, up to the maximum assessment base of 
the insured person, are compulsorily involved in I. 
pillar. A citizen who is only involved in the pay-as-

Table 4 » Employee and Employer Contributions to social and Health Insurance in the Slovak Republic

 
 

Employer Employee

v %

Sickness insurance 1.4 1.4

Old-age insurance 10 4

Invalidné poistenie 3 3

Unemployment insurance 1 1

Guarantee poitsenie 0.25 −

Accident insurance 0,8 −

Reserve fund 4.75 −

Health insurance 10 4

Together 35.2 13.4

Source: Social Insurance Agency
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you-go system will receive a pension exclusively 
from the Social Insurance Agency by working 
when he / she is receiving a pension benefit. The 
amount of the first pillar pension will depend on 
the number of years of retirement, the amount of 
income during the pension insurance period and 
the amount of the current pension index deter-
mined by the Ministry of Labor, Social Affairs and 
Family each year.

The second pillar of old-age pension savings is 
provided by five management companies Allianz, 
AXA, DS Poštová banka, NN and VÚB Generali in 
the Slovak Republic on 1.1.2020, which manage 
over EUR 9 billion to more than 1.5 million savers. 
Figure 6 shows the current savings saver distribu-
tion, where up to 64% of savers are in conservative 
funds.

Supplementary pension savings under Act no. 
650/2004 Coll. on Supplementary Pension Savings 
and on Amendments to Certain Acts, as amended, 
is a voluntary form of long-term savings with the 
possibility of employer contribution. For the em-
ployer, contributions to supplementary pension 
savings are a deductible item from the tax base up 
to 6% of the employee’s gross salary. The third pil-
lar of the pension system in Slovakia is provided by 

4 supplementary pension companies AXA, MM Ta-
try — Sympathy, Stabilita, and DDS Tatrabanka, 
which as of 1.1.2020 manage assets amounting to 
EUR 2 288.91 million. EUR with the number of par-
ticipants 833 596 and the number of beneficiaries 
26 336 records the supplementary pension funds 
in the amount of 84,30 mil. EUR.

6. Old-age Pension in the Czech Republic 
and in the Slovak Republic

In Table 5 we compared the ratio of old-age pen-
sions, only from the first pillar of the compulsory, 
to the average wage in the Czech Republic and in 
the Slovak Republic. Comparing the ratio of the av-
erage amount of old-age pension to the average 
wage appears to be a healthier Czech pension sys-
tem with a higher percentage. Of course, it is just a 
simplified view that the ceteris paribus does not 
take into account another factory.

7. Discussion and Conclusion

In the context of common historical events, we can 
observe the context of social security in individual 
countries. We found differences between the coun-

Figure 2 » Number of Savers in DSS Funds in the Slovak Republic as of 1.1.2020

Source: own elaboration from Association of Pension Management Companies

64%
1%

1%5%
6%

13%

10%

   Conservative    Balanced    Growth    Index    Bond + stock    Bond + index    Bond + mixed

{8
/2

2}

�



 82 Proceedings of the 13th International Scientific Conference

tries under review in payments to the social insur-
ance company, namely in the case of accident  
insurance and unemployment insurance contribu-
tions, which are absent in the Czech Republic 
alongside the Slovak Republic. In the Czech Re-
public, accident insurance is included in labor law 
and unemployment insurance is replaced on the 
basis of the Employment Act. The three-pillar pen-
sion system recommended by the World Bank in 
the Czech Republic and Slovakia was accepted, but 
the experience in the Czech Republic II. pillar as of 
1.1.2016 ended and replaced in III. pillars of a new 
form of attractiveness. Contributions of employers 
and employees in the Czech Republic to pension 
insurance are 28% and in the Slovak Republic 18% 
to which, in fact, we must add contributions to the 
Reserve Fund of 4.75%, which have long been sub-
sidizing the Slovak pension system. Not only the 
demographic development but also the constant 

legislative adjustments that are in the power of the 
ruling political parties make the pension system 
unstable and the citizens of the countries become 
apathetic, not taking advantage of the effective op-
portunities associated with pension savings. The 
majority of Slovaks in II. the pillars save in con-
servative funds, where the appreciation in the long 
term is several times lower than in other forms of 
savings offered. Czechs do not make full use of 
state contributions in III. pillar. Financial literacy 
in the countries under review has reserves in com-
parison with developed EU countries.
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Table 5 » Average Old-age Pension to the Average Wage in the Czech Republic and Slovakia

 Year

priemerná výška 
starobného dôchodku 

sólo k 31.12

priemerná 
mesačná mzda

v hospodárstve brutto

podiel priemernej výšky 
starobného dôchodku 
k priemernej mzde v % 

in the 
Czech Republic 

in CZK

in the 
Slovak Republic 

in EUR

in the 
Czech Republic 

in CZK

in the 
Slovak Republic 

in EUR

Slovak 
Republic

Czech 
Republic 

2013 10 962 391 25 903 824 55 47

2014 11 065 400 26 357 858 55 47

2015 11 331 411 27 156 883 55 47

2016 11 439 417 28 250 912 53 46

2017 11 826 428 30 156 954 52 45

2018 12 391 444 32 590 1 013 51 44

Source: own elaboration from MPSV
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Introduction

Is the combination of institutionalism, interde-
pendence, common identity and nuclear weapons 
the ultimate deterrent? The very notion of this de-
terrent foursome goes that increasing economic in-
terdependence is assuming predisposition to form 
unified institutional blocks, i.e. institutions. Eco-
nomic interdependence is, according to its propo-
nents1, strong deterrent since states economies are 
becoming more tied and potential losses outweigh 
potential gains in case of conflict. Institutions are 
serving as a platform for states to connect in com-
mon interests and to settle their disputes. There-
fore, these are places of state socialisation, forums 
where states can shape common interests, debate 
crises and eventually form common identities. 
Common identities, hence, serve as another level 
of deterrent. Because actors with shared identity 

are less prone to wage war on each other. And fi-
nally, if all abovementioned levels of deterrence 
fail, there is still omnipresent logic of mutually as-
sured destruction, which prevents great powers to 
launch the all-out war on each other. 

For the main argument of this study — that in-
stitutionalism, economic interdependence, com-
mon identity and nuclear weapons combined are 
ultimate deterrent of war among great powers — 
two counterarguments can be proposed. The first 
one derives from the history of international rela-
tions. It shows that economic interdependence and 
international institutions alone are not powerful 
enough to prevent conflicts and that not all great 
powers share a common identity and that mutual-
ly assured destruction can be overcome during the 
struggle for survival. The second counter-argu-
ment is a theoretical one. If there is a structural dis-
balance2 in the international system accompanied 

  The Ultimate Deterrence: 
  Testing the Four Theories of Peace
  Will Institutionalism, Economic Interdependence, Common
  Identity and the Logic of Mutual Assured Destruction
  Prevent Great Power War in 21st Century?

	 }	Jozef Hrabina

*

1 For proponents of economic interdependence theory see McDonald, Russet, Nye
2 Notion of structural disbalance follows the logic of international change- this approach is presented in works of hegemonic 

stability theorists such as Robert Gilpin, William Wohflorth, or Dale Copeland. There are also Power Transition Theorist repre-
sented mostly by Kugler and Organski, but very similar to their work are notions of Graham Allison in his piece on “Thucydides 
Trap”. 

 Disproportion in the structure of international system must fulfil the main condition, which is the presence of established power 
and rising powers on the periphery. Thus, in structural language, the current structure has stopped reflecting the actual power 
of its framing actors, while there are potential challengers to current status quo at the periphery of the system. Disbalances in 
structural framework and actual power potential of actors in the system are opening the way for challenging a current status 
quo by rising powers, or to launch a preventive war to maintain current structural framework. 



by uncertainty3 fuelled by the fear for survival4, 
war among great powers in the 21st century is pos-
sible. The aim of this article is not to claim that ma-
jor war is inevitable, even with reasonable peace 
theories in work. But to point out certain models of 
great power behaviour during structural disbalanc-
es with possible result in armed conflict. Scholars 
claim the impossibility of great power war in the 
21st century present four main deterrents, which 
form the ultimate deterrent derived from main the-
ories denying future major war. Each one of them 
is tested with abovementioned counter-arguments. 
First, we test economic interdependence as a de-
terrent, which presupposes that states rather seek 
absolute gains from cooperation, than relative 
gains from expansion through coercive means.5 
Second, we test the proposition that international 
institutions can settle and prevent conflicts involv-
ing great powers.6 Third, we test the constructivist 
claim that there are communities of likeminded ac-
tors, who share values, identity and culture. They 
can form a security community where states rath-
er cooperate. However, constructivists don’t ex-
clude struggle for power7 or violence. Further-
more, Alexander Wendt replacing the materialistic 
view of structural change8 by cultural change, 
maintains that the current structure of the interna-
tional system is of Kantian culture9. And finally, 
that the great power war in the 21st century is un-

thinkable given the destructive potential of nucle-
ar arsenals, or in other words the theory of nuclear 
revolution.10 

Alternatives to main effects of the ultimate de-
terrent are recent pieces from Graham Allison11, 
John Mearsheimer12, Daniel Geller13, Gratzke and 
Kroening14, Beardsley and Asal15, Benjamin Mill-
er16 and Koffman and Sushentsov17 which are 
amongst a long list of scholars addressing the pos-
sibility of great power war in 21st century. Notwith-
standing a quality of abovementioned literature, 
all research studies referring to the subject of this 
research are either lacking observation of great 
powers behavioural patterns under proposed 
counter-arguments, or are too case-based, what 
makes them applicable only to selected situations. 
On the other hand, this study tests the most prom-
inent theories of peace valid in 21st century schol-
ars, while puts those into contradiction with three 
theoretical counter-arguments outlined in the re-
search. Base to this study is, therefore, more wide 
theoretical approach applicable in a vast variety of 
conflicting situations. Counter-arguments outlines 
that once structural disbalance occurs, the fear 
starts to fuel uncertainty and such combination 
makes states prone to activate their survival mode 
and sometimes even act irrationally and go to war. 
Combining these counter-arguments are making 
great power war thinkable even in the nuclear age. 

 European Forum of Entrepreneurship 2020 85

3 Concept of uncertainty is developed in works of Robert Jervis, or John Mearsheimer, who connects uncertainty directly with 
systemic anarchy. Andrey Baykov even maintains that effects of uncertainty are observable in hierarchical systems. 

4 Concept of survival is taken from structural realism of Stephen Walt, Kenneth Waltz and John Mearsheimer
5 For proponents of economic interdependence theory see Friedman, McMillan, Nye
6 For proponents of institutionalism see Keohane, Ruggie, Mandelbaum
7 Or rather struggle for authority in hierarchical structures- in Finnemore (2013)
8 Redistribution of material capablities; redistribution of power or structural disbalance
9 Wendt. A. s. 314
10 For proponents of nuclear revolution theory see Waltz, Schelling, Jervis
11 ALLISON, G. 2017. Destined for War: Can America and China Escape Thucydides’s Trap? Houghton Mifflin Harcourt. ISBN 978-

0544935273
12 Chapter „Can China Rise Peacefully? “in „Tragedy of Great Power Politics“
13 GELLER. D. S. 2017. Nuclear Weapons and International Conflict: Theories and Empirical Evidence. OXFORD University Press. 
14 GRATZKE E.; M. KROENING. 2009. A Strategic Approach to Nuclear Proliferation. Journal of Conflict Resolution. 
15 BREADSLEY. K.; V. ASAL. 2009. Winning the Bomb. Sage Journals.
16 MILLER. B. 1994. Polarity, Nuclear Weapons, and Major War. Security Studies 3:4
17 KOFFMAN M.; A. SUSHENTSOV. 2016. What Makes Great Power War Possible. Valdai Club.
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This suggestion will be proved in the paper by test-
ing main theories of peace in the 21st century while 
proving the window of opportunity for eventual 
major war by a historical method and putting 
counter-arguments to work. Cases in the study 
must obtain both ultimate deterrent and counter-
arguments. Therefore, the cases studies are analys-
ing conflicts, where occurred structural disbal-
ance, which fuelled uncertainty and uncertainty 
led to the activation of survival mode and even ir-
rational behaviour. While there was a present high 
degree of economic interdependence, internation-
al institutions, common identity and logic of mutu-
ally assured destruction. Thus, presented cases 
will be the Crimean War and World War I. since 
both wars erupted despite a high degree of eco-
nomic interdependence, institutional relations and 
common identity. However, given the latest devel-
opments in international relations such as global 
Kantian culture, the new model of international in-
stitutions and the existence of nuclear weapons, 
there is a need for more contemporary cases. 
Therefore, the case of the Russo-Georgian War will 
be additionally analysed in the paper.

Testing the Theories of Peace

Since the article refers to possibly unclear terms, 
there is a need for clarification of those. By great 
power, war is meant a hegemonic war, which is the 
war involving at least two or more framing powers 
and its purpose is to maintain or change the cur-
rent distribution of power in the structure of the in-
ternational system.18 The term framing powers is 
referring to major powers, which actions are affect-
ing the nature of relations between actors at the 
systemic level. Since the hegemonic war in the  
paper is addressed as war outbreaking from the 

disparity in the distribution of power, there are  
two kinds of framing or major powers in the sys-
tem. While the established powers are reflecting 
the current status quo and distribution of power  
in the structure, the rising, or periphery powers 
are representing challengers to the current status 
quo.

The article observes chain of economic interde-
pendence suggesting the establishment of organi-
sations uniting interdependent actors, while those 
are creating common cultural identity and norms 
of international society. These three notions all to-
gether are supposed to create a very strong deter-
rent and accompanied by destructive potential 
thus irrationality of nuclear war, are forming the 
ultimate deterrent. Therefore, the following part 
will be dedicated to the theoretical analysis of com-
ponents of the ultimate deterrent and case studies 
of its effectivity on cases of the Crimean War, 
World War I. and War in Georgia. 

Economic Interdependence Theory

Economic interdependence theory is a prominent 
liberal notion that trade promotes peace through 
communication and transnational ties that in-
crease understanding amongst societies and the 
potential for cooperation.19 According to Russet, 
wealth makes peace.20 Most of the theory propo-
nents argue that highly developed capitalists’ de-
mocracies are less likely to go to war. A similar no-
tion is presented in case of economic growth. Thus 
war is causing damage to trade relations and the 
economy itself. Therefore, states aiming to strive 
economically are less prone to start a war. In sum, 
Russet’s wealth-makes-peace argument is closely 
related to the one that transnational interests of 
trade and investment make peace.21

18 “a hegemonic war is the ultimate test of change in the relative standings of the powers in the existing system” Gilpin.1981. s.198
19 McDonald, P. (2004). Peace through Trade or Free Trade? The Journal of Conflict Resolution, 48(4), 547–572. Retrieved from 

http://www.jstor.org/stable/4149808
20 Russett, Bruce, et al. Grasping the Democratic Peace: Principles for a Post-Cold War World. Princeton University Press, 1993. 

JSTOR, www.jstor.org/stable/j.ctt7rqf6. s. 28
21 Russet s. 28
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Economic interdependence theory, therefore, 
claims that states which economies are highly in-
terconnected and thus interdependent are prone to 
maintain peaceful relations even at times of great 
political differences. Theory pronounces rationali-
ty of actors who are rather focused on absolute 
gains from immediate economic cooperation than 
on relative gains22 from maximising their power 
even with coercive means on the expense of oth-
ers. 

Liberal proponents of this theory also maintain 
that the high rates of interdependence amongst 
states increase capabilities of those to cripple their 
peer competitor’s economy in times of crises. It is 
due to coercive economic policies such as sanc-
tions. Since such actions can have a two-sided ef-
fect when first is to scare off the opponent with 
costs of potential war and the latter effect shows a 
willingness to risk those costs23. 

In sum, liberal peace theories rooted in eco-
nomic cooperation and dependence on foreign 
trade are presuming, that states as rational actors 
will focus on absolute gains from the current trade 
rather than to escalation of tensions over the dis-
puted issue. Thus, for states is waging war an irra-
tional way how to maximise power in time of capi-
talistic global market economy.

Institutionalism 

Liberal institutionalism24 is the main theoretical 
framework observing the impact of institutions on 
the peaceful environment in international rela-
tions. The approach has been developing hand-in-
hand with economic interdependence theories, 
and these two theories are often considered as one 

in the scientific literature. However, there are two 
branches of institutionalism needed to distinct. 
First, liberal institutionalism based on materialistic 
perceptions25 of costs and benefits gained through 
net cooperation. Liberal institutionalists argument 
goes that cooperation is essential in the world of 
economic interdependence. Thereby, shared eco-
nomic interests create demand for international in-
stitutions and rules. Therefore, the liberal branch 
is tightly connected to interdependence. Robert 
Keohane offers a view that contemporary interna-
tional relations are rather based on the system of 
institutional cooperation than the alliances based 
on the actual balance of power. Liberal perspective 
maintains that states will rather choose absolute 
benefits from the actual trade amongst partners 
than going to conflict following relative gains. 
There is also partial to this argument that institu-
tions serve as a platform for settling conflicts and 
fostering cooperation, which helps to prevent con-
flicts. 

The second branch is idealist’s notion present-
ed mostly by constructivists.26 This approach per-
ceives institutions as promoters of multilateralism. 
The main deterrent is an idea of common identity 
shared through institutions and regulated by 
norms.

Proponents of institutionalism are primarily fo-
cusing on the ability of institutions to enhance co-
operation amongst states and settlement of dis-
putes.27 In theory, International Organizations 
reduce the risk of war between belligerents by im-
proving communication, facilitating cooperation, 
and building confidence and trust.28 Some scholars 
even considering institutions as the bedrock of 
peaceful international cooperation, while the main 

22 Keohane. 2005. s. 124
23 Copeland s. 31
24 See Keohane (1984), Axelrod and Keohane (1985) and Ruggie (1993 and 1998)
25 Robert Keohane, or David Mitrany
26 See Ruggie; Karreth and Tir (2012)
27 MEARSHEIMER. J. J. 2018. s. 211
28 EDWARDS. M. S., J. M. DICICCO. 2012. International Organizations and Preventing War. Oxford University Press. DOI: 10.1093/

acrefore/9780190846626.013.407
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deterrent of institutions is the multilateral system 
of norms regulating relations and preventing war.29

Common Identity

Ideas of identity and community are common to 
constructivists school. As above demonstrated, 
economic cooperation creates interdependence 
and interdependent actors gather in institutions to 
maximise the effectivity of their cooperation, or to 
create a bigger block able to compete with more 
powerful actors. Finally, institutions foster a com-
mon identity and form communities regulated 
through norms and multilateralism. The very no-
tion of identity influential role to international re-
lations is not excluding terms such as violence, the 
struggle for power, or military conflicts. However, 
the notion which suggests rather peaceful relations 
amongst states is the idea of three cultures30 pre-
sented by Alexander Wendt. Most specifically, the 
Kantian culture based on ideas of collective securi-
ty, which is accordingly peaceful. The whole con-
struct goes that there is also the idealist’s perspec-
tive besides materialists view of international 
relations.31 Thereby, the world of ideas shapes an-
archy32 and international relations. According to 
constructivists, ideas are shaping communities, 
and these are connecting. Likeminded communi-
ties are forming institutions and norms to strength-
en their cooperation and order. And that is how the 
security community in the West has formed. Wendt 
is considering contemporary culture as Kantian 
from the 19th century, however, limited to the West.

Nonetheless, constructivists perceive the end of 
the Cold War as cultural, not structural change. 

Thus, the moment when Kantian culture has be-
come a global phenomenon is the year 1989.33 

The constructivist’s argument goes that com-
mon culture, in 21st century the Kantian one, 
unites like-minded nations to form institutions. 
These institutions are hierarchically organised and 
provide norms to the system to maintain order 
within.34 Finnemore claims that order based on 
common culture is hegemonic ones, where strug-
gles for power or rather struggles for authority 
could emerge. However, since these orders are 
bound by rules and formed in community35, there 
is little need for the use of kinetic coercion. Coer-
cion, therefore, is rather an exception in hegemon-
ic order, necessary only against “outsiders” who 
do not recognise the authority of hegemon36 and to 
discipline wayward subordinates.37 

As already mentioned, constructivists do not 
exclude violence and struggle for power from in-
ternational relations. However, their theory pays 
little attention to what do we call structural disbal-
ance, because they perceive it as cultural change 
and thus, perceiving change through rather an ide-
ational optic than the material redistribution of 
power.

Nonetheless, one might ask whether are the 
ideas driving notion behind the changes, or skilled 
elites understanding the power of idea using these 
to gain power. Anyway, regardless of constructiv-
ists arguments quality, there is also little said how 
Kantian culture order would react to one or more 
rising orders aiming to challenge its hegemony. 
Simply put, how western security community 
would react to Chinese and Russian efforts to cre-
ate their own system based on their own identity.

29 SANGHA.K.2011. The Obsolescence of Major War: An Examination of Contemporary War Trends. University of Victoria.
30 Lockean, Hobbesian, Kantian
31 Liberalism, Realism
32 “The anarchy is what states makes of it.“ Alexander Wendt 
33 Wendt. S. 314 
34 Finnemore M. J. Goldstein.
35 Security community in our case
36 Soviet Union; or contemporary China and Russia
37 Lake A. David. 2013. Authority, Coercion and Power in International Relations. (in Finnemore and Goldstein 2013).
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Nuclear Revolution Theory

Nuclear arsenals have changed the qualitative un-
derstanding of great power war. The famous no-
tion of Carl von Clausewitz about the continuation 
of politics by other means is no longer a rational 
option for politicians to resolve their disputes. 
Therefore, the logic of mutually assured destruc-
tion and great power war irrationality is stressed 
amongst all prominent thinking schools of interna-
tional relations. The multi-paradigmatic character 
of nuclear arsenals destructive potential makes 
them the strongest deterrent amongst selected 
tools and the omnipresent threat for all leaders 
considering launching war on each other.

Realists scholars like Hans Morgenthau de-
scribed the invention of nuclear weapons as “per-
haps the first true revolution in foreign policy 
since beginning the history.”38 While Kenneth 
Waltz famously maintained the more nuclear 
weapons the bigger is chance for peaceful develop-
ment in international relations. On the contrary, 
John Mueller, a liberal scholar, is denying the role 
of mutually assured destruction as a deterrent, be-
cause as he maintains the great power war is obso-
lete.

Nuclear arsenals have made all-out hegemonic 
war almost unthinkable. The nuclear revolution 
thesis maintains that there should be a general ab-
sence of war or the use of force short of war among 
nuclear-armed states. Besides, there is the expecta-
tion of few (or a diminishing number of) crises in 
nuclear dyads, as the fear of escalation will exert a 
powerful constraint on aggressive behaviour.39 

Case Studies

Crimean War 1854–1856 

Crimean War aroused over trade straits of declin-
ing Ottoman Empire40 amongst status quo powers- 
Russia against Great Britain and France on the side 
of Ottoman Turkey. All three status quo powers 
were parts to predominant pattern of great power 
relations after Napoleonic Wars institutionalised in 
Vienna System or Concert of Europe.41 All great 
powers during Vienna peace talks agreed on the 
non-violent balance of power politics, because of 
Napoleonic Wars destructive consequences. There-
fore, the Vienna System could be qualified as an ef-
fort to formalise and thus institutionalise relations 
amongst great powers to maintain peaceful rela-
tions in Europe based on the balance of power logic. 

The economic interdependence between Rus-
sia, Great Britain and France was mostly based on 
Russian exports to the West. Because Russian 
trade with Europe was crucial to the ongoing in-
dustrialisation of the country and dropped signifi-
cantly on 38% of its former value during the war 
period. (see figure 1.)42 Nonetheless, Russia and 
Great Britain shared interests in maintaining Turk-
ish straits safe so the goods from the Black Sea re-
gion could flow freely. Dependence of Britain on 
agricultural imports from the region was caused by 
Irish famine as a consequence of a disastrous har-
vest in the late 1840s. While Russia in efforts to 
hasten its industrialisation was funding process by 
increasing exports of its own goods.43 Thereby, nei-
ther Great Britain or Russia shared interest in the 
outbreak of military conflict in the region. 

As already mentioned, relations amongst the 
strongest actors had contours of the institution. All 

38 Morgenthau. H. 1964. The Four Paradoxes of Nuclear Strategy, American Political Science Review 58 (March 1964): 23–3
39 GELLER. D. S. 2017. s. 8
40 Also refered as „the sick man of Europe “
41 Great Britain, France, Russia, Austria and Prussia
42 Walter McK. Pintner. (1959). Inflation in Russia during the Crimean War Period. American Slavic and East European Review, 

18(1), 81–87. doi:10.2307/3001047 
43 Copeland D. 355
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included powers also shared interests in lasting 
peace what could be base for the perception of 
Kantian culture. As Alexander Wendt maintains, 
the Kantian culture started to exist in the 19th cen-
tury and was limited to the West. Therefore, Euro-
pean Concert qualifies for what constructivists la-
bel as a common identity. 

The main reason of Crimean War outbreak was 
weakening Ottoman Empire. Power in retreat has 
caused structural disbalance. Another cause of 
structural disbalances was Russian slow pace in 
developments. Russian population grew rapidly, 
while the industrialisation was slow.44 On the other 
hand, revisionists France wanted to take advantage 
of the situation by seeking an equal position with 

the Orthodox Church in the Holy Land. It caused 
fear of Russian czar Nikolai, who understood that 
if Russia would not interfere, it will send a sign of 
its weakness. It also could cause unrest amongst 
12 million Orthodox believers in the Ottoman Em-
pire45 what would, eventually, lead to the collapse 
of an empire in decline. Thereby, chaos would oc-
cur during which stronger France and Britain 
could take over the Turkish straits vital to the in-
dustrialization of the Russian Empire. Uncertain 
faith of Ottoman Empire which stability was cru-
cial both to Great Britain agricultural consumption 
and Russian industrialisation, led both empires to 
a series of talks about the division of Ottoman Em-
pire to prevent conflicts over its leftovers. Russia 

44 Kennedy P. 1989. s. 172
45 “There were ten to twelve million Orthodox Christians living in the Ottoman territories. The czar understood that any percep-

tion that Russia could no longer protect them would lead to Christian revolts across the Turkish Empire and the disintegration 
of the Turkish state, creating a direct threat to the straits — a threat he had been fearing since the mid-1820s. A formalized 
treaty would give the czar greater confidence that Russia’s authority with Turkey’s Christians would be maintained.“ Copeland 
s. 350

Figure 1 » Inflation in Russia during the Crimean War Period

Source: Walter McK. Pintner. (1959)
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sought support for the treaty with Turkey which 
would support a superior Russian role in the re-
gion. The czar’s goal was to keep France out of the 
area while avoiding an inadvertent clash of British, 
Austrian, and Russian forces. However, none of 
those talks was successful because anti-Russian 
hardliners in Great Britain thought that such a trea-
ty would make the Ottoman Empire a vassal state 
to Russia, what would make Russia significantly 
powerful. Therefore, Great Britain persuaded Tur-
key to reject the treaty proposal, which led to Rus-
sian irrational action. 

Russian czar uncertain about the integrity of 
the region caused fear of decline. Thus, he 
launched the occupation of Bessarabia and 
crushed the Turkish fleet at Sinope in 1853. All the 
actions were accompanied by a high degree of irra-
tionality since Nikolai I. was certain about France’s 
and Britain’s reaction to war with Turkey. Thus, 
Britain and France, far stronger than Russia, 
crushed the czar’s army in the Crimean campaign. 

World War I. 1914–1918 

One of the bloodiest wars in human history arose 
from the German quest for superiority in Europe. 
This case is used by many authors46 who tries to 
prove economic interdependence theory wrong. 
Indeed, economic interdependence amongst major 

actors was significant at the time. As table 1. points 
out foreign trade share to Great Britain’s GDP was 
43% in the period between 1905–1913, while Ger-
man was 38,1% and French 53,7% during the same 
period.47 However, most viable interdependence 
was paradoxically between the main rivals at the 
time- Britain and Germany. According to Paul Pa-
payoanou, one-fifth of German raw material con-
sumption was provided by the British Empire. 
Also, Britain was the main destination for German 
exports — 14,2%. In fact, the volume of trade be-
tween the two rivals was the second main contrib-
utor to Britain’s GDP. 48

The period before World War I. is considered as 
part of the abovementioned Vienna System. The 
balance of power logic pattern of relations amongst 
European powers was not able to prevent conflict 
on a global scale. One might argue, that the Vienna 
System was not a real institution and balance of 
power is working only when its logic matches in-
terests of the strongest actors. Therefore, it might 
be useful to bring up institutional relations based 
on the principle of collective security before World 
War II. If compared, many similarities would occur 
in events foretelling the bloodiest conflicts in the 
modern-day era, while the approaches supposed to 
contain potential aggressors were principally differ-
ent. Thus, neither the Vienna System based on the 
balance of power or League of Nations based on 

Table 2 » Ratios of Foreign Trade to GDP

Date Percent Date Percent Date Percenz

Great Britain 1837–1845 21.6 1909–1913 43.5 1924–1928 38.1

France 1845–1854 18.0 1905–1913 53.7 1920–1924 51.3

Germany 1872–1879 36.7 1911–1913 38.3 1925–1929 31.4

United States 1834–1843 12.9 1904–1913 11.0 1919–1928 10.8

Source: Katzenstein, P. (1975). International Interdependence: Some Long-Term Trends and Recent Changes.

46 Allison (2014); Mearsheimer (2018); Kennedy (1989)
47 Katzenstein, P. (1975). International Interdependence: Some Long-Term Trends and Recent Changes. International Organizati-

on, 29(4), 1021–1034. Retrieved from http://www.jstor.org/stable/2706208
48 PAPAYOANOU, P. (1996). Interdependence, Institutions, and the Balance of Power: Britain, Germany, and World War I. Inter-

national Security, 20(4), 42–76. doi:10.2307/2539042
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collective security could not prevent the very same 
structural dynamics prevent to outbreak in conflict.

Identity of the European powers prior to World 
War I. was pretty much the same. Western imperi-
alism fuelled by capitalism if used materialist’s vo-
cabulary, or in idealist one Kantian culture. Tight 
bonds between ruling elites were common for this 
period. Therefore, it is to no surprise that the Brit-
ish king George V. was an uncle of German Kaiser 
Wilhelm I. 49

Structural disbalance at the time caused a rapid 
growth of Germany and the USA, while the British 
Empire was in relative decline. The main structur-
al problem was the fact that the only actor what 
could contain expansionist Germany was strictly 
isolationist USA. Great Britain, however, put a lot 
of efforts in containing Germany- this rivalry has 
cost Britain its influence in Western Hemisphere 
because it could not cope both with the growth of 
Germany and USA in different regions. 

Therefore, if used John’s Mearsheimer termi-
nology, the structure was unbalanced multipolari-
ty. Thus, structure with the presence of potential 
hegemon- Germany. This layout is causing uncer-
tainty amongst established powers, mostly be-
cause of the power potential of rising power. There-
fore, Great Britain saw growing might be of 
Germany, which caused uncertainty about the fu-
ture of the Empire. German rapid development of 
fleet fostered uncertainty in Britain.50 

Austrian declaration of war on Serbia has led to 
a chain reaction based on uncertainty and fuelled 
by fear for survival. Because if Austria together 
with Germany would conquer Balkans and defeat-
ed Russia their power capabilities would be far 
one-fifth than those of Britain and France together. 
Thereby, it would lead to German hegemony in 
continental Europe and easy to challenge the Brit-
ish position or even threaten its existence.

Russo-Georgian War 8. 8. 2008 – 16. 8. 2008

Prelude to this war was a shift in Georgian political 
discourse which became pro-Euro-Atlantic aiming 
to become part of NATO and EU. This new reality 
has led to structural disbalance on the regional lev-
el, provoked countermeasures conducted by Rus-
sia and fear of Georgia. Both countries have signif-
icant economic relations. For instance, Russian 
import to Georgia was second largest with 11% in 
2007– a year prior to the war. While most of the 
Georgian import were strategic goods from Russia 
such as petroleum and wheat.51

Both countries were members of international 
institutions, namely the United Nations (UN), 
Commonwealth of Independent States (CIS) and 
Organisation for Security and Co-operation in Eu-
rope. While Georgia took over of regions Abkhazia 
and South Ossetia. Georgia invaded disputed re-
gions despite the fact, that together with Russia are 
members of OSCE and were maintaining peace-
keeping mission in demilitarised zones under the 
supervision of the abovementioned organisation. 
Finally, both countries were former Soviet repub-
lics, which indicates that besides shared institu-
tions, membership in the security community, 
they also shared a great deal of identity. 

One might ask about the logic of mutually as-
sured destruction in this case. Such logic was in 
place since NATO-backed Georgia. The country 
led by president Saakashvili received amounts of 
military material from NATO members as well as 
public support in media outlets.52 If NATO would 
have decided to defend Georgia, the war between 
nuclear power and nuclear alliance might be con-
sidered as an option. Therefore, the MAD logic 
took its part as well. 

Structural disbalance was in place since Geor-
gian president Saakashvili decided to make a U-

49 Allison. S. 250
50 German fleet became from sixth largest the second largest in the world within 20 years. Paul Kennedy
51 Source OEC https://atlas.media.mit.edu/en/visualize/tree_map/hs92/import/geo/rus/show/2007/
52 Haas. M. 2009. NATO-Russia Relations after the Georgian conflict. https://www.clingendael.org/sites/default/files/pdfs/2009 

0000_cscp_artikel_mhaas.pdf
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turn from the pro-Russian course, by letting NATO 
enter the Caucasus region- a border region of Rus-
sia. Therefore, the regional structure was in disbal-
ance, which caused uncertainty on both Russian 
and Georgian side. Russia, uncertain about NATO 
intentions in its border territory, acted to counter 
NATO influence. In Georgia, these actions caused 
uncertainty fuelled by fear about future Russian 
intentions. It is hard to say whether president 
Saakashvili acted in fear of its survival, or blind 
faith, that NATO would join his efforts to cease 
Russian hostilities. However, both calculations 
were irrational since he attacked nuclear power 
aiming to drag the nuclear alliance into the con-
flict. 

War resulted in the decisive defeat of the Geor-
gian army and declaration of independent repub-
lics of South Ossetia and Abkhazia. Nonetheless, 
the outcome is that once the states feel their sur-
vival is at stake, no institutional obstacles can re-
strain them from preserving their sovereignty. 
Even more, once states feel their survival is at 
stake, they can pursue irrational policies, such as 
occupying territories with resulting in armed con-
flict with nuclear power. 

Grasping the ultimate deterrent

Evaluation of research results points out that in all 
cases were main arguments of peace theory at 
work to a certain degree and in various combina-
tions. In all three cases was economic interdepend-
ence at work. Russia launched the war on Turkey 
knowing that connections with other imperial 
powers were crucial to its development.53 Prior to 
World War I. German economy depended on sup-
plies of crude iron ore from France, while most of 
its export-led to Great Britain. Yet, Wilhelmin Ger-
many chooses an expansive course. Georgia im-

ported strategic goods from Russia and yet choose 
to become a part of NATO and the EU. Georgian 
leadership must have been sure about the provoca-
tive nature of its move and despite all that presi-
dent, Saakashvili ordered an attack on disputed 
territories, what led to the war. Georgian imports 
from Russia has dramatically dropped during the 
war and its GDP with it.

Institutional part of the ultimate deterrent was 
also active in all three cases, but a different mean-
ing. While in the first two cases, the European 
powers were part of semi-institutionalised Vienna 
system based on the balance of power logic. How-
ever, the logic of collective security had failed prior 
to World War II. when League of Nations and Bri-
and-Kellogg Pact did not help to prevent the blood-
iest conflict in recorded history. The third case ob-
serves regional power and small actor on purpose. 
Both actors were members of number trade, inter-
governmental and security organisations, which 
could not prevent the war from starting. It seems 
that institutions can be effective in solving civil 
wars or wars between minor actors, but once there 
is great power politics on the table, institutions are 
becoming just minor components in the structure. 
Idealists component of the ultimate deterrent has 
two levels. First is that Kantian culture supposedly 
most peaceful one, which was present throughout 
all cases in the paper. Not to mention the fact that 
the European powers from the 19th century until 
the end of WW I. shared imperial identity and 
most of their ruling elites were relatives. The sec-
ond level is shared identity and relationship regu-
lated through norms and institutions, and this was 
the case of Georgia and Russia. Both were former 
Soviet republics and shared post-soviet identity 
through CIS, OSCE and tight economic relations. 
Yet, the security interests in the case of Russia and 
future welfare prospect in case of Georgia were 

53 Dale Copeland in his book Economic Interdependence and War examines his theory of trade expectation. He took liberal argu-
ment of economic interdependence and putted it upside down. In short, he claims that states are in some cases willing to risk 
a war in order to secure higher trade incomes. Case of Crimean War was to a good part clash over the future trade incomes, 
but both Russia and Britain were dependent on Turkish straits and yet Britain supported revisionists French position, which was 
based upon dividing territories of Ottoman Empire in decline. 
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more important than the identity, or current cul-
tural orientation. In this case, has occurred also 
matter of MAD. Georgia in its reckless attack prob-
ably counted with broader help from NATO. How-
ever, broader engagement of NATO would mean 
boots on the ground, which could lead to war be-
tween nuclear power and nuclear alliance. There-
fore, Saakashvili must have been well aware of this 
basic fact and yet he irrationally invaded disputed 
territories of Abkhazia and South Ossetia relying 
on help from NATO, which came in a very limited 
scope. 

In sum, the theories of peace are a certainly 
strong deterrent, but as historical analysis points 
out, there are examples when these could not de-
liver on desired outcomes. Thus, one might ask 
why such anomalies in states behaviour can occur, 
when there are such strong deterrents at work? It is 
clear that economic interdependence and institu-
tions are deepening cooperation amongst states, 
but as history and recent practice point out these 
two components cannot prevent great powers from 
aiming at the bigger claim from international dis-
tribution of power, when there is an opportunity to 
do so. The very similar claim makes Robert Gilpin 
in his piece War, and Change in World Politics and 
qualitative research of the power redistribution is 
further developed in Power Transition Theory in-
troduced by Organski and Kugler. As well as eco-
nomic interdependence and international institu-
tions cannot prevent the great powers from being 
suspicious about the intentions of other actors, es-
pecially rivals of theirs. And finally, it is complete-
ly clear that they cannot guarantee that one’s sov-
ereignty will be preserved, or justice will prevail. 
Quite the opposite, as the case of Russo-Georgian 
war, points out the big ones benefit on the expense 

of small ones, and this sometimes includes even 
sovereignty. Therefore, as John Mearsheimer cor-
rectly points out, the best strategy for survival is to 
become as powerful as possible.54 However, such 
behaviour causes uncertainty fuelled by fear about 
the future intention of powerful actors, which 
leads other actors to pursue the same power max-
imising strategies. It was the case of German pur-
suit for power prior to World War I. Therefore, 
such spiral creates a predisposition for future 
clashes no matter the high degree of economic in-
terdependence or shared seats in several institu-
tions. 

The second level of counter-argument repre-
sents uncertainty during the structural disbalance 
with a high degree of economic interdependence. 
Uncertainty could be represented in two ways. 
First, is focus on relative gains and therefore uncer-
tain results of prepared economic, or military ex-
pansion.55 While second is the concept of fear rep-
resented by the uncertainty of other actors’ 
intentions. Uncertainty is fuelled by fear, especial-
ly at times of structural disbalances when it gives 
way to calculations about future conflicts and 
starts arms races with increasing tensions.56 Great 
Britain at the brink of WW I. could have chosen 
deep economic ties with Germany instead of join-
ing France and Belgium in summer of 1914. How-
ever, on the contrary to the Franco-Prussian war57, 
during which Great Britain was representing non-
interested observer watching Prussia becoming 
Germany on the expense of France, the WW I. was 
arising from structural disbalance and high level of 
uncertainty about future of European status quo. 
In other words, fear from unknown58 arising from 
structural disbalance always trumps economic co-
operation represented by absolute gains.

54 Mearsheimer.2008. s.138
55 EDWARD D. MANSFIELD, BRIAN M. POLLINS.2003. Economic Interdependence and International Conflict: New Perspectives on 

an Enduring Debate. Michigan Publishing. ISBN 978-0-472-09827-9. s.137
56 JERVIS, R. 2017. Perception and Misperception in International Politics: New Edition. Princeton University Press. ISBN 978-

0691175850 s. 175
57 War for German Unification
58 Either fear concerning future survival, or intentions of others
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The relative threat to the actor’s survival always 
trumps absolute gain from economic cooperation. 
An interesting example offers World War II, follow-
ing and during which many of U.S businesses in-
vested vast money into Nazi Germany. Some of 
them were Ford, General Motors, Texaco Oil and 
IBM. Yet, the American government was offering 
loans and material help to Great Britain and 
France, while American companies continued in 
lively cooperation with Germany until it did not 
declare war on the U.S and started the submarine 
campaign against U.S trade ships in Atlantic. 
Months following the U.S companies ceased busi-
ness with Nazis either willingly or forced by gov-
ernment sanctions. In sum, U.S companies were 
profiting from business with Nazi Germany until 
its survival was at stake. Earlier, the U.S kept bal-
ancing structural disparity through loans and ma-
terial help to allies, while they gave way to poten-
tial economic cooperation with Germany59. But 
structural disbalance opened the way for Japan’s 
and Germany’s speculations about the future role 
of U.S in World War II. and therefore, occurred an 
uncertainty. Thereby, they tried to contain possi-
ble U.S campaign against them with launching a 
preventive war. This war led the U.S to activate the 
survival mode and to end all economic ties with 
Nazi Germany forcibly. This logic also counts the 
opposite way, since Germany declared war on the 
U.S, despite the vast American investments. Be-
cause of uncertainty about its future in case of U.S 
would join the Soviet Union, Great Britain and 
France in war efforts. In this case, uncertainty led 
Germany to worry about its survival and to act ir-
rationally. Considering that the U.S did not declare 
war on Germany after Japan conducted an attack 
on Pearl Harbor and it is not clear if it whether 
would ever do- if it was not of Germany who de-
clared war first. Therefore, once the states feel 
their survival is at stake, the economic ties are less 

important and sometimes even make irrational 
choices. 

All cases in the presented study point out the 
low reliability of institutional constraints. Either 
semi-institutional relations based on the balance 
of power logic or highly institutional relations 
based on collective security and multilateralism 
are too limited in the scope of their counter ac-
tions, that these cannot do anything without broad 
consensus and the bigger the actor is, the lesser 
impact institutions have. As it turned out, institu-
tions cannot prevent disbalances in structure as 
well as they cannot prevent the rise of periphery 
powers. Simply because, institutions are just struc-
tural components of power distribution estab-
lished by framing powers, or actors with similar in-
terests at the time. Once the structure ceases to 
reflect reality in the distribution of power, the 
functionality of such components is reduced to the 
sphere of influence of actors which has formed 
these. The World War II. and first attempts of insti-
tutionalized collective security through League of 
Nations and Briand-Kellogg Pact from 1928 were 
the first to test of this theory applied to hegemonic 
war. Once both Wilhelmine and Nazi Germany 
were on the rise, no institutional obstacle could 
prevent those from following its interests. Thus, 
there were no obstacles for Germany to start the 
war, as well as there are no real obstacles repre-
sented by institutions for great powers to follow 
their interests and eventually start a war. Even as 
the lessons of 21st century from Georgia, Iraq, Lib-
ya and Syria points out, that shared values and 
identity in organisations, or vetoed resolutions in 
the United Nations Security Council does not rep-
resent an obstacle to framing powers to pursue 
their interests and even go to the war. 

Sometimes institutions fail to address structur-
al changes because they represent the old order 
which is about to change. Nonetheless, they even 

59 This logic is represented by Wohlforth and Copeland. States can choose wether they’re satisfied with current status quo, or not 
and accordingly they’re choosing cooperation, or conflict. 
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cannot prevent wars occurring from the relatively 
stable structure and concept of uncertainty is used 
as the main driver behind war efforts in the 21st 
century. For instance, domino theories are the 
most frequent examples of how institutions fail to 
prevent war when uncertainty is on the table. 
Domino theories are known from the Cold War era 
and have been used as justification for fighting 
wars and regime change. In short, these theories 
claim that if ongoing social change or policies of 
pursuing WMD’s by the dictator of some minor re-
gional power could potentially lead to regional, or 
even global scale turmoil against established pow-
ers.60 Yet, despite lacking empirical data approving 
these theories, the main driver behind them may 
be fear caused by uncertainty. One of the most re-
cent institutional failures of preventing conflicts 
on the base of uncertainty is 2003’s Iraq war and 
incorrect information about its WMD’s programs.

On the other hand, nuclear revolution theorists 
correctly argue, that given destructive arsenals of 
great powers all-out nuclear war between major 
powers is no longer possible. This absolute claim 
is hard to prove given hundreds of years of interna-
tional relations practice which is violent. As well as 
the existence of nuclear arsenals that have not 
made great power competition obsolete. Case of 
Russo-Georgian War presented in the article is 
clear evidence of how nuclear power could engage 
in conflict with minor actor backed by the nuclear 
alliance.61 The local crisis erupted to new West-
Russia rivalry on the grand scale. Downing of Rus-
sian fighter jet Su-24 by Turkey’s F-16 in 2015 was 
the situation closest to the outbreak of major war 
according to Andrey Sushentsov.62 Therefore, it is 
clear that for the past 70 years, the great powers 
were involved in crises, which could have ended in 
a major conflict. However, the contemporary struc-

ture might end up in unbalanced multipolarity 
within a couple of years. This reality is for now un-
observed phenomenon for international relations 
pundits.63 Therefore, it is hard to say whether will 
violent great power competition prevail in struc-
ture with the U.S, China, Russia and possibly with 
India and Germany as framing powers. There is 
also a possibility of war between great powers led 
with conventional weapons or limited nuclear con-
flict. Contemporary great power relations are 
pointing at political warfare, or struggles led by hi-
tech weapons and cyber warfare. Both options are 
already in motion and tensions are rising even 
though the structure has shifted from unipolar just 
recently. 

In sum, presented theories of peace as the ulti-
mate deterrent cannot always prevent great powers 
from maximising their share on power distribution 
and even create international crises involving oth-
er great powers. While three counter-arguments 
tested on main theories peace theories have prov-
en, that structural disbalance and uncertainty 
fuelled by fear for survival can be labelled as possi-
ble catalysts of future great power war. However, 
the main claim of the paper was not to conclude, 
that great power war is inevitable, but to prove that 
all four theories of peace have cracks in their con-
struct. As well as there is a certain pattern in the 
political behaviour of great powers, which foretells 
their future aggressive behaviour, with possibly re-
sulting in war. The pattern goes from structural 
disbalances, through uncertainty fuelled by fear to 
survival mode, which sometimes even makes 
states to act irrationally.64

60 See Walt (2018) or Mearsheimer (2018)
61 Very similar situation is currently happening in Ukraine
62 Eurasian Strategies Conference. 2018
63 Non-western nuclear power is challenging the status quo globally
64 “I assume that the principal motive behind great-power behaviour is survival. In anarchy, however, the desire to survive encou-

rages states to behave aggressively” Mearsheimer. 2008. s. 54
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Implication of Findings

The realisation that the ultimate deterrent does  
not always imply the practice of international rela-
tions is not making great power war inevitable.  
All three theories are serving as background for 
peaceful cooperation amongst great powers at 
times of structural stability. Even at those times, 
can great power rivalries occur, but the balanced 
structure is relatively stable. However, the contem-
porary structure shows the first signs of future re-
distribution of power i.e. structural disbalance. 
Three prominent theories of international rela-
tions describe such events. These are theories of 
structural realism65, hegemonic stability theory66 
and power transition theory67. All three theories 
are pointing out the structural disbalance as the 
main driver for events leading to the outbreak of 
war. For instance, either John Mearsheimer or Gra-
ham Allison maintains that under certain condi-
tions is hegemonic war in the 21st century possi-
ble.68 All three theories are going along with the 
argument presented in article- when structural dis-
balances are causing uncertainty of major powers, 
their behaviour is being affected with possibly re-
sulting in great power war. The main difference is 
that power transition theorists claim that it is rising 
power which causes great power war similarly 
with Grahams Allison’s claim. While hegemonic 
stability theorists are adding an element of satis-
faction of the status quo. Therefore, if great powers 
are satisfied with status quo and structural disbal-
ance occurs, they won’t try to change it. Structural 
realists agree that it is a combination of unbal-
anced structure and anarchy, which forces states to 
behave aggressively. Nonetheless, all three theo-

ries agree that it is structural disbalance which 
leads to great power war. 

Structural disbalances are causing uncertainty 
of great powers. The uncertainty stems from the 
anarchical environment, which supports specula-
tions over intentions of other actors.69 Therefore, it 
is a lack of information that causes fear. However, 
this claim also justifies the claim of Russian politi-
cal scientist Andrey Baykov who maintains that it 
is not only anarchic environment which gives way 
to speculations over intentions, but the same logic 
describes the behaviour of uncertain actors in the 
system with a clearly hierarchical structure. Thus, 
the concept of uncertainty is applicable also in in-
ternal politics, or even incorporate environment. 

In sum, the lack of information about the inten-
tions of others is causing uncertainty. Uncertainty 
is causing fear. Fear forces the states to become as 
powerful as possible. Once other actors see their 
peers becoming more and more powerful, they 
will fear their survival so they will try to cope with 
others. Subsequently, the states can start to fear 
about their survival; they act according to dictates 
of realpolitik and wars can occur. Sometimes, 
when survival is at stake, states act in an irrational 
way and can even launch a nuclear war. 

However, no data are describing the behaviour 
of nuclear powers in unbalanced multipolarity 
during structural disbalance. Therefore, it is not 
completely safe to say that nuclear powers won’t 
launch a war against each other. Also, there is a 
possibility for conventional conflict or limited nu-
clear war. Or as Koffman and Sushentsov argue, fu-
ture great power war will be led through cyber, 
economical, space, specs-op, informational and hi-
tech modern warfare70, very similar to this defini-

65 See Waltz, Walt
66 See Gilpin, Wohforth
67 See Kugler and Organski
68 Limited only to region; non-nuclear war; misunderstading leading to crisis; technological error
69 Moreover, because states operate in an anarchic system, there is no night watchman to whom they can turn for help if another 

great power attacks them. Although anarchy and uncertainty about other states’ intentions create an irreducible level of fear 
among states that leads to power-maximizing behavior, they cannot account for why sometimes that level of fear is greater 
than at other times.

70 KOFFMAN M.; A. SUSHENTSOV. 2016. s. 9
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tion is also term the political warfare71, which for 
now excludes hi-tech warfare and adds regional 
conflict. Nonetheless, these notions point out that 
great powers are engaging in crises and the struc-
tural disbalance is giving way to clashes between 
major powers. Interests start to cross and sooner or 
later they clash over them. Classic signs of struc-
tural disbalances are regional clashes of great pow-
ers or proxy wars. For instance, the events foretell-
ing the World War II. were regional conflicts 
between established and rising powers such as 
Japanese Invasion to Manchuria (1931), War in 
Ethiopia (1935) and Spanish Civil war (1936). 
These conflicts had the same feature of structural 
disbalance, giving way to rising powers to chal-
lenge the current status quo in the disputed area. 
Yet, under the threat of nuclear war, major powers 
are engaging such conflicts in the 21st century and 
that is simply because of structural disbalances. 
During the Yugoslavian war, Russian Federation 
was a relatively silent witness of the destruction of 
its former ally, while during the Iraq war Russia ve-
toed resolution approving “boots on the ground” 
solution and during the Syrian war, Russia directly 
intervened to protect its ally. It is eminent, that 
while the structure was unipolar and the U.S was 
undisputed leader, Russia couldn’t defend its inter-
ests. However, the 21st century has brought struc-
tural changes and the world is no longer clearly un-
ipolar72, while Russian status has been resurrected 
back to one of framing powers. That makes Russia 
capable of confronting U.S interests in areas of 
their ones. The structural argument, therefore, 
gives way framing powers to confront each other.73 
Structural disbalances and an increasing number 
of confrontations in the structure are then giving 
way leaders to start calculations involving their 

own survival, or power maximisation, what creates 
a certain degree of uncertainty, which sometimes 
leads to irrational choices. 

During Cold War, catalysator of survival mode, 
uncertainty, has been relatively reduced through a 
system of bilateral non-proliferation and arms con-
trol treaties, which served as a framework for secu-
rity architecture between the Soviet Union and the 
United States. Thereby, these treaties were reduc-
ing second thoughts of world leaders on preventive 
strike-through eliminating selected kinds of the ar-
senal, de-arming certain regions, or just reducing 
strategic arsenals of opposing sides. However, the 
Cuban Missile crisis points out how close to nucle-
ar war were two superpowers during that time. It 
was placing the American missile systems in Italy 
and Turkey, which led Soviets to erase U.S strategic 
advantage and build a missile base on Cuba. Ini-
tially, it was the uncertainty of USSR about U.S in-
tentions that activated survival mode, during which 
Soviets placed their missiles on Cuba. These events 
provoked the reaction of the U.S, bringing the 
world on the brink of nuclear war. In other words, 
the U.S activated their survival mode. The wise de-
cisions of then leaders have adverted all threats of 
nuclear war. However, these events are a constant 
reminder of how easy the world can witness the 
beginning of the potential nuclear war as well as 
fact, that nuclear powers also engages in crises.74

In the case of previously mentioned Russo-
Georgian war, it was structural disbalance caused 
by NATO which started to back Georgia. This 
structural disbalance created tensions and uncer-
tainty about the future of border territories and the 
security environment in the region. The outcome 
was an irrational attack of a small country on terri-
tories guarded by peacekeeping forces of nuclear 

71 RAND CORPORATION.2018. Modern Political Warfare: Current Practices and Possible Responses. Rand Corporation. ISBN 978-
0-8330-9707-1

72 Probably the best way how to define current structure is starting shift from unipolarity to unbalanced multipolarity with U.S 
supremacy

73 However, Beardsley and Asal (2009a, p. 251) also note that the “restraining effect of nuclear weapons on violent aggression 
does not appear to affect the propensity for actors to engage each other in general crises, in contrast with the expectations 
of … the ‘nuclear revolution’ model…”

74 See Gilpin 1988
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power. If NATO would enter the conflict, a situa-
tion could escalate into an all-out war between nu-
clear power and nuclear alliance. A very similar 
scenario is ongoing in Ukraine today. Indeed, nu-
clear arsenals have eliminated the second thoughts 
of solving great power competition by armed con-
flict. However, examples of Georgia-Russia war or 
contemporary Ukraine are pointing out, that states 
when uncertain about their future activates surviv-
al mode and sometimes even act irrationally. In 
fact, they mostly act irrationally in their efforts to 
drag great powers allies to reckless attacks on oth-
er great powers area of interests. Georgia and 
Ukraine have NATO support and probably calcu-
lating with its full-scale support in order to contain 
Russia, even in situations when they act aggres-
sively. Not to mention events such as intentionally 
shooting down of Russian fighter jet Su-24 by Tur-
key’s F-16 in 2015. If Russia, in retaliation, would 
declare war on Turkey, we would find ourselves in 
the war between NATO and Russia. Such animosi-
ties sometimes occur, and it is mostly about the 
evaluation of political and military elites how do 
they react. Finally, the USA in its latest Nuclear 
Posture Review75 reserves right of using nuclear 
weapons even in cases of high conventional threat 
and in cases their allies are under attack. Notwith-
standing the fact, the U.S has never adopted the 
policy of “no first use”. All these facts are making 
the hegemonic war between nuclear powers think-
able even in the 21st century.

The pattern of great powers political behaviour, 
therefore, makes way for its future use in analysing 

of events involving the strongest actors in the sys-
tem. It is obvious that structural disbalances does 
not occur very often, but when they do it is accom-
panied by a high degree of fear and uncertainty 
and it is certain, that states will fear about their 
survival, what makes them act aggressively. There-
fore, the observed chain of counter-arguments 
proves its capability to enhance future great power 
rivalries and even wars.

Conclusion

This study has proven that peace theories repre-
sented as the ultimate deterrent are not answering 
to all questions of great power war obsolesce. Yet, 
they form a strong argument for why great power 
war has not occurred in the past 74 years. Howev-
er, these facts have not stopped great powers en-
gagement in rivalries and violent crises. As well as 
the structural disbalances leads to uncertainty, 
which activates survival mode, in which as we 
could observe, states sometimes act irrationally. 
Thereby, the three of four proposed theories are 
prone to fail in situations of structural disbalance 
in a high degree of uncertainty, while the fourth 
one has made, even theoretically, hegemonic war 
hard to imagine, but still possible. In practice, they 
are conflicting situations when great power war 
could erupt already happened. Fortunately, lead-
ers correctly evaluated the situation and wisely 
adopted policies avoiding direct great power con-
frontation on the battlefield.

75 NUCLEAR POSTURE REVIEW. 2018. Office of The Secretary of Defense. Washington. Online: https://media.defense.gov/2018/
Feb/02/2001872886/-1/-1/1/2018-NUCLEAR-POSTURE-REVIEW-FINAL-REPORT.PDF
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1. Introduction

European food industry is one of the largest branch 
of the manufacturing industry in the European Un-
ion from the perspective of sales, added value and 
employment. There are around 300 thousand en-
terprises in the European food industry with a total 
turnover 1089 bil. € employing 4,25 mil. persons. 
The food industry employs around 15 % of persons 
working in the manufacturing industry in the Eu-
ropean Union. The exports of food and beverages 
from the member countries of the European Union 
nearly doubled and is continuously achieving sur-
pluses. The exports to the non-EU countries are 
growing rapidly. Also the imports from non-EU 
countries are constantly growing by approx. 6 % 
each year. The aim of the paper is to identify select-
ed microeconomic aspects of food businesses and 
their structure, employment and turnover in the 
EU and compare it with the Czech Republic.

2. European food industry in a global 
perspective

The globalization of the agri-food markets is pre-
senting an intervention into traditional production 
models (Niles and Roff, 2008) which at the same 
time affects the economic, social and environmen-

tal areas not only in the production of agricultural 
commodities but also in their processing, packag-
ing, distribution and consumption, see Connor 
(2008), Dagevos (2009), Gaull and Goldberg (1993) 
or Borgen and Hegrenes (2005). The main imports 
and export flows of food and beverages to/from 
the European Union and other world regional  
integration groups can be seen in Figure 1. The 
most important trade partners of the European  
Union are countries from integration groups  
NAFTA, EFTA, ASEAN, ACP countries and MER-
COSUR.

The products that dominate to exports from the 
EU countries are beverages (especially wine and 
spirits), meat products, dairy products and other 
food products (chocolate, sweets, manufactured 
tea and coffee). The main target countries for Euro-
pean exports are the United States, China, Japan 
and Russia. The products imported to the Europe-
an Union include fish products, oils and fats (espe-
cially palm oil) and other food products. The main 
importers to the European Union are China, Nor-
way, Iceland, Thailand, Morocco (fish), Indonesia, 
Malaysia (fats) or Turkey, the United States and 
Brazil (other food products, e.g. conserved fruit, 
nuts, fruit juices, etc.), see FAO (2019). In a global 
comparison, the European Union has the highest 
share in world exports and the second highest 
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share in world imports of food and beverages, see 
Figure 2.

Whatmore (2002) describes highly industrial-
ized and increasingly globalized food networks, 
technologies and products as an agri-food system. 
The OECD (2019) depicts this system as a set of ac-
tivities and relationships that interact to determine 
what foods, how much, how and for whom they 
are produced and distributed. In general, the de-
velopment of the global agribusiness leads to the 
fact that an agricultural enterprise as a producer of 
basic commodities for food production is also in-
creasingly determined by the environment, espe-
cially by previous and subsequent links of this sec-
tor of the economy (Grievink, 2003). The response 
of some consumers to the global agri-food system 
then also often includes a search for alternative 
forms of production of agricultural commodities 
and food production that are environmentally 
friendly, see e.g. Tansey, Worsley (2008).

From the perspective of the supply-oriented 
commodity chain, the individual links should be 

interconnected and work together. Building coop-
eration within the vertical is the main idea of de-
veloping cooperation. This theory is confirmed, 
for example, by Lagnevik (1994), which states that 
the ability to link individual links in the chain cre-
ates competitive strength. Organizational models 
for the major agri-food cooperative groups in the 
European Union were dealt in detail by Melíá and 
Carnicer (2015). A partnership in the food and ag-
ribusiness business can be defined as a set of inter-
dependent enterprises that work closely together 
to manage the flow of production and services 
along the supply chain to deliver superior quality 
at minimal cost (Wierenga, 1997). Based on the re-
sults of a study by Napier and Bjerregaard (2013), 
food clusters should be based on their future com-
petitive criteria and should bring together mem-
bers from all parts of the value chain within and 
outside the region. 
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Figure 1 » Imports and exports of food and beverages to/from the European Union and other regional 

integration groups

Source: FDE (2019)
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US 96

EU 92

Japan 49

China 45

Canada 27

Russia 25

Hong Kong 20

Korea 19

Mexico 17

Saudi Arabia 15

EU 124

US 81

China 53

Brazil 42

Indonesia 30

Thailand 29

India 29

Argentina 26

Canada 25

Malaysia 23

3. Food businesses in the EU and their 
structure, employment and turnover

The European food sector is a highly diversified 
sector with many businesses of different sizes. 
More than 285,000 SMEs (ie 99.1% of the total 
number of businesses in the sector) were active at 
the European market, generating almost 50% of to-
tal turnover and providing two-thirds of jobs in the 
food sector. Medium-sized enterprises have the 
highest share of turnover, value added and number 
of employees. Although the number of large enter-
prises in the EU food industry is significantly 
smaller that the number of SMEs, they generate a 
turnover and added value at about the same level 
as all SMEs together. Large enterprises employ 
around 37 % of persons working in the food indus-
try. The European food industry offers to EU con-
sumers a wide range of products ranging from fruit 
and processed vegetables up to milk, dairy and 

beverage production. The most important areas of 
agricultural products processing in terms of the 
generated turnover, employment and the number 
of companies are bakery and confectionery prod-
ucts, meat processing and meat products, dairy 
products and beverages.

If companies are compared in terms of total 
turnover, the distribution in different food and 
beverage productions has changed somewhat. The 
processing of meat and meat products accounts for 
20% of total turnover in the food processing sector 
and is currently followed by the production of oth-
er food products, beverages, milk and milk prod-
ucts. In terms of generating turnover and number 
of employees, the food industry is one of the three 
largest manufacturing sectors in most EU member 
states. As can be seen from Table 1, countries like 
Germany, France, Italy, the United Kingdom and 
Spain are Europe’s largest producers of agricultur-
al products in terms of both total turnover and val-

Figure 2 » Top 10 world exporters (left) and importers (right) of food and beverages (in bil. USD)

Source: FDE (2019)
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ue added. The highest number of enterprises is lo-
cated in France, Italy and Spain that also employ 
the highest number of employees.

In countries such as France, Italy or Spain, it 
can be observed that the corporate structure is 
mainly based on a large number of micro and 
small enterprises. The highest number of employ-
ees per company was recorded in Germany, Slova-

kia, the United Kingdom or Ireland. But if we recal-
culate the total turnover and value added per 
business, the highest rank is achieved by Irish and 
German food enterprises.

The Czech Republic is relatively specific com-
pared to other EU countries. The number of em-
ployees in the food industry is approximately simi-
lar to that in Belgium, the total turnover and the 

Table 1 » Table 1 Structure of food businesses in the EU member countries

Total turnover
(bil. €)

Added value
(bil. €)

Number 
of employees 
(thousands)

Number 
of enterprises

Belgium 48.0 7.6 88.5 4532

Bulgaria 4.9 0.9 94.7 5963

Czech Republic 11.6 1.9 92.4 7538

Denmark 25.8 4.3 44.8 1589

Estonia 1.9 0.4 15.1 525

Finland 11.2 2.7 38.0 1700

France 184.5 36.2 619.5 62225

Croatia 5.1 4.7 37.7 2970

Ireland 26.4 7.1 39.2 607

Italy 132.0 27.0 385.0 54931

Lithuania 4.2 0.7 42.5 1601

Latvia 1.8 0.4 25.8 1003

Hungary 11.2 1.9 99.8 6700

Germany 172.2 35.2 559.8 5828

Netherlands 68.8 10.9 126.3 5639

Poland 49.5 10.6 423.8 14625

Portugal 14.9 2.7 104.3 10807

Austria 22.0 5.1 82.6 3872

Romania 11.1 – 178.9 8798

Greece 14.5 2.0 86.4 1330

Slovakia 3.8 0.7 28.1 268

Slovenia 2.2 0.5 16.0 2160

United Kingdom 120.9 33.4 415.0 6360

Spain 93.4 28.0 479.8 28343

Sweden 18.4 4.3 54.0 3965

Source: own processing according to data from FDE (2019)
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added value is several times lower. If we compare 
the total turnover of food businesses in the Czech 
Republic with other countries, the value is similar 
to countries such as Finland, Hungary or Romania. 
But the turnover in Finland is achieved with much 
fewer employees and companies. Thus, only Hun-
gary achieves similar results as the Czech Repub-
lic. When calculating the total turnover per enter-
prise, the Czech Republic ranks among countries 
such as Croatia, Latvia or Portugal.

4. Food businesses in the Czech Republic and 
their structure, employment and turnover

In the Czech Republic, the food sector is, as well as 
in the EU, a traditional manufacturing sector. The 
food quality evaluation and quality management 
in the food industry has been dealt by Palát et al. 
(2016). It is particularly important for ensuring the 
nutrition of the population through the production 
and sale of safe, healthy and quality food. The pre-
requisite for this goal is to ensure sustainable com-
petitiveness and at the same time high quality of 
delivered products. Some food businesses have a 
direct link with primary agricultural production, 
others are working at a higher stage of processing 
of agricultural commodities. A specific feature of 
this sector is the need for intensive daily supplies 
for certain types of food. The total number of busi-
nesses registered as food producers (CZ-NACE 10) 
and beverage producers (CZ-NACE 11) has been 
steadily increasing since 2003. 

A higher rate of growth in the number of enter-
prises has been recorded since 2008 and continues 
also in the next years. However, not all registered 
entities, especially natural persons, are economi-
cally active. The total number of entrepreneurial 
subjects of natural persons before the Czech Re-
public’s accession to the EU was around 9 thou-
sand. In 2002 there was a significant decrease to 
6340 entities, mainly due to legislative changes in 
the sector before the EU accession. In 2016, a total 
of over 16 thousand individuals worked in food 
and beverage production. The gradual trend of ex-

panding these entities was related to the economic 
recovery, the growing demand for local production 
and an easier process of starting a business in the 
case of natural persons than in other legal forms. 
These are mainly individual producers of bread 
and pastry, meat products, mini-breweries or win-
eries. Some processors of agricultural raw materi-
als are doing business in other legal forms, e.g. 
limited partnership or cooperative, but their num-
ber is not very significant. For example, the num-
ber of cooperative food producers varied around 
70 entities.

The branches of food businesses may include 
meat processing and meat products, processing 
and preserving of fish, processing and preserving 
of fruit and vegetables, manufacture of vegetable 
and animal fats and oils, manufacture of dairy 
products, manufacture of grain products and 
starch products, manufacture of bakery and con-
fectionery products, manufacture of other food 
products, manufacture of prepared feeds, manu-
facture of beverages (eAgri, 2019).

The highest number of enterprises with more 
than 50 employees by production branch was rep-
resented equally in manufacture of bakery and 
confectionery products, meat processing and meat 
products. The production of other food products is 
very branched and involves mainly processing of 
raw materials of vegetable origin (sugar, cocoa, 
chocolate) and production of a higher degree of 
processing of agricultural commodities, e.g. pro-
duction of ready meals, soups etc.

It can be also useful to study the development 
of the size structure of food enterprises with 100 or 
more employees and the development of the num-
ber of food enterprises. The CZSO (2019) has been 
monitoring the average number of entities with 
100 or more employees since 2008, until then a dif-
ferent monitoring methodology was applied, 
which does not allow the data to be compared with 
each other. Food enterprises with 100–199 employ-
ees predominated in the Czech Republic with a de-
creasing trend in the last ten years. Although the 
average number of enterprises with more than 100 
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employees decreased in the last decade, the size 
structure did not record any significant changes. It 
can be stated that as the number of employees is 
increasing, the number of food businesses is de-
creasing in the Czech Republic. In terms of the 
economic performance, the absolute volume of 
sales of own products and services and the in-
crease was the most significant for enterprises with 
200 to 499 employees and enterprises with 100 to 
199 employees.

5. Conclusions

The aim of the paper was to identify selected mi-
croeconomic aspects of food businesses and their 
structure, employment and turnover in the EU and 
compare it with the Czech Republic. European 
food industry is one of the largest branch of the 
manufacturing industry in the European Union 
from the perspective of sales, added value and em-
ployment. The products that dominate to exports 
from the EU countries are beverages (especially 
wine and spirits), meat products, dairy products 
and other food products (chocolate, sweets, manu-
factured tea and coffee). The main target countries 
for European exports are the United States, China, 
Japan and Russia. The products imported to the 

European Union include fish products, oils and 
fats (especially palm oil) and other food products. 
The main importers to the European Union are 
China, Norway, Iceland, Thailand, Morocco (fish), 
Indonesia, Malaysia (fats) or Turkey, the United 
States and Brazil (other food products, e.g. con-
served fruit, nuts, fruit juices, etc.). In a global 
comparison, the European Union has the highest 
share in world exports and the second highest 
share in world imports of food and beverages. In 
the Czech Republic, the food sector is, as well as in 
the European Union, a traditional manufacturing 
sector. The total number of businesses registered 
as food and beverage producers has been steadily 
increasing. Some food businesses have a direct 
link with primary agricultural production, others 
are working at a higher stage of processing of agri-
cultural commodities. The structure of food manu-
facturers is very broad and diverse in terms of legal 
forms and the size of business entities themselves. 
The main focus of enterprises should lead to an im-
proving innovation capacity by exploiting scientif-
ic results and developing products and technolo-
gies, or by sales and investment promotion. In this 
way, enterprises can support their production effi-
ciency and their market competitiveness.
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Microeconomic aspects of the food industry in the European Union and the Czech Republic

ABSTRACT
The aim of the paper was to identify selected microeconomic aspects of food businesses and their structure, 
employment and turnover in the EU and compare it with the Czech Republic. European food industry is one 
of the largest branch of the manufacturing industry in the European Union from the perspective of sales, 
added value and employment. In a global comparison, the European Union has the highest share in world 
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exports and the second highest share in world imports of food and beverages. In the Czech Republic, the food 
sector is, as well as in the European Union, a traditional manufacturing sector. The total number of busi
nesses registered as food and beverage producers has been steadily increasing. The structure of food manu
facturers is very broad and diverse in terms of legal forms and the size of business entities themselves. The 
main focus of enterprises should lead to an improving innovation capacity by exploiting scientific results 
and developing products and technologies, or by sales and investment promotion. In this way, enterprises 
can support their production efficiency and their market competitiveness.
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1. Introduction 

Protectionist policies have evolved in their popu-
larity over time. Their application has been closely 
linked to the phase of development of the given 
country. Consider the USA — at the beginning of 
existence the USA applied protectionist policies 
(and industrial policy) connected with the name of 
Alexander Hamilton. This combination of policies 
was later theoretically framed by the German econ-
omist Friedrich List. 

The situation was very different after the WWII, 
when the USA became the dominant power of the 
Western world and at the same time the engine of 
the new liberal economic order. Although critics 
may argue that the liberal order was never “purely” 
liberal, the predominant tendency was rather obvi-
ous. 

The current presidentship of Donald Trump is 
often presented as a breakaway from this liberal 
tradition. Matters are more complicated though, 
but president Trump’s attitude towards multilater-
al organisations and his inclination towards the ap-
plication of tariffs and extraterritorial sanctions re-
veal the return of the national interest. 

2. Protectionism as a part of industrial 
policy 

As for the development of protectionist theories, 
these are often connected with the doctrine of mer-
cantilism. This doctrine, which periodically re-
turns in the form of “neo-mercantilism”, perceives 
international trade as an important growth engine. 
However, its positive impact can be achieved only 
in the case of a positive trade balance. Interpreted 
by the game theory, international trade is game of 
“0–1.” Either you export more than you import, 
then you win, vice versa, you lose. Although sim-
plistic, it is undoubtedly true that the component 
of net exports (including trade in goods and servic-
es) is a part of GDP. 

Therefore, the mercantilist (and especially neo-
mercantilist) logic can be viewed as a part of the 
export-led growth approach. Export-led growth as 
an economic strategy has been mostly applied by 
emerging economies that cannot (yet) rely on their 
domestic demand. It shall be mentioned, however, 
that his strategy has also been chosen by Germa-
ny1, a developed country. When considered by an 
emerging country, export-led growth is usually a 
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part of a wider “catch-up” strategy, which includes 
also industrial policy. Export-led growth is depend-
ent on a stable global economic environment, ide-
ally combined with liberal economic order and/or 
with integration types such as free trade area. 
Thus, for countries that pursue export-led growth 
policy, any destabilization in global economic en-
vironment (such as tariffs, trade wars) threatens 
the viability of this growth model (again Germany 
here is the perfect example). 

Mercantilism used different types of tools — 
both promoting export and limiting (or even for-
bidding) import. Many of these tools are still being 
used. It is necessary to view the whole scale of 
tools. It is important to emphasize that mercantil-
ist policies could be applied only in the case of 
strong state. In today’s terms we can speak about 
economic sovereignty (which for example would 
be impossible for an individual state to achieve in 
the EU). 

Regarding export promotion, we can mention 
direct subsidies, monopolization, promotion of 
merchant shipping etc. Mercantilist policies were 
closely linked with internal market development 
and infrastructural modernisation (e.g. in France 
by the J. B. Colbert). There were of course also 
measures regarding imports, such as import bans 
or high tariffs. Although mercantilist policies were 
later sharply criticized by Adam Smith, they did 
contribute substantially to trade dominance of 
Great Britain and the Netherlands, while they 
helped to modernize French economy. 

Modern industrial policy is related to the poli-
cies of Alexander Hamilton2. The set of policies 
was designed to catch up with Great Britain. In 
about one century, the USA became the biggest 
economy in the world, although it took longer 
(which usually does) to be reflected as the domi-
nant political power. Protectionist policies helped 
to modernize and upgrade American economy, but 

as the US gained its dominant political position (af-
ter the WW2) the approach turned to liberal and 
multilateral. The same case was with Great Britain, 
its economic lead was helped by mercantilist poli-
cies, but as a dominant country it started to advo-
cate for liberal policies (supported by the compar-
ative advantage theory)3 (Bairoch, 1995). 

Hamilton’ vision of US economy included mod-
ern industries and modern economic structures. 
Hamilton advocated for economic policies that 
should temporarily protect American industry 
from competition, but also develop own industries 
(through government subsidies). It was the task of 
the government to improve transport infrastruc-
ture. A part of the industrial policy was also linked 
to “piracy”. As Charles R. Morris describes in For-
eign Policy (Morris, 2012), “Entrepreneurs adver-
tised openly for skilled British operatives who were 
willing to risk arrest and imprisonment for sneak-
ing machine designs out of the country. Tench 
Coxe, Alexander Hamilton’s deputy at Treasury, 
created a system of bounties to entice sellers of 
trade secrets, and sent an agent to steal machine 
drawings, but he was arrested.” Notorious is the 
case of Samuel Slater, who got deep knowledge in 
mechanized spinning. He emigrated to the US and 
brought the secret know how with him. It is symp-
tomatic that in the US he was named The father of 
he American industrial revolution, whereas in 
Great Britain he was called “Slater the Traitor.” 

The tariffs were viewed as a short-term meas-
ure that should provide the American industry 
with a temporary protection (hence the infant in-
dustry argument later theoretically developed by 
Friedrich List). Tariffs were also used to finance 
subsidies for industries that should help to make 
American industry more competitive. The aim was 
not to make US an autarky, but to promote innova-
tion, thus becoming less dependent on foreign 
countries. 
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It is worth noting that the dispute between 
Hamilton and Jefferson did not have only (the fa-
mous) political dimension, but also showed deep 
division about the desired economic structure of 
the US. Whereas Hamilton aimed to catch-up and 
ultimately overtake Great Britain thanks to mod-
ern industries, Jefferson preferred agriculture and 
small craftsmen as the main pillar of economy 
(and politics). 

3. Infant industry theory 

The fathers of the infant industry theory are Alex-
ander Hamilton (mentioned above) and the Ger-
man economist Friedrich List. The core of the ar-
gument lies in the different stages of development 
of countries. The less developed country needs 
time to develop its own industries, thus it needs 
temporary protection. If the less developed coun-
try opened its trade immediately at the stage where 
it (for various reasons) cannot compete, it would 
be flooded with foreign goods and its backward-
ness would be only deepened. The argument of in-
fant industry advocates therefore more broadly for 
catch-up policies. After the domestic industries 
mature, the protectionist policies should be re-
moved. List states that the protection must not nec-
essarily cover all industries and also does not rec-
ommend imposing tariffs on capital goods or 
materials needed as input for production. 

The timing of the origin of the theory is no co-
incidence. Friedrich List lived for some time in the 
US and deeply impressed by the economic devel-
opment enabled by set of “Hamiltonian” policies. 
Hamilton (practically) and List (theoretically) 
were trying to solve the same problem. Both lived 
in a country that was lagging behind Great Britain 
and both considered the free trade policies inap-
propriate for the given stage of development. 

The background of List’s theory points to deep-
er divisions with Smith’s liberal laissez-faire. The 
point here is not only the free trade argument. List 
disagrees with Smith’s individual approach, specif-
ically that individual interest will lead to the big-

gest good for the whole society. List represents an 
economist deeply rooted in national interest. In 
List’s view the private interest must be subordinat-
ed to the interest of the state. The national interest 
lies not also in security, but also in the progress of 
the nation. List works with the theory of produc-
tive power, which includes also institutional fac-
tors, and political factors such and independence 
and power. List remains thus deeply rooted in po-
litical economy. In his broader view the state has a 
range of tasks, Shafaeddin (Shafaeddin, 2000) ar-
gues that his approach is close to modern state-di-
rected economic development. 

List viewed the economic development of a 
country through several stages of development. 
The highest stages for him was the combination of 
agriculture, manufacturing and commerce. He re-
fuses the laissez-faire idea and claims that the state 
must create favourable conditions (not only eco-
nomic, but also administrative and through legisla-
tion) so that the country can achieve progress. 
List’s suggestions were directly linked to united 
Germany and many of his ideas found response in 
Bismarck’s policies. 

It is often wrongly assumed that infant industry 
policies start and end only with tariffs to protect 
the creation of domestic industries. List’s compre-
hensive approach includes also education, infra-
structure, patent laws and political factors (so top-
ical at his time in the case of fragmented Germany) 
such as political unity. 

One of controversial issues regarding the infant 
industry theory is the market size. It is clear that 
the smaller the country, the more difficult it can 
get to develop its own relevant domestic indus-
tries. List was however convinced that the manu-
facturing was a crucial sector for future prosperity 
regarding the structural shift from agriculture. As 
Shaffaeddin (Shaffaeding, 2000) states List be-
lieved that the famine in Ireland happened because 
of insufficient industrialization. List was actually 
trying to solve the problem of “too small country” 
also for Germany. His proposal was a customs un-
ion of German cities. Thus, in cases of smaller 

�

{1
1/

22
}



 European Forum of Entrepreneurship 2020 113

countries or regions List de facto proposed eco-
nomic integration. 

Moreover, List starts his crucial book “Das nazi-
onale System der politischen Ökonomie” (List, 
1856) by a comparison of economic development 
of different countries, cities and regions. He con-
cludes that firstly Britain had protective policy, but 
after it had developed its industries, it started to 
force others to accept free trade (also through the 
Navigation Act). 

Infant industry theory still remains an inspira-
tion especially for emerging and developing coun-
tries. 

Shafaeddin even argues that “with the excep-
tion of Hong Kong no country has developed its in-
dustrial base without resorting to infant industry 
protection. Both early industrialized and newly in-
dustrialized countries applied the same principle, 
although in varying degrees and in different ways.” 
Shafaeddin is careful in assessing the impact of im-
port substitution policy, which is usually viewed 
as one of the features of infant industry argument. 
He claims that the failure in these policies (e.g. in 
Latin America) is more connected with a defensive 
reaction (problems in the balance of payments), 
and the policies of import substitution were unfor-
tunately not combined with sensible industrial 
state policy. 

It is important to distinguish between the pro-
motion of free trade (and the comparative advan-
tage theory) and the real economic policy of devel-
oped countries. Most developed countries use 
various types of support for small and medium en-
terprises, export promotion agencies and in critical 
situations (e.g. the Great Recession) resort even to 
nationalizations or bail outs of huge financial insti-
tutions. There is a gap between the official “right” 
policy and the real economic mix. 

One of the distinguished economists that ar-
gues this point is south Korean economist Chang. 
Ha-Joon Chang (Chang, 2002) writes that “particu-
larly notable is the fact that the gap between “real” 
and “imagined” histories of trade policy is the 
greatest in relation to Britain and the United States, 

which are conventionally believed to have reached 
the top of the world’s economic hierarchy by 
adopting free trade when other countries were 
stuck with outdated mercantilist policies. These 
two countries were, in fact, often the pioneers and 
frequently the most ardent users of interventionist 
trade and industrial policy measures in their early 
stages of development.” Chang notes the accept-
ance of “free trade” was forced upon other coun-
tries, either by unequal treaties or by colonisation. 
In his book Kicking Away the Ladder: Development 
Strategy in Historical Perspective he gives a detailed 
economic history of US, Great Britain and Germa-
ny (among others) to show the real economic tool 
and policies these countries used in the past for 
their development.

Chang (Chang, 2002b) shows that it was espe-
cially countries like US and Great Britain (that in 
the mainstream are usually presented as free trade 
advocates) used highly protectionist measures also 
in periods when they were vocal proponents of 
free trade. There are of course many examples of 
countries that successfully modernized their econ-
omies, from Japan to the group of newly industri-
alized Asian countries to China. 

4. Crises in liberal economic order 

Trump’s presidency is often considered as “the” 
breakthrough, which threatens the liberal order es-
tablished after the WW2. However, this view is 
rather simplistic and neglects the series of crises 
that the liberal trade system has experienced in the 
last twenty years. 

The unfinished and abandoned round of talks 
of Doha is one of the symptoms. Diverging inter-
ests of countries, so explicitly mirrored in the case 
of liberalization of agricultural products have not 
been surpassed until now. Agriculture is a signifi-
cant example. The criticism from developing and 
emerging countries that trade liberalization only 
occurred in manufactured goods, where the devel-
oped countries had a lead, remains relevant. Al-
though agriculture remains a small sector in the 
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developed countries, with about 1–3 % share of 
employment and share to GDP, its strategic rele-
vance is unquestionable. 

The reactions on the paralysis of WTO can be 
scaled in time. First reactions on the deadlock of 
Doha round were represented by the explosion of 
bilateral agreements mostly in the form of FTA. 
The explosion of these agreements, which have 
per se the exception from the most favoured nation 
clause, deepened the problems of WTO function-
ing. 

The next level of reaction is connected with the 
Great Recession. It was this deep systemic failure 
that led to focus on geopolitical issues, later em-
phasized by president Trump in a specific way. 

After Great Recession big powers come up with 
their own economic projects, complex trade trea-
ties. The complex trade treaties reflect the new is-
sues that big powers especially find relevant. These 
concern not only trade in goods and services, but 
also intellectual property provisions (often of very 
restrictive nature) and the usage of ISDS clause 
(which had been used for some time and belongs 
to highly controversial clauses, see UNCTAD, 
2018). These complex agreements are therefore 
less about trade (or tariffs exclusively), but more 
about other issues like labour standards. 

US under the presidency of Obama tried to 
complete two major complex agreements. TTIP — 
the transatlantic trade and investment partnership 
and TPP — Trade pacific partnership4. The purpose 
of this article is not to analyse in detail these deals 
(which had not been implemented), but to show 
how their proposal diverged from the so-called lib-
eral order. Both are complex deals that did not deal 
only with trade in goods or services. As the name 
TTIP suggests, investment was supposed to be an 
equally important part of the treaty. However pre-
cisely the clauses like ISDS caused for huge citi-
zens’ resistance in the EU against this treaty. 

Moreover, as is apparent from the countries 

that was negotiated with, both treaties had a very 
strong geopolitical tone. TTIP was meant to ce-
ment the ties between USA and EU (and deter and 
weaken Russian influence on EU). TPP was effec-
tively making a circle of countries around China. 
Thus, these two treaties, or rather their proposals 
(as neither of them was realised in the form Obama 
struggled for) had a very strong geopolitical focus. 
President Obama (Reuters, 2015) said it quite 
frankly in an interview with Wall Street Journal: “If 
we don’t write the rules, China will write the rules 
out in that region.” At the same time, he warned 
against anti-globalization sentiment (both from 
left and right). This point is especially crucial as 
criticism of globalization was one of the issues that 
helped Donald Trump to presidency. 

President Trump withdrew the signature of TPP 
(actually one of the first things he did starting his 
presidency). The TTIP talks were put on hold, al-
though president Trump is pressing the EU for a 
deal. 

Russia was another from the powerful countries 
to form a vision of an integration project. In 2010 
(Spiegel, 2010) Vladimir Putin (at that time in the 
position of a prime minister) visited Germany and 
presented the proposal of “economic space from 
Lisbon to Vladivostok.” The main features of this 
project included unified continental market as a 
more advanced form of cooperation. One of the 
main issues of this vision was to secure “a new 
wave of industrialization” and energy cooperation. 
However, this vision was rejected by Merkel and 
Russia afterwards started to orientate more on its 
“eastern vector.” Firstly, in the form of Eurasian 
economic union and later in the form of strategic 
partnership with China. 

China started to develop its modern form of the 
Silk Road in 2013, when the Chinese president Xi 
Jinping introduced the “One belt, one road” initia-
tive. The initiative has many specific features, as it 
is still developing and is not a form of an integra-

4 The negotiations included besides the USA also Australia, Brunei, Canada, Chile, Japan, Malaysia, Mexico, New Zealand, Peru, 
Singapore and Vietnam. 
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tion project (not a free trade area, although China 
is of course active in this field too, via the Regional 
Comprehensive Economic Partnership that howev-
er still remains a proposal). One belt, one road can 
be viewed as a specific set of projects, from infra-
structural to educational, the financing of which is 
helped by the Asian infrastructure investment 
bank, founded by China. Although there is a refer-
ence to the ancient Silk Road, the One belt, One 
road project is not only limited to Eurasia. It has a 
long horizon, it is expected to be completed by 
2049 (100th anniversary of People’s Republic of 
China). 

5. Trump’s presidency: focus on the national 
interest 

Even in the presidential campaign it was visible 
that Trump’s views differ deeply from those of his 
predecessor. Trump claimed that “America needs 
to be made great again” and that it neglected its in-
terest in the past decades. Other nations thus had 
been “ripping off” the American citizens, which 
needs to change. Trump fervently criticized China 
and promised to take a tough position towards this 
emerging power. 

Trump’s political approach includes specific 
features, which are already changing not only 
American, but the global economic situation. It is 
therefore necessary to try to understand the mo-
tives, the hierarchy of (sometimes contradictory) 
goals and the instruments that Trump’s adminis-
trative uses. 

The ultimate goal seems to be the main motto 
of Trump’s election campaign: make American 
great again. This motto says a lot about Trump’s 
perception of the US. It says at the same time that 
US is not a “great country anymore”, as it allowed 
others to “rip it off”, Trump ’s predecessors did 
nothing to stop this trend and/or are partly respon-
sible for the relative decline in US power. But 
Trump’ policies will alter this unfavourable situa-
tion. One was how to put this goal into practice, it 
— summarized in another motto — America First. 

That is return of the national interest par excel-
lence in the most brutal and easy to communicate 
way. US have cared for others too long, were too 
“generous”, it’s high time to concentrate on their 
own interest and pursue them, while the US still 
has enough power to do so — that it is the frame-
work of Trump’s economic policy.

America First is a broad motto and does not re-
flect itself “only” in economic policies. Vice versa, 
it leads to the subordination of economic policies 
to a geopolitical goal “hidden” in “Make America 
great again.” That is to sustain the hegemonic posi-
tion of the US (which Trump correctly sees as 
eroded) through different means and tools, some 
of which are economic. 

Trump has mentioned many issues during his 
presidency that are linked to economy. The criti-
cism of US deficit in trade in goods (albeit not in 
services), which he seemed to connect to the dete-
rioration of American industrial base. The sup-
posed “unfairness” of trade deals negotiated by his 
predecessors. The supposed currency manipula-
tion of countries like China. The inflow of foreign 
labour to the US (from Mexico especially) and the 
technological lead in telecommunication technolo-
gies that China was able to achieve. Trump is also 
a vociferous critic of multilateralism and the World 
trade organization itself. His attitude towards glo-
balization is highly sceptical (here is a strong con-
trast to president Obama). From Trump the world 
is made of nation states and only the strongest can 
have their say.

Economically, Trump may be considered a neo-
mercantilist, as he views the international trade as 
a zero-sum game (if you have trade surpluses, you 
win, if deficits, you lose). Trump views protection-
ist policies as tools to upgrade American economy 
or to stop the rise of alternative powers, mainly 
China. However, it has to be stressed that his poli-
cy lacks the industrial policy elements as in the 
case of infant industry theory. The promises of in-
frastructural investment may end up in the border 
wall to Mexico, support to companies may stay 
limited to the tax reform. At the end, Trump’s pol-
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icy may present obstacles for others to evolve and 
achieve progress, but not enough incentives for the 
US economy to upgrade. Moreover, his policy lacks 
consistent ideology as it is based rather on his per-
sonal experience from business. Therefore, it is so 
often declared for “unpredictable.” 

What are the tools that president Trump uses to 
achieve its goals and what are the impacts on the 
American and the global economy? 

Tariffs are a popular protectionist tool with the 
American president. Very often the American pres-
ident talks (or tweets) about “taxes” instead of tar-
iffs. His presidency is not over yet, but we can al-
ready summarize his usage of this instrument. In 
case of aluminium and steel the tariffs were im-
posed with the “explanation” of protecting nation-
al security (hence: the securitization of national in-
terest). Tariffs are for Trump a form of punishment, 
something that should force the counterpart to 
give in. Tariffs were used as a threatening instru-
ment not only in cases when Trump wanted “a bet-
ter deal” (which means a one-sidedly more favour-
able deal for the US), but also in issues that are not 
primarily linked to trade, such as inflow of workers 
to the US through the US-Mexican border. Tariffs 
imposed on Chinese goods were a means to “force” 
China to negotiate, but even after the “deal phase 
one”, they still largely remain in place. Trump con-
siders tariffs to be an effective barrier from foreign 
goods, and at the same time incentive for the do-
mestic production. The real situation is however 
more complicated as many American companies 
produce in China and export these goods to the US. 
Trump also criticizes the foreign involvement of 
American companies5 and wants them to “return 
home.” His tax reform shows this goal explicitly. 

He also mistakenly claims that it is the Chinese, 
who pay the tariffs in the American budget (it is 
the American consumers of course). 

Regarding trade, Donald Trump also claimed 
that trade wars “are good and easy to win6.” In the 
case of China, he proved that he was willing to es-
calate the situation. The deal “phase one” is more 
a truce and cannot be considered as a way to stabi-
lize the situation in the global economy. The situa-
tion in global economy can get out of hand very 
easily as imposing tariffs by the US may lead to re-
taliatory tariffs of the other country, thus opening 
a spiral of full-fledged trade war. 

Next instrument is the pressure to re-negotiate 
deals the president considers “unfair”, or to negoti-
ate deals so as to be one-sidedly favourable for the 
US. The renegotiation of NAFTA was mentioned 
already by Barack Obama when he was running 
against Hillary Clinton7 for his first term in the 
presidential office. Although his team was able to 
gain some concessions from Mexico and Canada, 
they did not materialize as Obama wanted to in-
clude “the whole package” into TPP. 

Trump negotiated a rather small deal with Ja-
pan a got concessions from South Korea as well. 
He puts pressure on a deal with the EU, while con-
stantly threatening on imposing tariffs on foreign 
cars. 

In this context it is necessary to mention 
Trump’s negotiation tactic. He is opposed to deals 
of multilateral character. When there were two 
countries to negotiate with as in the case of NAF-
TA, he first reached a deal with Mexico, putting 
thus Canada into a very difficult position. It shall 
be also repeated that Trump withdrew US from the 
TPP, although the remaining countries were able to 
come to a deal. 

Trump’s tactic relies on the (still) strong posi-
tion of the US, one to one, and also on his person-
al experience from business. Therefore, he prefers 
bilateral negotiation, because he believes that in 
such situation the US always has a leverage over 

5 It is a rather paradoxical situation, when Trump criticizes globalization, which originated in the US. Globalization is in his view 
a negative phenomenon, which helped China’s rise. He does not take into account how much globalization strengthened the 
position of American firms globally. 

6 His tweet from the 2nd March 2018.
7 He famously said that NAFTA helped Wall Street, but hurt Main Street. 
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the counterpart. Its unilateral approach shows the 
Bismarck’s motto of “country has no permanent 
friends, or enemies, only permanent interests.”

When talking about the multilateral frame-
work, we cannot leave out Trump’s attitude to-
wards WTO. Trump is highly critical of this institu-
tion. American administration even pursues the 
policy of “judge blockage” so that the appellate 
body of this organization is not able to rule on new 
dispute cases. Although WTO (as mentioned 
above) had been in difficult situation for almost 
twenty years, the current situation is close to a 
complete break down of ruled-based systems. 
There are discussions about the reform of WTO. It 
is not clear nonetheless how this reform should 
look like. 

One of the striking points is the criticism to-
wards China and its use of industrial policy (in the 
framework of state capitalism). China is criticized 
because it used, for its policy of catching -up simi-
lar measures as the developed countries had used 
before. However, as Chang (Chang, 2002b) persua-
sively proves, when a country achieves a devel-
oped status and modern economic structure, it 
tries to “kick away to ladder” it used to climb up. 
Thus, it tries to prohibit the policy it self used for 
the others so that they could not follow suit. Of 
course, there are also reform proposals (Rodrik, 
2018) that acknowledge the need to change the 
rules — to accept that countries in different stages 
of development need diverse policy and to allow 
enough manoeuvring space for these developmen-
tal policies. 

Tariffs are a classical instrument of protection-
ism, but sanctions are a typical tool that links eco-
nomic a geopolitical interest. The US has been us-
ing sanctions for a long time, however under the 
Trump presidency the frequency has increased. US 
uses so-called extra-territorial sanctions, which are 
against the international law. These sanctions are 
aimed at subjects that do not fall under the Ameri-
can jurisdiction. Extraterritorial sanctions were used 
in the case of Iran and the pipeline Nord Stream. 

In the case of Iran, the extraterritorial sanctions 

are part of the “maximum pressure” policy against 
Iran. These sanctions also show the weakness of 
European countries (especially the signatories of 
the JCPOA — Joint comprehensive plan of action 
known as the Iranian nuclear deal, which is France, 
Germany and United Kingdom). As for Nord 
Stream, the official explanation is “security of Eu-
rope” and its overdependence on Russia, whereas 
the real motives are to create more business oppor-
tunities for American LNG. 

Extraterritorial sanctions are based on two ma-
jor strengths: the importance of the American mar-
ket, but mostly on the dominance of American fi-
nancial infrastructure. The US when targeting a 
country/individual/company is aware of the dom-
inance of American dollar in global payments. This 
approach is however in contradiction with the offi-
cial policy of weak American dollar (stated by min-
ister of finance Mnuchin at the World economic fo-
rum in Davos in 2018, Financial Times, 2018). US 
was also able to control SWIFT, despite its being a 
European company based in Belgium. 

Not to forget is the technological war the US is 
waging (mostly) against China and its famous 
company Huawei. Especially Huawei has been un-
der scrutiny and labelled a security threat for the 
US and its “allies.” US also exerts pressure on its al-
lies to block Huawei and not to allow this company 
to cooperate in the development of 5G networks. 
The reason is that the US lags behind in these tech-
nologies and is not able to offer any rival against 
Huawei, although the Chinese company relies in 
some of its components on American companies. 
The constant pressure against this company how-
ever leads it to more and more rely on its own forc-
es — a powerful trend that will be mentioned in the 
last part. 

6. Impacts of Trump’s policy 

Trump’s policy of course has impact on both the 
domestic and the global economy. 

The domestic impacts have been analysed in 
various studies. The study by National Bureau of 
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Economic Research (Amiti et. al., 2020) shows that 
the costs of higher tariffs have been passed on to 
the American consumers and importers. This 
means that the Chinese exporters have not lowered 
their prices. From the long-term perspective this 
policy may lead companies to re-evaluate the sup-
ply chains. It is easier to find an alternative export-
er (e.g. in Vietnam), it takes of course more time to 
change the global value chains, which had been 
functioning for decades. The authors of this study 
show that although theoretically domestic compa-
nies could benefit from this situation, in reality 
some goods are being imported from other coun-
tries like Vietnam. 

Another study by FED (Flaaen and Pierce, 2019) 
focused on the impacts on the American manufac-
turing sector. The analysis concentrates on many 
factors through which the tariffs can influence the 
manufacturing sector. The authors come to the 
conclusion that the positive effect (protection) is 
more than offset by the negative effect of rising in-
put costs together with the retaliatory tariffs. Thus, 
tariffs imposed by the US resulted in higher pro-
ducer prices (because of higher costs of inputs) 
and lower employment in these industries. It can 
be hardly viewed as the desirable result of a trade 
war. 

Impact on the global economy are destabiliza-
tion and uncertainty. Both factors have large im-
pact on investment. Uncertainty is also stated in 
many analyses of the current economic environ-
ment, from IMF to OECD. 

From a longer-term perspective there are even 
more serious consequences. From the financial 
point of view, using the dominance of American 
dollar in extraterritorial sanctions and at the same 
time striving a weaker dollar is contributing to the 
search for alternatives to the American dollar. Rus-
sia has started its policy of de-dollarization, central 
banks are increasing their holdings of monetary 
gold. The position of US dollar in the financial sys-
tem is disproportionately strong as also the former 
governor of Bank of England stated (Giles, 2019). 
The overwhelming reliance on US dollar may pro-

vide the incentive for other countries to develop 
not only the international status of their currency 
(e.g. the Chinese yuan), but also developed their 
own payment systems so as to bypass the by US 
controlled SWIFT. 

Probably the most important trend set by 
Trump’s economic policy is decoupling, often 
combined with the phenomenon of deglobaliza-
tion. Decoupling is reflecting the multiple inter-
connectedness between China and the US that the 
American president views as threatening and neg-
ative. Decoupling effects not only the flows of good 
(and services), but if maintained longer it will re-
sult in the destruction of global value chains. 
These can by shifted to another country (Viet-
nam), but obviously Trump’s preference is to make 
the manufacturers return back to the US. Financial 
Times have named “decoupling” one of the most 
important words of 2019 and some of its promi-
nent commentators believe that decoupling may 
by the most important trend of our era. 

It has to be said, that the so-called reshoring 
had been going on for some time, well before pres-
ident Trump. Reshoring (UNCTAD,2016) means 
the return of production facilities back to a home 
country. The reason is mostly the technological de-
velopment that renders cheap labour in an Asian 
country obsolete. 

As US and China represent the two biggest 
world economies (while China has surpassed the 
US in 2014 in PPP), their process of decoupling will 
necessarily have a global impact (Foroohar, 2019). 
It means that the rivalry between Chinese compa-
nies like Tencent, Alibaba or Huawei and Ameri-
can ones like Qualcomm, Amazon and Google may 
soon reach strategic level. Chinese companies 
would also seize to be reliant by some components 
on American companies, which would open way 
to their own technological advancements. Ulti-
mately, this would not only be the end of globaliza-
tion as we know it, but would prepare ground for 
diverse “blocks” of powers — blocks with different 
technological standard, currencies, economic poli-
cies etc. These blocks of powers could ignore one 
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another, limiting the mutual contacts, or worse, 
engage in conflicts. That would be the price to pay 
the American effort to maintain its hegemonical 
position. 

7. Conclusion

The article presented the roots of infant industry 
theory and its application in time. It is obvious that 
developed countries used the infant industry argu-
ment and the policies that are linked to it to up-
grade and modernize their economies. However, 
when they did so and gained a lead, they were mo-
tivated to advocate for free trade. 

Liberal trade order has been in crisis for about 
twenty years, with the collapse of the Doha round, 
the efforts of powers concentrated on so-called 
complex deals, which include not only issues con-
nected with trade, but also other topics, like invest-
ment protection. Trump’s policy is neo-mercantil-

ists at its core and unilateral in approach. However, 
it lacks the pro-active governmental types of indus-
trial policy and more concentrates on deterring 
others, or forcing them into unequal and unfavour-
able deals. Trump’s goals are ultimately framed by 
the effort to maintain US hegemonical position, 
which is economically threatened by China. US 
uses many restrictive measures from tariffs to ex-
traterritorial sanctions. These instruments create 
uncertainty in the global economy, in the short 
run, however if pursued in the long-run they can 
lead to decoupling between China and US. Decou-
pling not only means effective deglobalization and 
return of the national interest, but this situation 
could lead to the creation of blocks led by different 
powers. Question of national interest in economic 
matters have returned “big time” and will undoubt-
edly shape the political landscape as well as the fu-
ture form of international relations. 

REFERENCES 
[1] AMITI, M., REDDING, S., J., WEINSTEIN, D., E.: Who is paying for the US tarrifs? A longerterm per

spective. Working Paper No. 26610. National Bureau of Economic Research. January 2020. 
[2] BAIROCH, P.: Economic and World History: Myths and Paradoxes. University of Chicago Press, 1995.
[3] CHANG, H.-J.: Kicking away the ladder: Development strategy in historical perspective. London, An-

them Press. 2002b. 
[4] CHANG, H.-J.: Kicking away the ladder: The “real” history of free trade. Foreign Policy in Focus, 2003. 

Online: https://fpif.org/kicking_away_the_ladder_the_real_history_of_free_trade/ 
[5] FINANCIAL TIMES: Mnuchin backs weaker dollar in break with tradition. 24.1.2018. Online: https://

www.ft.com/content/84c19cd8-00eb-11e8-9650-9c0ad2d7c5b5 
[6] FLAAEN, A., PIERCE, J.: Disentangling the effects of the 2018–2019 tariffs on a globally connected U.S. 

manufacturing sector. Finance and Economics discussion series. Federal Reserve Board, Washington 
D. C., 2019. 

[7] FOROOHAR, R.: Year in a word: Decoupling. Financial Times, 20. 12. 2013. Online: https://www.
ft.com/content/42aa2664-1c12-11ea-9186-7348c2f183af 

[8] GILES, C.: Mark Carney calls for global monetary system to replace the dollar. Financial Times. 
23.8.2019. Online: https://www.ft.com/content/a775b55a-c5c2-11e9-a8e9-296ca66511c9 

[9] LIST, F.: The National system of political Economy. Philadelphia, JB Lippincott and Co., 1856. 
[10] MORRIS, C., R.: We were pirates too. Foreign policy. Foreign policy, 2012. Online: https://foreignpol-

icy.com/2012/12/06/we-were-pirates-too/ 
[11] REUTERS: Obama says U.S., not China, must write trade rules. 2015. Online: https://www.reuters.

com/article/us-usa-obama-trade-idUSKBN0KU0BE20150121 

{1
1/

22
}

�



 120 Proceedings of the 13th International Scientific Conference

[12] RODRIK, D.: The WTO has become dysfunctional. Financial Times. 5. 8. 2018. Online: https://www.
ft.com/content/c2beedfe-964d-11e8-95f8-8640db9060a7 

[13] SHAFAEDDIN, M.: What did Frederick List actually say? Some clarifications on the infant industry ar
gument. UNCTAD Discussion Papers No. 149, 2000. Online: https://unctad.org/en/docs/dp_149.
en.pdf 

[14] SPIEGEL: Putin envision a RussiaEU Free Trade Zone. Spiegel International. 25. 11. 2010. Online: htt-
ps://www.spiegel.de/international/europe/from-lisbon-to-vladivostok-putin-envisions-a-russia-eu-
free-trade-zone-a-731109.html 

[15] UNCTAD: Investorstate dispute settlement: Review of developments in 2017. UNCTAD, IIA Issues 
Note, Issue 2, June 2018. Online: https://unctad.org/en/PublicationsLibrary/diaepcbinf2018d2_en.pdf 

[16] UNCTAD: Robots and industrialization in developing countries. Policy Brief No. 50. October 2016. 
Online: https://unctad.org/en/PublicationsLibrary/presspb2016d6_en.pdf 

The return of the national interest 

ABSTRACT 
In the first part the paper deals with the evolvement of protectionist policies and theories. Although after the 
World War II protectionist policies were rather disrespected by the developed countries, during their develop
ment these countries did use various forms of protectionisms (e.g. the application of infant industry poli
cies). Therefore, the focus on liberal trade policies is rather a case for countries that reached a certain level 
of development and got ahead of the others. The second part of the paper addresses the current American 
trade policy, including the tools that are used and the goals that are often contradictory. The turn to protec
tionism may indicate the need to sustain its dominant position in the world economy. The tools do not in
clude only tariffs, but also extraterritorial sanctions. The framework of application of these policies is the 
crisis in multilateral institutions. Finally, in this context the paper examines the return of the national in
terest in economy in opposition to liberal, multilateral order and its possible implications for the stability 
and structure of world economy. 
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1. Introduction

A market economy system, or a free market econo-
my, is a societal economic arrangement with 
a dominant position of the free market without any 
restrictive interventions. The market here is a solv-
er of basic economic problems, i.e. pricing, assort-
ment and segment policies, as well as a salary gen-
eration. The basic feature of the free economy is 
the existence of a private ownership and a decen-
tralised decision-making. Its purpose is to secure 
the free movement of goods and services without 
any unnecessary restrictions and interventions de-
forming natural market mechanisms and prevent-
ing a natural regulation in the economic environ-
ment (Fang et al., 2020). 

Unambiguously, the European Union is based 
on benefits arising from the free trade. Following 
the Lisbon Treaty, the Treaty on the Functioning of 
European Union was drawn up based on the Trea-
ty establishing the European Economic Communi-
ty which had been constituted based on the Maas-
tricht Treaty. 

Its primal purpose was to create a single mar-
ket. Together with the Treaty on European Union 
they constitute a consolidated version where the 
free movement of goods (Title II) including the 
Customs Union, the free movement of labour force 

(and persons in general), services and capital (Ti-
tle IV) are declared. Bilateral agreements are being 
concluded with the economic area outside the Eu-
ropean Union, again with the purpose to permit as 
much as possible the free movement of goods (in-
cluding the Customs Union), services, capital and 
labour force based on the market mechanism prin-
ciples and knowing the societal and economic ben-
efits arising from it. 

However, certain socio-political decisions made 
by some countries or communities create a space 
for measures restricting the import of some goods 
or services or society level measures against the 
import from certain countries (Grmelová, 2017). In 
such cases those are measures introduced on the 
State level based on decisions of government exec-
utive authorities in the interest of the protection of 
internal market or economic, environmental, mili-
tary, societal and health safety. Protectionism (Lat-
in: protecţie = protection), or protectionist, is an 
economic term expressing the preferring and pro-
tecting of one’s own products, services and labour 
force from the foreign competition (Staníčková and 
Melecký, 2014).

Tools affecting the market balance can be two-
fold: market and non-market tools. In this paper 
we will predominantly focus on the non-market 
tools, or the tools deforming the market environ-
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ment. The purpose of this paper is to analyze the 
business costs arising from the protectionism, cor-
ruption and other non-market restrictions on free 
trade, and possibly to identify their impact on busi-
ness activities, also as goes for the accounting and 
disclosed financial and non-financial corporate in-
formation. On the theoretical level, the paper iden-
tifies links and relationships arising from the gen-
eral economic theory with their impacts on the 
economy of businesses presented in their financial 
statements and annual reports. The paper presents 
a theoretical analysis of additional corporate costs 
identification options following the application of 
the State protectionist policy.

2. Non-market restrictions on free trade 

Free trade is one of the basic starting points when 
the market needs to gain the economic balance. 
Market failures are caused by deficient competi-
tion, creation of monopolies and externalities, ex-
istence of public goods and services, necessity to 
have regard for the quality of environment, popu-
lation health, quality of a human potential, ethics, 
need to mitigate the inequality among subjects and 
secure the economic growth, employment stabili-
ty, military and health safety, alleviate inflation, as 
well as unethical behaviour affecting market mech-
anisms of the trade. All communities, especially 
those on the State level, have to solve these prob-
lems therefore they take different actions conse-
quently affecting the market environment.

International economic relationships are a sum-
mary of macroeconomic relationships and links, 
the most important of which is a foreign trade 
where immediate import and export of goods, ser-
vices and capital belong too. In the fields of these 
international economic relationships and foreign 
trade the State may apply two basic types of this 
policy: protectionist or liberal. The liberal one sup-
ports market mechanisms and free trade, the pro-
tectionist one strives to protect the internal market 
by means of interventions. Protectionism means a 
protection of domestic producers from their for-

eign competitors, certain degree of economic shut 
off from the foreign competition resulting in mar-
ket mechanism distortions (Fajgelbaum et al., 
2020). The State level tools adapting the relation-
ships of its economic environment with the out-
side environment are deemed legal tools (Figure 1). 
Those encompass restrictive measures, such as im-
port ban, import restriction, duties and import sur-
charge.

In some isolated cases the restrictive EU mech-
anisms against other states are applied from politi-
cal reasons as when generally acknowledged val-
ues regarding human rights, child labour or other 
risks to the EU security policy are being infringed. 
Such restrictive mechanisms are introduced to pro-
tect EU values, primary interests and security, pre-
serve peace, strengthen and support democracy, 
rule of law, human rights and international law 
principles. Such restrictive measures or “sanc-
tions” are a basic tool of common EU foreign and 
security policy. EU uses them as a part of its inte-
grated and complex political approach including, 
among others, a political dialogue, supplemental 
steps and a use of other available tools (Sanctions, 
2020). In the interest of supporting EU security 
policy goals, the sanctions focus on reaching a 
change in policies or behaviour of subjects they are 
intended for (Turečková and Nevima, 2017). They 
can be aimed against the policies of some govern-
ments, subjects (companies) providing funds for 
the implementation of such policies, groups or or-
ganizations, e.g. terrorist groups, persons support-
ing such policies, performing terrorist activities, 
etc. These measures are drawn up with the aim of 
minimizing the adverse consequences in case of 
subjects not responsible for the policies or acts that 
had led to the sanctions. Specifically, EU strives to 
minimise the impact on the civil population or le-
gitimate activities performed in the given country 
or with it. All restrictive measures adopted by EU 
are fully compliant with the commitments of the 
international law including commitments regard-
ing human rights and fundamental freedoms. Cur-
rently there are EU restrictive measures enforced 
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against Iran, North Korea and within the context of 
the Ukrainian crisis. The list of restrictive meas-
ures against the particular states is visualised on 
the map containing the reasons and types of EU 
sanctions and located on EU webpage https://
www.consilium.europa.eu/en/policies/sanctions/ 
in the “EU Sanctions map” file. 

Health security, now a very topical issue follow-
ing the spread of coronavirus from China, is cur-
rently guaranteed on EU and member state levels 
by means of measures aimed at preventing its 
spread in Europe. Today, in the era of globalization 
and high mobility of individuals and goods, one 
can hardly predict consequences or adequacy of 
the measures taken. In such situations it is not pos-
sible to avoid a certain degree of risk therefore ben-
efit-risk ratio needs to be considered when apply-
ing the free trade. In this situation, very risky 
economic segments as for the demand decrease 
are tourism and aviation industries. The latter al-
ready suffers following the operation restrictions 
of one of the two biggest aircraft producers — Boe-
ing due to the technical problems of their aircrafts. 
We can expect the decrement of the aviation indus-
try which will undoubtedly affect the worldwide 
trade within other segments of goods as well. Secu-
rity and certainty of supply chains are important 
preconditions of a sustainable growth of economy. 
Given the fact that many elements of the supply 

chains are situated in China, we can expect their 
disruption too. 

Although we can already feel the slowing 
growth of economies in most of the countries, the 
Chinese economy, which has been one of the 
strongest players in the field of economy growth, 
would be the one affected most. However, this 
does not mean, others would be left unaffected, 
because even within the natural restrictions on 
free trade the primary role on the demand side is 
not played by the prices of goods and services, but 
by internal preferences and refusings of individual 
customers. These natural preferences arising from 
their feelings are often based on subjective deci-
sions that are difficult to predict even in the eco-
nomic theory. The mass character of such subjec-
tive decisions caused by a strong emotion, for 
example by fear, has a profound impact on the free 
trade worldwide. We can call it “behavioural re-
striction on free trade” (Figure 1). It is behavioural 
economy, a borderline subject between the neo-
classic economy and psychology that gradually en-
deavours to integrate such psychological phenom-
ena into economic models so they can more 
accurately and reliably predict human behaviour. 
An individual personality dimension providing in-
formation on individual integrity, situational set-
up, ambitions, risk tendencies and preparedness 
for critical situations plays a very important role in 

Figure 1 » Non-market restrictions on free trade

Source: Own processing
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the entrepreneurial environment (Ulrich et al., 
2019).

Illegal restrictions on free trade (Figure 1) in the 
international trade are mostly illegal import, smug-
gling, clientelism, corruption or bribery. All these 
interventions negatively affect the input prices be-
cause they represent additional costs that cannot 
be legalised and therefore they are not transparent 
or disclosed.

2. Impact of the state protectionist policy on 
the economy of a business

 
In general, the tools allowing such free trade inter-
ventions may be divided into legal (i.e. transparent 
and secured by some form of legal regulation), ille-
gal (e.g. corruption, bribery, clientelism, black 
economy and other unethical behaviour of individ-
uals or groups; without clear rules) and behaviour-
al (cannot be clearly identified either).

Free trade legal interventions within the inter-
national trade usually have a form of the protec-
tionism and they lead to an increase of import pric-
es, decrease of import volume, while protecting 
domestic producers. On the other hand, the input 
prices of domestic producers using such regulated 
goods are increasing (Figure 2) and therefore sub-
sequently causing the increase of their output pric-
es.

The disruption of balance in the market condi-
tions causing the increase of input prices (Figure 
2) which are affected by the protectionist policy 
can be based on restrictions or a ban imposed to 
imports of some goods or services. This is caused 
by import quotas or restrictions imposed to im-
ports from some countries resulting in the de-
crease of supply in the internal market and the in-
crease of prices of such goods and services on 
objective grounds of market regulation. Introduc-
tion of duties or import surcharges has the same 
impact on input prices increase and in this case, 
too, the prices of domestic goods may increase due 
to unfavouring the import in the market condi-
tions. On the other hand, the protectionism can 
also have a form of a state support, subventions 
and tax reliefs for domestic producers which re-
sults in unfavouring the import of foreign goods or 
devaluing the domestic currency and causing the 
price increase of domestic goods.

3. Identification options of business costs 
arising from protectionism, corruption and 
other non-market restrictions on free market 

All free trade non-market interventions affect the 
economic situation of a given accounting entity, 
however not all of them can be identified.

We can conclude that the free trade illegal inter-

Indirect increase 
of input prices

Direct increase 
of input prices

Output 
prices 

increase

•	 following	the	supply	restrictions	arising	 
from import ban

•	 following	the	supply	restrictions	arising	 
from import quotas

•	 following	the	price	increase	due	to	customs

•	 following	the	price	increase	due	 
to import surcharge

Figure 2 » Impact of protectionism on the input and output prices

Source: Own processing
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ventions cause non-transparent entrepreneurial 
costs the accounting entity does not report and 
therefore they are not identifiable in the disclosed 
financial and non-financial information.

Even though the European Union strives to 
make payments made to governments transparent 
to prevent corruption (in particular this refers to 
the mandatory part of an annual report — annual 
report on payments made to governments in case 
of large accounting entities which are business 
companies or public-interest entities active in the 
extractive industry or logging of primary forests 
(EU Directive 34/2013)), in the Slovak Republic 
they actually apply only to a minimum number of 
accounting entities which have this obligation and 
even if that is the case, their information is not 
comprehensive enough, as it only contains data on 
paid taxed and fees for extractive rights.

Likewise, it is not possible to identify a quanti-
tative influence of free trade behavioural restric-
tions on the economic situation of a business in 
the financial statements, because it only contains 
information based on a casuistic principle.

Free trade legal interventions bring about busi-
ness costs which are not specifically stated in the 
accounting records therefore we will try to identify 
them by means of a deductive analysis.

Increasing input prices of a business has a di-
rect impact on business costs of accounting enti-
ties and thereby on their profitability even if they 
keep their level of income. In most cases, however, 
the increase of accounting entities’ costs is linked 
to an increase of their output prices which does not 
have to be accepted by the market under the free 
trade conditions therefore the income may subse-
quently cut down. Hence it is important to try to 
find out reasons for such a development of the ac-
counting entity’s economic situation. 

Accounting outputs are used to find out the 
state and development of the accounting entity’s 
economic situation, in particular financial state-
ments and annual report. In the Slovak Republic, 
the annual report is drawn up by the accounting 
entities with an obligation to provide for the audit-

ed financial statements therefore it is not available 
for all accounting entities. At the same time, the 
annual report is a very important marketing and 
communication tool for the outside world, i.e. cus-
tomers, suppliers and competitors. If the annual 
report is to have more than just its legal functional-
ity, demands for its content and form are higher. 
The annual report is, as in case of the financial 
statements, disclosed by the entities in the Finan-
cial Statement Registry, but it can also be available 
online on the company’s website or other publicly 
accessible sites (e.g. Finstat in the Slovak Repub-
lic). Here, on these publicly accessible sites, the 
general public and other entrepreneurial entities 
may gain all the necessary information on the ac-
counting entity by means of a search in a history of 
relevant financial and non-financial information.

The annual report must provide an accurate 
and true picture of the accounting entity whereby 
the compliance of the annual report with the finan-
cial statements must be verified by an auditor pur-
suant to Article 20(3) of the Act on Accounting 
(MF SR, 2020) within one year from the end of the 
accounting period.

Pursuant to Article 20(1) of the Act on Account-
ing (MF SR, 2020) the annual report contains the 
financial statements for the accounting period of 
the annual report and the auditor’s report to these 
financial statements, and in particular:
•	 Information	on	the	development	and	situation	

of the company, important risks and uncertain-
ties the company is exposed to;

•	 Information	 on	 the	 specifically	 important	
events that happened after the end of the ac-
counting period of the annual report;

•	 Information	on	the	anticipated	development	of	
the company’s activities;

•	 Information	 on	 the	 costs	 of	 activities	 in	 re-
search and development;

•	 Information	on	 the	acquisition	of	own	stocks,	
provisional ownership confirmation certifi-
cates, trade shares and stocks, provisional own-
ership confirmation certificates and trade 
shares of parent accounting entity;
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•	 Information	on	 the	proposal	 to	split	 the	profit	
or settle the loss;

•	 Information	on	data	requested	pursuant	to	spe-
cific regulations;

•	 Information	 if	 the	 company	 has	 an	 organisa-
tional unit abroad.
Information on the protectionist policy affect-

ing the business activities of an accounting entity 
as for production input costs as well as production 
output incomes should be contained in the annual 
report (Table 1), because it relates to important 
risks and uncertainties the society is exposed to. 
Such information can be also related to the future 
development or costs of research and develop-
ment. Information from the annual report refers to 
information from the financial statements con-
taining balance sheet, profit and loss statement  
and notes (Measures no. MF/15464/2013-74, 
MF/23377/2014-74, MF/23378/2014-74, 2020; Eur-
Lex, 2020). Quantitative aggregate interval indica-
tors of costs and profits are a part of the profit and 
loss statement and the details given in Notes are a 
part of the financial statements. Both parts create a 
cumulative accounting output and are drawn up 
after the end of the accounting period, which can 
be a calendar or an economic year. 

Not all accounting entities draw up the annual 
report (Act on Accounting, 2020), therefore we 
will further focus on the financial statements as a 
mandatory drawn up accounting output and its ca-
pability of providing information on the State pro-
tectionist policy’s impact on the economic situa-
tion of the accounting entity in the Slovak Republic.

The duty and the import surcharge are charged 
as a part of the property acquisition price whereby 
the price of an acquired property increased from 
this reason cannot be distinguished from the in-
crease made from different reasons. In the double-
entry bookkeeping, the acquisition of a property 
encumbered by the duty and import surcharge is 
accounted on the costing account of the property 
in a correlation with the accounting of liability to-
wards the supplier 321 — Suppliers and toward the 
customs authority on the account 379 — Other lia-
bilities. Liability towards the customs authority 
owing to the duty, value-added tax and liability 
arising from the import excise duty. Duty and val-
ue-added tax clearance as well as the clearance of 
individual import excise duties are monitored on 
the analytical accounts. Following the income tax 
return for value-added tax and excise duties the 
analytical accounts records to the account 379 — 

Table 1 » Options of disclosing information on protectionism tools for import

Protectionism tool for import Annual report 

Import quota for inputs In the economic part of the annual report

Import duty for inputs In the economic part of the annual report

Import surcharge for inputs In the economic part of the annual report

State support for domestic producers, 
subventions for domestic producers, 
tax reliefs for domestic producers

In the economic part of the annual report, 
notably financial statements notes

Import ban for certain goods
•	 as	inputs
•	 as	outputs

Information not disclosed
Information not disclosed

Devaluing of domestic currency Information not disclosed

Source: Own processing
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Other liabilities are sorted in a manner to prove the 
payments of VAT and excise duties to the customs 
authority as well as a right to deduction of VAT and 
return of the excise duty from the tax office (Meas-
ure no. 23054/2002-92). As the account 379 — Oth-
er liabilities is an account for short-term liabilities 
not contained in the previous liability accounts in 
the account class 3 — Debtors and creditors, it is 
not possible to identify the accurate amount of this 
synthetic account. Nor can the amount of paid du-
ties and import surcharges be identified from the 
balance of sheets, as it is about the state quantities 
of a final balance in the individual accounts, and 
not about their turnover which would be relevant 
in this case. However, this amount should be iden-
tifiable in the analytical record-keeping to the ac-
count 379 — Other liabilities in the routine ac-
counting records. Even though there is a place in 
the Notes section of the financial statements for 
the explanation of this account content, one can-
not assume that in case of application of the impor-
tant information introduction criterion any ac-
counting entity would provide this piece of 
information in its quantification. The Notes are 
drawn up in a manner to contain useful, impor-
tant, intelligible, comparable and reliable informa-

tion. Information in the Notes is given based on 
their importance thereby unimportant information 
can be grouped.

Managerial bookkeeping on the business level 
is also a part of the bookkeeping system. Among 
others, it deals with costs and sale price calcula-
tions (Tumpach and Baštincová, 2014). Within 
these managerial decisions the protectionist meas-
ures play an important role. The most influential is 
the output pricing of domestic producers (Table 2). 
Direct output price increase results from the pro-
duction costs increase which needs to be compen-
sated by a calculated sale price. Indirect decrease 
results either from the application of a competitive 
advantage for the domestic producers in the form 
of subventions and other support or devaluing of 
domestic currency that can push the sale price 
down. Indirect increase results from the market 
balance where there is a space in case of reduced 
supply to increase the sale price if the demand is 
stable.

4. Summary

The cardinal UN and EU position regarding the be-
haviour of some countries, groups or individuals 

Table 2 » Impact of protectionism measures on the domestic producers’ output pricing

Protectionism tool 
for import

Impact on output 
costs

Impact on output 
prices

Impact on profit — 
always indirectly

Import quota for inputs Increases indirectly Increases indirectly Negative

Import duty for inputs Increases directly Increases directly Negative

Import surcharge for inputs Increases directly Increases directly Negative

State support for domestic producers, 
subventions for domestic producers, 
tax reliefs for domestic producers

No impact
No impact
Decreases directly 

Decreases indirectly
Decreases indirectly 
Decreases indirectly

Positive
Positive
Positive

Import ban for certain goods
•	 as	inputs
•	 as	outputs

Increases indirectly 
No impact

Increases indirectly 
Increases indirectly

Negative
Positive

Devaluing of domestic currency Indefinite impact Decreases indirectly Positive

Source: Own processing
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can be approved in individual security-conditioned 
cases of imposing restrictive measures and eco-
nomic sanctions restricting the business relation-
ships as well as the free movement of goods. In 
several cases the artificial governmental interven-
tions in the market mechanism negatively affect 
the economy sustainability and development in a 
global horizon, even in case they had originally 
had to affect the protection of the internal market. 
Free trade legal interventions are of a transparent 
nature and affect the price increase not only in the 
affected segment but also in other segments linked 
to it in the supply chain. In the bookkeeping sys-
tem, only information on duties and import sur-
charges paid to the customs authority can be iden-
tified and this only on the level of the analytical 
record-keeping for the account 379 — Other liabili-

ties, in the internal bookkeeping system and man-
agerial bookkeeping. On the level of the financial 
statements this information is a part of the aggre-
gated information and cannot be identified. De-
scription of economic situation of the accounting 
entity affected among others by the State protec-
tionist measures can be given in the annual report 
drawn up mandatory only by accounting entities 
that are also obliged to have audited financial state-
ments. At the same time, nowadays a lot of infor-
mation on the accounting entities is available on-
line on their websites, where this information can 
be communicated.
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certain goods and services in certain markets, but also from the economic aspects of these measures in rela
tion to the costeffectiveness of the business. The misuse of entrusted power for private benefit or corruption 
benefits has even greater macroeconomic and microeconomic consequences because of its illegality and lack 
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business activity and hindering the global economy.
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1. Introduction 

Flavell introduced the concept of metacognitive, ie 
thought, whose subject matter is thought opera-
tions and its first classification. Flavell (1979) 
named four metacognitive categories — metacogni-
tive knowledge, metacognitive experiences, goals 
(task), actions (strategies). Kluwe focused on 
metacognitive knowledge in more detail. Kluwe 
(1982) divided metacognitive knowledge into de-
clarative (knowledge of one’s own thinking and 
thinking of others) and procedural (managing, 
monitoring and controlling one’s own thinking). 
The basic form of these concepts has not changed, 
theoretically the knowledge is still deepened, and 
their application field is expanding. Other authors, 
such as Schraw and Dennison (1994) and Simons 
(1996), contributed to the deeper structuring of 
these concepts. In the Czech Republic, this issue 
was addressed in particular by Krykorková and Ch-
vál (2001). Researchers have attempted to system-
atize Scott and Levy (2013) through factor analysis 
of the results using other statistical methods useful 
for investigating dependency between variables.

1.1 Research in the Field of Metacognition 

Further extensive research is directed to the on-
togenetic development of metacognitive abilities 
(van der Stel and Veenman, 2010) and characteris-
tics of the metacognition phenomenon — the rela-
tionship between cognition and metacognition 
(Hnilica, 1992, Veenman, Van Hout-Wolters, Af-
flerbach, 2006), developing in parallel with intel-
lectual abilities (Alexander, Carr and Schwanen-
flugel, 1995), whether it is a conscious or 
automatic process (Nelson, 1996, Veenman, Prins 
and Elshout, 2002) or general or content-depend-
ent (Schraw, Dunkle, Bendixen, and Roedel, 1995, 
Scott and Berman, 2013).

1.2 Metacognition and Learning

The relationship between learning and metacogni-
tion has been described by Flavell (1979). Other se-
ries of studies even consider misrecognises to be 
the strongest predictor of learning (Wang, Haertel 
and Walberg, 1990), Hrbáčková (2009) and her ab-
sence as the cause of school failure, Schraw (1998) 
points out on the ability of metacognition to com-
pensate the deficit in general intelligence. In peda-
gogical practice across all levels of study, the link 
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between metacognition and the ability to self-regu-
late one’s own learning is monitored. Pupils and 
students have higher demands on planning and re-
sponsibility for their own learning (Hnilica, 1992, 
Foltýnová, 2009, van der Stel and Veenman, 2014, 
Vukman 2012), the teachers’ task is then their tar-
geted support in metacognitive development.

Under the influence of metacognition man col-
lects reflections from various stimulus situations 
and applies them to situations that were not the 
subject of learning. If we want the outcome of 
competence development within tertiary educa-
tion to be self-regulation, ie the ability of self-man-
agement of one’s own cognitive processes, stu-
dents must be directed to the use of metacognition.

1.3 Introduction to the Research

The dataset described below was compiled and 
translated within the project “Metacognitive abili-
ties of university students and possibilities of their 
development”. Its focus also responds to the long-
term problem of university graduates — the dis-
crepancy between their knowledge base and com-
petence, ie the ability to use this knowledge in 
practice. Metacognitive abilities are a decisive ele-
ment in the development of competencies and 
overall personality development.

The aim of the research was to find out the lev-
el of metacognitive abilities of university students 
of various years of study and to find the connec-
tion of metacognitive abilities with selected per-
sonality characteristics indicating personality 
growth (self-efficacy, optimism, time orientation to 
the future). Furthermore, based on the findings to 
consider the targeted development of metacogni-
tion.

The presented text presents the results of the 
first part of the dataset. Awareness of Independent 
Learning Inventory (AILI) focusing on independ-
ent learning driven by metacognition.

SPSS Statistics was used for data analysis.

2. AILI Method

2.1 Background

The Awareness of Independent Learning Inventory 
(AILI; Elshout-Mohr, Van Daalen-Kapteijns, & Mei-
jer, 2004) method can measure the perception of 
autonomy in school learning. he authors of his tool 
use the term “independent learning” to designate a 
type of learning that is direct by metacognition. 
The instrument consists of 45 statements, 15 for 
each of the dimension mentioned below. Students 
are asked to circle a number on a 7-point scale for 
each statement. The response scale ranges from 1 
(“not true at all”) to 7 (“completely true”). In AILI, 
three components have been distinguished within 
metacognition: 
•	 metacognitive	 knowledge:	 refers	 to	 personal	

category about strategies and study tasks;
•	 metacognitive	 skills:	 concern	 orientation	 and	

evaluation on one’s own functioning in a learn-
ing episode, monitoring one’s execution of a 
learning episode; 

•	 metacognitive	 attitude:	 includes	 sensitivity	 to	
metacognitive experiences (internal feedback 
during learning), sensitivity to external feed-
back on one’s cognitive functioning and curios-
ity with respect to one’s own cognitive func-
tioning and development. 
Data supporting the reliability and validity of 

the questionnaire were reported by Meijer, Elshout-
Mohr, Van Daalen-Kapteijs and Meeus (2003).

Metacognitive Knowledge
Metacognitive knowledge is the awareness of one’s 
own cognition and knowledge about his cognitive 
goals, experiences he has obtained through his 
cognitive attempts, and this process (Flavell, 1979; 
Schraw and Moshman, 1995; Baker and Brown, 
1984). Flavell (1979) explained the components of 
metacognitive knowledge in three categories:
•	 person,
•	 strategy,
•	 task.
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Person: this is the variable which covers every-
thing related to an individual’s own and others’ 
cognitive processes. Sample item (11): I don’t 
think it’s necessary to make a conscious effort to 
gain insight when you are studying. Flavell (1979) 
divided this factor into three categories. 
a) Intra-personal: a person’s knowledge about his 

own cognitive processes. 
b) Inter-personal: knowledge about others’ knowl-

edge and skills. 
c) Cognitive universals: the cognitive features of 

the humanity. 
Strategy: one’s knowledge about the strategies 

or ways he will use when he performs a task for a 
certain purpose (Flavell, 1979). Sample item (13): 
When students find it difficult to gain insight into 
the material to be studied, I know ways to solve this.

Task: A person’s knowledge about the nature of 
a situation he has encountered and the require-
ments of a certain task. The nature of a situation 
encountered refers to a person’s knowledge about 
the quality and quantity of knowledge and his own 
ability to process knowledge (Özsoy, 2007). Sam-
ple item (1): I know which assignments students 
really need to work at systematically.

Metacognitive Skills
Metacognitive skills are the metacognitive activi-
ties that help a person control his own thinking or 
learning (Schraw and Moshman, 1995). There are 
some activities for the regulation of cognition. 
Schraw and Moshman (1995) grouped these activ-
ities as:
•	 planning,
•	 monitoring,	and	
•	 assessment.

Planning: Planning refers to the selection of the 
right strategies for a task and the selection of the 
sources which affect the performance. Sample 
item (33): Before I begin on an assignment, I don’t 
ask myself whether I will learn more from it by 
working together with others.

Monitoring: This is a person’s instant cognitive 
awareness of a task. Sample item (7): While work-

ing on an assignment I keep a record of my learn-
ing aims.

Assessment: This refers to one’s self-regulation 
of the learning processes and decisions about the 
learning outcomes (Schraw and Moshman, 1995). 
Sample item (29): When I’ve finished an assign-
ment, I don’t consider whether working on it has 
been useful for me.

Metacognitive Attitude
Metacognitive attitude is related to how sensitive 
and curious the students are about information 
themselves. Metacognitive attitude includes: 
•	 sensitivity	to	metacognitive	experiences	(inter-

nal feedback during learning), 
•	 sensitivity	to	external	feedback	on	one’s	cogni-

tive functioning and 
•	 curiosity	 with	 respect	 to	 one’s	 own	 cognitive	

functioning and development.
Internal feedback during learning (sensitivity 

to metacognitive experiences): this refers to one’s 
provision of feedback about himself during the 
learning process. Flavell (1979) proposed that 
feedback may result in new aims in the person and 
a change in metacognitive knowledge or activate 
his cognitive strategies. 

Sensitivity to external feedback on one’s cogni-
tive functioning: this refers to one’s sensitivity to 
the feedback given by others in the cognitive activ-
ities such as his study strategies, learning objec-
tives, comprehending or not comprehending a text 
given. Sample item (5): I ignore feedback from tu-
tors on my method of work.

Curiosity with respect to one’s own cognitive 
functioning and development: this refers to one’s 
taking responsibility to complete the process in a 
problem solving or learning process by adopting 
efficient metacognitive attitudes (Veenman, Elshout, 
and Meijer, 1997). Sample item (38): If I find infor-
mation difficult to understand I don’t try to find a 
deeper reason for this.
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2.2 Data and Applications

Students from NEWTON College were involved in 
all parts of the research. Participation in the re-
search was voluntary and included 115 undergrad-
uate students, the Economics and Management de-
gree program. There were 85 students from the 
first year, 14 students from the second year and  
16 students from the third year, 75 women and  
40 men.

The dataset is based on questionnaire and scal-
ing methods to determine the level of development 
of partial metacognitive abilities and strategies for 
NEWTON College students.

As the research of metacognitive abilities in  
early adulthood is not systematically developed  
in the Czech Republic, it was necessary to iden- 
tify research methods from foreign professional 
(scientific) literature. The obtained test files  
were translated into Czech. Subsequently, they 
were evaluated and selected to form a compact 
whole.

Methods were administered by group, in the 
form of pencil — paper during the lessons.

The final dataset includes 5 parts:
1.  AILI, Awareness of Independent Learning In-

ventory — independent learning (45 items);
2. Goals Inventory — Learning and Performance 

Goal Orientations (25 items);
3. MCQ-30, Metacognition Questionnaire 30 — 

metacognition in relation to personality (30 
items);

4.  MMG, Multi-Motiv Grid — semi-projective 
method (total 14 items, in this research 8 items 
selected);

5. Ryff Scales of Psychological Well-Being (36 
items).
The presented text reflects the outputs of AILI, 

Awareness of Independent Learning Inventory
45 items scored on Likert’s 7-point scale pre-

senting the level of agreement:
•	 metacognitive	knowledge	—	15	items;
•	 metacognitive	skills	—	15	items;
•	 metacognitive	attitude	—	15	items.

SPSS Statistics was used for data analysis.

3. Results of the Research

First, Table 1 represent the case processing sum-
mary. Of the total number of 115 respondents, 101 
respondents responded within the Metacognitive 
knowledge component, 14 respondents lacked an-
swers, which accounted for 12.2% of the total num-
ber of respondents. Within the Metacognitive 
skills component of the total of 115 respondents, a 
total of 100 respondents answered, 15 respondents 
did not respond, and the Metacognitive attitude 
component responded most — 113 of the 115 re-
spondents answered. 

To analyse the dependence of variables, it was 
first necessary to assess the normality of the data. 
An assessment of the normality of data is a prereq-
uisite for many statistical tests because normal 
data is an underlying assumption in parametric 

Table 1 » Case Processing Summary

Cases

Valid Missing Total

N Percent N Percent N Percent

Metacognitive knowledge 101 87.8 14 12.2 115 100.0

Metacognitive Skills 100 87.0 15 13.0 115 100.0

Metacognitive Attitude 113 98.3 2 1.7 115 100.0

Source: own elaboration 
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testing. There are two main methods of assessing 
normality: graphically and numerically. SPSS Sta-
tistics was used for data analysis. The results of the 
numerical assessment of normality are summa-
rized in Table 2.

According to the results of elementary statisti-
cal analyses, all components have approximately 
normal distribution. Thanks to these results, it was 
possible to calculate the sample correlation coeffi-
cient — we chose Pearson correlation coefficient 
(1.1) for our needs. The results are shown in Table 3. 

r = =
/xi – x//yi – y/∑

n

i=1
xi yi – nxy∑

n

i=1

/xi – x/2 /n–1/sx sy∑
n

i=1
/yi – y/2∑

n

i=1

 (1.1)

where:
x and y are sample averages and
sx and sy are the sample standard deviations.

All components correlate moderately strongly 
(P value < 0.001) — metacognitive knowledge and 
skills (r = 0.68), metacognitive knowledge and atti-
tudes (r = 0.57), and metacognitive skills and atti-
tudes (r = 0.66). No item in the analyzed compo-
nents significantly reduces their internal consist-
ency or correlates significantly with other items.

4. Discussion

The analysis of independence can be modelled us-
ing various statistical modelling tools. The correla-
tion method was chosen according to the character 
of the examined data, namely Pearson correlation 
coefficient. Pearson’s correlation coefficient is a 
statistical indicator of the strength of a linear rela-
tionship between paired data. It is a sample corre-
lation coefficient. Positive values of r mean a posi-
tive linear correlation between the investigated 
quantities. The results of the analysis showed that 

Table 3 » Correlations

Metacognitive 
knowledge

Metacognitive 
Skills

Metacognitive 
Attitude

Metacognitive knowledge
Pearson Correlation 1 0.678 0.569

N 101 90 101

Metacognitive Skills
Pearson Correlation 0.678 1 0.657

N 90 100 99

Metacognitive Attitude
Pearson Correlation 0.569 0.657 1

N 101 99 113

Source: own elaboration

Table 2 » Test of Normality

Kolmogorov-Smirnov Shapiro-Wilk

Statistic df Sig. Statistic df Sig.

Metacognitive knowledge 0.05 101 0.200 0.993 101 0.882

Metacognitive Skills 0.085 100 0.072 0.989 100 0.591

Metacognitive Attitude 0.052 113 0.200 0.987 113 0.343

Source: own elaboration
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there is a moderate dependence between the varia-
bles examined. In addition, there are other statisti-
cal tools to reflect the dependence between the 
variables examined. Further research could also 
focus on comparing the results using other statisti-
cal methods that can be used to investigate de-
pendence between variables.

5. Conclusion

The aim of the research, which was attended by 
115 bachelor’s students of the Economics and 
Management study program, was to determine the 
level of their metacognitive abilities and to demon-
strate whether there is a link between metacogni-
tive abilities and selected personality characteris-
tics indicating personality growth. Furthermore, 
based on the findings to consider the targeted de-
velopment of metacognition. The article focused 
only on the results of the first part of the dataset — 
AILI method. AILI method represent a measure the 
perception of autonomy in school learning. The in-

strument consists of 45 statements, 15 for each of 
the dimension: metacognitive knowledge, meta-
cognitive skills and metacognitive attitude.

The results show that the individual metacogni-
tive abilities depend on each other, namely: meta-
cognitive knowledge, skills and attitude. There 
was a moderate dependence between the individu-
al components.

Overall, further research could focus on re-test-
ing students, comparing the results with the re-
sults of this research, and if the dataset included a 
sufficient number of students, the results could be 
compared separately between years of study.
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ABSTRACT 
In recent years, as part of the transformation of education systems, increasing emphasis has been placed on 
selfregulation of learning, focusing on cognitive and metacognitive strategies. The study deals with the 
problems of metacognition and related phenomena in the field of cognitive psychology. The aim of the re
search is to find out the level of metacognitive abilities of selected students and their relation to other person
ality characteristics and styles of their learning. This paper presents the results of the AILI questionnaire fo
cused on independent learning, which is driven by metacognition. The outputs of the method used are 
scored in three scales — metacognitive knowledge, metacognitive skills (regulation), metacognitive attitude 
(responsiveness, development). The questionnaire survey was aimed at students of the 1st – 3rd year of the 
study program Economics and Management of NEWTON College. Through the diagnosis of students’ meta
cognitive abilities (dataset outcomes), further steps are directed towards their targeted implicit and explicit 
development in a way that would suitably complement the content of higher education. This directly affects 
the longterm problem of university graduates — the discrepancy between their knowledge base and compe
tence, ie the ability to use this knowledge in practice.

KEYWORDS 
Metacognition; Metacognitive Knowledge; Metacognitive Skills; Metacognitive Attitude; SelfRegulated 
Learning.

JEL CLASSIFICATION 
I20, I21, I23; M12 Ñ
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1. Introduction 

The requirements of the modern environment for 
the performance of activities and functions are 
constantly evolving and changing. The develop-
ment and qualitative change of environmental 
characteristics also require the development and 
change of individuals acting in this environment. 
The theme of change applies to all walks of life. Re-
flecting changes in the quality requirements of 
people and human systems and their consequenc-
es innovates not only human potential but also hu-
man systems, their management, organization and 
leadership, and of course education. 

The changes in the current environment and its 
characteristics influence the basic features of the 
requirements for the quality of people’s abilities 
and competences in specific professional systems 
and environments (Pavláková Dočekalová et al., 
2018). These requirements emphasize in various 
aspects the mobility, consistency, and adaptability 
of the critical thinking of any person involved in or-
ganizing, managing, and leadership within human 
systems, from the lowest levels with direct practi-
cal implications to the highest levels of systemic, 
strategic decision making and taking action. This 
situation requires professionals and managers to 

be both in a good mental condition, and capable of 
adapting their aspects and inner attitude. 

In the environment of industry 4.0, the issues 
of digitization of information, artificial intelli-
gence, virtual reality, and mediated communica-
tion are prominent in terms of natural potentials of 
human resources. In addition to direct and obvious 
benefits and positive effects, these aspects also 
have secondary and asymmetric effects on peo-
ple’s psychical condition, mind, and critical think-
ing, which should be taken into account in adult 
education programs, methods, and processes.

2. Adult Education for the Environment 4.0

Professional managers and leaders in a modern en-
vironment must be able to solve analytical, linear, 
and direct tasks, where the procedure is algorith-
mized, and the result is as repeatable as possible. 
Similarly, they must be able to solve tasks with a 
higher degree of complexity of relationships and 
influences, where the development of their solu-
tions and potential outcomes is difficult to esti-
mate. Thus, the individual works both with formal 
logic, statistics, facts, causality and coherence, and 
fuzzy logic, intuition, probability, and coinci-
dence. 
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In this context, preparing and educating people 
to operate in a modern environment requires  
a different type of approach in comparison to regu-
lar school education. The type that includes a com-
prehensive approach, highlighting the 4.0 environ-
ment parameters. Education that initiates mental 
vitality and cultivates pragmatic mobility on the 
cognitive, relationship, situational, and system 
continuum. The basis is critical thinking and use-
ful elaboration of an individual’s own experience 
as a prerequisite for conscious education and de-
velopment of people’s competences.

2.1 Critical Thinking

Critical thinking is not only a tool for controlling 
methods of analysis and logic for proper reasoning 
but also moving and skeptical thinking that it ex-
amines and analyzes. The demand for the mobility 
of critical thinking has been demonstrated in the 
model of the cognitive continuum (Hammond, 
2000). This requirement is respected in the con-
cept of Cognitive Management (Ambrozová et al., 
2016; Ullrich et al., 2019). Mobility allows thinking 
to be effectively applied not only in linear exercis-
es but also in all forms of heuristics (Hammond, 
2000; Kahneman, 2010). Furthermore, in tasks re-
quiring decision making under uncertainty, per-
manent changes, and transformations, or due to 
random processes and others. Quasi-nationality 
(Kostroň, 1997; Hammond, 2000) is the central 
concept of cognitive continuity, which adequately 
represents analysis and intuition as ways of cogni-
tion for a particular situation and task. 

Critical thinking is also a quality that requires 
reflection, distracted attention, and openness, con-
stant cultivation, and development in changing en-
vironmental conditions and circumstances. In this 
sense, it closely corresponds to some personality 
aspects such as cognitive variability and mobility 
between analysis and intuition, skeptical curiosity 
and courage, openness and spontaneity of learn-
ing and psychophysical condition in terms of sta-
bility of quality and quantity of mental function 

performance over time (Ambrozová et al., 2016).

2.2 Modern Education — Specific Effects

Andragogy, as an applied science of adult educa-
tion, must, therefore, focus on creating the condi-
tions for permanent and sufficient self-knowledge, 
self-education, and self-development (Hrbáčková, 
2005). Modern education must mediate the knowl-
edge of different disciplines, as well as restore the 
initiatory aspects of education methods related to 
the activation of the natural potentials of a particu-
lar person in terms of the ability to consciously 
learn. 

It is not just a “revival of the mental” vitality of 
the intelligence of the human mind, but a propae-
deutic approach to the art of the profession, to the 
environment of the profession in terms of appreci-
ated experience, confidence in it and the associat-
ed realistic courage, freedom of thought, and deci-
sion. This approach is related to personal integrity 
(Hroník, 2008), antifragility, and flexible adapta-
bility of an individual (Taleb, 2011) restoring or re-
discovering the natural human potential in a 
changing artificial environment that allows mobili-
ty between virtual and natural realities, as well as 
situational and systemic ones (Senge, 2016). This 
potential cultivates proactivity and antifragility 
(Taleb, 2014), as opposed to mental fabrication 
and cloning (Neubauer, 2002), cognitive formali-
zation (Harari, 2017), digital dementia (Spitzer, 
2014), or isolation in a “glass cage” (Carr, 2015).

The following effects of the new concept of 
adult education create the environment and condi-
tions for:
•	 Cultivating	the	ability	to	‘learn’	which	is	related	

to the understanding that the current modern 
environment requires a higher pace of adapta-
tion, constant learning, and self-education.

•	 Applying	a	reflection	method	to	process	an	in-
dividual’s own experience and create knowl-
edge.

•	 Cultivating	proactivity,	curiosity,	and	entrepre-
neurship, situational, and systemic vitality.
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•	 Truly	critical	and	skeptical	thinking.	
It is necessary to activate the mental vitality, 

proactivity, and transformation potential of the 
natural qualities of an individual’s internal envi-
ronment and raise his / her self confidence in 
thinking, cognition, and feeling as sources of per-
sonal and professional intuition. These qualities 
are part of the essence of professionalism as they 
are close to the characteristics not typical for pro-
fessionalism (Taleb, 2013, 2014) but for mastering 
the arts of management and business (Senge, 
2016; Ambrozová et al., 2016). This professional-
ism includes those entrepreneurial and managerial 
abilities and skills that are not directly available 
and influenced by the usual or external methods 
and models of diagnosis, formation methods of ed-
ucation or training, and whose cultivation is a mat-
ter of personal attitude of individuals. These are, in 
our view, specific requirements for adult learning 
for the environment, society, and industry 4.0.

3. Pilot Study

The main domains monitored in the pilot project 
were: a domain containing critical thinking, and 
personality aspects involved in cognition, deci-
sion-making, and action in changing situations, 
and a domain containing the ability to “respond to 
change” proactively, being aware of the “change” 
reflected in the transformation of personality as-
pects. This potential is related to the ability to 
adapt to the change in the center of the self-learn-
ing systems.

The research aimed to find out whether, within 
the terms of the courses with X-tream methodolo-
gy, the respondents experience changes in the 
monitored scale of mental, personal, and psycho-
physical condition, and compare values of selected 
personality aspects to identify the ability to ade-
quately and proactively process experience. The 
specific objective was to verify the functionality of 
the X-tream methodology in the context of identi-
fying personality potentials for proactive and con-
scious learning.

3.1 Methodology

In the pilot study, selected X-tream methods were 
used (Ambrozová et al., 2016; Ullrich et al., 2019). 
The X-tream methodology represents an environ-
ment with a sophisticated multidisciplinary meth-
odology of load variability and testing the quantity 
and quality of individual performance levels, the 
course of changes in their condition in multiple di-
mensions, and various situations of tasks. The 
methodology inspiration comes from K. Lewin’s 
concept and E. Brunswik’s likelihood functional-
ism. We monitor mental performance and mental 
condition, physical performance and psychophysi-
cal condition, personal disposition, social condi-
tion, and situational and systemic disposition. In 
terms of individual dimensions, we use standard-
ized methods and technologies. The length of de-
velopment courses where the X-tream methodolo-
gy is applied covers usually three to five days. We 
monitored the participants in three phases: before 
the course-in sleep mode, during the course, and 
after the course.

The sample consisted of one-hundred and six-
ty-three respondents, aged twenty-five to forty-
three, who took the courses with applied X-tream 
methodology. These were professionals, manag-
ers, and leaders who are active in the modern busi-
ness and professional environment. One-hundred 
and fifty-seven respondents who completed cours-
es with varying degrees of success were selected 
for statistical processing.

Methods applied: The SPARO method (Mikšík, 
2001, 2009) contributes to the determination of the 
basal structure and dynamics of self-regulation, in-
tegration, and psychological resistance of a per-
sonality (psychophysical condition). The Big Five 
method (Hřebíčková and Urbánek, 2001) identifies 
personality factors such as extraversion, neuroti-
cism, openness to experience, friendliness, and 
conscientiousness (personality condition). The 
GPOP method (Bents and Blank, 2009) focuses on 
the individual’s cognitive and decision-making 
preferences in terms of rational and irrational psy-
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chical functions, according to C.G. Jung (mental 
condition).

Changes in cognitive variability (KO) and ad-
justment variability (AD) were determined by the 
SPARO method for research. Among the sub-pa-
rameters, there are items related to effective per-
sonality integration (OI), level of self-assurance 
(US), and responsive approach (PR). Changes in 
the scale of openness (O) were determined by the 
Big Five method. GPOP was used to detect changes 
in scales that monitor perception, decision-mak-
ing, and taking action. Perception can be seen as 
the result of our senses (S) and our intuition (N). 
Decision-making is the result of the process of 
analysis and thinking (T) and feeling (F), forming 
an individual system of intrinsic values. The pref-
erence of individual functions complements the di-
mensions of openness of perception (P) and close-
ness (J), in terms of focusing on systematic 
decision making or preference to adapt to a change. 
The characteristics monitored by subscales of 
these three methods affect mental and situational/
systemic mobility, proactivity, and correspond to 
the individual’s internal attitude.

3.2 Results 

In the first step, we monitored the average values 
of selected personality aspects for all participants 
before and after the course, in Table 1.

Cognitive variability (KO) suggests a tendency 

to change, high quantity, dynamics, and variability 
of intense external stimuli in their perception and 
processing. Adjustment variability (AD) is indica-
tive of the tendency to respond to both the inter-
nality and dynamics of situational variables 
through adaptation activities. Effective personality 
integration (OI) indicates a high personality inte-
gration concerning the real level of rational, expe-
rience, and volition qualities in interaction activi-
ties, behaviour, and action. Self-assurance (US) 
suggests the level of confidence in yourself, in 
strengths and skills, associated with the tendency 
to rely on yourself only, feelings of self-sufficiency, 
ability to navigate situations, manage difficulties, 
and act appropriately. Responsive approach (PR) 
indicates the level of proactivity, the tendency to 
solve emerging situations, the activity approach, 
the dominant focus on active response, and action. 
The scale of openness (O) indicates the level of in-
terest and engagement with new experiences, curi-
osity, imagination (Corbin, 2007), creativity, and 
interests, as well as the ability to accept new ideas, 
to experiment and critically analyse, reword and 
adopt new social, ethical, and political values   
(Hřebíčková and Urbánek, 2001). 

In the next step, we focused on comparing val-
ues   for selected GPOP items, in Table 2.

We found slight shifts in the average values in 
the monitored scales, and these values showed a 
high rate of variation in all participants, which os-
cillated between 1.4 to 2.7. The educational value 

Table 1 » Average values of selected items of SPARO and Big Five methods

Scale Before After

SPARO: KO — cognitive variability 5.9 6.3

SPARO: AD — adjustment variability 5.3 5.8

SPARO: OI — effective personality integration 6.2 6.5

SPARO: US — self-assurance 6.1 6.7

SPARO: PR — responsive approach 5.4 5.9

Big Five: O — openness 3.9 4.8

Source: own data processing
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of these data is not only low but also unreliable in 
terms of the potential impact of the courses with 
the applied X-tream methodology. From this com-
parison, it is not possible to determine the direc-
tion of change for particular individuals and to 
generalize the result as a change potential of the 

courses. A shift or change in this area may indicate 
not only differences in the ability of professionals 
and leaders to respond proactively in solving vari-
ous specific situations of the tasks as seen in recent 
years, but also minor changes in selected indica-
tors related to this responsiveness. 

Table 2 » Average values of selected items of GPOP method

Scale Before After

S – sensory perception 6.1 6.8

N – intuition 4.2 5.2

T – thinking 7.3 7.1

F – feeling 4.3 5.1

J – structure 7.2 7.1

P – spontaneity 4.6 4.7

Source: own data processing

Table 3 » Selected items of SPARO and Big Five methods – 1st group

Scale Before After

SPARO: KO — cognitive variability 6.1 7.2

SPARO: AD — adjustment variability 5.8 6.9

SPARO: OI — effective personality integration 6.5 7.8

SPARO: US — self-assurance 6.6 7.5

SPARO: PR — responsive approach 6.7 7.6

Big Five: O — openness 4.6 6.3

Source: own data processing

Table 4 » Selected items of GPOP method – 1st group

Scale Before After

S – sensory perception 6.7 7.9

N – intuition 4.9 6.3

T – thinking 6.9 6.1

F – feeling 4.7 6.6

J – structure 6.8 5.9

P – spontaneity 5.6 7.1

Source: own data processing 
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In the third step, we selected the respondents’ 
data and divided them into two groups. We select-
ed the data based on the following criteria: the 
trend of participants‘ results (quality and quantity 
of performance in task situations) and scores of 
their indexes (Ullrich et al., 2019). The first group 
consists of respondents who achieved optimum to 
excellent results in terms of performance in task 
situations and whose values were in the optimum 
band of X-tream indexes. A total of forty-one re-
spondents (26.1% of the total number of partici-
pants) were placed in the first group, and fifty-six 
respondents in the second group (35.76% of the to-
tal number). 

The following Tables 3 and 4 show the values 
before and after the course.

The second group consists of respondents 
whose performance trend was also optimal, even 

excellent, but compared to the X-tream index val-
ues, these respondents did not reach the optimal 
bands, in Tables 5 and 6.

3.2 Discussion

For the first group, the results indicate the possibil-
ity of optimal personality changes in terms of 
shifts in selected personality parameters from the 
following points of view:
•	 changes	in	mental	mobility	parameters	in	cog-

nitive variability, openness, reduction of stress 
(difference) on the cognitive continuum axis, 
for functions S, N, T, and F;

•	 changes	 in	 situational	 mobility	 parameters	 in	
Personality Integrity, Self-confidence, Open-
ness, Reduction in Stress on Structure (J), and 
Spontaneity (P) axis. 

Table 5 » Selected items of SPARO and Big Five methods– 2nd group

Scale Before After

SPARO: KO — cognitive variability 5.3 5.6

SPARO: AD — adjustment variability 4.8 5.1

SPARO: OI — effective personality integration 4.2 4.6

SPARO: US — self-assurance 5.6 5.7

SPARO: PR — responsive approach 5.1 5.3

Big Five: O – openness 3.2 3.4

Source: own data processing

Table 6 » Selected items of GPOP method– 2nd group

Scale Before After

S – sensory perception 5.4 5.7

N – intuition 3.4 3.9

T – thinking 6.4 6.5

F – feeling 3.1 3.5

J – structure 7.9 7.6

P – spontaneity 3.5 3.7

Source: own data processing

{1
4/

22
}

�



 144 Proceedings of the 13th International Scientific Conference

Although we can consider the change potential 
of courses with the applied X-tream methodology 
based on the results, we conclude partial conclu-
sions concerning the ability of particular individu-
als to handle the change in an effective way. The 
first group shows a more distinct adaptation ability 
compared to the second group. In this term, we 
can consider the potential for mental, social, situa-
tional, and systemic mobility, as well as adaptation 
to change in specific individuals in the first and 
second groups.

The respondents of the first group:
•	 They	have	a	higher	potential	to	respond	to	ex-

perience by conscious and adequate personali-
ty change.

•	 They	can	perceive	and	respect	 the	“nature”	of	
the situation and react accordingly.

•	 They	work	better	with	space	and	time	(Durand,	
2012 / a).

•	 They	 can	 change	 their	 internal	 attitude,	 are	
more open and responsive to the subtle, quali-
tative aspects of the environment.
The respondents of the second group have a 

slightly lower potential to react to experience by 
conscious and adequate personality change. Excit-
ing ideas for reflection also offer information related 
to the variances in the values of individual groups. 
While for the whole sample the variance of the val-
ues of the members ranged between 1.4 to 2.7, and 
for the second group it was between 1.2 to 2.3, for 
the first group it oscillated between 0.8 to 1.3. The 
first group appears to be more consistent (i.e., the 
values of the members are closer to the mean val-
ue) than the second group and the entire unit.

4. Conclusion

The requirements of the modern environment for 
the performance of activities and functions are 
constantly evolving and changing. A specific struc-
turing characterizes the modern environment, in 
terms of preferred cognitive models, influenced by 
the digitization and use of modern and sophisticat-
ed communication and information technologies. 

It also has a more frequent occurrence of specific 
situations of tasks that dynamically develop and 
require a comprehensive approach in terms of 
their nature and the way of their solution. This sit-
uation requires not only the mental condition and 
mobility on the cognitive continuum but also 
changes in personality aspects and the focus of the 
internal attitude of professionals and managers. 

The results of the analysis of the trends of the 
modern environment show the increasing impor-
tance of mental condition and cognitive potentials 
for critical thinking. It turns out that the shared 
link, the central quality, the potential involved in 
all other competencies, is the quality of mind, 
thinking, and cognition of a particular individual. 

This mental vitality, accepted as the central 
quality, has at least two modalities. The first mo-
dality involves critical thinking, mobility on the 
cognitive continuum, and optimal condition of 
mental functions involved in perception and cogni-
tion. The second modality is mental mobility for 
decision-making and taking action in situations 
and tasks. The dominant features of this modality 
are spontaneity (openness, curiosity, and courage) 
and flexibility (flexibility of thinking). Aspects of 
the first modality can be determined to some ex-
tent by various tests monitoring the quantity and 
quality of psychical and executive functions. The 
level of the second modality can be determined 
through selected personality aspects based on var-
ious personality questionnaires. 

Adult education (meaning, content, methods) 
is continuously evolving along with its subject and 
environmental conditions. At present, education 
needs to move from the anthropocentric subjective 
positions established by Descartes (Heidegger, 
2013) to genuinely anthropological positions in 
discovering and constructing practice methods 
(Durand, 2012 / b), from the mass, statistical 
(Jung, 2019) “individual” to a specific one, and can 
ultimately contribute to enhancing the effect of an 
individual’s education in terms of learning and cul-
tivating own natural qualities of ability within an 
individual’s specific environment. 
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A qualitative change is not only necessary and 
appropriate, but also potentially possible, and a 
suitable methodology can initiate it. Changes with 
formation aspect or transformation overlap are 
probably more adjusted for those people who 
show signs for optimal personal (mental and psy-
chophysical) fitness. Such individuals appear to be 
more effective in terms of the ability to accept 

course effects, e.g., with the applied X-tream meth-
odology. This acceptance may manifest as mean-
ingful changes in personality aspects closely relat-
ed to the mental, social, situational, and systemic 
mobility of individuals in various conditions of 
task situations as aspects required by a modern 
corporate environment of 4.0 or 5.0.
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Adult Education for Environment, Society and Industry 4.0 — Results of a pilot study

ABSTRACT 
The text introduces and discusses the results of a pilot study on critical thinking and selected personality as
pects in cognition, decisionmaking, and taking action, and selected personality aspects for adult educa
tion, taking into account changes in industry and society 4.0 requirements. One hundred sixtythree re
spondents participated in the pilot study. The results show differences in the ability to adequately and 
proactively process the experience, with the potential for a conscious personality change.
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Education; industry and environment 4.0; personality potentials; critical, situational and systemic thinking.
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The Smart City concept (hereinafter referred to as 
SC) represents a new modern platform in the area 
of functioning of territorial units within the state. 
The aim of the concept is to use new and accessi-
ble technological innovations that can serve the 
general public — citizens and help to streamline 
the activities of self-government bodies in a specif-
ic state territory. Technological innovations are ef-
fective and beneficial only if they are used for the 
benefit of people and only if they are associated 
with human activities. The smart city concept 
therefore includes not only a technological but also 
an economic and social aspect. Thus, it is not only 
the quality and quantity of technological innova-
tions used, but also their direct impact on citizens’ 
quality of life. Exactly defining at a specific time 
and space smart city is extremely challenging, 
even impossible. However, for the purposes of our 
analysis, we will start from the perception of the 
SC as a new approach in the development of cities 
and urban regions, which uses new technologies 
in their management, management or planning. 
The result should be to improve the quality of life, 
living and entrepreneurial standards in the region 
and create more efficient governance processes in 
territorial self-government, which would help to 
increase civic security, would bring measures to in-
crease cleanliness, ecology and energy efficiency 
in the region and which would also able to respond 

much more quickly and dynamically to external 
stimuli. 

At the same time, however, we also share the 
British Government’s perception of the concept of 
smart city as follows: it is dynamic and at the same 
time claims that there is no absolute definition of a 
smart city. The concept is endless and is rather a 
process or series of steps that make cities more 
habitable and resilient and thus able to respond 
more quickly to new challenges. (K. Mori, and  
A. Christodoulou, 2012)

Under the Constitution, the Slovak Republic is a 
unitary state. In practice, this means that there is 
one sovereign state power and a nation-forming 
nation in our territory. A unitary state carries out 
its activities on the basis of one constitutional doc-
ument and powers are concentrated in bodies gov-
erned by the legislation in force. Here comes the 
question of decentralization, which can be imple-
mented by several methods. There is a transfer of 
competences from higher central authorities to 
lower-level authorities at regional, local or munici-
pal level. Decentralization can be broad and com-
plex, i.e. covering the entire territory of states, but 
it can also be directed only to a certain part of the 
state. 

The importance of civil society lies not only in 
its ability to regulate itself, but above all in its abil-
ity to formulate its own interests. The struggle for 
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power exists regardless of whether it is a church, a 
feminist association, a cultural cloak, or anything 
else. (Bzdilová, Eštok, Onufrak, 2015)

The Slovak Republic represents a multi-ethnic 
state with relatively significant regional disparities. 
These are the remains of past political regimes and 
establishments. To attribute responsibility for that 
only to the Communist regime would be a mistak-
en and erroneous argument, since also the period 
of Hungarian Empire, and/or the Austria-Hungary 
has left considerable traces on our economy and 
its location. It was the geographical location of in-
dustry and economy that had a significant impact 
on the life of society and the development of these 
regions. 

These events result in an increased level of re-
gional disparities, which are very difficult to elimi-
nate, and thus support natural migration of the 
population to work in economically stronger re-
gions. (Tökölyová, 2016)

However, the implementation of the concept of 
smart city in the conditions of the Slovak Republic 
is very specific, because in our territory we have 
only 140 cities, of which only 10 cities meet the cri-
terion of population exceeding 50 thousand. How-
ever, most of the territory is made up of smaller 
towns and municipalities where up to 97% of the 
self-government in our territory is made up of mu-
nicipalities and of these up to 2661 have less than 
3000 inhabitants. In this context, we are talking 
about a relatively fragmented territorial self-gov-
ernment, which, however, has a very significant 
potential for absorbing the elements of manage-
ment and conceptuality of the smart city system. 
Today’s technology solutions make our everyday 
life easier and we have become accustomed to it to 
a large extent, but at the same time they are also 
conditioned by the built and accessible infrastruc-
ture, which is largely based on the availability of 
Internet or data services for intelligent solutions. 
In the case of implementation of innovative ele-
ments in the segment of communication at the lev-
el of municipal self-government, in the conditions 
of the Slovak Republic we encounter a relatively 

low quality level and availability of such Internet 
and data services that would enable technological 
implementation of products improving life quality 
in local self-government. (Kaliňák, 2018)

The Slovak self-government is relatively young 
because it was established in the 1990s, but this 
does not mean that until that time there was no 
regulated territorial self-government in Slovakia, 
but it did not have modern elements that have per-
sisted to this day. At the same time, we were large-
ly inspired by the experience and observations 
from abroad, which, in a positive or negative way, 
helped to speed up the processes of building the 
Slovak towns and villages. At the end of the pro-
cess, there should be cities, regions and municipal-
ities that are willing and able to communicate with 
each other, sharing best practices and creating a fa-
vorable environment for the lives of their citizens. 
Supporting innovation and economic policy in the 
sense of subsidies for small and medium-sized en-
terprises is a long-term priority of our local author-
ities.

However, in order for the smart city concept to 
work successfully, practice is particularly impor-
tant, so in the next section of our paper we will fo-
cus on the strategic rules and general objectives 
that smart cities should bring.
•	 a	clear	vision	of	the	city	defined	at	all	levels	of	

city management
•	 achieving	a	synergistic	effect	between	the	natu-

ral environment, public spaces and the infra-
structure necessary for smart city activity.

•	 introducing	a	low-carbon	economy	with	smart	
grid elements and reducing greenhouse gas 
emissions by increasing the share of renewable 
energy sources

•	 prioritizing	local	sources	and	products	over	the	
imported sources.

•	 separation	 and	 recycling	 of	 waste	 as	 a	 source	
for new materials to the highest possible degree 
of technological renewability.

•	 	elimination	of	 construction	outside	 the	built-
up area of the city / municipality, protection of 
green areas and agricultural land.
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•	 creating	 new	 projects	 for	 business	 incubators	
and revitalizing those previous.

•	 wide-ranging	support	for	startups	and	scaleups	
across the region.
Building or transforming a city into a smart city 

platform is a comprehensive approach involving a 
relatively wide range of stakeholders. Of course, it 
also requires a significant amount of funding to im-
plement technology solutions in the public life. At 
the same time, however, there is no universal and 
universally valid model of smart element deploy-
ment and smart city creation, because each site is 
different and has its own specific features and ele-
ments that must be taken into account and incor-
porated in the transformation process. (Andráško, 
2015)

Implementing innovative solutions in the cities 
today is not only a challenge for local govern-
ments, but it also means huge business opportuni-

ties, for the application of innovative solutions, 
technologies and their physical implementation in 
the region or region in question. At the same time, 
the collection of data materials from such plat-
forms can not only make life easier for the citizens 
of the city, but also help to streamline the activities 
and decision-making processes in local govern-
ment authorities. However, various security risks 
of the virtual world in processing huge amounts of 
sensitive personal data about users — citizens can 
be a risk on this scale. Energy policy, increasing 
energy efficiency, improving the quality of trans-
port services and developing intelligent transport 
appear to be priority axes in building smart cities 
in Slovakia. Modern cities are now struggling with 
parking policy, which is not uniform and concep-
tual across Slovak cities, every region of each city 
solves it in similar jurisdiction of law and general 
binding regulations, but it creates space not only 

Picture 1 » Typological division of relevant parties entering the smart city concept in the Slovak Republic

Source: HUČKOVÁ, M., SVOBODA M., and autors, 2017,. Podpora inovatívnych riešení v slovenských mestách, Ministry of 
Economy of the Slovak Republic
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for its harmonization but also for introducing mod-
ern technologies for its management. (Lombardi 
et. All, 2012)

The concept of smart city is currently “in“ and 
is experiencing an upward trend. While in 2013 
there were just over 140 smart cities in the world, a 
year later, in 2014 there were 240 smart cities in 
Europe alone. The basis of the existence of a smart 
city, as we have already indicated, is data, while 
the idea fully exploits and counts on existing re-
sources and technology platforms that are availa-
ble but not used for these purposes. Why is it just 
the data that underpins the efficient functioning of 
a smart city? Because local governments abroad 
are trying to implement the latest technologies in 
local governance in integrated transport, parking 
policy and infrastructure, education and training, 
public services in the form of offices and many 
other areas. 

As by Potočár, Information and communication 
technologies enable to collect and evaluate data 
that improve the quality of urban services and pro-
mote interactivity between the local government 
and the city’s inhabitants. At the same time, com-
puterization can increase efficiency and help to op-
timize processes in key areas such as transport, en-
ergy, water supply, waste management and 
healthcare. Collecting and analysing data from dif-
ferent areas allows for efficient management of 
Smart City, as municipalities and other actors have 
a wealth of useful information at their disposal. 
(Potočár, 2019) 

The concept of smart cities can only be success-
ful if it receives funding to carry out its activities. 
However, the practice in the area of   management 
at the level of territorial self-government in the 
conditions of the Slovak Republic points to the ab-
sence of free funds for massive transformation and 
innovation of urban or municipal infrastructure to 
the intelligent one. Most small municipalities with 
population up to 1000 inhabitants fight with exis-
tential problems in their effort to cover their own 
agenda, running the municipal council of the may-
or and employees of the municipality. Therefore, 

investments in the transition of a municipality to a 
smart settlement are out of the municipal budget 
chapters. Of course, larger cities have advantages, 
but at the same time they have to cover a larger 
area with the type of transition to innovation, 
whether it is a platform for intelligent integrated 
urban public transport, the availability of wireless 
data services in the city centre and strategic loca-
tions or others. The first option is to reach for fi-
nancial incentives and support from the EIB — the 
European Investment Bank, which has allocated 
up to EUR 128 billion for urban infrastructures be-
tween 2011 and 2016. The ideal platform for mu-
nicipalities is the so-called framework of credit 
products, which the EIB has offered for three to 
five years and is used to finance small and medi-
um-sized project intents in implementing smart 
solutions in practice. At the same time, municipal-
ities have “an open door“ in case they need to ex-
pand their projects and enrich them with new im-
pulses, ideas, as framework of credits allows an 
increase in the amount borrowed under un-
changed credit conditions. As Koreň states in his 
analysis „Another option is using mediated loans. 

The EIB also seeks to involve domestic com-
mercial banks in investment projects that are capa-
ble and willing to apply the EIB’s smart solutions 
approach. These commercial banks can provide 
more of smaller funding for smart and sustainable 
projects in the public administration through the 
EIB’s credit line. Since the launch of the Invest-
ment Plan for Europe (the so-called Juncker Plan), 
the EIB has placed greater emphasis on combining 
loan appropriations with other instruments such 
as grants.“ (Koreň, 2017)

However, in addition to financial subsidies, the 
EIB also provides cities with technical assistance, 
which is equally important and necessary to prop-
erly set up urban modernization processes. Here 
we include Jaspers management tools and the new 
Urbis helpdesk, which is profiled specifically for 
European cities and municipalities. This will open 
the way for municipalities to open up new funding 
opportunities in innovative ways for which they 
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have not had the resources and experience to date. 
This trend is irreversible as the rate of urbanization 
in the EU states is increasing. 

According to Hudak, Vice-President of the Eu-
ropean Investment Bank responsible for counsel-
ling and project support for cities and regions, Cit-
ies are more attractive than ever: in three decades, 
eight out of ten Europeans will live in the city. 
(Koreň, 2017)

However, EIB support is not the only possibili-
ty, relatively popular and welcome option to refi-
nance the transformation of Slovak cities and mu-
nicipalities into smart is the European Structural 
and Investment Fund, more generally known as 
European funds. They are characterized by a rela-
tively high degree of complexity, administrative 
burden and complexity of project and require-
ments processing. Nevertheless, they account for 
up to 80% of public investment in Slovakia, as stat-
ed by Žiláková, Director General of the Section of 
the Central Coordinating Body at the Office of the 
Deputy Prime Minister. The mentioned Central Co-
ordinating Body at the Government Office of the 
Slovak Republic covers up to fifteen operational 
programs out of a total possible allocation of EUR 
15 billion, which is bound for 2023. At the same 
time, our local governments have the opportunity 
to use relatively generously set programs such as 
Horizon 2020, COSME, URBAN, EREKA, and oth-
ers. However, the statistics on the funds drawn 
make us ranked as in the penultimate place in the 
EU in these programs. So where is the problem in 
financing innovative projects to improve the civic 
quality of life in Slovak cities?

The main problem appears to be scattered and 
markedly isolated public institutions in Slovakia. 
However, examples from abroad clearly show that 
investments in the deployment of smart cities can 
work successfully, but on completely different 
principles. A precondition for the a national strate-
gy to succeed is concentrating in one particular re-
gion at a time. At the same time, it is a specific pro-
gramming period with a relatively short time 
period for exploitation and successful implementa-

tion. Since, after 2023, the structure of funding 
provided through the European Structural and In-
vestment Funds mechanism will change dramati-
cally. Slovakia has largely failed to draw on these 
funds in the past, when in the 2007–2013 program-
ming period only half of the allocated funds for the 
development of transported infrastructure were 
used up. However, a substantial change will come 
after 2023, when the financial mechanism will 
continue to provide financial incentives, but it will 
not be non-repayable financial contributions with-
out co-financing to applicants or with a minimum 
co-financing of up to 15% of the requested amount. 
The funding methodology will change to a credit 
platform and focus on return platforms. (Smart cit-
ies council…2014)

Other funding opportunities are offered by the 
European Economic Area Financial Mechanism 
and by Norway, Iceland and Liechtenstein. While 
these financial mechanisms do not allocate subsi-
dies within the scope of the European Structural 
Funds, they are an ideal solution for starting or 
completing the processes of implementing innova-
tions in towns and municipalities. Likewise, they 
do not require co-financing from the applicant, but 
envisage 15% co-financing by the state budget of 
the beneficiary state. However, this aspect is wel-
come in the context of the increasing order after 
the transformation of the self-government trans-
formation processes on smart, and it imposes a 
much less burden on the state treasury than if the 
self-governments expected financial assistance 
from the state alone. Assistance under this mecha-
nism may be granted on the basis of the signing of 
a Memorandum of Understanding for the imple-
mentation of the Norwegian Financial Mechanism 
2014–2021, concluded between the Kingdom of 
Norway and the Slovak Republic in November 
2016. The total amount available is up to EUR 53 
million and with the possibility of drawing them 
until 2023. The main objective of the Norwegian 
Financial Mechanism is to contribute to reducing 
economic and social disparities in the European 
Economic Area. The secondary objective is to 
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build bilateral relations between beneficiary states 
through financial contributions in areas such as:
•	 innovations,	 research,	education	and	competi-

tiveness;
•	 social	inclusion,	youth	employment	and	pover-

ty eradication;
•	 environment,	energy	and	climate	change;
•	 culture,	civil	society,	good	governance;
•	 justice	and	home	affairs.

The problem of Slovak municipalities is the rel-
atively low literacy rate in the field of search, as-
sessment of calls and willingness to create applica-
tions and grants. Smart solutions, however, require 
a significant amount of funds that the municipality 
does not have the chance to meet and obtain under 
current legislation. Therefore, it is necessary to 
raise the awareness of the possibilities of financing 
transformation processes in public administration 
as a matter of priority and only then to address 
their specialization with the focus and needs that 
they should meet. 

As stated in a study of the Ministry of Economy 
of the Slovak Republic, implementation of innova-
tive solutions is in fact a never-ending implementa-
tion of projects often spread over a period of up to 
20 years with the necessity of its updating and 
compliance with the priorities and investment pos-
sibilities of the city. Here, we see the possibility of 
complementarity with a long-term strategic docu-
ment prepared by the Office of the Deputy Prime 
Minister for Investment and Information Technolo-
gy (Investment Management Section), which aims 
to identify key programs and projects to build new 
economic and social infrastructure in the Slovak 
Republic. to improve the state of already existing 

infrastructure and gradually meet the long-term 
development needs of the Slovak Republic. In this 
way, cities will be able to plan and implement pro-
jects systematically with a long-term view and not 
just on the basis of spontaneous calls or grants. 
(Hučková, Svoboda, 2017) 

Final summary

The current globalized society and technological 
boom encourage the development of the concept 
of smart cities also in the Slovak Republic. Howev-
er, this is very specific in this respect, as it does not 
meet some external criteria for the occurrence of 
cities in their true sense in terms of the size of ter-
ritorial self-government and population of cities. 
(Kalašová et. all, 2015) What matters is not the def-
initions, but the fact that this platform can really 
help citizens to make their lives easier and have a 
positive impact on improving the quality of life of 
citizens. The main problem, which unfortunately 
the Slovak public administration suffers, is the lack 
of awareness of the possible forms of financing 
transformation processes, the introduction of 
smart elements, and often the considerable admin-
istrative and bureaucratic burden on our self-gov-
ernments. The potential for the creation of an intel-
ligent territorial self-government is very high with 
relatively low obstacles, the most important ones 
are mainly oriented towards models of financing 
and refinancing innovative and reform processes. 
However, the European trend is evident and it is es-
sential that the implementation processes also 
move the Slovak territorial self-government to-
wards competitive European regions. 
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Specifics of smart cities system implementation in Slovakia 

ABSTRACT
The concept of the smart cities system represents a very comprehensive approach to the functioning of the ur
ban region, activities of which relate to various social areas such as infrastructure, environment, energy, so
cial services and many others. In the conditions of the Slovak Republic we do not have many cities that meet 
the criteria for the development of the smart cities platform, because only 10 cities have more than 50 thou
sand inhabitants. However, the idea of implementing smart cities system could be much broader and more 
complex, as in Slovakia up to 97% of all municipalities are the villages. It is therefore appropriate to create 
smart regions where the endusers of the benefits would be all citizens not only of the smart region but also 
of the neighbouring regions. In essence, this contribution will focus on the possibilities of implementing a 
system of smart cities, municipalities that would be a modernized urban area, where everything from trans
port to energy is connected to modern digital technologies that enable the twoway transfer of information 
between the city, municipality and its inhabitants or visitors as a priority. The idea of smart cities has the 
ambition to increase the level of efficiency and functionality of the local or municipal selfgovernment in or
der to achieve values of a longterm sustainability and increase the standard of living of the population. 
However, successful functioning of the smart cities platform requires to buildup a functional technology 
and information platform based on the principles of Internet of Things, Big Data, and Machine Learning, 
in order to maximize the interaction of actors. Modern civil society in cities but also in rural areas will re
quire an increase in communication models and services provided them by local governments. In addition 
to the positive impact on the consumer — citizen of smart cities, a great advantage is also development of 
networking between settlement structures, which will ultimately not only make life easier for the primary 
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group of citizens, but will also make it easier and more efficient to carry out the transferred powers of state 
administration to the selfgovernment of regions, cities and municipalities.

KEY WORDS 
Smart city, region, city, municipality, local government, public administration, state administration, sub
sidiarity, implementation, Slovak Republic

JEL CLASSIFICATION
P4, R1, R5 Ñ

�

{1
5/

22
}



 European Forum of Entrepreneurship 2020 155

{16/22}

1. Introduction 

Educational processes hide various pitfalls follow-
ing from dynamic social and science and informa-
tion changes (compare Smolík, 2015). This contri-
bution aims at introduction of various options of 
ethical education of managers in the security envi-
ronment. 

Ethics is a very specific area dealing with val-
ues, decision-making and assessment of good and 
evil in particular situations, under particular con-
ditions etc. Thus ethics does not apply universally 
but rather depends on the particular social, eco-
nomic, political, regional or religious givenness 
(Thompson, 2004).

The factors affecting ethical decision-making of 
subjects (people) include, inter alia, upbringing an 
experience gained in the course of the process of 
socialisation, forming individual ethical attitudes, 
transformed by legality and legitimacy to ethical or 
non-ethical decision-making itself. The subject is 
thus influenced by a) his own personality features 
(physical and psychic determination, inclinations 
and interests), b) the socialisation process (up-
bringing in the family, education, social roles, life 
experience), c) particular situations (legality ver-
sus illegality etc.). (Rolný, 2003).

While morality (morals) regulates human be-

haviour (of individuals) in the society through 
moral standards, ethics (theoretical science) stud-
ies the morals, deriving ethical principles and ap-
plying them in situations of “ethical choices” 
(Weiss et al., 2011, p. 113).

Morals from the theological — philosophical 
(how to do things correctly) and psychological 
(why we do things as we do them) angle an impor-
tant object of interest on the level of individuals, 
teams as well as higher organisational units. This 
applies equally in business, managerial and securi-
ty environments. Both of these approaches, the 
theological- philosophical as well as the psycho-
logical one, try to subject morals to scientific inves-
tigation with an identical goal to define and create 
a universal system as a guarantee of high-standard 
moral behaviour. Despite these general views mor-
als cannot be understood primarily as a scientific 
problem and product. Rather to the contrary: Its 
unquestionable presence in professional and pri-
vate areas of human conduct, including manageri-
al and security-related, is confirmed as irreplacea-
ble. 

In the context of claims and specifics connected 
with moral decision-making and actions of people 
in managerial professions in the security environ-
ment the rationalistic approach, in particular the 
deontological and utilitarian concept, can clearly 
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be adopted, on the basis of the following argu-
ments. The first argument for this choice is derived 
from the conclusion that both of these theoretical 
assumptions permit “…creation of a universal mor-
al theory offering an objective criterion for correct-
ness or incorrectness of any action“ (Čapek et al., 
2015, p. 179). The second argument is represented 
by the fact that deontological and utilitarian con-
cepts of the morals identify with a shared view of 
morals emphasizing the cognitive rational aspect, 
i.e. the ability to rationally assess correctness or in-
correctness of actions in relation to a rationalised 
standard. The third argument involves the options 
offered by the two concepts. The deontological 
concept permits definitions of theories of moral 
judgement evolution, see for instance the level 
model by Lawrence Kohlberg (Kohlberg, 1984), 
and their practical applications permitting creation 
of instruments measuring morality of decision-
making and actions. The utilitarian theory, based 
on eudaimonism and the ethics of virtues, is the 
essence of the theoretical concept of moral integri-
ty (Krámský, 2015), necessary for assurance of 
positive impact of ethical education and ethical 
leadership in the security environment.

Moral integrity in this sense points to the status 
of the individual, the level o his internal moral in-
tegrity, based on the choice between separation 
and integration, i.e. on the choice between the de-
sires to identify oneself with and the desires to be 
rejected (Calhoun, 1995). From the ethical angle 
integrity is linked to moral commitment and virtue 
(areté), referring to courage and self-control. Vir-
tue in this sense means, above all, the ability to 
control one’s behaviour — to find its correct level. 
With reference to this construct of thinking moral 
integrity can be defined as a quality of moral self-
control (Krámský, 2015). 

This concept of integrity however brings about 
the risk of non-objective assessment of one’s own 
behaviour in relation to others, which is an insuffi-
cient guarantee of moral conduct. A person moral-
ly integrated in the social-cultural-political system 
of a certain moral self-perception (such as the na-

tional socialism, communism, apartheid, pop-
ulism etc.) may in effect act immorally (Kučerová, 
1990; Muchová, 2015). Another problematic aspect 
of moral integrity built on the ethics of virtues is 
the effect of situational contexts formed by cultur-
al, social, family, economic or political patterns of 
behaviour on impartiality of moral decision-mak-
ing. These links naturally affect behaviour (Mil-
gram, 1974; Arenndtová, 1995; Baumann, 2010; 
Zimbardo, 2011). 

A better and more practical concept of moral in-
tegrity is represented by deontological ethics. Ac-
cording to this concept, non-behaviour in compli-
ance with the moral law creates the status of 
non-respect for the law and for oneself. The result 
is dissonance between moral decision-making and 
conduct leading to disintegration of moral integri-
ty of the personality (Krámský, 2015). Within the 
deontological construct of thinking, moral integri-
ty can be defined in relation to the security envi-
ronment as a stable pattern of behaviour corre
sponding to the values with which the individual 
has identified himself (Krámský and Preiss, 2014). 

As follows from the above, the basis for ethical 
education and leadership for the security environ-
ment is formed by the required group of values, 
the method (level) of integration of these values 
into a particular security environment (the envi-
ronment of a security organisation or institution) 
and the level of moral integrity of individuals act-
ing in this environment (organisation or institu-
tion). Moral values themselves may be hidden in 
this specific environment behind material symbols 
and manifestations: uniform work clothes, or uni-
form dress itself, ranks, badges, ceremonials, ritu-
als etc., or symbols and manifestations of immate-
rial nature: rules and internal customs, experience 
and the way it is interpreted, a specific way of ap-
plication of the hierarchy principles (Mikulka, 2017).

Another important issue is the actual impact of 
the thus declared values on particular human ac-
tions in the individual political and social historic 
contexts and the level of accord or tension between 
professional values and personal civic and moral 
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value orientation of an individual. The individual 
may thus be exposed to the conflict of conscience 
and the latent danger of real professional moral 
lapse. The individual faces decisions about what 
conduct may in this sense be considered profes-
sional (Mikulka, 2017). 

This context requires understanding of the ef-
forts at development of high-standard moral be-
haviour of security environment managers with 
the help of ethical education and ethical leadership 
as upbringing towards good character and correct 
behaviour. Its basis is represented by moral values, 
including civic and specifically related to the secu-
rity environment. Their fulfilment permits build-
ing and development of an ethical climate — an 
ethical basis as the absolute requirement for be-
haviour of all individuals (Putnová and Seknička, 
2016). 

Under conditions of an organisation active in 
the security environment the ability to adopt a pro-
fessionally and personally mature moral attitude 
permitting development of the ethical climate can-
not be taken for granted. Such an attitude must be 
built, developed and required, which in effect 
means building and developing a system of ethical 
education and ethical leadership of managers to-
wards an ethical environment as the future ethics 
servants — leaders (Jarošová, Pauknerová, Loren-
cová et al., 2016). 

A specific example may be the military security 
environment. The doctrine of the Army of the 
Czech Republic (the Ministry of Defence of the 
Czech Republic, 2013) points out the need for the 
Warrior Ethos and its development and emphasiz-
es its preservation and cultivation under the condi-
tions of the Czech Armed Forces (hereafter CAF). 
This context further requires perception of the ten-
sion between this doctrine, considering the Warri-
or Ethos as its basis, and the results of the per-
formed analysis (Mikulka, 2018) reflecting the 
reality of the military security environment in rela-
tion to ethical education and ethical leadership, 
these basic tools of building and development of 
the professional ethos (Mikulka, 2017). 

A comparison of various approaches to the is-
sue of ethics, ethical education and ethical leader-
ship within the international military security en-
vironment has shown that where the functional 
approach is prioritised, the educational emphasis 
is laid on effectiveness of ethical leadership by cre-
ation of the required behavioural models. The risk 
of this approach is represented by the possible sup-
pression of moral autonomy (Wolfendale, 2008). 
On the other hand, prioritisation of the aspiration 
approach emphasizes moral development of the 
character, considering this approach as equally im-
portant as professional effectiveness. Ethical edu-
cation in this case focuses on building and devel-
opment of correct conduct following from personal 
moral autonomy (Mikulka et al., 2019). 

In relation to the managerial role for the securi-
ty environment, understood as a professional posi-
tion with versatile qualifications in a professional 
and social role with a moral dimension, the func-
tional approach to ethical education is considered 
insufficient, as it does not fully respect the individ-
ual as an autonomous moral actor (Robinson et al., 
2008). For that reason the aspiration approach ap-
pears more appropriate for ethical education of 
students — security managers to be — as it more ef-
ficiently develops the concept of responsible ser-
vice and places more emphasis on the commit-
ment of ethical restrictions of utilisation of the 
professional specialisation potential (Mikulka, 
2017). The proposal of its implementation in the 
security environment conditions and in profes-
sional preparation of managers expected to work 
in this environment, in harmony with the results 
and findings of the performed research (Mikulka, 
2017 and 2018; Nekvapilová, 2018; Fedorková, 
2018), will be introduced in the following chapters. 

2. Methodology

The object of interest (respondents) included day 
students of the University of Defence in the course 
of studies for their future roles of security environ-
ment managers, in the total number of 151. The 
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age range of the respondents was 19–31 years, the 
gender of the respondents was disregarded. Anoth-
er object of interest was the current system of eth-
ics education at CAF and specifically at the Univer-
sity of Defence (hereafter UoD). The subject of 
research included ethics education and ethics lead-
ership. 

The authors used the following selected specif-
ic methods: content analysis of selected resources 
including theoretical approaches and assumptions 
of moral philosophy (Kant, 2005; Anzenbacher, 
1994; Patočka, 1992; Kohák, 1993; Mill et al., 1987; 
Mill, 2011; Hume, 2009; Krámský, 2015; Špinka et 
al., 2014; Čapek et al., 2015; Jirsa et al., 2016), anal-
ysis of selected approaches to ethics education and 
ethical leadership (Werner, 2002; Lickona 1992; 
Muchová, 2015; Vacek, 2008 and 2010 and 2013; 
Hábl, 2015), analysis of ethics education models 
(Olivar, 1992; Lenz and Ivanová, 2003; Nováková, 
2009; Berkowitz in Vacek, 2013, pp. 158–159; Va-
cek, 2008; Vacek 2013, Kučerová, 1996; Střelec et. 
al., 1998; Lickona, 1993), analysis of ethics-related, 
ethics education-related and ethics leadership-re-
lated documents focusing on the conditions of the 
studied security environment of CAF (the Doctrine 
of the Army of the Czech Republic, 2013; the 
Framework Internal Ministerial Anticorruption 
Programme, 2013; the Concept of Primary Preven-
tion of Risk Behaviour of the Staff of the Ministry 
of Defence in the Period 2020 — 2025, 2019; the Or-
der of the Minister of Defence No 6, 2013), analysis 
of knowledge of the approaches to ethic education 
and ethic leadership in the international security 
environment of armed and defence forces (Robin-
son et al., 2008) and analysis of the current forms 
of ethics education and ethics leadership at CAF 
(Mikulka, 2018). Other methods used included the 
written inquiry method for moral integrity meas-
urement and a synthesis of available knowledge of 
the status of ethics education, ethics leadership 
and ethics propaedeutics at CAF. 

The analysis of the current form of ethics edu-
cation, ethics leadership and ethics propaedeutics 
in the security environment of CAF, and specifical-

ly at the UoD used instruments of external strate-
gic analysis (Grasseová et al., 2010), in particular a 
combination of one heuristic (a trial problem solu-
tion with unclear solution algorithm or method) 
and two analytical methods. For data collection 
and statement formulation in relation to the cur-
rent form of ethics education and ethics leadership 
at CAF the authors applied the “Delphi“ method. 
The obtained group of statements was analysed by 
the heuristic “Problem Tree” for identification of 
the key statement and definition of the binds be-
tween the individual statements and the key state-
ment. This was followed by the analysis of the 
stakeholder effect. The purpose was to identify the 
individual stakeholders possibly involved in prob-
lem solution related to ethic education and ethic 
leadership in the security environment of CAF, to 
formulate their stakes and objectives in relation to 
the addressed issues, and to propose particular so-
lutions of the problems (Mikulka, 2017 and 2018). 

In harmony with the deontological assump-
tions, on the basis of the principle of correlations 
between the monitored personality dimensions of 
the assessed person and the value attitudes de-
fined with the help of the theory of values of Sha-
lom Schwarz, the measurement of moral integrity 
was performed in the context of the written in-
quiry by a combination of the NEO-PI-R — NEO 
Personality Inventory tests (Hřebíčková, 2004)  
and the PVQ — Portrait Values Questionnaire 
(Schwartz, 1992). The NEO-PI-R measured the fol-
lowing five dimensions of personality: neuroti-
cism, extraversion, openness to experience, friend-
liness and consciousness (Hřebíčková et al., 2002), 
and the PVQ assessed ten types of values: security, 
conformism, tradition, independence /self-deter-
mination/, stimulation, self-indulgence, /hedon-
ism/, power, success, universalism, and benevo-
lence, forming four higher-order value types 
(conservatism, openness to change, ego-enhance-
ment and overcoming yourself (Schwarz, 2001). 

Previous research (Mikulka, 2017; Nekvapilová, 
2018; Fedorková, 2018) showed the following dis-
tribution of personality and value characteristics in 
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UoD students, security environment managers- 
-to-be: 

Emphasized was a preference of openness, im-
agination, sensitivity to aesthetic stimuli, percep-
tiveness of inner feelings, prioritisation of diversi-
ty, curiosity and emphasis on independent 
judgement, attention to new experience and expe-
riences, welcoming approach to new ideas, uncon-
ventional values, prioritisation of change over sta-
bility and readiness to critically reassess valid 
standards and assert social, ethical and political 
values. 

Statistical methods were used for the obtained 
data processing. To find out the correlations be-
tween the measured personality and value quanti-
ties the mathematical-statistical method of Pear-
son correlation coefficient was used, the statistical 
parametric method of Student T-test was used for 
independent selections and correlations, the Shap-
iro-Wilke test was applied for verification of data 
normality and monitoring of factual significance 
was done with the help of Cohen “d“. To find out 
predictive validity of the psychological and value 
variables the method of multiple regression analy-
sis was used. All hypotheses (Mikulka 2017, 
Nekvapilová, 2018, Fedorková 2018) were tested on 
the significance level of α = 0.05. the calculations 
were assisted by computer programs of IBM SPSS 
Statistics 20 and Statistica CZ 12 software.

3. Results

The authors propose the deontological — utilitari-
an concept of morals permitting the combination 
of the ethics of commitment and the ethics of vir-
tues as the theoretical assumption for the model of 
ethics education and ethics leadership for the secu-
rity environment. 

Within the deontological context the authors 
propose an emphasis on the cognitive — rational 
aspect, i.e. on development of the ability to ration-
ally judge correctness and incorrectness of behav-
iour in relation to a rationalised standard (the 
functional approach) above all in actual actions, 

ethical leadership and decision-making in the con-
text of the security environment. 

In the utilitarian context the authors proposed 
an emphasis on good character building (the aspi-
ration approach) in the form of education and up-
bringing of security environment managers-to-be, 
an emphasis on education and upbringing focused 
on linking the purpose of action and the search for 
benefits and decrease of pain and suffering — i.e. 
fulfilment of virtues (Mikulka, 2017). The authors 
further propose to extend this deontological — util-
itarian concept with a reflection of the value orien-
tation based on the Shalom Schwarz theory 
(Schwartz 1992) and with a construct of moral de-
cision-making/judgement following the moral 
judgement theory by Lawrence Kohlberg, accentu-
ating the way the individual thinks about the 
emerged moral dilemma (Kohlberg, 1984).

The performed analyses have proved that the 
ethical education model must be inevitably linked 
to decision-making authorities and must follow the 
approach resting on development of the profes-
sional ethos, directing ethical education and ethi-
cal leadership into the position of the main instru-
ment of building and development of the ethics 
climate and corporate culture. At the same time 
the same analyses have proved (Mikulka, 2018) 
that under the conditions of the military security 
environment perception of professional ethics and 
ethical leadership does not correspond to the re-
quired level of its relevance. The performed analy-
sis has shown (Mikulka, 2018) that the military se-
curity environment is not sufficiently prepared for 
this required approach to professional ethics, ethi-
cal education and ethic leadership. Every practical 
implementation of a systematically approached 
ethical education and ethical leadership must 
therefore be aware of this limitation. 

For the reason of absence of a suitable complex 
model of ethics education and ethics leadership for 
the military security environment the authors pro-
pose creation of this model over the platform of 
suitable demonstrably functioning models already 
used, and subsequently constitute specific pro-
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grammes of ethical education and upbringing con-
ceived for specific professional and interest groups 
and categories of individuals active in the security 
environment of CAF. Suitable models to be offered 
in this context include the Berkowitz model of 
character upbringing (Vacek, 2013), the character 
upbringing model by Thomas Lickona (1993), the 
ethics education programme of Robert Olivar 
(1992) with extension by Ladislav Lenz (Lenz and 
Ivanová, 1993), the Classification of Moral Educa-
tion Methods by Stanislava Kučerová (1996) and 
the Categorisation of Moral Upbringing Methods 
by Pavel Vacek (2008). 

The Berkowitz model (Vacek, 2013) specifically 
targets the environment of the educational insti-
tutes of the elementary and secondary school type, 
emphasizing holistic approach to the personality 
of the subject of education and mutual positive in-
teractions between the adult model (the teacher, 
the educator, the parent) and the pupil (the imma-
ture personality, the adolescent). Despite the over-
all complexity of this model its specific target and 
the links of its emphases with the school environ-
ment prevent its application on the security envi-
ronment of CAF and its use as the baseline model 
for ethical education of security environment man-
agers-to-be. 

The ethics education programme by Robert Ol-
ivar (1992) with extension by Ladislav Lenz (Lenz 
and Ivanová, 1993) is not applicable to ethics edu-
cation in the context of preparation of security en-
vironment managers, despite its widespread na-
ture, availability of methodological materials and 
strong official support by the Ministry of Educa-
tion, Youth and Sport, for the following reasons:
1) It does not provide a sufficiently broad ethical-

philosophical reflection, it is not based on any 
theoretical ethical assumption, and its empha-
sis on “learning the good” is rather therapeutic-
pedagogical;

2) The programme concept focuses on seeking an 
answer to the question about how to live in 
maximum accord and harmony with the sur-
rounding world, but does not provide any satis-

factory answer to the question why to live in the 
accord and harmony — i.e. does not address the 
existential dimension of human life;

3) The programme lacks a number of themes the 
present authors consider key for ethic educa-
tion and ethic leadership in the security envi-
ronment, such as: global security and ethics of 
peaceful coexistence, building of the ethos, Eu-
ropean traditions and values etc.; 

4) The overall programme concept does not per-
mit stepping beyond the framework of elemen-
tary (secondary) education. 
Considering these facts the authors propose 

creation of the functional part of the model of eth-
ical education for the security environment of CAF 
on the basis of the Categorisation of Moral Up-
bringing Methods by Pavel Vacek (2008), whose 
ideas are based on the Classification of Moral Edu-
cation Methods by Stanislava Kučerová (1996) and 
include the emphases of Robert T. Hall and John U. 
Davis (1975) on engagement of the subjects of ed-
ucation in the reflected situations by means of sto-
rytelling, analytical discussions or role play (ani-
mation) with a moral content. The proposed basis 
for the aspiration part of the model, to be primari-
ly used for ethics education of security environ-
ment managers, is the character education project 
by Thomas Lickona (1993) called 11 Principles of 
Effective Character Education. 

4. Conclusions

Selection of managers for the security institutions 
of the state, in particular for military, police or in-
telligence management, should inter alia be based 
on assessment of moral standards of the individu-
al candidates, with a focus on their further ethical 
education (compare Smolík, 2017).

With regard to method selection the proposed 
ethical education model can consider the function-
al or the aspiration concept (approach) to ethics 
education and ethics leadership. The authors have 
already mentioned that while the functional ap-
proach emphasises correct moral professional be-
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haviour as the result of ethical leadership, the aspi-
ration concept focuses on character building and 
improvement. Decisions whether to adhere to one 
or the other approach, with a certain tension exist-
ing between them, are related to the required pro-
fessional and performance standards of the ethics 
education subjects (students, trainees of courses 
in ethical education or ethical training). A possible 
solution is to use a combined approach, trying to 
cope with the tension between the functional and 
the aspiration approach and recommended by the 
authors also for ethical education and leadership 
under the conditions of the security environment 
of CAF. 

Integration of the functional approach to the 
mixed model of ethical education of CAF members 
in reality means development of a group of careful-
ly thought programmes of ethical education for the 
individual categories of CAF members, who al-
ready work in the security environment. On the ba-
sis of the performed research and analyses the au-
thors believe that under the conditions of the 
security environment of CAF the creation of these 
categories must be related to their stratification by 
professional and interest group and position in the 
organisation. 

The aspiration approach aims at development 
of correct behaviour, especially as a result of per-
sonal responsibility and moral autonomy, and 
therefore is better predetermined for ethical educa-
tion and leadership of managers-to-be for the secu-
rity environment. Adoption of the aspiration con-
cept under the conditions of CAF will require 
substantial changes in the approach to ethical edu-
cation and upbringing, for example in relation to 
the requirement for preparation of a sufficient the-
oretical ground for understanding the moral na-
ture of a good character, and further in connection 
with the requirement for analysis of the impact of 
situational factors on the character and not only on 
the behaviour of the military staff. In connection 
with the aspiration approach a revision is needed 
of whether professional education, professional 
military training and the level of organisation cul-

ture weakens and worsens the ability of moral au-
tonomy of the subjects of the education or not. The 
aspiration concept of ethics education in the pro-
posed present mixed model of ethical education 
and leadership of CAF members is connected with 
ethic upbringing of the ethic leaders, or ethic mod-
els, who will “pass” their ethic competences onto 
their subordinates to inspire them to follow the ex-
ample of “their” managers. 

The following is proposed on the basis of the 
performed analyses (Mikulka, 2017 and 2018) and 
in-house experience in ethic education of students 
— managers-to-be:
1) To build ethical education on the platform of 

long-term concentrated intensive educational 
care of the students — managers-to-be — in their 
preparation for the security environment of 
CAF using the aspiration approach;

2) To include in the learning programmes subjects 
forming a unifying theoretical introduction to 
moral philosophy and to increase the number 
of lessons dealing with applied ethics and ethi-
cal education in the context of the accredited 
study programmes;

3) To interconnect the knowledge potential build-
ing with a suitable instrument of long-term de-
velopment of the student characters. A suitable 
instrument, in the opinion of the present au-
thors, may be the project of “effective character 
education” by Thomas Lickona and Matthew 
Davidson (1993) called “11 Principles of Effec-
tive Character Education”
The authors propose the following interpreta-

tion of the eleven principles for the purpose of 
their application in ethical education of students of 
UoD: 

Principle 1: Effective character education is 
based on development of a group of key ethical val-
ues as the basis of good character. This group of 
values includes the required social moral consen-
sus (the moral minimum) and the moral values 
specific for the security environment. 

Principle 2: Character education under the con-
ditions of UoD must be approached as a complex 
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developing along three actively and harmonically 
followed routes: growth of moral knowledge 
(thinking), development of moral feeling and prac-
ticing moral conduct.

Principle 3: Effective character education uses a 
complex, targeted and active approach to character 
development, meaning that UoD uses all dimen-
sions of institutional life as opportunities for char-
acter development (ceremonials, procedures, 
teachers as examples to follow, integration of the 
character development programme into all areas of 
academic life).

Principle 4: Effective character education trans-
forms UoD into a community taking care of its stu-
dents, managers-to-be for the security environ-
ment, and developing them.

Principle 5: Effective character education pro-
vides sufficient opportunities for moral actions.

Principle 6: Effective character education under 
UoD conditions must be supported by sensible and 
stimulating methods of active teaching and coop-
erative learning, respecting the students, develop-
ing their characters and helping them achieve suc-
cess. The success of this approach is based on 
finding the natural proportion between the effort 
to obtain the required knowledge and skills and 
the effort to build the desirable character qualities. 

Principle 7: Effective character education sup-

ports development of individual positive motiva-
tion of the students. The basis for character educa-
tion and the basic ethical reason for acceptance of 
the values and the law cannot be led by fear of pun-
ishment or desire for reward but must be governed 
by respect for others. 

Principle 8: Effective character education must 
activate the staff of UoD as a learning moral com-
munity, identifying itself with the same key values 
and passing them onto the students.

Principle 9: Effective character education at 
UoD is thoughtfully organised and managed, sup-
ported by the management and part of strategic 
planning (the long-term concept of education and 
development).

Principle 10: Effective character education un-
der UoD conditions assumes partnerships with 
collaborating subjects willing to engage in the pro-
cess of student character education. These part-
nerships assist in improvement of effectiveness of 
the educational process by formation of a wider 
community with educative effect, extension of the 
educational themes and provision of further poten-
tial channels of educational impact. 

Principle 11: Effective character education is de-
veloped and subsequently assessed on the level of 
UoD as a whole.
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Possibilities of Ethical Education and Leadership of Managers for Security Environment

ABSTRACT
The authors of this contribution of the review studies nature compile knowledge, findings and conclusions 
arrived at in the course of their previous research. Their objectives include assessment of the options and the 
limits of ethics education and ethics leadership under conditions of a military security environment for a 
proposal of a model ethics education of future managers for secured environments for use by the University 
of Defence. The authors conclude that the current instruction in theoretical and applied ethics needs to be 
extended and linked to a suitable instrument permitting longterm development of student personalities. 
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The proposed model ethics education is represented by a construct including theoretical assumptions and a 
proposed application of the method called “11 Principles of Effective Character Education” by Thomas Licko
na and Matthew Davidson for the conditions of the University of Defence.
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1. Introduction

Talent management reflects the core idea that com-
petences in any type of organisation are tied to in-
dividuals and their skills and abilities that predis-
pose them to exceptional performance, generally 
called talent. Talent management counts for a spe-
cific nature of talent, as it comprises specific attrib-
utes of an employee which are innate (abilities) 
and obtained (skills) composing a talent. General-
ly, a successful implementation of a talent manage-
ment in any organisation should involve managers 
at all levels, not omitting those at the highest level, 
i.e. all drivers of the company joined by and fo-
cused on fulfilling the main goal of the company. 
This goal needs to be kept in a focus in the whole 
process of the talent management, including when 
developing a talent management strategy. As given 
by Morton in his study titled Talent Management 
Imperatives: Strategies for Execution (2005), the 
initiative must be given and covered from the top 
management delivering thus a clear vision of inte-
grating the talent management into the human re-
sources & business strategy. This requires respect-
ing the principles implemented in the human 
resources strategy that is preconditioned by using 
different human resource management systems as 
well as by flexible application of some particular 

competence models used for assessing and de-
scribing personal performance and thus also meas-
uring organizational performance. Successful im-
plementation of this process may bring the 
company a comparative advantage against its com-
petitors from a long-time perspective. This is be-
cause a well-set talent management may ensure 
the company has best ever managers at all levels. 
According to Michaels et al. (2001), talents are cru-
cial for all organisations and the leaders who  
embrace talent management have more faith in 
making the courageous changes needed in the or-
ganization. 

There is a variety of authors and research or-
ganisations studying significance of talent in busi-
ness and also in a non-business organisations. Be-
sides the aforementioned Morton, Michaels or 
Armstrong, also various researches are performed 
by talent/HR — oriented research groups and think 
thanks. This shows not the attractiveness of the is-
sue, but mostly significant of well –developed tal-
ent management ever. One of the most quoted is 
the British CIPD, a professional body for experts in 
people at work. As given in their study (2006) on 
dimensions of understanding dimensions of talent 
management, their research has shown that the re-
seasrch generally lacks organisational contexts as 
none could be applicable generally in a variety of 
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organisations. They argue that their research has 
proved that “there is a variety of approaches to tal-
ent management and no one blueprint that can be 
applied to all organisational contexts.” CIPD high-
lights the main clashing point of any talent man-
agement strategy when saying that “Each organisa-
tion has different resourcing requirements for its 
current and future ‘talent pipeline’, as well as dif-
ferent issues concerning how best to meet these re-
quirements. It’s these considerations that should 
determine the talent strategy an organisation de-
velops.” (2016, p. 1)

This is to agree about the importance of talent 
management because it considers people as the 
main source of competitive advantage, i.e. people 
motivated and engaged. And labour market global-
ly proves difficulties in engaging the employees. 
Robertson provides that “only 13 percent of em-
ployees worldwide are engaged at work or are psy-
chologically committed to their jobs and likely to 
be making positive contributions to their organiza-
tions. Therefore, that means that 87 percent of em-
ployees are not engaged.” (Robertson, 2015) 
Therefore, it may be concluded that flexibility of 
the workforce at all levels, especially in key posi-
tions, is considered a benefit of talent management 
now and also for the future. Various research made 
has shown significance of engagement as the em-
ployee engagement leads the company to its gener-
al goal, i.e. to positive economic results transmit-
ted to economic growth and a strong market 
position. 

2. Talent in the current HR

Variety of studies identify (Bersin, 2013; Collings a 
Mellahi, 2010, p. 304–313) factors that affect talent 
management. When taking Armstrong understad-
ing of focus of talent management as “to drive the 
attraction, retention and professional growth of a 
deep pool of diverse, talented employees” (Arm-
strong, 2014, p. 28), then the most ranked concepts 
comprise the increased dynamics of the business 
environment accompanied by many changes in 

business accoumpanied by a shift towards emerg-
ing markets (fast-growing economies such as Chi-
na, India, Brazil). This makes a great conditions for 
another interrelated cluster of factors, i.e. creating 
cross-border workplaces linked to a new corporate 
hierarchy characterized by flat organizational 
structures providing businesses with new opportu-
nities but also bringing more competition with 
within the developing knowledge economy. This 
makes the knowledge of employees the most im-
portant strategic resource in creating a competitive 
advantage. The whole surrounding of the above 
factors is given by demographic changes due to ag-
ing and the structure of the workforce, which 
brings ther skills, required comparing to the last 
few decades accompanied with the technologies 
that accelerate the world and interconnect its 
parts. These all have a significant impact on job re-
quirements and the workforce and need to be re-
flected also into a workforce issues via talent man-
agement. 

Therefore, Armstrong (2007) considers devel-
opment of a talent to be an important part of the 
talent management process. Talent development 
thus plays an important role in career manage-
ment, which consists of career planning and suc-
cession processes. Development is considered to 
be a development process in which a higher level 
of knowledge and skills of employees is achieved 
and therefore it requires developing and imple-
menting policies to attract and also retain talented 
people to fulfil a business vision in a competitive 
struggle. This is helped by creating a company’s 
talent pool which offers people their career devel-
opment and increases motivation as well as com-
mitment to the organization. When attracting tal-
ent, it is necessary to take into account performance 
as well as development potential and to determine 
the need for talent in terms of number and quality. 
In talent appraisal, a company needs to focus its at-
tention on creating a comprehensible system 
based on talent appraisal. This system can only be 
operational if a suitable assessor is identified and 
adequate assessment methods are used, therefore 
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various authors and pracitsign experts recommend 
to regularly provide talent with feedback from the 
assessment results that need to be used in career 
planning and talent pooling. Linking the system to 
remuneration is also recommended. In the devel-
opment of talent, the authors recommend first and 
foremost setting personal development plans and 
identifying skills that need to be improved. De-
pending on this, it is necessary to select appropri-
ate activities developing the talent potential. The 
core standpoint is rooted in understanding of what 
talent is.

Talent is often considered to be an extremely 
capable individual with great potential who usual-
ly has an enormous impact on business perfor-
mance. Talent is not age-limited, but performance 
and respect is a criterion of talent because perfor-
mance is a core business practice requirement that 
is most measured and valued. But Armstrong 
(2007) and also Sparow & Makram (2015) point out 
that anyone in an organization who helps to meet 
business goals can be considered talent. Talented 
individuals, however, must be seen as strategic 
wealth, that has the potential to bring new values 
to the enterprise. This only can be reached “by hir-
ing and developing more talented staff and by ex-
tending their skills base. Resource-based strategy 
is therefore concerned with the enhancement of 
the human or intellectual capital of the firm.” 
(Armstrong, 2014, p. 21)

Talent development represents a process in 
which talented individuals are attracted to the 
company as first and then it consists of activities 
and programs to enhance employee competencies 
that are in line with the company’s strategy and 
goals. As said, succession process is an important 
part of talent management as it represents a lead-
ership development, which helps to increase lead-
ership skills of key employees (Lukáč, 2009). The 
leadership development set by well-developed HR 
management strategy makes talents contributing 
to the development of business strategies. “They 
do this by advising on how the business can 
achieve its strategic goals by making the best use 

of its (company’s) human resources and by dem-
onstrating the particular contribution that can be 
made by the talented people it employs.” (Arm-
strong, 2014, p. 44)

Discusion round defining the talent should be 
set to a particular environment and company’s 
context. Talent management should not only relate 
to large companies, but also small and medium- 
sized companies. Taking this into account, for ex-
ample Davies and Davies (2010, pp. 3, 73–115) di-
vide the requirements for talented individuals into 
two groups: 
•	 Thinking which is seen as one’s ability to com-

prehensively understand things and find con-
nections between them, accompanied with 
ability to be initiative and motivated. This in-
cludes intellectual maturity of an employee be-
cause it brings some flexibility in thinking and 
ability to think differently. Davies and Davies 
include also an ability to be passionate about 
things as closely tied to ability to solve prob-
lems. 

•	 Cooperation	with	others, seen external mani-
festation of the above and is built predomi-
nantly on empathy, ability to learn from others,  
willingness and even passion to change. Coop-
eration in teams many times requires also pres-
ence of talents who inspire others not only in 
solution finding but also in the personal devel-
opment of others. And predominant prerequi-
site for this is a rate of self-confidence and cred-
ibility. 
What is important, however, is that each busi-

ness should find its own definition of talent. Defin-
ing talent is a basic predisposition for successful 
talent management scheme of which is given in 
Scheme 1. Every company that wants to imple-
ment talent management must clearly define its vi-
sion of a talent (i.e. who talent is) and must be 
clear with talent also from organisational point of 
view, i.e. to be clear with for which positions tal-
ented individuals are needed. Providing self-devel-
opment, providing social benefits and engaging 
talented individuals in new challenges where they 

�

{1
7/

22
}



 European Forum of Entrepreneurship 2020 169

can prove and develop their talents are important 
factors in retaining talent. It is also beneficial to 
identify factors that affect talent management. The 
most important factor is the economic results of 
the company, which can positively influence the 
whole process, especially in the phase of strategy 
development, but also in the development of tal-
ents and their retention.

Defining of a talent by any company or organi-
sation must take into account changes in the exter-
nal environment, however taking the internal re-
quirements of the company as a starting point. 
Generally, companies/organisations should not 
forget in particular the current competences and 
potential to meet future goals. Here, trainings and 
education mean investing in people in order to 

achieve their better performance and make the 
most of their natural abilities. as discussed in the 
following part of the paper.

3. Coaching in Talent Development

Complexity of the talent management process il-
lustrated by Scheme 1 and confirmed by in CIPD 
2020 Strategy, talent management should seek to 
attract, identify, develop, engage, retain and de-
ploy individuals who are considered particularly 
valuable to an organisation. It should align with 
business goals and strategic objectives. By manag-
ing talent strategically, organisations can build a 
high performance workplace, encourage a ‘learn-
ing’ organisation, add value to their employer 

Picture 1 » Talent Management Process Model

Source: Expert360.com. 2020
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brand, and improve diversity management. For 
these reasons, HR professionals consider talent 
management to be among their key priorities.” 

The best known ways of talent development in-
clude the following development- focused activi-
ties: 
• Coaching is based on the process where an em-

ployee has assigned a coach (can be from inter-
nal or external environment), whose task is to 
continuously explain, but also control employ-
ee performance;

•  Mentoring differs from coaching as the em-
ployee is developing according to his mentor as-
signed to him;

•  Job rotation — here the employee goes through 
different tasks in different positions in the com-
pany and thus recognizes the functioning of the 
whole organization, which gives him more flex-
ibility and acquires the ability to see things 
more comprehensively;

• Work on assigned project helps to develop team 
cooperation in achieving common goals as well 
as building social relations in the company;

• Traineeship is another method of extending 
practical skills and theoretical knowledge else-
where and is used not only by big multination-
al companies practising the traineeship in an-
other branch in different geographical locations;

• it can also be a lecture, a case study, simula-
tions, etc. (Effron, 2012)
This part of paper is to consider role of coach-

ing in the talent development process, as coaching 
can have a significant effect on the success of an 
organization and the performance of individuals.

As by Stenier, coaching in working environ-
ment is a reply on changing surrounding saying 
that “Companies are seeing a shift in their atmos-
phere and culture as the stereotypical traditional 
office becomes outdated. For instance, some com-
panies now operate with an entirely virtual team. 
Others have offices with both in-house employees 
and virtual team members.” Coaching in a mana-
gerial environment often aims to increase employ-
ee performance through learning, but the goal can 

also be multifaceted. Employees can benefit from a 
better understanding of their strengths and weak-
nesses. Coaching is a process of cooperation be-
tween a coach and a manager focused on finding 
optimal solutions, solving problems, finding new 
perspectives and links, searching for alternative 
solutions, variations. The coaching process clari-
fies the way of solution, leads to decision-making, 
leads managers to conclusions, proposes an action 
plan, or way of implementing the decision. The 
benefit is to support the development of produc-
tive relationships that deliver results. Then the 
main goal of coaching is also to lead managers to 
rethink themselves and their behaviour so that 
their daily managerial work is developed and has 
an effective impact. As by Wilson (2007), coaching 
is a process that allows people to find and imple-
ment the solutions that are best suited for them. 
Coaching can also be seen as a human develop-
ment process that involves structured interaction 
and the use of appropriate strategies, tools and 
techniques to achieve the desired, sustainable 
change for the coached by using conversation to 
create an environment that facilitates the process 
by which one moves beyond goals in a satisfying 
way. Fleming, Taylor (2005) reported that, in the 
context of the work environment, coaching means 
helping people improve their work performance by 
using the tasks they normally do as a learning ma-
terial and, through a certain procedure, increasing 
their awareness and ability to deal with the situa-
tion. Coaching is the key to creating an open and 
responsive organization that appreciates the skills 
and ideas of its people, while sincerely striving to 
support individuals. That is why coaching is a suit-
able management tool for employee development, 
because it focuses on awareness and action, the 
two cornerstones of emotional intelligence. In ad-
dition, couching-focused authors add that emo-
tional intelligence is an awareness of one’s own 
thoughts and feelings, as well as the thoughts and 
feelings of others that lead to appropriate and ef-
fective action. They say that emotional intelligence 
is the most important indicator of how successful 
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an individual will be at work and in life. For exam-
ple Whitmore (2009) claims that coaching is a tool 
for optimizing people’s potential and performance. 
Its essence is to achieve a better perception of real-
ity and increase accountability. Perception of reali-
ty and responsibility are two factors that influence 
performance and way of thinking. Fleming, Taylor 
(2005) claim that the goal of coaching is to im-
prove the performance of individuals in what they 
do. In order to be able to adapt to the changes that 
are happening in our society in the best and fastest 
way, lifelong learning is an essential part of coach-
ing. According to McNally, Cunningham (2010), 
the goal of coaching is to facilitate the achievement 
of goals and outcomes. The coach has a positive ef-
fect on the coach’s self-confidence, helping him to 
identify strengths, weaknesses and opportunities 
for education and development. It can help in set-
ting the personal goals of the coachee and pay at-
tention to the coachee’s attention to achieve the 
desired results. (Děd 2018) Coaching creates an en-
vironment of respect, security and responsibility. 
It motivates all those involved to find the best pos-
sible solution and co-create the desired result.

According to the studies of the aforementioned 
authors, the main characteristics include assis-
tance, cooperation, and a rather equal relationship 
between coach and coach, with a focus on finding 
solutions. Emphasis is placed on cooperation, goal 
setting and recognition. In coaching and coachee’s 
development, the coach tries to help him / her 
solve any problems, helps him / her improve 
his / her abilities to gain confidence to take respon-
sibility for his / her decisions and to justify his / her 
actions, including why. Effective coaching must be 
based on honest planning and recording of individ-
ual coaching interviews, so the coach should be 
able to plan, maintain the structure of the coaching 
interview, prepare for the interview, make notes 
and evaluate the interview.

Coaching positively influences the develop-
ment of workers, enables their performance man-
agement, increases knowledge sharing and use, 
leads to greater participation, transparent deci-

sion-making, and allows learning and develop-
ment to be given the highest priority. The results of 
the studies show that coaching brings significant 
benefits, particularly in areas such as increasing 
employee engagement and participation in job sat-
isfaction levels, work ethics, and finally in collabo-
ration and teamwork. Stenier (2016) sees the ad-
vantages of coaching when saying that “Coaching 
at this grassroots level connects managers to their 
team, something especially important in a virtual 
setting. And it can be particularly useful for global 
enterprises because it allows managers a greater 
understanding of the nuances of their employees’ 
environment, even if those employees are halfway 
around the world. Being more connected means 
both sides understand each other better, leading to 
more meaningful conversations with clearer out-
comes.” It is also essential that coaching strength-
ens the potential of individuals, as well as their 
learning and development, as coaching aims to in-
crease accountability. Accepting personal respon-
sibility is closely related to achieving better perfor-
mance. If we accept responsibility for our actions, 
our commitment to better performance will in-
crease. It is through learning that the goals set in 
the coaching process are achieved. If we show 
workers the meaning of the learning process, we 
can be sure that they will make progress faster. If 
we look at coaching in terms of the effectiveness of 
development activities and education, we can ex-
pect an increase in their performance, higher satis-
faction and motivation of the coached employees. 
Coaching and the principles it draws on are gain-
ing more and more respect as it helps to acquire 
and develop the best qualities. Coaching is a skill 
that enables the growth of workers in a friendly 
way. Various training companies (as for example 
CPPS.sk/Vzdelávacie centrum), understand the 
professional training of the work-focused coach 
should include several areas such as coaching 
knowledge and skills that can be applied immedi-
ately to practice, ensuring that coach can motivate 
people and work with criticism effectively, identify 
effective model situations during interviews, help 
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leaders organize, lead and evaluate different situa-
tions in life and can activate and engage people 
through coaching to solve tasks and have the 
knowledge of various coaching methods to give 
feedback. Coaching in managerial practice should 
include the use of a coaching approach in giving 
feedback and conducting assessment interviews; 
in-depth structured interviews with coaching 
questions as well as knowledge of people’s atti-
tudes, opinions, priorities and motivation, identifi-
cation of their relationship to work. Coaching can 
be used to map the jobseeker’s potential; to con-
duct business talks at a professional level, or to ad-
here to the rules and schedule. In the work envi-
ronment, managing coaching with questions and 
managing the opposite view, effective communica-
tion without unnecessary conflicts as well as man-
aging various motivational techniques in leading 
people are frequent coaching assignments. Robert-
son (2015) advices that in order to integrate coach-
ing into the company’s talent management strate-
gy, the following five steps should be taken:
•	 Educating	 the	 leaders when recommends to 

start at the top management level focused on 
educating executives on the differences and 
benefits of coaching versus counselling. 

•	 Identifying	coaches,	participants	and	execu-
tive sponsors. This step is focused on looking 
“for individuals and managers who can be 
trained to become internal coaches inside your 
company. These individuals may be inside your 
talent management and organizational devel-
opment areas.” Here it is also required to identi-
fy candidates to participate in the coaching pro-
gram under the company’s succession plan.

•	 Managing	expectations	focused on clearly set 
expectations on the goals of the program, the 
time commitment, and their roles and responsi-
bilities with company’s internal coaches, indi-
viduals being coached, and managers and col-
leagues of those involved. 

•	 Training	via coach-training program lead by a 
coach experienced in coaching internal coach-
es. 

•	 Measuring	 the	 success which needs to be 
identified prior to starting the program using a 
net promoter score or setting up a simple im-
pact study. 

4. Conclusion 

In modern society, the requirements for the knowl-
edge and skills of individuals are constantly chang-
ing, so they need to be constantly educated. Hu-
man resources and improving their quality must 
be a clear priority for top management. The forma-
tion of skills becomes a lifelong process in modern 
society. Several development activities can be used 
for this, such as education and self-education 
which can take the form of knowledge learning or 
practical training aimed at developing skills; then 
there is motivation which means use of motiva-
tional tools to increase performance and to devel-
op a worker; and finally coaching as individual 
training of a worker by another person, which in-
fluences especially his / her abilities and attitudes. 
Education means investing in people in order to 
achieve their better performance and make the 
most of their natural abilities. Attracting and re-
taining the best available people is likely to be even 
more challenging as competition for high-perfor-
mance and high-potential management intensifies. 
Engagement mentioned in this paper is, in our 
opinion, reflected in working atmosphere as en-
gaged employees feel they are the respected people 
because of being adequately rated, their opinion is 
taken into account in the decision — making in the 
company and this leads that such employees feel 
proud of their achievements. The long — term ef-
fects lie also in a transparency of the whole organ-
isational process as staff is made aware of what is 
expected of them. And as said, the process should 
start with the top management and this level also 
closes the managerial circle if the managed to es-
tablish a positive relationship with other employ-
ees. As the business world changes, new, more 
complex but more radical skills and understanding 
will be needed. The inevitable trend towards glo-
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balization, higher technology and more diverse or-
ganizational structures and information networks 
is likely to mean a much greater demand for em-
ployees with specific skills.

Coaching, which is also discussed in this paper, 
is a phenomenon of today. Although the concept of 
coaching has been working in the world for a long 
time, in Slovakia we are practically getting ac-
quainted with coaching. Although coaching can be 
used for any problem in different areas of life, it is 
most often encountered in the work environment. 
We agree with the opinion that a good manager 
should also be a coach, because in our opinion and 
practice, such manager improves communication 
between employees, increases performance, and 
also reduces turnover. It is therefore, in our opin-

ion, appropriate for managers to be aware of coach-
ing, because it benefits employees, which ulti-
mately leads to benefits for the organization itself.

Talen management relates also to challenges 
made by growing staff mobility as last but not 
least, globalization also means mobility of people, 
here we deliberately avoid the concept of citizens. 
The EU and its oldest countries will face demo-
graphic challenges in the coming decades. The de-
cline in the population on the old continent is a re-
ality today, but it will not automatically detect an 
alarming state or collapse, but in the future it 
opens the door for a broad discussion on the rever-
sal of this state as well as on dealing with migra-
tion. (Klučiarovský, 2018 p. 59)
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Development of Talents in the Process of Talent Management

ABSTRACT 
HR work has become essentially important for the companies today, because people are what constitutes the 
foundation of the company and gives the life to it. Therefore, workers should be seen as the factor that deter
mines its future and prosperity. Work of HR staff should not thus end when hiring an employee, but it just 
begins. The paper therefore points at the fact that creating favourable conditions for their work, providing 
them with suitable work opportunities, ensuring professional growth and personal satisfaction, evaluating 
fair remuneration, providing feedback are the basics that help build an organization as a human working 
community with employees working together to achieve the company’s goals. This process is to be analysed 
in the framework of talent management. Generally, the paper works with the base that talent is perceived in 
different ways from the point of view of human capital within each organization. Therefore, it can be inter
preted differently because each organization may consider something different in terms of its activity, focus 
and environment in which it is located. The paper focuses on talent management in relation to employee 
performance management. The starting point of the research is seeing the talent management as a set of ac
tivities, tools and process management aimed at identifying, motivating, stabilizing and developing the tal
ents of an organization and ensuring their potential in order to perform its tasks effectively in accordance 
with future needs and trends. The paper puts a special focus on couching as one of the tools of talent devel
opment, as one of the methods of development and education of an employee. Some methods used for de
velopment are the onjob methods and coaching are one of them. It is about a longterm guidance, explana
tion and sharing of comments as well as periodic checking of employee performance by the coach. In fact, it 
is a systematic encouragement and direction of the trainee to the desired performance of work and his / her 
own initiative, and its individuality is important. As the paper concludes, advantages include constant in
formation on the evaluation of the performance of their work, improves communication between them and 
creates space for setting goals of the employee’s career. Coaching is therefore in my opinion a suitable for an 
employee who already has some experience and is among talents of the company.
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1. Introduction 

The aging population is a long-term trend that 
started in Europe a few decades ago. It is manifest-
ed by changes in the age structure of the popula-
tion, which is reflected in the increasing share of 
older people in conjunction with a decreasing 
share of working age people in the total popula-
tion. Aging is becoming one of the key factors and 
challenges of the 21st century that will significant-
ly affect the character and overall functioning of 
society. Almost every rich society has experienced 
a long-term decline in fertility, which is associated 
with positive economic development, which is re-
flected in the increasing share of older people, cou-
pled with a declining share of working age people 
in the total population. In all EU Member States, as 
well as in the candidate countries, the proportion 
of the population aged 65 and over is increasing. 
Over the last decade, this has ranged from 4.9 per-
centage points in Malta and Finland, 4.6 percent-
age points in the Czech Republic to 1.3 percentage 
points in Germany and 0.3 percentage points in 
Luxembourg. On the other hand, the share of the 
population aged under 15 in the population of the 
EU-28 countries fell by 0.2 percentage point. 

The increase in the relative proportion of older 
people can be explained by increasing longevity, a 

trend that has been observed for decades, during 
which life expectancy has increased. This develop-
ment is often referred to as the “aging at the top” of 
the population pyramid. Many authors address the 
issue of negative population development in the 
European Union. According to Notestain (1954), 
this state can be considered a success of civiliza-
tion and the aging process is in fact it’s inevitable 
accompanying phenomenon. With the gradual in-
crease in life expectancy, birth rates have also de-
creased (Rosset, 1978, Lee, 1994). Lutz and Skir-
bekk (2005) point out that the current age structure 
is the result of a policy that focuses mainly on in-
creasing life expectancy, which in fact promotes an 
aging population and does not focus on promoting 
fertility. On the other hand, permanently low fertil-
ity levels have been contributing to the aging of the 
population for many years, as the number of births 
has resulted in a decline in the proportion of young 
people in the total population. 

This process is known as the “aging population 
from below”. (Figure 1) Lutz et. al. (2005) based 
their research on the fact that there was no theory 
in the social sciences that would tell us whether 
birth rates in low-birth countries would decline or 
increase in the future. The hypothesis examined 
had three components, demographic, based on the 
negative rate of population growth, i.e. that fewer 
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potential mothers in the future will lead to fewer 
births, sociological, based on the assumption that 
the ideal family size for younger grades decreases 
due to lower birth rates, in previous cohorts, and 
economically, based on the fact that birth rates are 
affected by income levels. All three factors will af-
fect fertility in the future. 

Lutz, et. al. (2006) point to the future level of 
fertility in Europe, especially in countries with 
very low fertility. Many analyzes of the effects of 
aging are based on Eurostat’s projections that put 
an end to the decline in fertility. However, if fertili-
ty continues to decline, the consequences of an ag-
ing population will be more dramatic than current-
ly anticipated. Education is also an important 
factor contributing to this situation (Leopold, 
Engelhart, 2011). At the same time, education is an 
important factor in improving the health of the 
population and tends to contribute to the quality of 
life (Lutz et al. 2011, Pamuk et al. 2011). 

The influence of education on the birth rate of 
women has been studied by several authors. (Skir-
bekk & Samir, 2012; Mankiw, Romer & Weil, 1992; 
Kelley, Schmidt, 2005). A significant part of the re-
search focused on countries with high birth rates. 
For European countries, however, fertility needs to 
be increased, which can be realized, for example, 
through a quality housing policy with an emphasis 
on the promotion of rental housing, as housing 
availability for young people has been significantly 
reduced. Housing is considered to be a basic asset 
in meeting the needs of the population for well-be-
ing in life.

The aging population has a number of different 
dimensions. The economic, social and housing is-
sues are important. The processes of moderniza-
tion and secularization of society have brought 
about changes in family relationships. Large-scale 
housing has reduced multi-generation housing. 
Since the 1960s, the proportion and number of in-
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Figure 1 » Age distribution of the population by main age group, EU28, 2018–2100 (in % of total po-

pulation)

Note: “Third-age” (young-old) — age group 65–74 years, “fourth-age” (old-old) — persons aged 75+ years, oldest old — pop-
ulation 85+ years.
Source: owen figure by author on the data Eurostat
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Increasing Gap 
Aspirations – Expected 

Income

Lower Economic 
Growth

Figure 2 » Mechanism that constitute the low fertility trap hypothesis 

Figure 3 » Aging index of Slovak Republic

Source: Lutz, et. al. (2006)

Source: Processed by http://statdat.statistics.sk/cognosext/
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dividual households, which are very often made 
up of seniors, has steadily increased. The prevail-
ing way of life of seniors will remain living in their 
own flats or living together in an apartment with 
another household. The number, capacity and di-
versity of social care facilities should therefore in-
crease as the number of older citizens increases. 
For seniors with better health, nursing homes 
where regular visits to the doctor and other servic-
es are provided, while the pensioner lives alone or 
with his / her partner autonomously. Institutional 
care for pensioners with poor health and without 
family background is provided by retirement 
homes with day care. It is important, above all, to 
create all types of social care facilities, especially in 
cities where there are often people without rela-
tives who are far away from them.

2. Demographic changes in the Slovak 
Republic

Slovakia experienced significant demographic 
growth between 1960 and 1989. During this peri-
od, the birth rate was very high and almost 80,000 
children were born annually, even more than 
100,000. This high number of people of working 
age and their impact on the economy can be de-
scribed as a demographic dividend. The demo-
graphic dividend is not a sustainable phenome-
non, it is limited in time. In the short term, Slovakia 
will be exhausting the possibilities of using the de-
mographic dividend and will face the impact of an 
aging population or even a population decline. Not 
only Slovakia itself, but most European countries 
are facing this challenge. As in neighboring coun-
tries, the most characteristic feature of the current 
demographic situation in the Slovak Republic is 
the aging of the population. (figure 3). 

Although Slovakia is currently one of the 
younger populations in the European area, the ini-
tial situation in the form of the age structure prede-
termines it to be aging dynamically in the next  
10–15 years. Slovakia could thus become one of the 
oldest populations. (Páleník et al., 2014, pp. 81–82). 

The population aged 65+ is expected to increase 
from 870,000 in 2018 to 1,635,000 in 2060. Accord-
ing to the index of economic dependence of old 
people, their share increases to 100 persons aged 
15–64 (figure 4,5). The proportion of people of 
working age across the population will decrease 
from 70% in 2016 to 54% in 2060. In contrast, the 
proportion of people aged 65 and over will rise 
from 15% in 2016 to 32% in 2060.

The share of people aged 80 and over will rise 
from 3% in 2016 to 14% in 2070. The number of 
people of working age 15–64 will decrease from  
3.8 million in 2016 to 2.7 million in 2070. The base-
line scenario assumes a positive migration balance 
of about 5–7 thousand people each year until 2055 
and a subsequent decline in the positive migration 
balance to 3.2 thousand per year by 2070. The rea-
son for the aging of the Slovak population is the 
low birth rate of 1.5 up to 1.8 children per woman 
in the next 50 years as well as life expectancy. The 
ratio of older people to people of economically ac-
tive age will thus increase in the long term.

Between 2000 and 2016, the fertility rate in Slo-
vakia ranged between 1.19 and 1.45 children per 
woman. In 1990 it was 2.09 and in 1960 3.04 chil-
dren per woman. Life expectancy at birth in Slova-
kia increased from 73.2 to 77.4 years between 2000 
and 2016, i.e. 4.2 years. The life expectancy of men 
increased from 69.1 years to 73.8 years, i.e. by  
4.7 years. The life expectancy of women increased 
from 77.4 years to 80.9 years, i.e. by 3.5 years. 
Along with life expectancy, the average life expec-
tancy in health also increases.

Between 2000 and 2016, the average life expec-
tancy in health increased from 64.9 years (61.6 men 
and 68.3 women) to 68.3 years (65.3 men and 71.2 
women), i.e. o 3.4 years (3.7 men and 2.9 women). 
While in 2000, people who lived 60 years could ex-
pect an average of 14 years of healthy life (12.0 
men and 15.8 women), in 2016 it was 16.3 years 
(14.2 men and 18.0 years). women). Estimates of 
healthy life expectancy are based on both objective 
and subjective data. (figure 5)
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Figure 4 » Old age dependency index of the Slovak

Figure 5 » Average life expectancy in Slovakia (years)

Source: Processed by http://statdat.statistics.sk/cognosext/

Source: Processed on data http://statdat.statistics.sk/cognosext/
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3. Public expenditure, household 
expenditure and their sustainability

Gradual prolongation of life and low fertility rates 
have an impact on the growth of the number of 
people of retirement age and the decrease in the 
number of people of working age has an impact on 
public expenditures. According to The Ageing Re-
port of 2018, total public spending is likely to fall 
until about 2025 and then rise until 2065. Under 
the risk scenario, public spending will rise by 2.8% 
of GDP in 2070 compared to the baseline scenario, 
especially in as a result of the increase in expendi-
ture in the long-term care system and health care. 
If the birth rate was reduced by 20%, expenditure 
in 2070 would increase by 1.7% of GDP compared 
to the baseline scenario. It would also increase in a 

scenario where costs and claims in the long-term 
care system converge with developed EU coun-
tries. 

By contrast, in the ‚healthy aging‘ scenario, ex-
penditure would be 1.7% of GDP lower in 2070. If 
the employment rate of older people is increased 
by 10 percentage points, total expenditure sensi-
tive to aging in 2070 would fall by 0.9% of GDP 
compared to the baseline scenario, mainly because 
of lower pension expenditure. The financial bur-
den reduces the functioning of the pension system. 
The most problematic and debated part of social 
insurance in terms of financial sustainability is the 
pension security segment. From a social point of 
view, its main task is to ensure an adequate level of 
income of citizens in situations of long-term na-
ture, during which an individual is not able to ob-

Figure 6 » Share of households facing catastrophic payments1

Note: Quintiles by household consumption. 
Source: Processed on data WHO 2019.

1 Catastrophic health spending represents the amount of impoverishing health spending in excess of 40% of the household 
budget after deducting basic needs expenditure. 
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tain financial resources to meet his / her life needs. 
By increasing the life expectancy, it is necessary to 
pay a pension benefit to a higher number of pen-
sioners, as well as increasing expenditures on 
health or institutional care.

According to the European Commission (EC) 
forecast, health expenditure due to population ag-
ing in Slovakia will rise as the sixth fastest in the 
EU and the fastest among the V4 countries (EC, 
2017). The reason is an increase in life expectancy 
and low birth rate. According to the EC forecast, 
Slovak public health expenditures are expected to 
increase by another 1.1 pp by 2070. to 6.8% of GDP 
(see Chart 9). The main cause is the increasing 
need for older age healthcare, for example, the an-
nual cost of health care for an average 75-year-old 
man is approximately 7 times higher than for a 
25-year-old (WHO, 2019).

The share of households facing financial dis-
tress as a result of direct payments for health care 
in Slovakia is relatively low compared to abroad 
(WHO, 2019). Approximately 3.5% of households 
face catastrophic payments (figure 6). 

In all countries, Slovakia including, impoverish-
ing health spending causes financial problems es-
pecially to households with low consumption or 
low income. Similarly, in the international compar-
ison, Slovakia is impoverishment payments. They 
affect less than 2% of Slovak households, but most 
of them are below the poverty line before impover-
ishing health spending is spent (Figure 7).

As we have already mentioned, in the Slovak 
Republic in the coming decades, the proportion of 
people over 65 in Slovakia will grow at the third 
fastest rate in the EU and will reach 21% in 2030. 
The share of the population over 80 years will rise 

Figure 7 » Percentage of households facing impoverishing direct payments2

Source: Processed on data WHO 2019.

2 Impoverishing health spending is assessed on the basis of the household’s position in relation to the poverty line before and 
after paying the impoverishing health spending.
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Figure 8 » long-term care expenditure (% GDP), population aged 65+

Figure 9 » Monetary expenditure of households of the Slovak Republic and leisure expenditure of hou-

seholds per person per year (€, %)

Source: Processed on data WHO, 2019

Source: own processing, data from the Statistical Office of the Slovak Republic: Income and expenditure of private households 
of the Slovak Republic for 2017 and 2018.
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from the current 3.2% to 9% in 2050 and 14.3% in 
2070, the second highest share in the EU and will 
be related to increasing spending on health and 
long-term care.

At present, Slovakia gives 0.9% of GDP for long-
term care, less than the average of developed Euro-
pean countries, which is, however, higher than the 
average of V3 countries. After adjusting the level of 
expenditures for differences in age structure, Slo-
vakia gives 0.4% of GDP for long-term care less 
than the EU15 (figure 8). In 2017 it was 340 mil. €, 
in line with the aging forecast, an increase of 818 
mil. €. 

As far as the financial situation of pensioners‘ 
households is concerned their expenditures cover 
old-age pensions or savings. Currently, the retire-
ment pension in the Slovak Republic is € 458.20, 
which is not an adequate amount to ensure the 
quality of their retirement life. The chart shows 
that spending on leisure activities is around 8% per 
year, which is only around € 300 per year, which is 
a very low amount. Figure 9 shows monetary ex-
penditure of households of the Slovak Republic 
and leisure expenditure of households per person 
per year (€, %)

In 2020, the financial situation will be adverse-
ly affected by rising energy prices, which will 
translate into higher housing costs. In the Europe-
an Union, housing expenditure represents on aver-
age 24% of the total monthly expenditure. This is 
followed by transport (13.2%), food and non-alco-
holic beverages (12.1%), recreation and culture 
(9.1%) and restaurants and hotels (8.7%). In the 
Slovak Republic, one of the highest housing costs 
is one of the European Union countries. Malta has 
the lowest housing expenditures (10.3%), Latvia 
and Cyprus (both 15%). While in Slovakia more 
than 10 years ago, housing expenses accounted for 
14.3% of the total monthly household expenditure, 
in 2018 it was over a quarter. According to the lat-
est data from the European Statistical Office Euro-
stat, Slovakia uses energy for domestic heating 

(68.3%), followed by water heating (14.8%), light-
ing (11.7%), cooking (5.6%) and air conditioning 
(0.1%).

Conclusion

The sustainability of public spending in the con-
text of the expected demographic changes by 2060 
is the most important task for economic policy-
makers for the coming period. It is necessary to re-
spect the requirements on the benefit side with the 
requirements on the level of tax burden, while 
maintaining a stable level of government debt for 
several decades. The aging of the population is one 
of the most significant reasons why we retire later 
and therefore why the retirement age is increasing. 
Aging-sensitive public expenditure will increase 
significantly by 2070. The main determinant of 
change in spending in EU countries is pension ex-
penditure. Expenditures on health care and in-
creasing expenditure on long-term care are also 
important. It is therefore necessary to introduce 
measures and reforms to improve the long-term 
sustainability of public finances. These include in-
creasing overall labor productivity, reforming edu-
cation and investing in research and innovation. 
Also, increase labor market participation by reduc-
ing long-term unemployment rates through active 
labor market policies, increase birth rates through 
a more effective family policy, focusing in particu-
lar on reconciling family and working life, building 
affordable housing and preventive health care.
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Demographic change, population aging and pension system

ABSTRACT 
European countries have long been faced by the aging of the population, which has an impact on popula
tion growth at the postproductive age. On the one hand, it is a positive fact that confirms economic and so
cial development in the postwar period. Since 1950, an integration process has begun in Europe, with a pe
riod of development in areas designed to ensure the best quality of life for the population. The economic 
policy of all states focused on the recovery of the wartorn economy, food security, housing, health care for 
the population. Gradually, attention was focused on meeting needs, research in the field of education. In Eu
rope, the population will not only decline in the future, the population will age, the number of economical
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ly active will decrease, and the birth rate will be significantly low compared to the development on other con
tinents. Based on the 2008 and 2010 forecasts, the EU population will increase by 5% by 2040 and will start 
to decline again from 2050 onwards. The difference between the forecasts results from a slight increase in 
the birth rate in 2006. At the same time, the share of people aged 15–64 in the total population will decrease, 
the share of people aged 65 and over in the total population will increase, and the share of people aged 80 
and more years across the population. The paper will address the effects of demographic change, the aging 
of the population, the pension system and the emerging social problems.
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demographic development, households, housing, pension system
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1. Introduction

Growth without negative social and environmental 
impacts is a challenge which all types of business, 
governments and organisations face. Those that 
succeeded in this have developed new ways of 
thinking and doing things — strategies and tactics 
that allow social responsibility to guide everyday 
decisions and to see it in company’s strategy and 
tactics. In this context, it is important to announce 
a Corporate Social Responsibility (CSR) report. 
The data in this document have to be accurate and 
reliably reflect performance against clearly defined 
objectives and goals. This enables financial mar-
kets and the general public to be effectively in-
formed of past achievements and commitments, 
and it also becomes a powerful way of informing 
stakeholders about accountability and transparen-
cy (Dries, Galvao, 2018). 

However, an analysis of standards, codes, 
guidelines and other documents has shown that 
there are many terms and concepts used in sus-
tainability reporting. Wensen et al. (2011) consid-
ers sustainability reporting synonyms Corporate 
Social Responsibility, Environmental Social Gov-
ernance and non-financial reports presented with 
the financial statements, although this list is far 
from complete (Žičkienė, Kavaliauskienė, 2015). 

The International Audit, Tax and Business Adviso-
ry (hereinafter KPMG) categorises Corporate So-
cial Responsibility, Environmental Social Govern-
ance, Triple Bottom Line (KPMG, 2013) as sustain-
ability reporting categories. Variations that Global 
Reporting Initiative (GRI) refers to are: “Corporate 
Responsibility Report”, “Sustainability Develop-
ment Report”, “Sustainability Review”, Corporate 
Citizen Report”, “Activity & Sustainable Develop-
ment Report”, “Report to Shareholders & Society”, 
“Environmental & Social Report”, “Corporate So-
cial Responsibility & Sustainability Report”, etc. 
Corporate Register (http://www.corporateregister.
com/) defines 10 different types of sustainability 
reports that are included in the concept of sustain-
ability reports, for example: “Environment in gen-
eral“, “Environment & Health & Safety”, “Environ-
ment & Social”, “Environment & Health & Safety & 
Community”, “Corporate Social Responsibility”, 
“Environment & Social & Governance”, etc. 

While some companies focus exclusively on en-
vironmental sustainability, others view sustaina-
bility as a „triple pillar” encompassing economical-
ly, ecologically and socially responsible activities 
(Bradford et al., 2017). 

Rezaee et. al. (2019) presents a new approach to 
CSR, describing it as a process focusing on the 
achievement of all five sustainability indicators, 
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i.e. economic, governance, social, ethical and envi-
ronmental (EGSEE), with a shared value for all 
stakeholders. The integrated reports of the finan-
cial element economic sustainability performance 
(ESP) and non-financial elements covering govern-
ance, social, ethical, and environment (GSEE) are 
desirable for investors, promoted by regulators and 
prepared by business organisations around the 
world.

The most prominent management tool is the 
RepTrak® model for analysing the reputations of 
companies and institutions — best known via the 
Forbes-published Global RepTrak® 100, the 
world’s largest study of corporate reputations, 
built on seven dimensions or facets namely, prod-
ucts/services, innovation, workplace, governance, 
citizenship, leadership, and performance (2017 
CSR RepTrak® 100, 2017).

The problem is that irrespective of the nature, 
scope, structure, completeness, link with the stra-
tegic objectives of the company, companies posi-
tion themselves as socially responsible because 
they present reports. This implies the need to sum-
marise the debate on corporate accountability and 
to discuss global trends in the assessment of CSR. 

The purpose of this article is to analyse sustain-
ability reporting methods and to disclose the glob-
al practice of corporate social reporting. Tasks to 
achieve objectives: 1. Summarize the benefits and 
methods of sustainability reporting. 2. Exami- 
ne trends and initiatives in reporting practices.  
3. Summarize global award and rating practices. 
Research methodology: analysis of scientific litera-
ture, systematisation, descriptive method.

2. Views on CSR reports

1953 is the year of the breakthrough when the def-
inition of Corporate Social Responsibility (CSR) 
was first mentioned. CSR is a trend that calls for a 
change in business orientation from short to long 
term goals and from maximum to optimal profit.

Sustainability is a relatively simple concept 
when looking at the definition of a vocabulary, but 

it can have different meanings due to connotations 
that depend on the context in which the term is 
used or those who use it. Uncertainty about the 
importance of sustainability arises when a compa-
ny reports on its sustainability practices.

A study on CSR definitions carried out by Dahl-
srud (2008) showed that many authors distinguish 
between environmental, social, economic, stake-
holder and voluntary dimensions of CSR content. 
After examining the 37 CSR definitions, the author 
found that at least 80% of the definitions contained 
social (88%), economic (86%), stakeholder (88%) 
and voluntary dimensions (80%). 

In 2010, the European Commission formulated 
a new definition of CSR, which identifies CSR as 
the responsibility of companies for their impact on 
society. CSR is no longer considered a voluntary 
activity as each company has impacts for which it 
has to take responsibility, it is no longer the pre-
rogative of business leaders as it becomes a man-
datory practice for all companies regardless of 
their size, sector of activity or geographical loca-
tion (Žičkiene, Kavaliauskiene, 2015).

While some companies focus only on environ-
mental sustainability, others view sustainability as 
an older “three-legged stool” concept of corporate 
social responsibility, including activities that are 
economically, environmentally, and socially re-
sponsible (Bradford et al., 2017). Bradford et al. 
(2017) research suggests that various stakeholder 
assessments of corporate sustainability perfor-
mance are, at best, only weakly correlated or even 
inversely correlated to the amount of “Triple Bot-
tom Line” reporting that is provided by the compa-
nies becomes the substance of merely public rela-
tions. They found that readers classify the reported 
activities differently than does the GRI, and the rel-
ative importance of activities does not coincide 
with frequency of appearance in the reports. This 
is so because the narrative of sustainability acted 
out by companies is not always consonant with 
what those outside the company want to know 
about its actions. Information systems, such as 
GRI reporting, are the architecture of the narrative 
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that ties a company’s disparate activities together 
into a coherent story about a “good” company, a 
“mediocre” company, or a “bad” company.

Thus, business sustainability advanced from a 
focus on CSR to integration into corporate culture, 
mission, strategy, business model and manage-
ment processes.

Through recent years, business sustainability 
becomes also a multi-disciplinary function of ac-
counting, economics, ethics, finance, manage-
ment, marketing, law and supply chain manage-
ment, among others, with a keen focus on 
improving economic vitality, ethical behaviour, 
ecological health, governance measures and social 
justice. It can “bring benefits in terms of risk man-
agement, cost savings, access to capital, customer 
relationships, human resource management and 
innovation capacity.” It also facilitates engagement 
with stakeholders regarding sustainable growth 
and risks in building trust in the company and with 
shareholders by enhancing effective capital alloca-
tion and achieving long-term investment goals 
(Rezaee et al., 2019).

The dilemma is free choice or mandatory prac-
tice? Currently sustainability reporting is volun-
tary but awareness that no longer it will be com-
pletely voluntary and must become “normal 
practice for everyone” has been gaining force be-
cause companies have no choice and must comply 
with the law when regulating CSR reporting. When 
treating CSR as a voluntary commitment to the en-
vironment and stakeholders, companies may not 
accept commitments and companies declaring so-
cial responsibility, means and nature, extent, peri-
odicity, completeness of information are their 
choice (Žičkienė, Kavaliauskienė, 2015).

According to Vexlerova (2008), regular CSR 
communication brings company certain advantages: 
•	 transparency (increased awareness of CSR ac-

tivities and ensure corporate transparency); 
•	 supervision	 of	 CSR	 activities (enables com-

parison company publicly known liabilities of 
CSR with reality and draws attention to the 
weaknesses in CSR corporate strategy); 

•	 involvement	of	stakeholders (strengthens the 
position of stakeholders and their involvement 
in company decisions);

•	 cross-sector	 cooperation (supports cross-sec-
tor partnerships between businesses, govern-
ment agencies and non-profit organizations) 
(Moravcikova et al., 2015). 
Other advantages of CSR reporting are also 

worth noting: 
• A growing number of companies see sustaina-

bility reporting to drive enhanced product and 
process innovation, creating added competitive 
advantage (Moravcikova et al., 2015)

• Transparency of nonfinancial performance can 
bolster an organization’s reputation and dem-
onstrate its leadership (In 2017, Walmart rein-
forced its commitment to reduce greenhouse 
gas emissions in its supply chain through an in-
itiative called Project Gigaton. The retail giant is 
providing emissions-reduction toolkits to a 
broad network of suppliers as it strives to elimi-
nate one gigaton of emissions by 2030. That’s 
equivalent to taking 211 million cars off the 
road for a year) (Dries, Galvao, 2018).

• According to Gräuler et al. (2013), modern CSR 
reports that meet readers’ expectations have a 
significant impact on the image of companies 
and readers’ actions (i.e. buy and recommend 
products to others, invest in companies and 
choose work in them), and consumers see ac-
countability as an important communication 
tool (Žičkienė, Kavaliauskienė, 2015). 
On the other hand, according to Kasparova 

(2013) there still remain some reasons why the 
companies avoid to report on their CSR activities: 
ignorance of the issue; the lack of transparency  
in standards complicating understanding and im-
plementation of CSR; the lack of transparency due 
to the large number of standards regulating vari-
ous CSR areas at national and international level; 
susceptibility of data which to report on; the ex-
pected growth in costs as result of the implementa-
tion of additional activities (Moravcikova et al., 
2015). 
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Despite these ambiguities, CSR reporting helps 
to avoid environmental or social risks that may 
have a negative financial impact on companies’ ac-
tivities in order to create better operational, social, 
environmental and financial values.

3. Specific features of corporate social 
responsibility reporting 

Where once sustainability disclosure was the prov-
ince of a few unusually green or community-ori-
ented companies today it has emerged as a com-
mon worldwide practice of twenty-first century 
business. However, following White, (2005), com-
panies do not pursue similar objectives, nor do 
they use the same metrics to gauge their sustaina-
bility activities, making comparison among these 
reports difficult (Bradford et al., 2017). 

The CSR report is based primarily on an analy-
sis of the company’s impacts (economic, social, 
environmental), which are significant for internal 

and external stakeholders, followed by a choice of 
reporting format. 

The format of CSR reports is considerably more 
flexible than that of financial statements, therefore 
its choice is linked to the reporting purposes, the 
company’s communication style, the market situa-
tion, the target audience, the methods used to dis-
seminate information (Žičkienė, Kavaliauskienė, 
2015). 

Although business sustainability continues to 
evolve, several dimensions of sustainability perfor-
mance pertaining to social and environmental ini-
tiatives have gained widespread global acceptance. 
These initiatives include an ethical workplace, cus-
tomer satisfaction, just and safe working condi-
tions, non-discriminatory fair wages, workplace di-
versity, environmental preservation, clear air and 
water, minimum age for child labour, safe and 
quality products, concern for the environment and 
fair and transparent business practices. Each in-
dustry has its own applicable set of sustainability 

Figure 1 » Changes in the number of reports under the Global Reporting Initiative guidelines, 1999–2017

Source Sustainability Disclosure Database, 2020
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financial and non-financial KPIs. Each business or-
ganization must carefully identify

its own social and environmental responsibili-
ties given the context of the business culture in 
which it operates. The list of financial and non-fi-
nancial sustainability KPIs depends on a variety of 
factors: industry, legal regimes, cultural back-
ground, corporate mission and strategy, corporate 
culture, political infrastructure and managerial 
philosophy. Despite these disparate sustainability 
performance dimensions and their KPIs, sustaina-
bility has become an integral component of busi-
ness (Rezaee et al, 2019).

One of the most prominent is treated the Global 
Reporting Initiative (GRI) (2015), an Amsterdam-
based non-profit organization comprising busi-
ness, government, social advocacy and other 
stakeholders. The Global Reporting Initiative 
(GRI) maintains a “Sustainability Disclosure Data-
base” that provides access to an abundance of sus-
tainability information voluntarily reported by 
companies. Any company that has compiled a sus-
tainability report is eligible to register it with the 
GRI. However, reporting on any activities is not 
mandatory, although the GRI suggests nearly 80 
sustainability activities (indicators) in six different 
dimensions (labour and decent work, economic, 
environment, human rights, society, and product 
responsibility) (Global Reporting Initiative (GRI), 
2015). As a result, the world’s leading companies 
tend to give priority to the Global Accountability 
Initiative guidelines, whose quantitative analysis 
shows that the number of reports has increased 
considerably each year since 1999.

Despite the Social Responsibility Report initia-
tive chosen and the challenges for assessing the 
likely CSR reporting, Pavlic and Belick (2010) claim 
that a quality CSR report must reveal four aspects: 
•	 Credibility (The credibility of the report can be 

supported by the commitment of top manage-
ment, description of corporate policy and intro-
duction of personnel responsibilities, data col-
lection methods and the objectives. Credibility 
is also influenced by the level of key stakehold-

ers’ involvement and it is increased by an inde-
pendent third-party verification).

•	 Completeness (Since CSR report includes all 
business operations and offices in the country 
and inform fully about the major areas that im-
pact of the organization on society and the en-
vironment).

•	 Significance (The company should maximize 
the using of quantitative and qualitative indica-
tors to assess its social responsibility). 

•	 Appropriate form (The format of the report 
has the important role play and whether the  
report is clear, moderately long and clear) 
(Moravcikova et al., 2015). 
There are several factors that have a significant 

impact on reporting:
•	 Size of the enterprise. Mainly local small and 

medium-sized companies are with their stake-
holders on a closer contact than large, in many 
cases, multinational enterprises that could ex-
press the performance of their obligations 
against them by more direct means and must 
also use impersonal forms of communication to 
a wide range of stakeholders (Wensen, 2011) 

•	 The industry. According to KPMG the most 
corporate reporting companies come from envi-
ronmentally sensitive industries, e.g. wood-
working, pulp and paper industry, the mining 
sector. Thus, the most common reasons, lead-
ing large enterprises to CSR reporting, are the 
strengt hening the position of goodwill and 
brands, and ethical reasons (Moravcikova et al., 
2015). 

•	 The type of property. KPMG research shows 
that publicly traded companies and govern-
ment companies report on CSR over coopera-
tives and family companies. As the reason of 
lower reporting by cooperatives is indicated the 
absence of an investor who would not acquaint 
with the cooperative and who would need to be 
convinced through reporting about its responsi-
ble behaviour (Touminen, 2008). 
CSR reporting, in one form or another, is prac-

tised in many countries. Different approach is the 
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result of the relationship between government and 
business representatives (organisations), the laws 
in force, the level of economic development of the 
countries, traditions, culture and the interests of 
the parties concerned.

4. Practices to promote accountability

Specialised awards and various corporate ratings 
are organised to promote and publicise CSR report-
ing. The lack of a unified and clear approach to re-
porting valuation concept and specific criteria for 
this type of valuation and rating has so far left a rel-
atively complex comparison of different awards 
and ratings.

One of the leading sustainability reporting 
scholars (Gray, 2006) was pessimistic about the 
prospects for a coherent system of representing 
corporate performance. In addition, there is the 
problem of power. Shareholders have power exer-
cised through securities markets to leverage corpo-
rations to act in certain ways based on the informa-
tion they receive via financial reports. No such 
equivalent power exists to leverage corporate be-
haviour based on sustainability reporting. Govern-
ment environmental and social regulations act as 
constraints, but do not provide the power neces-
sary to make environmental and social perfor-
mance the primary aims of the corporation (Brad-
ford et al., 2017). 

Major providers of guidance for sustainability 
reporting are the GRI, the Carbon Disclosure Pro-
ject, Organization for Economic Cooperation and 
Development (OECD), The United Nations Global 
Compact, and the International Organization for 
Standardization. 

A number of professional organizations, in-
cluding the Global Reporting Initiative (GRI), the 
International Integrated Reporting Council (IIRC), 
the Sustainability Accounting Standards Board 
(SASB), and the Corporate Reporting Dialogue 
(CRD), have issued numerous sustainability re-
porting and assurance guidelines to assist business 
organizations in disclosing their economic and 

GSEE sustainability performance to all stakehold-
ers. Sustainability performance information can 
be disclosed on a voluntary basis or on a mandato-
ry basis (Rezaee et al., 2019).

One of the most important “Forbes” awards an-
nounced by the Reputations Institute is discussed 
and commented upon below.

RepTrak is based on more than 230,000 individ-
ual ratings from among the informed general pub-
lic worldwide. The survey quantifies the public’s 
perception of corporate responsibility, based on 
the emotional bond stakeholders have with com-
panies, and reveals how this deep connection can 
drive supportive behaviour such as the intent to 
purchase, benefit of the doubt, likelihood to rec-
ommend, and willingness to work for the company 
(2017 CSR RepTrak® 100, 2017). Reputation Insti-
tute is the world’s leading reputation-based re-
search advisory firm measuring the reputation of 
thousands of companies using the RepTrak Intelli-
gence System. Reputation Institute’s RepTrak® Re-
search is the world’s largest and highest quality 
normative reputation benchmark database with  
7 Dimensions of Reputation (focus on enterpri- 
se; deliver on corporate responsibility; leverage  
leadership; expression of the company story; being 
more human), Engage market influencers.,  
20+ Years of Data Indexed, 50 Countries Measured, 
15 Stakeholder Groups, 7,600 Companies per Year, 
8M+ Responses per Year, 25 different industries. 
Global CSR RepTrak® is a study that Reputation 
Institute conducts annually to measure the reputa-
tion of the world’s most socially responsible,  
highly regarded and familiar global companies in  
15 countries.

Included firms must meet the following qualifi-
cations: 1) Have a significant economic presence 
in the 15 largest economies 2) Have an above aver-
age reputation in its home country 3) Have global 
familiarity over 40 per cent How does the Rep-
Trak® System measures CSR perception? CSR Rep-
Trak® reflects performance in 3 CSR dimensions: 
Citizenship (Supports Good Causes, Positive So-
cietal Influence, Environmentally Responsible), 
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Workplace (Rewards Employees Fairly, Employee 
Well-Being, Equal Opportunities in the Work-
place), Governance (Open & Transparent, Behaves 
Ethically, Fair in Way It Does Business) (2017 CSR 
RepTrak® 100, 2017)

In 2016 RI tracks social responsibility reputa-
tions among companies by zeroing in on consum-
ers’ perceptions of their governance, positive influ-
ence on society and treatment of employees — three 
of the seven categories it tracks when gauging an 
organization’s overall reputation.

For the third consecutive year, “Google” topped 
the list of companies seen as the most socially re-
sponsible. Following “Google” was “Microsoft”, 
which took the two-spot after climbing two posi-
tions from number four last year. In third place was 
“The Walt Disney Company”, which has held that 
position since 2014.

However, it was noticed that companies may 
find it more difficult to communicate their CSR  
activity than to tout their products, which are ad-
vertised and marketed to consumers openly. Re-
spondents to the RI survey claimed to be less 
knowledgeable about companies’ governance, citi-
zenship and workplace than other categories they 
were asked about (Strauss, 2016).

In 2017 RI analysis of 170,000 company, “Lego” 
beat all other companies in the perception that it 
behaved ethically, conducted business fairly, oper-
ated transparently, protected the environment and 
supported worthy causes. “Microsoft” CEO Satya 
Nadella was a proponent of social and environ-
mental responsibility. “Microsoft” was committed 
to enhancing education as a highly relevant global 
human issue operating as an open source platform 
that fostered perceptions of good citizenship and 
good governance. “Google’s” slight drop on the list 
can also was attributed to an overall raising of the 
bar in the way that year public viewed CSR 
(Strauss, 2017). 

2018 year’s ranking not only revealed an aver-
age 1.4-point decline in the reputation of compa-
nies but an evolution of the notion of corporate so-
cial responsibility. By highlighting the “social” 

piece of the equation, companies overlook other 
equally important elements that were at play: em-
ployer, environmental and fiscal responsibility. 
Thus, the institute decided to omit the word “so-
cial” from its corporate responsibility language 
and renamed the ranking the CR RepTrak. From 
that year corporate responsibility is quadrilateral 
between social, fiscal, employer and environmen-
tal responsibility.

Considering the new definition of corporate re-
sponsibility, “Google’s” celebration was based on 
its values, culture and commitment to creating  
a thriving workplace. And yet, despite its strong  
reputation, even “Google” must be wary of the 
looming hazards of governance, especially related 
to data, integrity and usage. When it comes to 
product transparency, no CR RepTrak company is 
doing better than “Lego” with the score of 69.4. 
More recently, though, the Lego name has be- 
come synonymous with environmental sustaina-
bility. In March 2018, Lego announced plans to 
produce pieces made from plant-based sources in 
all core products and packaging in by 2030 (Valet, 
2018).

Despite that some of the world’s biggest busi-
nesses were in crisis management mode in 2018, 
picking up the pieces of reputations shattered by 
scandal. Since 2011, RI has published the CR Rep-
Trak, an annual study of companies with the best 
corporate responsibility reputations in the world. 
2019 year’s ranking revealed a 1.6-point increase, 
just enough to offset the average 1.4-point decline 
recorded in 2018.

However, no company had demonstrated its 
commitment to corporate responsibility quite like 
the Danish toymaker “Lego” for its steadfast envi-
ronmental sustainability efforts, evident even in 
the colourful building blocks with which the busi-
ness has become synonymous. The company came 
within seven percentage points of reaching its goal 
of recycling 100% of its operational waste by 2025. 
It also was ahead of schedule in meeting its target 
of generating as much renewable energy as its 
business consumes — doing so by means of invest-

�
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ments in offshore wind farms in Germany and the 
United Kingdom (Valet, 2019).

Analysis of Reputation Institute awards during 
2016–2019 reveals that the companies that have 
won the first ten awards hold approximate posi-
tions from the point of view of the continents rep-
resented: 5 US and European companies in 2016 
(including two from Germany, Denmark, the Unit-
ed Kingdom, Switzerland); 6 from the US and  
5 from Europe in 2017 (including two from Germa-
ny, Denmark, the United Kingdom); 4 from the US 
in 2018 (one from South America, i.e. Brazil) and  
6 European countries (including two from Den-
mark, Germany, Japan, the United Kingdom, Swe-
den); 6 US countries in 2019 (two of them from 
South America, i.e. Brazil) and 4 European coun-
tries (including Germany, Denmark, Italy, the 
Netherlands).

During the analysis period 2016–2019, Google is 
placed in the top ten each year (in 2016 and 2018 
the company is ranked first); The Walt Disney 
Company (in 2018, it even ranked second); Lego 
(in 2016 and 2017, the company ranked first); Mi-
crosoft (in 2016 and 2017, it ranked second). For 3 
years with break in 2018 in the first ten Intel ranked 
no higher than sixth.

While 2019 was certainly a better one for the 
global business community than 2018, with its col-
lective reputation on the upswing, most organiza-
tions still have a long way to go.

Findings 

Reports informing stakeholders about the imple-
mentation of socially responsible activities in re-
cent years are on the increase. As general public 
awareness grows, there is a growing need to know 
about the impact of specific sectors or even busi-
nesses on the living environment, health and qual-
ity of life, making the disclosure of environmental 
and social information no less important than fi-
nancial information. CSR reports, respectively 
built on seven dimensions or facets namely, prod-
ucts/services, innovation, workplace, governance, 

citizenship, leadership, and performance can help 
to bring a systematic approach to the management 
of socially responsible activities, identify future 
risks and opportunities, contribute to increasing 
the competitiveness of business; maintain the pos-
sibility for long-term business venture, can partly 
to create a decision-making process of different 
types of stakeholders. 

The use of sustainability / CSR reporting sys-
tems, guidelines, schemes gives choice but raises 
both comparability and quality issues. Reports 
based on the most commonly used Global Ac-
countability Initiative and UN Global Compact 
guidelines rely on different approaches, resulting 
in different nature and relevance of the informa-
tion disclosed to stakeholders. Many professional 
organisations, including the Global Reporting Initi-
ative (GRI), the International Integrated Reporting 
Council (IIRC), the Sustainability Accounting 
Standards Board (SASB), and the Corporate Re-
porting Dialogue (CRD), have issued a number of 
sustainability reporting and assurance guidelines 
to help business organisations disclose their eco-
nomic and GSEE sustainability indicators to all 
stakeholders. Information on CSR activities may 
be disclosed on a voluntary or mandatory basis. In 
addition to the very popular initiatives on sustain-
ability / CSR reporting (e.g. IR Awards, Corporate 
Register Reporting Awards, etc.) are published as 
well as other awards and company ratings are fo-
cused on assessing specialized areas of corporate 
responsibility, such as Carbon Disclosure Project, 
Dow Jones Sustainability Indexes, Newsweek 
Green Rankings, etc. To date, there are no uniform 
criteria for assessing coherence / CSR reporting, 
some initiatives select leaders in certain catego-
ries, others — nominating several companies as 
leaders, while others — allow the same company to 
become a winner in several categories. The select-
ed companies usually represent a wide range of in-
stitutions, geographical regions and sectors of ac-
tivity.

Companies with stronger reputations can rein-
force consumers’ positive sentiments about them 
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by themselves, through their websites, newslet-
ters, advertisements or sponsored or direct social 
media campaigns. Building a strong reputation for 
social responsibility can be tough, complex and 
even costly but the rewards — the prestige among 
consumers — is worth the effort. Article discusses 
and analyses some of the most important Forbes 
awards published by the Reputations Institute. 
Systematic practice of CSR and reports based on 
this type of activity, and the denominations given 
for them, can offer new business ideas to the com-

pany, reduce staff turnover, strengthen links with 
consumers, suppliers and other stakeholders, 
make it possible to become a desirable employer, 
save energy resources or operating costs, manage 
risks, at the same time gain a competitive advan-
tage and distinctiveness, continue to successfully 
generate innovation, enhance the reputation of the 
company, ultimately become attractive to invest-
ment and operational financing, and attract media 
tools to demonstrate ethical business.
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Global Trends in Corporate Social Responsibility Measurement

ABSTRACT
The article focuses on Corporate Social Responsibility (CSR) and the importance of reports within commu
nication of CSR. Corporate Social Responsibility (CSR) reflects the values and governance model of an or
ganization and reveals how corporate governance relates to the goals of building a cohesive global economy. 
Corporate social responsibility goes hand in hand with reporting to the organization’s shareholders and tak
ing real steps to continuously evaluate the expression of this process. The analysis of standards, reports and 
other documents reflects the abundance of concepts in the organization’s ongoing performance review / sus
tainability report. As the definition of an organization’s ongoing performance review / sustainability report 
is not well established, there is no consensus on how to properly implement it. The object of the study is the 
continuous performance evaluation / sustainability reports of an organization. The scientific problem of the 
article is to systematize the tendencies of the forms of continuous performance evaluation / sustainability 
reports while assessing the environmental, social and management aspects of organizations.
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1. Introduction 

Entrepreneurship is a key driver of economic 
growth for Egypt and around the world. Over the 
past three years, there have been more access to fi-
nance and more interest from global investors to 
invest in the Egyptian startup ecosystem. This is in 
addition to adding to the increasing governmental 
initiatives supporting startups and SMEs in Egypt. 

In light of that, Egypt has made a remarkable 
leap in the number of fast-expanding startups and 
a huge set of supporting institutions and commu-
nities. 

In 2018, Egypt was ranked the fastest growing 
startup ecosystem in the Middle East and North 
Africa and the second largest after UAE, according 
to a report by startup platform MAGNiTT.

Moreover, Egypt’s flourishing entrepreneurship 
scene has been receiving support from govern-
mental entities and private institutions which aid 
entrepreneurs to reach their maximum potential 
by offering fund opportunities and mentorship.

One way the government supports entrepre-
neurs is by launching local Business incubators 
that nurtures new startups in their early years by 
providing a variety of business support resources 
and services such as “affordable space, hands-on 

management training, marketing support, and of-
ten access to some form of financing”. 

While incubators offer key support to fresh en-
trepreneurs, they also have a key role when it 
comes to economic development. Bedaya, TIEC 
“Technology Innovation and Entrepreneurship 
Center”, FEPS Business Incubator, AAST Entrepre-
neurship Center, and Fekretak Sherketak are 
among the top incubators founded by the govern-
ment, offering funding, mentorship, exposure, and 
networking opportunities for many new innovative 
startup ideas.

As well, there is an increasing number of ven-
ture capitals (VCs) such as Algebra Ventures, En-
dure Capital, and Egypt Ventures, as well as start-
up accelerators such as Flat6labs and Falak, and 
both types of entities provides equity-based invest-
ment opportunities in startups to allow them to 
scale and achieve sustainable growth. 

Such accelerating developments in the entre-
preneurship structures in Egypt indicates a grow-
ing interest in entrepreneurship, as a key direction 
that spurs economic growth in Egypt.

Helped by the falling inflation rate and an econ-
omy that is on its way to recovery, and having 
known about these governmental and supporting 
private institutions; more Egyptian young people 
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were encouraged to start their own businesses, es-
pecially in light of the lack of employment oppor-
tunities and low wages in the country.

2. Research Problem

Despite the innovation, enthusiasm, and increas-
ing number of supporting entities, there remain 
plenty of challenges that hinder the growth of 
startups in Egypt. One of these challenges is the 
relatively limited capital available for most young 
adults transitioning to entrepreneurship, which re-
sults in their inability to sustain good calibers due 
to lack of benefits offered to attract and retain them 
such as medical insurance, life insurance, social 
insurance, competitive salaries… etc.

Although the Egyptian insurance market has an 
effective role in developing the country’s econom-
ic conditions, the connection between insurance 
and entrepreneurship and the role of insurance 
markets in relation to entrepreneurship is still not 
clear

The conceptual framework in Figure 1 displays 
the interactions among economic growth, financial 
markets, insurance and entrepreneurship. The in-

teractions between insurance, entrepreneurship 
and economic growth are uncharted territory and 
constitute the focus of this study.

3. Research Objective

This paper aims to introduce an innovative idea 
supporting Egypt 2030 vision, which involves the 
pillars of economic development and health sector. 
Under the economic development pillar, the gov-
ernment introduced a program encouraging entre-
preneurship through enhancing the capabilities of 
young calibers to stimulate innovation activities by 
SMEs and startups.

Moreover, one of the programs under the health 
pillar aims at adopting inclusive healthcare cover-
age, through providing healthcare services at all 
levels across the country and encouraging the part-
nership program between the government and in-
surance companies to achieve such endeavor.

In this regard, this paper introduces a new in-
surance product under the name “Startup Policy”, 
where life insurance is combined with Long Term 
Care (LTC) Insurance and provided in a format 
that is adequate to startups.

 European Forum of Entrepreneurship 2020 201
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4. Research Importance

Issuing this type of insurance product is important 
for the following parties:

For the insurers
•	 It	 allows	 them	 to	 penetrate	 a	 new	 segment	 of	

the population.
•	 In	the	light	of	the	governmental	initiatives	sup-

porting startups and SMEs, the number of start-
ups is expected to increase in the coming period 
and this will enable the insurers to attract more 
business, accompanied with increasing the 
amount of premiums.

•	 It	 allows	 them	 to	 achieve	 high	 investment	 re-
turn, and then improve the profitability of the 
company.

•	 As	most	of	the	employees	and	the	founders	are	
young people (i.e. their average age is 30 years 
old), this will represent a relatively good mor-
tality selection for the insurer (taking into con-
sideration the other factors that affect the mor-
tality rates and given that they may be subject 
to medical underwriting).

For startups
•	 The	 product	 acts	 as	 an	 important	 benefit	 of-

fered by startup owners to their teams, especial-
ly since most of them have not other medical 
benefits or pensions.

•	 The	product	provides	more	beneficial	coverage,	
as startups who don’t benefit from the life in-
surance component will benefit from the LTC 
component.

•	 The	product	can	be	showcased	by	the	insured	
startups as part of the benefits they provide to 
their employees, and hence they would retain 
their current employees and attract more quali-
fied calibers.

For government
This product will contribute to the achievement of 
the Egypt 2030 vision, especially in the economic 
development and health pillars. This is primarily 

because part of the Egypt 2030 vision is providing 
universal health coverage and to stimulate eco-
nomic growth through supporting entrepreneur-
ship. The product facilitates achieving both en-
deavors.

5. The Framework of Startup Policy

With the challenging economic conditions on the 
national level, more and more companies are seek-
ing ways to enhance their life insurance offerings 
and accordingly annual revenues. One particular 
approach is through offering various forms of liv-
ing benefits that are provided by the acceleration 
of life insurance death benefits under certain situ-
ations involving a chronic illness.

In this context, the new insurance policy intro-
duced by this paper is considered a combination of 
life insurance with LTC insurance under the name 
“Startup Policy”, whose cover is tailored to the 
startup ecosystem.

The Design of Startup Policy
This product will combine two main coverage ele-
ments; namely life insurance and LTC. 

The first coverage will be unit-linked life insur-
ance that will be provided in case of death, but the 
sum assured will be linked to the value of invest-
ment units which is very attractive to the mentali-
ty of startups. Thus, the insurers will not bear any 
death cost because it will be linked to the perfor-
mance of the investment units. This coverage may 
include guaranteed amount in case of death as an 
“extra option” for conservative risk-taker startups. 
In this case, the insurer will bear only the differ-
ence between the guaranteed amount and the bid 
value of units.

The second coverage will be LTC that covers 
the long term and critical diseases as a rider such as 
some kinds of cancer, diabetes, heart diseases, stro-
ke, chronic renal failure, osteoporosis and asthma.

The cost of the LTC coverage is reduced signifi-
cantly because of the cross-funding characteristics 
of combination products. This also creates more 
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alignment of interests between the insurance com-
pany and insureds, as the first layer of coverage re-
quires accessing the client’s own assets (life insur-
ance face amounts and cash values). 

This coverage could be better than the medical 
insurance because it covers the diseases with low 

likelihood/high severity at a more reasonable pre-
mium rates for the startups than the medical insur-
ance; as the average age of the employees and the 
founders is 30 years old.

Moreover, the combination Life/LTC design  
is more affordable for the startups than a stand-

Figure 2 » Growth rate of Startups in Egypt

Figure 3 » Startup Date of Establishment Figure 4 » Startups’ Industries

Source: www.magnitt.com

Source: made by the researchers using the survey data Source: made by the researchers using the survey data
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alone LTC product for a number of reasons. Premi-
ums on the stand-alone products have increased 
because of updated interest assumptions. Also,  
the insureds dislike the idea of paying premiums 
for many years and possibly getting nothing in re-
turn. 

Startup policy is a good opportunity for the in-
surers as it allows them to penetrate a new seg-
ment with large number as the growth rate of start-
ups is increasing.

The researcher carried out a survey for 40 start-
ups (see appendix) to validate the idea and the sur-
vey included the following findings:
1) Age range: 21–38 years 
2) Number of employees in the startups: 4–40 em-

ployees
3) Startup date of establishment
4) Startups’ industry
5) Self-funded Startup: interest in the Startup Po-

licy
6) Funded Startup: interest in the Startup Policy

Promoting the Startup Policy
In promoting the Startup Policy, the insurer needs 
to work on two tracks:

1. Partnerships
Reaching agreements with the different entre-
preneurship support hubs; including incuba-
tors, accelerators, and venture capitals to offer 
this policy as one of their benefits to startups. 
The premiums under this type of agreements 
should be less than the standard premiums, as 
it will incur no commission fees and will secure 
a big number of policy sales. 

2. Targeting Relevant Events
Promoting the new Startup Policy at the differ-
ent entrepreneurial events that many startups 
attend, such as RiseUp Summit, Techne Sum-
mit, among others. 

5. Conclusion and Recommendations

Based on the research, we reached the conclusion 
that because the combination products include ad-
ditional elements of coverage beyond LTC, the 
overall premium and present value of profits are 
generally expected to be higher on combination 
product than on stand-alone LTC.

Moreover, according to the survey, 80% of the 
self-funded and 90% of the startups funded by in-

Figure 5 » Self-funded Startup: interest in the 

Startup Policy

Figure 6 » Funded Startup: interest in the 

Startup Policy

Source: made by the researchers using the survey data Source: made by the researchers using the survey data
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cubators or others are interested in this policy. As 
well, the startups established more than 2 years 
ago are more interested in this type of insurance 
than the new startups.

Thus, we recommend offering a new insurance 
policy that match the behavior and mentality of  

the startup ecosystem, which is the “startup po-
licy”.

As well, we recommend promoting the Startup 
Policy through the afore-explained Partnerships 
and Targeting Relevant Events, to ensure a suc-
cessful penetration of this new market segment.
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The Startup Policy: Introducing a Tailored Insurance Product for the Egyptian Startup Eco-
system

ABSTRACT 
Insurance firms exert continuous efforts to innovate new products or develop their existing products, with 
the aim of increasing their premiums. On the other hand, Egypt is witnessing a remarkable development 
and growth in its startup and entrepreneurship ecosystem, influenced by a clear support from both the gov
ernment, inline with its Egypt 2030 vision, and the private sector and foreign investors. Despite such devel
opment, the Startup ecosystem is challenged by its inability to provide the adequate benefits needed to re
tain its valuable employees, which threatens its growth and sustainability.For that reason, this paper 
introduces “The Startup Policy”, a blend of Life and Medical policies, tailored for the Egyptian startup eco
system, while taking into account the objectives of the insurance market and the government’s Egypt 2030 
vision.
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1. Introduction

The results of studies confirm that tourism has a 
significant impact on construction, agriculture and 
the production of consumer goods, and is there-
fore analysed as a catalyst for socio-economic de-
velopment and recognised as a priority economic 
activity in many countries. Business structures 
and public institutions are increasingly interested 
in the impact of tourism on economic growth. The 
decisive economic growth of tourism development 
is an important topic of debate in building the 
state, regional development plans and in the plan-
ning of economic development, marketing meas-
ures and the adoption of incentive solutions.

Changes in tourist behaviour are undoubtedly 
some of the key factors changing today’s tourism. 
With increasing emphasis on reducing environ-
mental impacts, there is a return to the debate 
about the impact of tourism and the potential for 
reducing its negative impact. When assessing the 
socio-economic significance of a person, increas-
ingly more quantitative and qualitative indicators 
are being analysed. As the concept of sustainable 
tourism is gaining popularity, technological inno-
vation is a major contributor to its successful im-
plementation, but the behaviour of travellers, tour-

ist awareness confirms that sustainable tourism 
has become a way of thinking. 

The purpose of the article is to identify changes 
and trends of a customer behaviour and its impact 
on the tourism development in the context of sus-
tainable tourism concept. In the research were 
used these scientific methods: induction, compar-
ative analysis and synthesis of partial knowledge.

The paper is organized as follows. The first 
subchapter introduces the assumptions for the 
changes in tourism, the second and the third 
subchapters present changes of the traveller be-
haviour and travel motives, psychographic portrait 
of different tourist segments. The implementation 
of sustainable tourism under conditions of the new 
traveller behaviour is discussed in the last subchap-
ter.

2. Assumptions for the changes in tourism

Changes in business organisation and lifestyle de-
termined by socio-economic development, chang-
ing value orientations of different groups of socie-
ty, as well as structural and qualitative changes in 
the tourism industry resulted in changes in the 
tourist needs, expectations and behavioural pat-
terns. Changes in the tourist psychographic por-
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trait are among the most significant in the recent 
revolution of the tourism industry, with three of 
them mentioned most frequently:
•	 globalisation	has	reduced	restrictions	on	travel	

and increased competition in the tourism sec-
tor. Both the number of tourists and the tourist 
accessibility of new territories are increasing. 
Increasing tourism-driven consumption has 
boosted the influence of the tourism industry 
on other areas of economic activity. 

•	 the	 profile	 of	 tourists	 has	 changed.	 Tourists	
have become more experienced and informed. 
Information and communication technologies 
are fuelling the demand for alternative and 
more sophisticated tourism products. Tourists 
are now more independent and can organise 
their own trips independently.

•	 sustainability	 of	 activities	 is	 a	 prerequisite	 for	
gaining a competitive advantage. Tourism de-
velopment must be based on three main princi-
ples of sustainable development: economic, so-
cial and environmental.
The analysis of the PTO data and the publica-

tions issued by the European Travel Commission 
(UNWTO Tourism Highlights (2016), Tourism 
trends for Europe (2016)) allows to summarise the 
rate of tourism growth over the world and the fac-
tors behind the changes in the global tourism mar-
ket: 
•	 rising	living	standards	and	economic	growth;
•	 rising	fuel	prices;	
•	 manifestations	of	terrorism;	
•	 travel	safety;
•	 growing	concern	for	the	environment;
•	 globalisation,	 enabling	 people	 to	 change	 their	

place of residence to another country;
•	 development	 of	 new	 technologies	 and	 the	 in-

creasing number of people using the Internet;
•	 changes	in	the	volume	of	free	time	and	percep-

tion;
•	 offer	of	cheap	flights.	

The main factors contributing to the develop-
ment of tourism include the amount of free time 
available to individuals, the growth of purchasing 

power, the facilitation of visa regime and other 
travel conditions of political, legal nature as well as 
changes in the communication scheme, favourable 
political relationship between different states.

Improved connectivity and reduced travel costs 
have contributed to the massive boom in tourism, 
where tourists in larger groups (30–50 people) and 
in a relatively short period of time have been able 
to visit incomparably more previously less visited 
destinations in various countries. Visiting Western 
European capitals and other historical sites has 
gained even more popularity. Gradually, all objects 
in the UNESCO World Cultural and historical herit-
age list, resort and recreation areas, various festi-
vals, fairs and sporting events were included in the 
travel supply, with tourist buses becoming the 
main means of travel (accounting for 20 to 50% of 
all tourism trips). With the rapid development of 
air travel and private transport, long-distance and 
rather frustrating bus travel (especially for older 
tourists and families with young children) moreo-
ver, on such a trip, travelling to the visited object 
often accounts for up to half the travel time. Limit-
ing the amount of valuable travel time for a tourist 
makes travel less attractive and this type of travel 
does little to help the tourist in getting to know the 
original cultural heritage, nature, history and archi-
tectural monuments of the country being visited.

Many tourism professionals agree that these 
reasons have influenced changes in the tourism 
business and have led to the emergence of new 
tourism products. Since the end of the 20th centu-
ry, there is a fairly wide debate about qualitative 
changes in the behaviour of tourists. These trans-
formations of behaviour of tourism services con-
sumers encourage the tour operators to adjust 
their business models and service offerings, thus 
remaining competitive and attracting customers. 

3. Changes of the traveller behaviour and 
travel motives

When examining the behaviour of consumers of 
tourism services and its changes, the changes in 
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the motives of the travel are first of all analysed. 
When examining a person’s needs for travel, most 
often it comes to the desire to get familiar with the 
cultural heritage of another country, it’s history, 
nature, take part in festivals, conferences, get good 
quality wellness and other services. The need to 
travel is seen as an objective necessity requiring 
the maintenance and development of vitality of the 
human body and personal development, when the 
private behaviour of each individual is determined 
by certain circumstances. 

Pearce, Lee (2005) and other researchers exam-
ine consumer travel motives based on the Ma-
slow’s theory of needs hierarchy, which states that 
a person has an innate desire to best satisfy his 
needs, and that the hierarchy of needs itself con-
sists of primary level (physiological and security) 
needs and secondary level needs (social, respect 
and self-expression). In further developing the Ma-
slow’s theory of needs hierarchy, many authors 
note that participants from the high-activity tour-
ism market tend to model travel activities focusing 
on personal achievements. By analysing the dy-
namics of dominant travel motives, Pearce (2005), 
called the process “a travel career ladder,” justify-
ing with the research that travellers, accumulating 
their travel experience, strive to meet different 
types of needs, starting with simple relaxation, a 
sense of security while travelling, to participating 
in various prestigious tours, which aim to develop 
excellence, mastery and craftsmanship, satisfying 
special interests, promoting the feeling of inner 
peace, harmony, etc. Pearce and Lee (2005), while 
analysing the links between the level of motivation 
of tourism service users on the basis of a particular 
travel model and their personal travel experience, 
concluded that the cultural differences and the na-
ture of the country of destination are more impor-
tant factors for travellers who already have a “trav-
el career”, while less experienced tourists give 
higher priority to the motivation to go to a trip, e.g. 
for personal development, for nostalgia, for ro-
mance, for networking. It is also noted that mo-
tives such as trying to escape from daily routine, to 

relax, to strengthen mutual relations are equally 
important to all travellers, regardless of their “trav-
el career” experience. 

Well analysing the behaviour of culinary tour-
ism service users in Finland, Tikkanen (2007) 
found that, during travel, tourism service users si-
multaneously seek to meet different hierarchical 
levels of need, and the difference is only captured 
in the physiological and socio-cultural preferences 
of tourism service users. Lower income tourists are 
more focused on meeting their physiological, safe-
ty and social needs during their travels (food shop-
ping in border regions, picnics, interest in food 
conservation conferences, deliveries, etc.), while 
the needs of higher levels are particularly impor-
tant for wealthy tourists (e.g. interest in traditional 
and new culinary trends, regional food characteris-
tics, etc., self-realisation — active participation in 
fairs of various levels, being an expert, etc.).

Mannell and Iso-Ahola (1987) proposed a two-
factor model of tourism motivation, which states 
that a person’s psychological satisfaction in leisure 
time and experience of tourist trips is derived from 
the interaction of two motivational forces — the at-
tempt to escape stress in a routine environment 
and the pursuit of entertainment. Although the au-
thors believe that tourism professionals have been 
analysing the “anatomy” of leisure experiences un-
til then, however, serious research to assess the 
conscious experience of tourism has been lacking. 
In accordance with Mannell and Iso-Ahola (1987), 
it is particularly relevant to find out when and un-
der what conditions motives for travel and tourist 
experience become their leisure-motivated experi-
ence: a person achieves a successful experience, 
where leisure pleasure and cognition complement 
each other.

At the end of the 20th century, the so-called 
complex push / pull model became popular for the 
analysis of tourism motives. Based on this model, 
the “push” factors encourage a person to go on a 
trip (e.g., curiosity, revival of memories, desire to 
improve, etc.), meanwhile, the ‘pull’ factors help 
choose a specific country or region one wants to 
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travel to (special historical, architectural and cul-
tural heritage, exceptional landscape, etc.). With 
regard to the above model, it should be noted that 
push factors fulfil the function of a motivator and 
must be strong enough to encourage the person to 
travel. These factors must make it possible to ex-
pect significant potential benefits and at the same 
time offset the travel cost. In this way, this model 
has helped to assess the benefits and potential 
losses of tourist travel.

In accordance with Rudnicki (2010), the forma-
tion of travel motives is influenced by various in-
ternal and external factors. Internal factors include 
a person’s demographic characteristics (age, gen-
der), marital status, education, income, risk-tak-
ing, and aspirations to improve, etc. It is suggested 
to include the social environment in which a per-
son lives, the attitude of the state towards tourism 
development, the level of tourism infrastructure 
and the socio-economic situation in the country, 
seasonal and travel safety factors, and the price of 
a tourist product to external determinants of a per-
son’s decision to travel. As pointed out by S. C. 
Plog (2005), the promotion of a tourist product is 
some of the key external factors that can radically 
change a consumer’s decision on the time, destina-
tion and location of a trip.

4. Psychographic portrait and behavioural 
characteristics of different tourist segments 

The analysis of the motives for the trip has helped 
to build a more detailed psychographic portrait of 
different tourist segments. A psychographic por-
trait of tourist behaviour can also be based on the 
dependence to a specific age group. The results of 
the research of V.A. Kvartalnov (2002) revealed the 
following differences in the travelling psychogra-
phy:
•	 the	needs	of	children	under	the	age	of	7	have	a	

major influence on the choice of place for the 
parent holidays. The level of development of 
the tourist area’s infrastructure (for example, 
children’s playgrounds within the hotel area) 

determines the choice of a specific holiday des-
tination;

•	 pupils	under	18	are	mainly	interested	in	active	
sports and other physical activities, but being fi-
nancially dependent on their parents, the travel 
in groups, choosing the cheapest tourist servic-
es (camps, hiking, hitchhiking). 

•	 young	people	under	25,	who	include	students,	
set higher demands on the environmental 
awareness process, choose active, adventure-
related tourism, and often travel privately. 

•	 The	tourist	group	of	25–35	years	is	dominated	
by young families with minor children, who are 
more likely to choose a quiet holiday with the 
option of satisfying their children’s cognitive 
desires. 

•	 For	 tourists	 aged	 35–50,	 the	 main	 motive	 for	
travel is to get quality rest for their money. In 
this way, the aim is to show that it is extremely 
important for them to exhibit their established 
position in society. People in this age group 
choose active recreation (e.g. cognition trips), 
often travel privately and without children. 

•	 a	 group	 of	 tourists	 who	 have	 crossed	 the	
50-year-old mark is sometimes called the “grey 
waves” by scientists. The main motive for trav-
elling in this age group is quiet recreation, but it 
should be noted that many tourists of this age 
group opt for group travel for safety reasons. 
The elements of the psychographic portrait of 

tourist segments are being replaced not only by the 
changing dominant motives of travel, but also by 
innovations in the tourism business. Innovation 
changes the behaviour of tourism service users. 
New technologies benefit tourism consumers by 
increasing the availability of tourism services, re-
ducing transaction costs, and attracting higher 
quality products to the market. Web browsers rev-
olutionise the behaviour of tourism users, their 
practices in finding information, the decision-mak-
ing process, and feedback to service providers. 

In the modern market, tourists are no longer 
only recipients of information and users of tourism 
services, — they become the creators of informa-
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tion about tourism service providers. New infor-
mation tools are transforming travellers from pas-
sive consumers to proactive consumers (Ratten, 
2010). In today’s marketplace, travellers can access 
information from a variety of sources, but the ex-
cess of information, poorly organised and non-sys-
tematic flow of information on the internet takes a 
lot of time for the preparation to travel when they 
try to gather and assess the information relevant to 
the trip, therefore, the growth of travel information 
is creating demand for the service, assessing the 
reliability, quality and adequacy of the informa-
tion. (Faché, 2000).

The tourism product becomes a “commodity of 
experience”, which is acquired by those who trans-
form their experiences into memories and build on 
them for further decisions. The terms “new tour-
ism” and “new tourist” have emerged as a result of 
innovative tourism practices.

The so-called millennium generation is quite 
pronounced in the population of modern tourism 
segments. Millennial, also known as Generation Y, 
are people born between 1980 and 2000, — it is the 
largest generation on the planet. This group of in-
dividuals is projected to have the highest purchas-
ing power in 2018 (Bazaarvoice, Inc, 2015). This is 
a generation that grew up in the surroundings of 
modern technology, internet and social networks 
and whose characteristics means a reward by par-
ents and education systems for the smallest 
achievements, therefore, they expect rewards from 
everything, seek attention and recognition for eve-
rything they do, their habits and decision-making 
processes are different from those of previous gen-
erations. This generation has been found to be 
much more likely to travel for business (4.7 times 
a year) and leisure (4.2 times a year) than anyone 
else, and distinguished for wanting to gain experi-
ence, know-how, value by saving and earning, by 
learning while travelling. These changes build the 
changes on the market, and lead to transforma-
tions. Generation Y has been found to have less 
money due to higher unemployment than previous 
generations, like generation X did, which changes 

the whole market, fostering the growth in the ser-
vices sector (Bazaarvoice, Inc, 2015). Various au-
thors note the following behavioural changes in 
generation Y:
•	 the	age	of	 the	homeowner	has	 increased	from	

25 to 45, but services based on the sharing 
economy are developing rapidly;

•	 consumers	tend	to	design	and	use	next-genera-
tion services that gain access to products rather 
than acquiring own assets. These people seek 
experience, rather than objects. Higher finan-
cial priority is given to travel than to saving for 
a home or car, or even for debt repayment. 

•	 more	than	half	of	the	US	and	British	generation	
Y representatives in 2016 spent on travel more 
than a year ago. 

•	 the	 total	 cost	 of	 tourism	 is	 growing,	 but	 the	
amount of money spent per trip decreases. 85% 
of the millennial generation compare prices on 
different websites (on ten websites on average) 
before booking a trip to get the best deal possi-
ble. In accordance with Bazaarvoice Inc. (2015), 
39% of young people do not opt for a hotel and 
32% do not choose a trip without familiarising 
with the content generated by other users on-
line.

•	 The	need	for	intermediaries	is	disappearing	as	
75% of respondents in each country prefer to 
create their own itineraries rather than contact 
tour operators. 

•	 53%	of	the	millennial	generation	express	their	
preference for staying in “cool local” areas rath-
er than near popular tourist destinations. 

•	 The	 internet	 and	 social	 networks	 are	 of	 para-
mount importance in choosing the destination. 
Social platforms such as Facebook or Instagram 
play a much larger role in choosing where to 
travel than friends, family or colleagues. 

•	 There	 is	 a	 tendency	 to	 shorten	 the	 journey	
times. 

•	 Increasingly,	business	 travel	 is	combined	with	
leisure. Global Report on Adventure Tourism 
(2014) reveals that 83% of business travellers 
take the opportunity to explore the city they are 
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visiting, and 63% of young people have taken a 
few extra days off to extend their business trip 
to a personal holiday (“bleisure”).

•	 	 The	 millennial	 generation	 values	 things	 that	
appeal to their uniqueness, therefore, seeking 
for authentic experiences, leading to the choic-
es of more exotic, sometimes less developed 
countries where tourism is not developed. 

•	 This	 generation	 is	 less	 interested	 in	 package	
type trips, such as cruises or beach and bar va-
cations favoured by previous generations. 
To summarise the insights presented, it can be 

stated that the consumer has evolved from being a 
rational, thinking of the future to an emotional 
consumer with big needs, dreaming of a “good 
life”. There is a shift from lower-class consumption 
habits to higher-class consumption. Thanks to the 
media, web portals and social networks the con-
sumer is educated, self-sufficient and aware of has 
value. When buying everyday consumer goods, 
the consumer tends to save. On the other hand, 
consumers want to emphasise their social status, 
which is why consumption becomes demonstra-
tive. Thanks to e-commerce, the consumption 
space is expanding from the local market to the 
global. Consumption increases when there is an 
opportunity to purchase goods or services in in-
stalments. Surrounding people make a significant 
influence on consumption. Exchanges between 
countries, cultures and individuals around the 
world intensify and drive the development of glob-
al culture. In terms of the behaviour of tourism 
consumers, it has been found that the “consump-
tion for consumption” has been replaced by the 
philosophy of “consumption for experiencing”. 
The new tourist is described as educated, experi-
enced and with much higher expectations than 
ever before. With the help of technology, he knows 
a lot and is able to adapt to different cultural envi-
ronments. As a result, the number of self-planned 
trips is growing and e-tourism is gaining in popu-
larity. The modern urban people increasingly ap-
preciate nature and the importance of alternative 
tourism is growing. The search for a new environ-

ment and experience associated with signs, sym-
bols and culture becoming the main purpose of 
travelling. It can be stated that today’s tourist is in-
dividual, and it is difficult to classify him in any 
traditional segment. 

A change in the dominant motives of travel ob-
served in the end of the 20th century — beginning 
of a 21st-century adjusted the characteristics of the 
psychographic portrait of the tourist segment. 

At the end of the 20th century, the main mo-
tives of travellers were the desire to escape from 
everyday life, the need to make contact with other 
people, recreation, health promotion, self-realisa-
tion and cognitive motives, the desire to spend 
some time in nature. The above set of travel mo-
tives was divided into three groups: 
•	 sun,	peace,	nature;
•	 communication,	contrast,	comfort;
•	 entertainment,	freedom,	activity.

It is noteworthy that the first group of motives 
has long been dominant. It was also found that the 
needs of travellers over the age group of 40 are 
built by the supply of the most relevant orienta-
tions for the trip offer:
•	 rest	is	more	important	than	activity;
•	 the	depth	of	experience	is	valued	more	than	the	

variety of activities;
•	 noisy	entertainment	is	no	longer	a	priority.	

Travelling has begun to be associated with a 
slightly different quality of life and experience, and 
the tour content started to be linked with a hierar-
chy of values as presented below:
•	 relaxation	from	stress	and	having	a	good	time;
•	 intense	learning	and	enjoyment;
•	 engagement	 in	 joint	activities	with	others	and	

doing something for oneself.
Later on, authenticity and educational context 

became a component of the value of the tourism 
product. Experts in the travel phenomenon have 
noted that mass tourism is no longer sufficient to 
meet the needs of the tourist. V. Gražulis et al. 
(2013) state that tourists have begun to race higher 
requirements on their trips in order to reach low-
visited areas, often difficult to access. A deeper 
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knowledge of the country visited is increasingly, 
(by choosing only two cities or a single region of 
the country) giving up the rapid “browsing” across 
several countries. Tourist products such as culi-
nary, historical, literary, and other similar “roads” 
have become popular in Western European coun-
tries.

By analysing recent changes in the motivation 
pattern of tourist travel, V. Gražulis et al. (2013),  
R. Faracik (2008) and L. Rudnicki (2010) claimed 
that, while developing tourism, it is now very im-
portant to consider the motives behind the desire 
to return “to the source”, visiting hometowns; dis-
covering new places that are still unknown to the 
mass tourist; feeling the pleasure of changing plac-
es; meeting people from other cultures, their cus-
toms, traditions, etc.; experiencing new adven-
tures and to moving away from everyday life, the 
monotony of life; visiting popular entertainment 
areas, getting to know their entertainment culture; 
taking part in hiking, hunting, enjoying the pleas-
ures of water and cycling tourism and otherwise 
having active time. Recent discoveries of archaeo-
logical, historical and cultural heritage, as well as 
trends in the preservation of all of this, are chang-
ing people’s lifestyles at an accelerating pace, fur-
ther boosting the motivation for people to embark 
on tourist trips.

21st century research (Holloway, Taylor, 2006) 
shows that nowadays increasingly more tourists 
from Western countries are giving up on organised 
tours because travel by groups does not guarantee 
the fulfilment of all tourist travel needs. In addi-
tion, there has been an increase in the number of 
tourists who intend to use different tourist prod-
ucts, such as cultural and medical, or even extreme 
ones, in one trip. Such intentions were influenced 
by the tourist’s changing travel motives, which are 
often associated with a person’s view of life and his 
personal interests (often such tourists are distin-
guished by greater individualism, the willingness 
to spend time in an authentic environment). For 
these tourists, the “3 S” (sun, sand, sea) tourist 
product is not enough, they are looking for new 

challenges, sensations and distant regions, which, 
in accordance with R. Faracik (2008), can be inter-
preted as “3 EUR” tourism (entertainment, emo-
tion, self-education).

The modern style of travel is often associated 
with the notion of in-depth deep cognitive tourism. 
Deep cognitive tourism describes a new travel 
model that combines a thematic travel experience 
of an individual, often gained through experiential 
learning, and a thorough knowledge of the area 
visited. This type of tourism is often seen as a ma-
jor contributor to the value of the tourism product 
to the customer and the overall growth of the qual-
ity of service. In addition, deep cognitive tourism 
has a positive impact on regional economies, envi-
ronmental protection, cultural continuity, societal 
advancement and technology applications (Chen 
et. al.., 2009). 

In-depth tourism is described as a solution that 
combines personal life and entertainment. People 
tend to take longer trips, so they can get to know 
the culture, social environment and traditions of 
the area. These travellers expect more than just va-
cations or excursions and are looking for informa-
tion on a specific travel topic they are interested in 
or opportunities to gain useful practical skills and 
learning. Culture and learning are becoming the 
most relevant landmarks for in-depth tourism, the 
main advantage of which is the depth of experi-
ence and knowledge gained. Those who choose to 
go deep in cognitive tourism seek to stay longer in 
a particular region and to study or gain experience 
in a field of interest to them. In order to focus on 
customer segments representing deep-seated tour-
ism, tourism providers need to design and persua-
sively deliver a tourism product that represents 
greater perceived benefit or value to customers 
(Chen et. al., 2009). 

Y. M. Chen, Z. Chen, J. C. Ho, Ch.-Sh.Lee (2009) 
describe in-depth tourism as a relatively new style 
of travel that meets travellers’ need for informa-
tion, communication, knowledge and information, 
positive learning and entertainment experiences 
while driving industry growth and regional eco-
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nomic development. The authors mentioned three 
features of in-depth tourism: greater perceived 
benefit or value to clients; competencies and abili-
ties of resources of regional origin and local tour-
ism services; using new technologies and dissemi-
nating information through innovative services. 
The successful implementation of the concept  
of in-depth tourism requires close cooperation  
between the service provider and the traveller,  
and encourages cooperation between regional au-
thorities and private companies, focusing efforts 
on the successful development of tourism. This 
type of tourism is a holistic solution, combining 
the learning and entertainment experiences of 
travellers.

5. Implementation of sustainable tourism 
under conditions of the new traveller 
behaviour 

The creation of the concept of sustainable tourism 
owes much to the growth of each of these compo-
nents — the growth of tourism, the intentions be-
hind political discourse and the meaning of the 
principles of sustainability — and especially to 
their interaction and their use of the term sustain-
able tourism which adds — or could add — new 
meanings, and the promotion of processes for the 
sustainable development of tourism (Torres-Delga-
do et al., 2012).

Shu-Yuan Pan at all (2018) characterizes sus-
tainable tourism:
•	 as	activity	reducing	the	negative	effects	of	tour-

ism activities on the environment, society and 
economy to achieve ecologically sustainable, 
economically viable, as well as ethically and so-
cially equitable;

•	 as	development	of	tourism	activities	with	a	suit-
able balance between these the dimensions of 
environmental, economic, and sociocultural as-
pects to guarantee its long-term sustainability;

•	 as	a	form	of	tourism	fulfilling	the	needs	of	the	
present tourists and destinations while provid-
ing opportunities to further development in the 

future, as well as maintaining heritage integrity, 
ecological integrity, biological diversity, and life 
support system. 
The shift to a sustainable use of tourism re-

sources and the creation of a suitable balance be-
tween tourism-related interests in the long-term 
perspective makes the development of the tourism 
sector sustainable. The tourism sector is also be-
coming more sustainable, also with the changing 
user demanding unique value at the lowest price, 
the need for tour operators is diminishing, so com-
petition among tourism companies is only increas-
ing. These companies need to adapt to changing 
market conditions and offer next-generation ser-
vices. Innovation is the only way to achieve this. 
Innovation is a tool that can help tourism compa-
nies increase their competitiveness in the market. 
The impact of innovation in the tourism sector can 
be measured through its impact on the economy. 
The main challenge of today’s tourism destinations 
is to find solutions that allow smarter use of re-
sources and improve the quality of life for resi-
dents and tourists through sustainable ways (San-
az Shafiee et al., 2019). 

Various scholars recognise that the involvement 
of local communities is critical in implementing 
the concept of sustainable tourism. One of the neg-
ative aspects of tourism development is the impact 
on the local population, which can even lead to 
crowding-out effects. When a tourism destination 
has not been properly planned and environmental 
management is lacking, tourism development may 
lead to serious problems for locals, such as sewage 
pollution, strained water resources and manage-
ment, and decreased biodiversity. Moreover, tour-
ism development has also changed or harmed res-
idents’ traditional livelihoods (Tsung Hung Lee et 
al., 2019). 

Residents may tolerate these impacts to obtain 
economic benefits in the early stage of tourism de-
velopment, but it’s necessary to plan and manage 
tourism development and provide greater benefits 
to local residents. Moreover, governments create 
tourism policies to regulate tourism development 
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to assure the quality of life and well-being of resi-
dents (Tsung Hung Lee et al., 2019).

In the implementation of the sustainable tour-
ism concept at various tourism destinations is rec-
ommended to develop a creative approach of the 
tourism development. Weng Marc Lim (2016) de-
scribes creativity as a complex activity consisting 
of a special form of problem solving resulting in 
something new and valuable. It is becoming in-
creasingly recognized as an important competency 
for a better future in a modern-day knowledge so-
ciety to the use of knowledge to generate tangible 
and intangible valuable outcomes, which moves 
beyond the conventional interpretations of treat-
ing creativity as a matter of discovery to a form of 
creation. These tools create value for travel and ex-
perience that meets the expectations of today’s 
tourist and enhances the competitiveness of a tour-
ism destination.

6. Conclusions

The most decisive elements of success in the travel 
industry are people, customer management and a 
detailed assessment of the situation. In order to 
achieve synergies between these elements, the im-
plementation of the customer relationship man-
agement concept integrates a sales, marketing and 
service strategy that coordinates all aspects of cus-

tomer exchange to achieve the main aim of 
strengthening relations, providing optimum value 
to the customer. The customer relationship man-
agement model focuses on customers and creates a 
unique value, adapting the service to the custom-
er’s needs, promoting company engagement and 
increasing customer satisfaction and loyalty. The 
result is the perception of customer behaviour, on 
the basis of which companies differentiate and per-
sonalise their products. 

By identifying changes in the tourism market, it 
is noted that modern tourists are much more active 
and self-sufficient, choosing destinations for travel 
according to various criteria, not just remaining 
passive observers in the visited area, but actively 
engaging in active experiential cognition or learn-
ing. Events taking place in the visited area are one 
of the essential incentives to choose one or the oth-
er tourist centre. The growing demand for events 
also led to the emergence of a specific type of tour-
ism — event tourism. By strengthening the tourist 
attraction of the territories, events can also serve as 
the main focal point of a trip as well as a sponsor-
ship element in the marketing action programme 
of the area of interest. The essence of an event mar-
keting in the tourism business is to enable the cus-
tomer to get to know the product through personal 
experience and to guarantee that the experience is 
positive.
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Trends of the customer behaviour in the context of sustainable tourism

ABSTRACT
The paper focuses on the trends of the customer behaviour in the context of the sustainable tourism develop
ment. Changes in business organisation and lifestyle determined by socioeconomic development, changing 
value orientations of different groups of society, as well as structural and qualitative changes in the tourism 
industry resulted in changes in the tourist needs, expectations and behavioural patterns. Changes in the 
tourist psychographic portrait are among the most significant in the recent revolution of the tourism indus
try. Being one of the fastest growing industries, tourism is also being criticized as a climate changes impact
ing industry. The modern style of travel is often associated with responsible or sustainable approach. The 
purpose of the article is to identify changes and trends of a customer behaviour and its impact on the tour
ism development in the context of sustainable tourism concept. In the research were used these scientific 
methods: induction, comparative analysis and synthesis of partial knowledge.
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1. Introduction

Increasing the shareholder’s welfare is one of the 
main goals of a company. Firm value is an indica-
tor to measure a shareholder’s welfare. Samuel 
(2000) explained that firm value is a very impor-
tant concept stakeholdes especially for investors 
because it is an indicator to evaluate the overall 
performance of a company. Nurlela and Islahuddin 
(2008) defined Firm value as market value. When 
stock price increases, shareholders will get more fi-
nancial benefits. Firm value will keep increasing 
when company pays attention to economic, social 
and environmental aspects, and provide investors 
with the information needed in investment deci-
sion making, and give them a perception toward 
the company success rate which is related to the 
stock price.

As an attempt to maximize the firm value, com-
panies have to pay attention to voluntary disclo-
sure in order to reduce the asymmetry of informa-
tion between management and stakeholders, 
provide the investors with valuable information 
needed to take successful investment decisions, 
and reduce agency costs. Previous studies support 

the benefits on environmental, social and govern-
ance (ESG) issues on the firm performance which 
enable a company to present itself as environment 
friendly, but it also gives the company an opportu-
nity to create a competitive advantage (Rajnoha & 
Lesníková, 2016).

The triple bottom line has proven that the single 
bottom line (financial condition only) is not 
enough to make a company sustainable. The finan-
cial condition alone is not enough to represent 
company’s sustainable growth. 

Sustainability and Corporate social responsibil-
ity (CSR) are two closely terms. corporate social 
responsibility referred to the social impact of a 
company while sustainability focuses on the long-
term environmental effect of human activities. 
these terms are now being used interchangeably 
(Wang et al., 2015). One of the first studies to dis-
cuss the concept of Corporate Social Responsibili-
ty (CSR) is Carroll (1979), Which contain four di-
mensions to assess a company’s CSR activities: 
legal, economic, discretionary, and ethical.

To assess the feasibility of merging BSC per-
spectives in sustainability indexes and their impact 
on firm value, the remainder of this paper is struc-
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tured as follows: Section 2, The Literature Review, 
which can be classified into three groups: 2.1 A 
Theoretical background on sustainability and its 
relationship with firm value, 2.2 The literature that 
examined the relationship between BSC and firm 
value, and 2.3 The literature that focused on the 
methods of merging Sustainability with BSC. Sec-
tion 3, The proposed index. Section 4, Conclusion.

2. Literature Review:

The literature review that are related to this study 
can be classified into three groups: 

2.1 A Theoretical background on 
sustainability and its relationship with firm 
value:

Sustainable development means the development 
that meets the needs at the present without com-
promising the future generations ability to meet 
their own needs (Kalender and Vayvay, 2016). The 
relationship between sustainability performance 
and achieving financial results and firm value has 
been examined in many academic researches. 
However, the results of these researches are not 
clear- cut (positive, negative, insignificant, and 
neutral). Some studies have examined the relation-
ship between one dimension of sustainability (So-
cial or Environmental) and the firm value. But 
most studies have examined the relationship be-
tween the three dimensions of sustainability com-
bined — social, environmental and economic — 
and the firm value.

Many studies examined the relationship be-
tween social sustainability and its impact on firm 
value, according to stakeholder theory. Most of 
studies have agreed that social activities disclosure 
has a positive impact on financial performance. It 
also can contribute to enhancing firm value by im-
proving the company’s reputation, generating val-
ue for intangible assets, and enabling it to create a 
competitive advantage in order to attract more dis-
tinctive human capital and expand its customer 

base (Qui et al. 2014; Wagner 2010). Social respon-
sibility is part of sustainability, and it is also an im-
portant stage for the organization to achieve sus-
tainability (Lo 2010). Aerts et al. (2004) found that 
social capital and human capital are the main driv-
ers of firm value. Cormier et al. (2009) also found 
that social disclosures improves the company’s so-
cial reputation, which helps attract and retain good 
employment, by improving their productivity, mo-
rale, and reducing Staff turnover. Sayekti (2015) 
found that CSR positively affects its financial per-
formance as well as profits. However, CSR does not 
affect the firm value directly, but investment in ac-
tivities that contribute to the firm value. This posi-
tive relationship is also supported by Wagner 
(2010); Reverte et al. (2016).

Most of previous studies focused on the direct 
relationship between the CSR and the company 
performance. but Saeidi et al. (2015) found that 
there is an indirect correlation between corporate 
social responsibility and financial performance by 
improving the company’s reputation, increasing 
customer satisfaction, and having a sustainable 
competitive advantage. A survey conducted by 
Booth–Harriss Trust Monitor in 2001 in Sutopoyu-
do (2009) indicates that the majority of consumers 
will leave a product that has a bad image or is re-
ported negative. 

Several studies have focused on studying the 
impact of environmental disclosure on the profita-
bility and firm value. The level of disclosure varies 
according to the firm size and industry (Cho and 
Patten 2007). Most studies have found a positive 
relationship between disclosure of environmental 
activities and the firm value. For example: King 
and Lenox (2001), which provided evidence of the 
positive relationship between environmental and 
economic performance of the company. The same 
results have also been obtained (Al- Tuwaijri et al. 
2004, Clarkson et al. 2008). Cormier and and Mag-
nan (1997) also noted the impact of environmental 
performance information on investor decisions. on 
the other hand, some studies have found negative 
relationship between environmental disclosure 
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and the firm value. Examples of such studies are: 
Brammer and Pavelin (2008) which found a nega-
tive relationship between environmental disclo-
sure and profitability, as confirmed by Aerts et al. 
(2008). Qiu et al. (2014) found that the social activ-
ities disclosure is the primary driver of firm profit-
ability. But that there is no relationship between 
disclosure of environmental activities and profita-
bility, and there is a significant positive correlation 
between disclosure of environmental and social 
activities, share price, market value.

Most of previous studies have examined the re-
lationship between disclosure of sustainability in 
its three dimensions — social, environmental and 
economic — and the firm value in both the indus-
trial and service sectors, whether practical or theo-
retical, for example Yu and Zhao (2015), which 
tried to identify the advantages that can be ob-
tained by the company for excellence in sustaina-
bility practices (Hahn 2006, Wagner 2010, Balkau 
and Sonneman 2010).it is noticed that there are in-
dustries that have been more focused because of 
their significant impact on the environment and 
society, such as Tan et al. (2015) which examined 
the impact of cost sustainability practices on the 
economic performance. Martinz-Conesa et al. 
(2017) presented a model to test the relationship 
between the three dimensions of sustainability,  
innovation performance, and economic perfor-
mance. Orsato et al. (2015) concluded that there is 
no evidence that the company’s ranking in sustain-
ability indicators contributes to the creation of 
market value for them, and there are several mo-
tives to disclose sustainability activities, including: 
easy access to finance, gain a good reputation, cre-
ate a competitive advantage -Sharing knowledge 
about environmental and social activities. Ainy 
and Barakah (2019) found a neutral relationship 
between Sustainability and firm value. Wagner 
(2014) conducted a survey in Holland and Germa-
ny and the results vary according to the country. 
Yu and Zhao (2015) also found that there is a posi-
tive relationship between sustainability perfor-
mance and firm value, this relationship is influ-

enced by the level of investor protection, the level 
of disclosure of sustainability activities, and the 
level of financial transparency. 

Regarding the explanation of the relationship 
between sustainability and firm value, there are 
two theories: The Value- Creation Theory and The 
Value- Destroying Theory. According to the theory 
of value creation, the incorporation of social and 
environmental responsibility into a company’s 
strategies and practices reduces conflicts of inter-
est between stakeholders on issues related to econ-
omy, environment, society and ethics, which con-
tributes to the value creation in the long term. 
Most of previous studies support this theory. The 
results of most previous studies agree with the val-
ue-creation theory, For example, Cho et al. (2013) 
indicates that the firm’s participation in sustaina-
bility activities contributes to reducing the prob-
lem of information asymmetry. Lanis and Richard-
son (2011) explained that socially responsible 
companies are less involved in tax evasion practic-
es and can improve their position in industries 
they belong to in several ways such as: brand im-
provement, improved employee productivity, in-
creased employment, improved efficiency, im-
proved relationship with regulators and society 
And other stakeholders. This enables them to 
maintain their market position at a higher market 
value than non-listed companies. 

On the other hand, The Value- Destroying The-
ory assumes that company focusing on social re-
sponsibility and sustainability activities more than 
focusing on profits may reduce the chances of 
maximizing profits, since participation may over-
invest in sustainability activities that are not in the 
interests of shareholders. Barnea and Rubin (2010) 
argue that managers tend to over-invest in CSR ac-
tivities at the expense of shareholders‘ interests, to 
enhance their personal interests and their reputa-
tion as CSR executives. They can also use social re-
sponsibility activities to manage earnings.
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2.2 A Theoretical background  
on The BSC and its relationship with  
firm value:

To understand value drivers performance meas-
urement systems must be taken into account. mul-
tiple measures provide better information on 
changes in the economy and competition (Banker 
et al, 2000; Bryant et al. 2004). The Balanced Score-
card is a popular used multidimentional perfor-
mance measurement tool. It includes financial and 
non-financial measures in a progressive structural 
way, the following four dimensions: Learning and 
Growth, Internal Processes, Customers, and Finan-
cial. The lowest level of evaluation is after learning 
and growth because of actions and decisions to be 
taken, such as training employees. The financial 
dimension is considered the highest level because 
it is the ultimate outcome of all previous dimen-
sions (Kaplan and Norton, 2001). the BSC provide 
a holistic performance outlook and providing a 
deeper insight into business operations and ways 
of creating value. For the past years, BSC has at-
tracted a lot of interest from both researchers and 
organizations (Hoque, 2014; Farokhi et al (2019) 
During the last two decades, the BSC has been 
used widely in all sectors such as manufacturing 
and services; public and private sector; small and 
large firms. (Basuony, 2014)

There have been many studies that examined 
the relationship between the BSC and firm value, 
however it is noted that some studies focused on 
the impact of implementing the BSC on firm value, 
while others examined the relationship between 
non-financial measures BSC and financial perfor-
mance and the firm value, some of those studies 
are studies applied in industrial companies. while 
the other studies applied in banks and financial in-
stitutions

As for studies that focused on the impact of im-
plementing the BSC on firm value. Some of these 
studies made a comparison between a group of 
companies that implement the BSC and another 
group that doesn’t implement the BSC, for exam-

ple the study of Crabtree and Debusk (2008) who 
made a comparison according to industry, the Mar-
ket Value, the Book to Market Ratio, and the Net 
Total Assets. The study concluded that there is a 
positive relationship between the application of 
the BSC and the returns of the shareholders re-
turns, and that the performance of companies that 
apply the BSC was better than those companies 
that do not apply the BSC.

While De Geuser et al. (2009) focused on the 
contribution of BSC to performance and the way to 
achieve that contribution by analyzing cause and 
effect. The results of the study indicate that the 
Balanced Scorecard has a positive impact on or-
ganizational performance, as it enables the inte-
gration of administrative processes and employee 
empowerment. Wang et al. (2013) also found that 
The BSC impacts positively on the company per-
formance, as it takes into account the financial per-
formance and non-financial performance, as it fo-
cuses on Stakeholders like Customers, employees, 
and creditors. (Braam & Nijssen, 2004) suggests 
BSC use will not automatically improve company 
performance, but the manner of its use matters.

on the other hand, there are many studies that 
focused on the relationship between non-financial 
measures and their impact on financial perfor-
mance and the firm value. R&D is a critical part i 
the BSC. R&D investment refers to develop new 
ideas and turn them into tangible products and or 
new procedures, which helps to the growth of their 
operational activities. So, Some studies focused on 
the effect of R&D and innovation on firm value. For 
example, Das (2019) who found that innovation-
performance motivates firms to be more forward-
thinking and have competitive advantages and 
benefits In the long-term. Ivanov & Avasilcai (2014) 
also provided an analytical framework to measure 
the innovation performance using the BSC. based 
on a cross-sectional analysis of three case studies 
applied on organizations that used the Balanced 
Scorecard to measure the performance of their in-
novation. the study found that innovation has been 
affected by industry and firm size.
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Zwaferink (2019) found that R&D intensity has 
a negative association with firm performance, es-
pecially for high-tech SMEs. this result is concord-
ant with earlier results (Vithessonthi et al., 2016; 
Aggelopoulos et al., 2016; Nunes et al., 2012).

The Customer perspective also has the atten-
tion of many studies. Ittner et al. (1998) examined 
the relationship between customer satisfaction 
and firm value on three levels: the customer level, 
the Business-unit level, and the enterprise level. 
The study found a positive relationship between 
customer satisfaction and future performance. 
(Njoroge et al.) The Customer Relation Manage-
ment system has enabled the organization to come 
up with incentives that increase customer loyalty. 
and knowledge that boosted the growth of the 
firm. Banker et al. (2000) focused on the relation-
ship between customer and employee satisfaction 
and future performance in a hotel group. Bryant et 
al. (2004) found that the BSC includes a series of 
cause-and-effect relationships between dimen-
sions. And the financial performance is the result 
of the performance of the rest of the dimensions. 
Ofurum et al., 2019) the study revealed that learn-
ing and growth perspective, customer perspective 
and internal process perspective affected return on 
assets. Cohen et al. (2008) found a correlation be-
tween non-financial measures. There is a strong re-
lationship between the customers and the internal 
processes more than the relationship between the 
learning and growth and the internal processes, 
while the relationship between the customers and 
the learning and growth is not clear. The study also 
found that the investing in internal activities leads 
to improving financial performance. Using the BSC 
does not affect the company performance, but pay-
ing Attention to BSC aspects by improvement and 
development is what leads to improving the perfor-
mance and the firm value. Banker et al. (2000) in a 
hotel chain They found a relationship between 
customer satisfaction and financial performance, 
product quality, customer satisfaction and market 
share in measuring performance, where non-fi-
nancial measures enable the management of the 

facility to better predict financial performance in 
the long term more than financial measures, as 
well as It helps managers focus on the long-term 
aspects of their business.

In terms of study type, most of the studies in 
this group were field studies that used survey to 
collect data. The rest of the studies were divided 
into a single company case study such as Malina 
and Selto (2002), or a case study of companies be-
longing to one industry such as the There is a 
dearth of applied studies that address the impact 
of BSC standards on the value of the facility. 
(Okoye et al., 2017) investigated the effect of BSC 
on firm value in manufacturing companies in Ni-
geria. based on secondary data were obtained from 
annual reports of companies listed in Nigerian 
Stock Exchange. the study found that firms with 
low internal process perform better and are valued 
higher than those firms with high business pro-
cess. they also found that firm value can be gener-
ated by financial performance, the effective use of 
internal process and Learning and growth activi-
ties, in addition to the customers.the BSC could as-
sist small firm to avoid failure by determining the 
factors that contribute to business failure and en-
hance their attempts to survival (Shadbolt et al., 
2003; Hoque, 2014; Awadallah & Allam, 2015). 
Hoque and James (2000) surveyed Australian 
manufacturing firms found a significantly positive 
relationship between the usage of typical BSC 
measures and superior performance. 

One of the first studies that examined the rela-
tionship between the BSC and firm value in banks 
is Davis & Albright (2004) which, found evidence 
of superior financial performance for bank branch-
es implementing the BSC when compared to non-
BSC implementing branches. (Khaled & Bani-Ah-
mad, 2019) also supported this result. The study 
recommended using the BSC in order to sustain 
customer satisfaction. Al-Mawali et al. (2010) also 
supported these results concluded that the use of 
non-financial measures, especially indicators for 
customers and indicators for products or services. 
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2.3 A Theoretical background on BSC  
and sustainability performance

The company’s ability to continue in the market 
and create competitive advantages (Schrettle et al., 
2014). The BSC rely on intangible assets to create 
competitive advantages for the facility. At the be-
ginning of the industrial revolution, firms were 
achieving competitive advantages by investing in 
financial assets, so traditional performance ap-
praisal systems were sufficient. However, with the 
end of the twentieth century, the proportion of in-
tangible assets increased, and became the primary 
source for achieving a competitive advantage. The 
term “Sustainability Balanced Scorecard (SBSC)” 
is an evolution of the traditional scorecard as it is a 
tool for managing sustainability activities, which 
enables the company to integrate Social, Environ-
mental and economic goals (Figgee et al. 2002).

Previous studies in this group can be classified 
into two sub-groups: (1) Theoretical studies.  
(2) Practical studiesbased on a case study of one or 
more companies in different industries. Some of 
these studies provided models to facilitate the as-
sessment of sustainability performance. some 
studies have replaced the financial dimension with 
the economic dimension, and after work Dimen-
sion stakeholders or the social dimension.

Tsai et al. (2009) proposed a model for measur-
ing the corporate social responsibility; this model 
was divided into eight sections: innovation, train-
ing and education, health and safety, pollution pro-
tection, social participation, relationships with 
customers and suppliers, financial ratios, and cor-
porate governance. 

in term of study type, Several studies have pro-
vided a theoretical framework (Epstein and Wisner 
2001, Figge et al. 2002), where Epstein and Wisner 
provided a framework for measuring social and en-
vironmental performance by using the BSC, and 
concluded that BSC for well-organized and sus-
tainable sustainability performance can help a 
company to achieve its sustainability strategy effi-
ciently. 

There is a lack of studies that examine the rela-
tionship between sustainability, BSC and firm val-
ue. One of the first studies to study this relation-
ship is Elijido-Ten (2011) which aimed to identify-
ing the extent of disclosure of sustainability 
reports, the study assumed that large companies 
belonging to industries affecting the environment 
will be more willing to disclose this information. 
The study found that the company size and indus-
try have a great influences the level of disclosure of 
sustainability activities and BSC. Sands et al. 
(2016) indicated the feasibility of integration be-
tween social, environmental, innovation and the 
BSC perspectives. data were collected through sur-
vey lists. The study concluded that there were pos-
itive correlations, as it found a direct correlation 
between firm value and internal processes, this re-
sult clarifies the feasibility of integrating environ-
mental, social activities and innovation in the in-
ternal processes of the SBSC model in order to 
maximize the firm value.

2.3.3 Shapes of the Balanced Scorecard for 
Sustainable Performance
 The sustainable performance can be measured in 
the BSC model in three ways (Kalender and Vay-
vay, 2016; Butler et al., 2011), which are: 

First: integrating environmental and social as-
pects in the four dimensions of the BSC:

this integration may allow to reduce costs. For 
example, Rabbani et al. (2014) prepared a template 
for the balanced scorecard for sustainable perfor-
mance consisting of five aspects: economic, social, 
environmental, internal processes, learning and 
growth. Dias-Sardinha et al. (2002) suggested that 
sustainable BSC can consist of four perspectives 
such as, sustainability, stakeholders, processes 
and learning.

Second: creating an additional perspective that 
takes into account the environmental and social 
aspects:

This method is considered more acceptable, 
simple, and easy to use. Kaplan and Norton (1996) 
indicated that the BSC users could rename or add a 
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new dimension. Many studies used this way (Kal-
ender and Vayvay, 2016). Wu and Liu (2010) that 
have been criticized that isolating sustainability 
measures in a separate dimension may weaken En-
vironmental initiatives by not explaining the caus-
al links between them and other dimensions, this 
gap may affect the sustainability management of 
the facility. (Butler et al., 2011). Kang et al. (2015) 
used the SBSC concept to assess the importance of 
relationship between CSR and hotels performance. 
by adding CSR perspective to the four traditional 
BSC perspectives. The study found that CSR has a 
significant influence and causal relationship on 
BSC perspectives

Third: Creating a separate environmental or so-
cial scorecard:

According to this way companies can create a 
separate card that includes the business’s strate-
gies for social responsibility and sustainable per-
formance. This method can be applied if the com-
pany does not implement BSC, but wants to 
measure its sustainable performance.

According to the advantages and criticisms of 
each method, the authors believe that adding an 
additional dimension of sustainability is the appro-
priate method in the research is clear to the users 
of the proposed index. Lu et al. (2018) integrated 
qualitative and quantitative information with SBSC 
and applied a case study on three international air-
ports in Taiwan. the study found that the social 
perspective is the most influencing. Sands et al. 
(2016) Found several positive significant associa-
tions between internal process perspective and val-
ue-creating process, the study also provided evi-
dence about direct and indirect associations 
between the SBSC perspectives. First, direct rela-
tionship between learning and growth perspective 
and internal process. Second, direct relationship 
between internal process perspective and custom-
er perspective. Third, direct and indirect relation-
ship between internal process and financial per-
spectives.

3. The Proposed Index:

According to the results of the literature review 
there is a correlation between BSC perspective and 
sustainability performance on firm value. So they 
can be used to develop a sustainability index. that 
rely on the second shape of SBSC without seperat-
ing the sustainability in one perspective, and this 
index will look like the third shape as it will focue 
on the activities that may have effects on sustaina-
bility performance. This index has six main  
dimentions: (1) Economic, (2) Internal process,  
(3) Learning and Growth, (4) Social which include 
stakeholders such as employees and customers, 
(5) Environment, (6) Corporate Governance. 

There are many challenges in developing a sus-
tainability index. For example, the measures that 
can be used to evaluate sustainability perfor-
mance, these measures could be monetary infor-
mation, or amount of used resources, or volume of 
energy, or financial ratios. So, point scale is appro-
priate, each dimention can be classified according 
to the disclosure where the company gets one if it 
disclosed the information and zero if it didn‘t dis-
close the information. and the other quantitative 
information wither numeric or ratios will be divid-
ed according to the performance. so the company 
gets one if its performance is as the same the previ-
ous year, and two if its performance is better than 
the previous year. And there are three extra points 
to the company with the best sustainability perfor-
mance in its industry. Then the lised companies 
can be arranged according to the points they ob-
tained.

4. Conclusion

According to the three previous group of literature, 
Firm value doesn’t rely solely on the financial per-
formance, especially in the long term, so there was 
a need for a multidimensional model for perfor-
mance evaluation, and the BSC is one of the best 
used models in evaluating performance. Attention 
also increased in the concept of sustainable devel-
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opment, which seeks to achieve a balance between 
economic, environmental and social aspects in a 
manner that provides balanced information to 
stakeholders on the performance of the facility. So 
the SBSC appeared to help the company to achieve 
its sustainability goals besides to its main goals.

Most of studies that focused on the relationship 
between Sustainability and firm value was empiri-
cal studies. The common results of these studies 
were that sustainability performance has a positive 
impact on firm value but this effect vary from a di-
mention to another. it was found in many studies 
that social disclosures has a great infeluence on 
firm value, the evironmental performance also has 
a positive effect on firm value especially in compa-
nies that have greater effect on the environment. 
Despite the importance of sustainability disclo-
sure, it is still an optional activity carried out by 
some companies depending on the country regula-
tions. Sustainability performance may have an im-
pact on stakeholders’ decisions.

There are inconsistencies in the results of previ-
ous studies that examined the relationship be-
tween measures of the BSC and returns of shares. 
Most of studies have found a positive relationship 
between the implementation of the Balanced 

Scorecard and the financial performane and firm 
value. While Ittner et al. (1998) that there was no 
relationship between customer satisfaction and 
stock performance. There is also a a series of 
cause-and-effect relationships between dimen-
sions. The financial performance is the result of 
the performance of the rest of the dimensions. 

According to the advantages for both sustaina-
bility performance and the BSC. The SBCS has 
been appeared in order to help the company to 
achieve its sustainability goals. The SBCS can take 
one of three ways: First: integrating environmental 
and social aspects in the four dimensions of the 
BSC, Second: creating an additional perspective 
that takes into account the environmental and so-
cial aspects, Third: Creating a separate environ-
mental or social scorecard. the second way is the 
most used between researchers and practitioners. 
So, the authors used it to develop a propsed sus-
tainability index that can be used in order to ar-
range companies according to their sustainability 
performance. this index has six main dimentions: 
(1) Economic, (2) Internal process, (3) Learning 
and Growth, (4) Social which include stakeholders 
such as employees and customers, (5) Environ-
ment, (6) Corporate Governance.
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The Impact of Merging BSC Perspectives in Sustainability Indexes on Firm Value: A Litera-
ture Review and a Proposed Index

ABSTRACT 
The Purpose of this paper is to review the literature on how BSC and Sustainability performance of a firm af
fect directly and indirectly on its value. In order to assess the feasibility of merging them in a new index that 
could be used to rank listed firms according to their Sustainability performance. So it will provide Social 
benefits, by encouraging companies to improve their sustainability performance, which will positively affect 
competitiveness and reflects to all stakeholders who are part of the society. This paper discusses the differ
ent possible forms of SBSC that can be used to propose a new SBSC index, which could be used to rank firms 
according to their performance in many perspectives (Financial, Learning and growth, Internal Processes, 
Environmental, Social, and Governance). The review showed a positive and significant direct relationship 
between sustainability performance and firm value. Furthermore, this relationship is primary driven by 
sustainability disclosure level, level of investors’ protection. Results also find indirect effects of sustainabili
ty on firm value by improving reputation, market position, and a company competitive advantage. This re
lationship is affected by firm size, profitability, industry. Additionally, BSC implementation is positively as
sociated with firm value, but the BSC perspectives effects on firm value is varying. Most of researchers found 
that internal processes perspective has a positive significant association with value creating processes. This 
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paper makes two important contributions to the literature. First, it tries to take benefit from BSC as a perfor
mance measurement system in evaluating firm Sustainability performance, while it is used to measure firm 
performance internally. Second, this study propose a balanced set of financial and nonfinancial measures 
that represent firm Sustainability performance in long term for all stakeholder whether internal or external.
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