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INTRODUCTION

Social media is no longer simply a tool, and have become a mechanism which has
operations in more and broader action on the Internet and beyond. Just a few years ago,
social media associated humanity with young people’s entertainment for communication.
Currently, Facebook has 1.65 billion Internet users [WWW 1], which statistically shows
that every 4th person on earth is a user of the portal and has an account on it. Today, each
major and valued company promotes itself on social networks, thereby gaining new re-
cipients who could become potential customers in the future. The constant growth of the
popularity of social networking sites created a branch of marketing focused exclusively
on its use — called “social media marketing”. Therefore, numerous companies decide to
employ additional staff or external companies that provide comprehensive support for the
company’s websites. Smart promotion of the company in social media can provide a lot of
benefits, such as improving sales, attracting new customers, gaining knowledge about the
market or promoting the company at a relatively low cost. The term “social media” refers,
in particular, to mobile technologies and online media. Social media, unlike traditional
ones, allow unlimited interaction. A customer is no longer a passive recipient: he may co-
create the media or even create them independently [Kaznowski 2008].

An extremely characteristic feature of social media is the “ability” to reach both a
small and a larger number of recipients because they are available to everyone and are not
limited by the range of the message. All information can be provided right away, accord-
ing to a consumer’s preferences. Social media also create a lot of opportunities for en-
trepreneurs and distributors, who use them mostly to promote their businesses. There are
some varieties of social media. First of all, there are sites such as Facebook (social web-
site), YouTube (content community), GoldenLine (social website) and Wykop.pl (content
website).The basic feature that differentiates these media from conventional media and
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earlier types of communication in the area of their prosperity - the web [Gustowski 2012].
It can be concluded that social media is a form of free exchange of information on vari-
ous topics. The social media are characterized by very high interactivity and they focus
on creating networks of contacts and relationships as well as the proper video, audio and
photo materials to make them available to other users. Therefore, the social media are de-
scribed as means allowing users to create and to use posted photos or content, to interact
with other users and recipients of their entries [Halligan and Shah 2010]. Currently, social
networking sites have functionalities such as user profiles, business cards of private users’
websites, basic (or detailed) data on users, photos, videos and music that users publish,
user-friend lists, user activity boards on which they publish written content, photos and
videos or music [Sadowski 2013]. Social networks are also all types of fan pages, which
are founded by various types of companies and organizations as well as other groups with
a pool of information unavailable to conventional users. Blogs are another type of social
media that are determined by a rather specific arrangement of entries. They are unique
diaries where users present their own opinions and experiences as well as other content
that they want to share publicly with other users. The chronologically ordered perspective
of the blog presents a way of describing events and is a feature that distinguishes it from
other types of websites [WWW 2]. Blogs that are run by companies and on the initiative
of politicians or specialists became extremely popular. There is also a significant increase
in the number of specialist blogs, i.c. travel or culinary. It should be emphasized that
modern blogs are not only those that take the form of text entries but also video blogs
and photoblogs. The basic functionalities and essential elements of blogs, however, are
to create and publish entries, as well as to guarantee the option of commenting under
published entries [Treadway and Smith 2010]. Another type of social media is a micro-
blog, used mainly for marketing and image purposes. Microblogs are usually published
on specific websites and, in addition to the information provided, contain audio, video or
photo recordings. They are available to every registered user. Currently, Twitter is one of
the most popular microblogs. Nowadays, almost every topic is addressed on microblogs,
so entries relate to the current events, e.g. weather, politics, existing websites, interests or
issues related to a healthy lifestyle.

AIM AND METHOD

The main goal of the study is to discuss a phenomenon known as “social media”. The
evolution of social media as well as the use of them by both Polish and foreign companies
were described. The analysis includes the data from following institutions:

— Chamber of Electronic Economy (August 2016),
— [AB Poland Internet Industry Employers’ Association (June 2012).

THE ORIGINS OF SOCIAL MEDIA

Social media has emerged as a result of Internet evolution. The first premise for
their introduction was the creation of a higher-speed Internet connection. These con-
nections made it possible to share larger files, such as movies, photos, and audio. The
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second reason was that social media enabled easy editing and were easy to use. Another
reason is that the Internet was increasingly accessible and the demographic structure of
its users was becoming diverse. In 1978 the CBBS program [WWW 3] was created by
Ward Christensen and appeared on the market. It enabled fast and efficient exchange of
information by computer. This program could be called a predecessor of social forums.
However, Classmates.com is more often listed as the first social networking site. It was
created by Randy Codras in 1995 [WWW 4]. It was similar to the modern nk.pl. The
purpose of its creation was to enable contact between people who made acquaintance
at school, as well as those who wanted to meet new people. According to data, the site
has 40 million users in the United States and Canada [WWW 4]. As another example
it is also worth mentioning the SixDegrees.com portal, which operated in the years
1991-2001 [WWW 5] and had as many as one million users. The program allowed
creating your profile, as well as keep lists of friends. In 1998 a new function was added
— the ability to surf around it. It was the first website that focused on all the features of
such a platform in one place. In 1999, a free blog site was published, which was cre-
ated by Pyra Labs [WWW 6]. The brand was acquired in 2003 by Google and has been
integrated with Picasa later on.

The beginning of the 21st century brought great development of existing websites,
as well as creation of new ones, including LinkedIn, which was founded in December
2002. It specializes mainly in professional and business contacts. Thanks to that, people
no longer have to share business cards. It’s enough that they create their profile on Linke-
dIn and can establish contacts with people they met during their professional careers.
Jeff Weiner was the originator of the solution that thanks to LinkedIn corporations can
find their dream employees via LinkedIn. A year after the creation of LinkedIn, a new
MySpace program began to operate, which allowed you to create your page with the user
description, as well as your photo galleries and music profiles.

The year 2004 brought the creation of the most popular website in the world — Face-
book. Initially, the project was targeted at the high school and college students and was
called TheFacebook, whose main creator was Mark Zuckerberg. Polish language version
of this platform started operating in May 2009. At present, many websites allow users to
connect via Facebook by using their login details for new accounts created there. At the
beginning of 2005, YouTube [WWW 3] was founded. It allowed users to share videos
with other people through the web. A year later, Tumblr was created — a microblogging
platform that allows you to observe other users’ pages. In the same year, Twitter went on-
line, which is equally popular today as it was back then. This site allows you to send short
messages, so-called Tweets containing up to 140 characters. The founders of this portal
were Jack Dorsey, Ev Williams, and Biz Stone. Instagram was another very important
player that appeared on the social media market. In 2012, Facebook bought Instagram
for around 1 billion USD. In mid-2011, Google+ began functioning. It was to collect in-
formation resources and make them available to the public. This program has not gained
much popularity and sympathy from Internet users. In the same year, the Snapchat ap-
plication was created, which became a revolution in social media. It is an application that
allows the user to send short videos as well as photos that would self-destruct after a short
period and, more recently, to archive them. Snapchat is currently the fastest-growing ap-
plication.

Annals of Marketing Management & Economics Vol. 5, No 1-2, 2019



8 E. Bak-Filipek

COMPANIES IN SOCIAL MEDIA

Nowadays, social media play a significant role in the use of Internet in the field of
marketing communication. Entries, posts, and photos that are added by people responsi-
ble for maintaining company accounts in social media very often determine the image of
the organization. They also often allow earning more revenue. Four main categories of
social networking services should be distinguished: horizontal — allowing creating your
profile and communicating with other users, vertical, which brings people with similar
interests together, local — unifying people from the same area, and professional — focus-
ing on maintaining business contacts and serving for professional purposes. Social media
provide the companies with a range of different applications than just publishing content.
There are such functions as [Rak 2012]: inviting people to organized events, providing
exclusive materials to users, inviting fans to tag on the photos inserted by the company,
organizing various types of external competitions, using advertisement on a social web-
site, or using promotional coupons and integration with other channels or services. Social
networking sites such as Facebook, Instagram, Twitter, and Pinterest are the most popular
in Poland. The average number of users of individual platforms in Poland ranges from
several million, e.g. Facebook, to several hundred thousand, e.g. Twitter, Instagram or
Pinterest [WWW 71].

An interesting example of the use of social media is Facebook. It allows a user to
instantly and massively share information. Its range can be compared to the impact of
television [Trzeciak 2015]. It is worth noting that the portal, due to the companies using
it, has introduced a special dedicated type of accounts, the so-called fan pages. Facebook
gives the companies numerous opportunities. They can, for example, create events to
which they invite fans, create applications with contests, and organize interactive games
or quizzes. Their main task is to encourage fans to actively participate on the site. A big
plus from the company’s perspective is the ability to constantly view statistics, which
allows them to analyse and collect data from fanpages. LinkedIn [Treadway 2010] is
one of the most significant business social networking sites. The portal aims to bring
people of the business world together in one place. The most important information that
is displayed on your accounts is abilities, education and language skills. The main task
of the portal is to promote people and help companies find the right employee and thus
check their qualifications. Only people invited by existing users can join the LinkedIn
community. The YouTube community service, which allows users to share video files,
is of interest to companies and corporations. On this website, companies can publish
information about the company or other advertising films and then can tag them themati-
cally. Promoting the company on YouTube is particularly important because the portal
is visited by 800 million users every month, and as you know, video is one of the best
forms of promoting the company. Website users can comment on movies, share and rate
them. YouTube also allows buying ads appearing on boxes or other videos. Interesting
video materials published by the company are often shared by Internet users. The last
site to pay attention to is Snapchat, which is growing faster and faster. This application
already has over a million users in Poland, and its popularity is constantly growing. What
distinguishes Snapchat from other social networking sites is primarily the transience of its
content. The examples above show how countless functionalities social networking sites
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have though they may seem similar to each other. This allows a user to choose the social
media suitable of him/her and to get the most out of it. Thanks to them, through interest-
ing tools, companies reach a wide audience [Zukowski 2016].

Another important point to discuss is the use of corporate blogs. They can be called
a kind of online journal that looks like a public company journal. The most important
thing in running a blog is publishing content regularly. Blogs are most often used to share
knowledge and promote the company’s image. They provide a tool that allows a user
to achieve many marketing goals through minimal costs, which means that the barriers
to their use are relatively small [Mazurek 2008]. The main attribute of blogs is greater
interaction with the client and useful message interesting for the recipient. Blogs are a
reliable source of information for customers about the services offered by the company.
Next to corporate blogs, some microblogs allow publishing relatively short messages at
a given time for people watching a given profile. Their main advantage in the context of
an application is the dynamic form of communication with the environment in the form
of dialogue.

DEGREE OF SOCIAL MEDIA USE BY COMPANIES

There are many reasons why companies are interested in social media. The most im-
portant advantages include the possibility of obtaining information on consumer opin-
ions, learning about current trends or the direction of development of a given industry or
area. Social media are also a carrier that aims to increase brand awareness. The diverse
functionalities of social media allow various methods of communication between users
of these media, such as the ability to build applications that attract the attention of fans
through games or competitions, which gives the company a great opportunity to win likes
of new and current fans of the portal. The second function which allows learning about
consumers’ opinions is the option to ask questions. Another very important reason for the
presence of companies and corporations in social media is that the mechanisms govern-
ing social media allow them to quickly reach recipients with a specific message. These
options are particularly used by gastronomic companies. Restaurants can inform their
customers about lunch of the day or the current menu. Moreover, a significant reason for
the interest of companies in social media is a low cost of these activities. Huge corpora-
tions or micro entrepreneurs can afford such ventures. Functioning of companies in social
media depends largely on the expectations of Internet users. It cannot be denied that In-
ternet users are becoming more and more demanding when it comes to activities directed
towards them by social media companies. The research conducted by IAB (within 377
respondents) shows that entertaining content or funny photos are not enough to attract the
user’s attention for longer (Fig. 1).

If proves that the social media users like to be surprised and they also expect profiled
communication personalized to their needs. It is worth noting that consumers’ interest in
the activity of brands on these sites is growing (Fig. 2). Consumers are increasingly trust-
ing messages; however, they trust not those placed in traditional media, but information
published by experts and recommended by friends on social media.

Annals of Marketing Management & Economics Vol. 5, No 1-2, 2019
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starting a discussion
organizing contests
entertaining

surprising clients

informing about the offer 60%

enabling purchase 64

informing about news 70%

offering promotions 71%

0% 10% 20% 30% 40% 50% 60% 70% 80%
FIG. 1. Expectations of Internet users from companies operating in social media

Source: IAB Poland [2012].

i don't "like" brands on social media

i "like" brands on social media

S

0% 20% 40% 60% 80%  100%  120%
Magree Msomehow agree Msomewhat disagree M disagree
FIG. 2. Active look at brand profiles (liking brands)

Source: Chamber of Electronic Economy [2016].

As the Figure 3 showed, most of Polish respondents often mention two reasons for
liking brands. The first is the desire to learn what to buy (25%), while the second (23%)
is the desire to receive and be up to date with the news.

Nowadays, it is often said that companies should orientate themselves to customers’
needs [Dussel 2009]. However, the question is whether companies know what customers
are looking for. As the chart above shows, the reasons for sympathy for a given brand are
very different and can be surprising. The Chamber of Electronic Economy report [2016]
also shows that Polish respondents, when asked which brands they would like to follow
on social media, usually list about three. These usually include fashion, cosmetics, and
electronics. For the fashion category, the following names appear most often: Zara, Nike,
Zalando, Adidas, Puma, House, and in the electronics category: LG, Samsung, Nokia,
Philips, Sony, and Apple, while in the cosmetics industry such brands as e.g. Garnier,
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none of the above

because my friends liked it earlier

to let my friends know that I like this
brand

for inspiration

because I was interested in
advertisement of this brand

to have information about dedicated,
unique promotions

to be able to participate in competitions

to get notified about the news 3%

to have a direct contact with a brand

to know what to buy 25%

because the brand does interesting

0,
things, e.g. events, competitions 1%

T

0% 5% 10% 15% 20% 25% 30%

FIG 3. Reasons for liking brands on social media

Source: Chamber of Electronic Economy [2016].

Nivea, Vichy and Golden Rose. Figure 4 shows the categories that are mentioned by Poles
in the context of popular brands in social media. The top three are hobby, electronics, and
fashion. It is worth noting that there were large differences in the preferred categories de-
pending on the gender of the users. Women most often follow categories such as hobbies
or fashion, while men follow electronics, sports and shopping platforms in turn.

People who represent the brand in social media best are celebrities (Fig. 5). Other
significant positions are occupied by clients, employees, bloggers, and experts in a field.
On the other hand, the information presented by people representing companies, e.g. the
President or the Director, have little interest.

Consumers expect inspiration from social media and reliable information about new
products and organized promotions or competitions. The smaller group, in turn, looks
forward to consulting fans to introduce new products. The users attach great importance
to the number of fans of a given brand, which according to them testifies to the quality
of the products or offered services. The platform users also believe that the absence or no
activity of a brand in social media negatively affects its image. Consumer expectations
towards company pages on social media are constantly growing. They also appreciate the
ability to log into the store of a given company by using a social profile. Direct contact
with consumers is a huge advantage for users of social media. They want a direct and
quick response. Expenses as well as the overall presence of companies and corporations
in social media are increasing each year. The size of the company is irrelevant. In turn,
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some barriers are associated with the use of social networking sites, which are often im-
possible to overcome. This includes, among others, hiring an agency or a team, preparing
modernization strategies or reports. It should be emphasized, however, that most compa-
nies have specific funds in their budgets for marketing and image-related activities in so-
cial media. Social media give a lot of opportunities for both small and medium enterprises
that do not have a large budget allocated for this purpose. Small and medium companies
use them primarily for marketing purposes as well as to build a community around the
company. There are services available on the market where creating an account is free,
which gives many opportunities to companies with a limited budget. Small companies in
social media can attract recipients most often through original content as well as through
their creative ideas about, e.g. organizing events or competitions. Large companies and
corporations are dynamically using social media to build relationships with their clients.
It is worth noting that very often the management of such companies is active on Face-
book or Twitter. These activities are usually carried out on a very large scale, targeted at
thousands or even millions of Internet users. Corporations also place great emphasis on
the PR activities in social media.

STARBUCKS IN SOCIAL MEDIA

Starbucks Corporation is the largest cafe chain in the world. It was founded on March
30th, 1971, in Seattle, Washington [WWW 8] by Jerry Baldwin, Zev Siegel, and Gordon
Bowker. As of July 7, 2016, the concern had 24,464 cafes in 72 countries. The first cafe
in Europe was opened in 1998 in London. Starbucks cafes offer mainly various types of
coffee, as well as teas, frozen drinks, desserts, hot chocolate, and bottled drinks. In cafes,
customers can also buy accessories for preparing and serving coffee. In Poland, the first
cafe was established in April 2009, and now there are 54 of them. The Starbucks logo
features a mermaid known from Greek mythology. Starbucks is definitely one of the
best-performing concerns in social media. For example, information indicating that Star-
bucks on Facebook is followed by almost as many people as live in Poland. The second
argument is that the #starbucks hashtag is one of the most popular hashtags entered on
the web. In 2008, the Starbucks Facebook fan page was launched, which currently has
over 36 million fans. Starbucks very willingly uses its profile to inform its clients about
current promotions and competitions. It was one of the first organizations in the world to
use Facebook as a way to inform its clients about current promotions. In its first post of
this type, it announced the possibility of receiving a cake for free when ordering coffee
in the morning. With Facebook, Starbucks enters into a dialogue with its clients, invites
them to have fun and actively participates in discussions under published posts. Active
fans can quickly receive answers to comments or questions. It is also a place used by the
company as an effective way of informing about new products or temporary lack of a
given product in individual cafes. Messages like these, although they are short, are very
important for customers, because they like to be constantly informed about any changes
or new products introduced. This solution also works well when making customer com-
plaints in the form of comments. Then both parties have the opportunity to explain the
situation without problems and quickly apologize for it. Starbucks also allows viewing
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current job offers, a description of individual positions created in a cafe, or an application
for a given workplace. This function seems to be very handy as well as easy to use for
potential employees of the company. The site allows redirecting an interested person to
an email or a company profile on LinkedIn. Besides, to facilitate future employees, it has
a search engine that provides a chance to find a given type of work. Also, Facebook brand
in question has tabs with local fanpages, which makes it easier to find matching fanpages
for users in a given country. What’s more, it is also possible to locate restaurant points
on the map. The number of functions, as well as their advancement, makes the Starbucks
Facebook fanpage one of the best fanpages of this type. Users have the opportunity to get
a lot of information, which is actually at their fingertips.

Furthermore, the corporation builds its range at a low cost, thanks to its customers
who contribute to social media content, especially on Instagram. Users love to share
photos with a coffee from Starbucks. Uploaded photos have hashtag #starbucks, which is
why it is one of the most popular ones on the web. Currently, Starbucks has 14.1 million
followers on this site. The first interesting function that the company added on its profile
is the like2buy button. It allows after clicking on a given photo to transfer the user straight
to the company’s e-store, where it is possible to read the description of the product or to
see its price. The company’s operation on Instagram can be assessed as very effective
because it is evidenced by the number of followers alone. Photos published on the fan
page are thought out in every detail, which creates a uniformly coherent whole of the
content transmitted on the website. These are no accidental pictures found on the Inter-
net, but processed photographs with a well-thought-out message. Similarly to Facebook,
Instagram competitions require using the hashtag assigned by Starbucks or have a profile
designation, which allows them to perfectly build reach and promotions among friends of
competition participants.

Starbucks brand profile existed on Twitter since almost the very beginning the site
(2006). 1t is observed by almost 12 million potential clients of the company. The com-
pany does not have a single profile. One of the more popular is Frappuccino, which is the
flagship product of the brand. Similarly to Facebook or Instagram, the company focuses
on enabling activity for people watching the profile through participation in competitions
and numerous interesting challenges. Nevertheless, the company promotes its image on
LinkedIn and less on Snapchat. When it comes to the company’s profile on LinkedIn, it
mainly aims to present current job offers as well as show new and current employees of
the company and describe their job positions. On the other hand, on Snapchat, short vid-
eos from the life of the organization and read current information can be watched.

RESERVED IN SOCIAL MEDIA

Another interesting example of using social media is Polish clothing company called
Reserved. This organization was founded by Marek Piechocki and Jerzy Lubieniec
[WWW 9]. Its headquarters are in Gdansk, Poland. The brand offers clothing for women,
men and children. The first Reserved store was established in 1998 [WWW 10], while
nowadays the brand can be found in most large shopping centres. The company is run
by LPP S.A. and it was under this name that the first company stores operated, which
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in the future were replaced by the Reserved stores. Currently, LPP has as many as 146
Reserved stores in Poland with a total area of 102,000 square meters. Moreover, there are
97 stores localized abroad. Products that the company has in its offer are relatively low-
priced because they belong to the so-called “chain stores”, which means that short-term
collections predominate in it. The company logo has only been slightly modified over
the years. Currently, it is a logotype with the brand name in a font with widely spaced
letters. The company very often supports young designers and discovers new talents, as
well as releases limited collections in cooperation with already known designers such as
Paprocki and Brzozowski.

Reserved’s marketing department entrusted the service of company profiles in the so-
cial media of an external agency. This cooperation is, among others, aimed at developing
and implementing communication strategies in social media, as well as maintaining the
brand’s profile on Facebook and Pinterest. The agency has created an efficient and quick-
ly responsive monitoring system for the brand and has built tools to shorten the response
time of potential customers. The website on which the company promotes its image is
Facebook [Krawiec and Wyrwisz 2013]. Currently, Reserved profile has almost 2.5 mil-
lion likes. Reserved Facebook fanpage is well-developed and leaves many possibilities
for its recipients. As most companies with their Facebook fanpage organize competitions,
Reserved also doesn’t forget about it. Competitions are usually conducted on a timeline,
and the most common criterion when it comes to meeting the competition expectations
is adding the company hashtag given earlier or liking the brand page. The competitions
offered by Reserved are usually very encouraging and engage a large number of potential
brand customers through interesting prizes.

Similarly, Instagram is primarily used to show the company’s current collection,
stylizations, and inspiration. The company’s website is followed by 151,000 fans. The
dynamic functioning of the brand on Instagram is certainly helped by the fact that it is a
clothing brand and its promotions can be conducted by publishing photos straight from
the back of photo sessions, where their products are shown. Competitions organized by
the company often involve participants in independent photo sessions with products of
this brand. Below photos of specific brand products, a customer can also find links to the
product, which is very useful for people who decide to buy it.

The company uses each of these media in many ways, not limiting itself to publishing
only assortment photos. Reserved created its hashtag #reservedband, which allowed the
brand to become more visible on Instagram and to achieve better promotional activities,
which would provide positive results in the future in the form of more followers. The
company also runs its YouTube channel, where mainly company ads are published, as
well as videos related to the current collection.

CONCLUSIONS

To sum up, the use of social media by companies and corporations significantly af-
fects their position and competitiveness on the market. The huge range of tools available
through social media allows the entrepreneurs to achieve numerous goals. They are both
an effective and innovative communication tools that can visibly increase the sales of
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offered products by the opportunity to engage customers in co-creating the company’s
offer. It is also worth noting that companies usually use different social media at the same
time, which allows mutual promotion, e.g. by placing links referring Internet users to the
company’s website. Social media quickly attracted hundreds of millions of Internet users,
which could not escape marketing and sales specialists. People are increasingly using
social media. This is mainly due to the desire to be in constant contact with a family and
friends, as well as to be up to date with the market news. Companies and corporations no-
ticed this interest and growing popularity of social media and decided to be closer to their
customers, which is why they began to use websites. Companies use many media without
limiting themselves to only one of them. Their presence on social media is primarily
caused by the desire to be closer to their customers and stand out from the competition,
as well as the relatively low costs associated with conducting this type of marketing. As
the examples show, the organization’s activities in social media can bring many benefits,
such as creating a positive image of the brand, increasing the interest of potential custom-
ers, as well as increasing the number of positive feedback about the company on the web.
The examples of the use of social media by two companies presented in the study show
how many opportunities individual social networking sites provide and to what extent
these companies cope with their use. Based on the analysis of the activities of these com-
panies, it can be seen that they are diverse in both scale and scope. Nevertheless, smart
use of media can bring a lot of profit.
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Summary. The study deals with a new phenomenon, which is social media, which radically
changed communication, image creation as well as company promotions. The study dis-
cusses the evolution of social media and focuses on such media as blogs, social networking
sites and microblogs. The significance of the social media in using them by both Polish and
foreign companies was presented. the use of social media by companies and corporations
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significantly affects their position and competitiveness on the market. The huge range of
tools available through social media allows the entrepreneurs to achieve numerous goals.
They are both an effective and innovative communication tools that can visibly increase the
sales of offered products by the opportunity to engage customers in co-creating the compa-
ny’s offer. It is also worth noting that companies usually use different social media at the
same time, which allows mutual promotion, e.g. by placing links referring Internet users to
the company’s website.
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INTRODUCTION

Outsourcing has become an important management strategy that companies have been
applying extensively in recent years. Logistics activities have an important place among
the activities that firms tend to outsource due to the high initial investment costs and the
need for specific expertise.

Logistics outsourcing enables companies to make significant gains, particularly in
focusing on core competencies, providing significant cost savings, and financial and op-
erational flexibility. However, in addition to these gains, it is possible that companies
will face various risks ranging from the loss of basic competence to privacy and security
problems as a result of the inefficiencies in outsourcing company selection and process
management.

The average losses in the fresh fruit and vegetable sector, which has an annual trans-
action volume of 100 billion TL, are around 25 billion TL [WWW 1]. While total loss
rates in the sector are around 10 to 30%, these losses can be much higher in some product
groups, such as 50% or even 60%. Losses occur during harvest (4—12%), transportation
(2-8%), market preparation (5-15%), storage (3—10%) and consumption (1-5%) stages
[WWW 3].

It is possible to list the main factors effective in product losses as follows [WWW 2]:
— inadequate harvesting techniques and methods,

— insufficient handling and collection containers,

— unskilled labor,

— lack of due diligence to the various processes and activities on the supply chain, such
as handling, transportation, distribution, classification and packaging,

insufficient cold chain facilities.
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The management of logistics activities is much more difficult especially in companies
with international market focus due to the rapid deterioration of the fresh vegetable and
fruit products and their hypersensitivity to environmental conditions [Abak et al. 2010].
Speed and time factors come to the forefront and it becomes difficult to realize the lo-
gistics process or activities with the internal resources at the appropriate quality and cost
level. Along the value chain from manufacturer to final consumer, the fulfillment of logis-
tics processes and activities by specialist companies in this field is particularly important
in reducing product quality and quantity losses [Pezikoglu et al. 2014]. In this context,
the aim of the study is to reveal the perspectives of the companies operating in the fresh
vegetable and fruits sector regarding the logistics outsourcing process on the axis of ben-
efit and risk. At the same time, the criteria which are effective in the selection of service
providers of these firms have been tried to be determined.

The findings of the study show that logistics outsourcing has a long history in the
fresh vegetable and fruits sector. However, it is seen that logistics outsourcing is handled
mostly at operational and tactical level and it is remarkable that a strategic outsourcing is
quite limited. This situation leads to lower than expected benefits and gains of companies
from logistics outsourcing process.

AIM AND METHOD

In this study, logistics outsourcing practices in fresh vegetable and fruits sector are
discussed. Firms evaluations about the logistics outsourcing process and the service pro-
viders they work with have been tried to be revealed through the survey data. Analytical
Hierarchy Process (AHP) method was used to determine the criteria that are effective
in the selection of service providers, which are considered to be directly effective in the
logistics outsourcing process and emphasized in a significant part of the studies in the
relevant literature.

THE CONCEPT AND DEVELOPMENT OF OUTSOURCING

Outsourcing is defined as the transfer of management and executive responsibility for
certain routine business activities to an independent company under a written contract
[Greaver 1999, Varadarajan 2009]. According to Zhu et al. [2001], outsourcing is the re-
sponsibility of the execution and management of a business is taken from the employees
of the company and given to the employees outside the company.

According to Bajec and Jacomin [2010], outsourcing is a strategic “build or buy” de-
cision based on the choice of one of the alternatives to produce or outsource a particular
product or service. According to Bolumole [2001], outsourcing is a necessity rather than
a matter of choice for firms, resulting from lack of capacity and skills within the firm. As
a matter of fact, at the present stage, companies have long gone through the process of
whether or not to outsource, and which business processes or activities will be outsourced
while keeping the activities inside [Jennings 1996].
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Ozbay [2004] and Giingdr [2007] define outsourcing as the process of transferring some
or all of the supporting or complementary business activities outside the core competence
area of the company to a specialist independent company in this area. There are also broader
and more comprehensive definitions that address the concept in the form of a managerial
transformation process. In these definitions, it is emphasized that outsourcing is essentially
a managerial argument developed by companies in dealing with the devastating effects of
the global crises that became more apparent after 1980, especially with the rigid competi-
tive environment and intense changes brought about by globalization [Giil 2005]. When
the definitions in the literature are examined, it is possible to list the prominent features of
outsourcing as follows: to be directed towards supportive or complementary processes or
activities that do not fall within the core competence area of the company, the existence of
a written agreement between the parties, it is a necessity or management strategy due to
inadequacies or inefficiencies in the internal resources of the company.

Outsourcing is a highly popular concept in recent years, especially in business and
management literature. There is also a growing interest in the outsourcing strategy in
terms of implementation in the post-globalization period. However, the outsourcing is not
a new concept but has a very long history dating back to before the Industrial Revolution.
Before the Industrial Revolution and during this period, it assumed a function of guiding
economic decision units in contract-based business relations [Zelenika et al. 2008]. With
the rapid increase of successful implementation examples and becoming more known,
a large number of companies from almost every field are turning to this strategy and mak-
ing significant gains through strategic partnership relationships.

Outsourcing was initially seen as an alternative to overcoming the financial con-
straints of firms. In the following period, with the recognition of significant cost savings
of outsourcing by firm managers, it has had a wide range of practices from supporting
business activities to basic business functions such as accounting, finance, marketing and
even management [Orhan 2003].

The first example of outsourcing practices is recognized as the decision of Kodak to
outsource its information technology activities for 10 years in 1989 [Linder et al. 2002].
In Turkey, the first examples of the outsourcing practice have been seen in the military.
The process that started with the external provision of food and transportation services
of the military quickly spread among numerous public and private institutions and or-
ganizations [Keskin 2009]. At the present stage, it is observed that outsourcing is heavily
applied in the main business functions such as management, marketing, accounting and
production as well as supporting business activities such as security, cleaning and food.

Zelenika et al. [2008] examined the historical development process of outsourcing
practices in three periods from the 1980s, 1990s and 2000s to the present. According to
the authors, outsourcing practices were more tactically handled in the 1980s. During this
period, companies turned to this alternative for mainly supportive business activities such
as cleaning, security and accounting. By the 1990s, outsourcing had begun to be consid-
ered strategically, and it was observed that outsourcing had been heavily consulted for its
core business functions as well as supporting business activities. In the 1980s, the main
motivational sources for companies to turn to outsourcing practices were shaped more
around the idea of providing cost savings; by the 1990s, the other gains of the process
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were taken into account by the firm managers. With the 2000s, companies have started
to develop relations based on mutual win-win approach on the basis of strategic partner-
ship by leaving traditional supplier customer firm relations. In the period from past to the
present, outsourcing practices have developed mainly as a management strategy that is at
the center of the restructuring processes of the firms.

FACTORS LEADING COMPANIES TO OUTSOURCING

The essence of outsourcing practices is the idea of focusing on core competencies.
The core competencies were first defined by Prahalad and Hamel in 1990. In this defini-
tion, basic competencies are expressed as knowledge that enables companies to coordi-
nate various production skills and technologies.

Alexander and Young [1996] listed the characteristics of the key competences as fol-
lows:

— being realized with company resources for a long time,

— being directly effective and critical on company performance,

— to provide competitive advantage to the company and to make it possible to continue
these advantages in the future,

— to support the growth, innovation and restructuring processes of the firm.

The core competencies consist of a limited number of strategic business processes or
activities that provide value to the firm. Because of their direct impact on company suc-
cess and competitive superiority, there is a general prerequisite for carrying out business
processes or activities within the core competencies [Bailey et al. 2002]. However, the
prevailing opinion in the literature on the same reason is that the supporting and comple-
mentary business processes or activities constitute the ideal business area for outsourcing
applications. With the adoption of the outsourcing strategy in these areas outside the core
competency areas of the company, the cost burden and the risk of failure are eliminated
due to the investment in a different and unfamiliar area [Quinn and Hilmer 1994].

Another of the main motivational sources that leads companies to outsourcing is the
idea of providing cost savings [Bolumole 2001]. As a matter of fact, the idea of provid-
ing cost savings constitutes the main outlet of outsourcing applications [Orhan 2003] on
the one hand, companies from the 1990s to the present have adopted this strategy inten-
sively and are the main factors in the rapid spread of outsourcing among both private and
public sectors [Zelenika et al. 2008]. That being said; managing the outsourcing process
through a limited cost-oriented perspective is a serious obstacle to the realization of firm
expectations for the process. Because outsourcing is an important management strategy
for companies that cannot be handled with a cost-oriented perspective or at a tactical level
[Yirik et al. 2014].

It is very likely that firms will encounter a general cost increase in the early stages
of the outsourcing process [Wilding and Juriado 2004]. Due to the transfer of various
business functions within the firm to external sources and some organizational changes
in this process, some firms may encounter significant cost increases especially during the
transition period [Barthelemy 2003]. This situation constitutes a serious obstacle for the
companies to realize their expectations and targets regarding the outsourcing process and
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may cause the companies with cost-oriented control and evaluation systems to terminate
the outsourcing process while they are still in transition.

According to Zhu et al. [2001], outsourcing is essentially the responsibility of fulfill-
ing certain business processes and activities from the company’s employees and giving
them to non-company employees. Acting in this way, the company provides significant
cost savings due to the decrease in the number of employees, but it can also open doors
to a number of important problems such as reduced employee motivation, loss of loyalty
and confidence in the company.

Another factor that has influenced firms to move towards outsourcing strategy is their
desire to increase their financial and operational flexibility. Outsourcing becomes an impor-
tant business strategy for companies who want to adapt rapidly to changes in the business
environment and to change their products or services, production processes and organiza-
tional structures in line with the developments observed in the market and demand structure.
At the same time, outsourcing makes it possible for firms to achieve more flexible working
conditions by reducing their investment burden significantly [Gor¢iin 2013].

Rapid and continuous changes in global markets can become an important obstacle for
firms to establish and sustain their competitive advantage. Lee and Cavusgil [2006] state
that only in-company resources cannot be sufficient for the maintenance of competitive
advantages and draw attention to the importance of strategic partnership relations. At the
present stage, the success of the company is not only related to the internal resources, skills
and competencies, but rather parallel to the power of the inter-firm relations network.

Hancox and Hackney [2000] state that the most important factors that influence the
outsourcing strategy of the firms are the synergy effect that will be formed through the
opportunity to work with the best suppliers in the field both nationally and internation-
ally. Turan [2011], on the other hand, associates outsourcing with firms’ search for new
markets. As the markets of developed countries are getting closer to saturation and it is
becoming increasingly difficult to operate in these markets, companies focus on alterna-
tive market searches and many companies turn to outsourcing strategy in this search.

When the production processes of the firms are examined, it is seen that some parts
and subsystems, which constitute an important part of the final product and which have
a direct effect on the customer satisfaction and quality perception of the product, are pro-
vided from external sources while some parts and systems which are not directly related
to the competitive advantages of the company are persistently produced in the company.

In this case, the decisions of the middle and upper management which do not show
consistency with the company’s mission, vision and targets are effective. In part, it is pos-
sible to say that the traditional management approach and the desire to maintain control
are decisive. Essentially, the effort to keep certain processes or business activities within
the firm that are not directly related to the core competence area of the firm leads the firm
to use its limited resources in areas where it is less efficient. This leads to low quality pro-
duction at a higher cost level and may have negative repercussions on the firm’s market
performance over time. However, it should not be underestimated that outsourcing also
involves certain risks, such as over-reliance on the supplier or service provider. Because,
a possible strike, financial problem or decision to stop production in service provider
companies may lead to serious problems of the customer company, which may lead to
disruptions and long-term interruptions in the production process [Egin 2009].
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Other factors that are effective in applying the outsourcing of the company managers
are predominantly the lack of internal resources. Nevertheless, the aim of effectively cop-
ing with the continuous and rapid changes occurring in the business environment has an
important role in the companies choosing the outsourcing strategy. Qureshi et al. [2007]
list these factors as follows: increase in the need for information technologies, continuous
changes in the market and business environment, globalization, increase in production
based on mass privatization, monitoring of product expansion strategy and efforts to pro-
vide control over operating costs.

RISKS FACED BY FIRMS IN OUTSOURCING PROCESS

When the relevant literature is examined, it is seen that the numerous benefits pro-
vided by outsourcing to companies are mentioned. With outsourcing, companies focus
on their core competencies and can achieve significant cost savings. At the same time,
financial and operational flexibility, increases in quality and performance, organizational
restructuring and access to new markets constitute other significant gains in the process
[Giil 2005]. However, due to insufficient effectiveness in process management, the men-
tioned benefits can become an important risk factor and this can lead to customer losses,
damage to the company’s reputation, and even the risk of the firm’s existence [Kliem
1999, Barthelemy 2003, Tafti 2005, Jiang and Qureshi 2006]. For all these reasons, it is
vital that the company managers plan the whole process in detail from the decision of
outsourcing to strategic partner selection and exit strategies, and act within this plan as
much as possible.

Throughout the process, it is possible to divide the risks faced by the firms into two
groups, basically open and implicit risks. Some risk elements can be easily foreseen by
company managers and simple risks can be prevented. Risk elements in this group, which
can also be called open risks, generally arise before the contract or in the early stages of
the outsourcing process. Concealed or hidden risks generally arise later in the outsourcing
process after the contractual relationship between the parties has been established. While
it is not possible to identify these risks easily by the company managers, the effects of the
risks in this group on the outsourcing process are more destructive compared to the first
group [Barthelemy 2003, Olger 2006].

Dolgui and Proth [2013] state that these risk factors, which lead to the failure of the
outsourcing process, are usually caused by incompatibilities between theory and practice.
According to the authors, the numerous benefits of the outsourcing process mentioned in
the literature do not find much provision in practice and lead to the involvement of firms
with very unrealistic expectations. The main factors that play a role in the failure of the
outsourcing process are the unrealistic expectations and the lack of attention to process
management.

Egin [2009] points out the importance of a holistic approach adopted throughout the
firm in the successful continuation of the outsourcing process. If the different depart-
ments and departments within the company have different perspectives on outsourcing or
if there are some inconsistencies in the application, it will not be possible to fully meet the
expectations of the company for the process. Such practices, which do not comply with
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company goals and visions, constitute a serious obstacle to the success of the outsourcing
process. According to Barthelemy [2003], strategic partner selection is vital to process
success. Because, if the necessary attention is not paid to the selection of the service
provider, it is inevitable that the customer company will encounter some problems which
are difficult to recover in the future. Once a strategic partnership relationship has been es-
tablished, one of the parties’ attitudes and approaches that are incompatible with business
ethics or ethical principles can have devastating effects on other company reputation.

Although, outsourcing poses significant difficulties for firms due to the numerous
risks and high levels of uncertainty, more and more companies are turning to this strategy.
Increasing competition pressures and intense changes in the business environment make
this strategy a necessity for companies. Firms take different approaches to combating
these risks and uncertainties. While some firms adopt more sophisticated and complex
approaches, some companies propose more detailed contract conditions [Saunders et al.
1997], while others focus on efforts to improve audit and customer relations [Wang and
Regan 2003].

LOGISTICS OUTSOURCING

In recent years, companies have focused heavily on outsourcing strategy in logistics
activities. The increasing need for companies for logistics activities and the goal of opti-
mizing the quality-cost mix play a particularly important role in this case. Logistics sec-
tor has been one of the sectors where companies have applied heavily to outsourcing in
recent years. In this case, the increase in the logistics requirements of the companies and
the willingness to provide these activities with appropriate cost and quality conditions
are effective [Srabotic and Ruzzier 2012]. The observed increase in logistics outsourc-
ing demands of companies has led to a large number of companies from different sectors
entering the sector under the name of third party logistics. Some of the new companies
entering the sector are individual initiatives, while some have gone to the path of partner-
ship with existing transport, storage and information technologies companies. All these
developments have expanded logistics outsourcing in scope and volume, making it one
of the most important sectors [Sink et al. 1996].

Although, logistics activities do not fall within the core competence of most companies,
they are among the most important cost items and therefore have an important position in
the business activities. On the other hand, the high initial investment and infrastructure
costs of logistics activities and the insufficiency of internal resources and capacity make
the transfer of these activities to external resources more attractive for the managers of the
company [Batarliene and Jarasuniene 2017]. For these reasons, company managers prefer
to use limited internal resources in their core competency areas and provide logistics activi-
ties through outsourcing. Increasing demands of firms for logistics outsourcing often lead
to hasty decision-making, resulting in a lack of due diligence. However, logistics outsourc-
ing is a complex process involving numerous risk factors as well as various returns, and it
is essential that decision makers allocate sufficient time and resources. Because logistics
outsourcing decision is a managerial decision that necessitates firm managers to evaluate
internal and external factors together [Selviaridis and Spring 2007].
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It is possible to say that the increasing interest in logistics outsourcing started in the
90s. Up to the present time, logistics outsourcing has made significant progress in both
volume and scope [Srabotic and Ruzzier 2012]. These developments have made the
service provider companies to provide more comprehensive and integrated services and
become part of the structural transformation process observed with the outsourcing of
customer firms [Egin 2009]. On the basis of the intense increase observed in the use of
logistics outsourcing is the rapid technological changes and intense competition pressures
that enterprises are exposed to [Lee and Cavusgil 2006]. In addition, the need for strategic
partnerships in the conduct of supply chain activities has increased as the reduction of
order cycle times and inventory levels is a difficult and specific task that the company
cannot perform alone [Bolumole 2001]. Another important factor is that firms prefer to
stay within the defined operational boundaries within certain criteria where they have
a higher chance of success than investing heavily in different fields that require specific
experience and skills [Sevim et al. 2008].

RESEARCH AND RESULTS

About 16% of the fresh vegetable and fruits trade in Turkey is carried out through An-
talya fresh vegetable and fruit wholesale market. Due to its position and importance in the
fresh fruit and vegetable sector, the research universe consists of brokerage and merchant
enterprises operating in the Antalya Fresh Vegetable and Fruits Wholesaler Market. The
sample was selected by random sampling. 400 companies that were found to be active in
the research period were determined as samples. In the face-to-face surveys conducted
with the owners or managers of the firms, only 270 firms were able to conduct surveys
due to the intensity of their work and their reluctance to participate in the survey. 51 of
the completed questionnaires were not included in the analysis due to inconsistencies and
deficiencies in the answers given to the questions. Therefore, analyzes were conducted on
a total of 219 questionnaires.

Demographic information about the firms and their opinions about the logistics out-
sourcing process were collected by questionnaire method and descriptive statistics were
made with the obtained data. In the second part of the study, the importance levels of
the criteria that are effective in the selection of logistic service provider firms of the
companies operating in fresh vegetables and fruits sector were tried to be determined
by Analytical Hierarchy Process (AHP) Method. Necessary data were collected through
a survey conducted with 9 company managers. The selection criteria in the questionnaire
were determined based on the survey data and related literature.

The first part of the survey is aimed at revealing the general profile of the company
through the demographic information of the company. This section includes questions
about the demographic information of the companies surveyed, such as employee num-
bers, sectoral experience and the number of logistics service provider companies they
work with.

In the second part of the survey, logistics outsourcing process and firms expectations
and evaluations regarding service provider companies and the criteria that they attach more
importance to when choosing a logistics service provider company are determined.

AMME



Logistics outsourcing in fresh vegetable... 27

The firm sizes were classified into micro (1-9 employees) and small enterprises (10—
—49 employees) based on the definition of SME’s (Small and Medium Size Enterprises).
While 53.4% (102) of the companies participating in the research consisted of micro
enterprises; 46.6% (117) of them are small enterprises (Table 1).

It is considered that the number of employees (together with the uninsured employ-
ees) of the companies in the sample is higher as the number of the employees or managers
who say about the number of employees only tells the number of insured employees and
does not want to give detailed information about the number of employees. These atti-
tudes of the firms about the number of employees are among the important limitations of
the study and it is thought that they affect the data quality. However, this constraint can be
observed in other studies conducted in the field of social sciences due to various reasons
such as not wanting to share informal economy and firm information.

A significant portion (23.3%) of the surveyed firms had sectoral experience of 11-15
years, while only 11.9% of them stated that they had 1-5 years of experience. In general,
it is seen that the companies included in the research are experienced firms with a sectoral
background of more than 10 years (71.2%). The sectoral experience of firms and logistics
outsourcing periods have a similar distribution. The logistic outsourcing periods of the
majority of the companies in the sector (58.4%) are over 10 years. From this point of
view, it is possible to say that logistics outsourcing in the fresh vegetables and fruits sec-
tor is not a new strategy but a strategy that has been used for a long time. This may be due
to the insufficiency of internal resources and capacity of the firms or the lack of logistics
activities within the main competence areas.

A significant portion of the surveyed firms (70.8%) stated that they are conducting
their relations with the logistics service provider on a contract basis; 29.2% (64 firms)

TABLE 1. Demographic Information of the Firms

Firm Size [number of employees]

Micro Small
102 | 53.4% 117 | 46.6%
Field of Activity
National International National and International
171 [ 78.1% 17 | 717% 31 | 14.2%
Sectoral Experience [years]
1-5 6-10 11-15 16-20 21-25 26+

26 [ 11.9% | 37 [169% [ 51 [233% [ 45 [205% [ 18 [82% | 42 [192%
Logistics Outsourcing Periods [years]
1-5 6-10 11-15 16-20 21-25 26+
41 [187% | 50 [229% ] 55 [251% | 34 [155% | 17 [78% | 22 | 10%
Number of Logistics Service Provider Companies

1 2-5 6-9 10+
21 | 9.6% 14| 68% 36 | 16.5% 13 | 54%
Logistics Outsourcing Contract
Written contract No written contract
155 70.8% 64 29.2%

Source: the Authors.
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TABLE 2. Benefits of Logistics Outsourcing Process

Mean Standard Deviation
Focus on core competencies 3.74 0.99467
Shortening the order cycle process 3.74 1.21566
Increase in competitiveness 3.73 1.09536
Entering new markets 3.54 1.26770
Reduction of product loss 3.42 1.31942
Increase in customer satisfaction 3.25 1.25743
Ease of working conditions 3.23 1.32914
Cost savings 2.86 1.37456

* 1 — absolutely disagree, 2 — disagree, 3 — undecided, 4 — agree, 5 — strictly agree.
**n =219

Source: the Authors.

stated that they carried out in the framework of mutual trust and bilateral relations without
awritten contract. From this point of view, it is possible to comment that a significant part
of the companies in the sector maintain business relations with a traditional understand-
ing and carry out a partnership agreement with an oral agreement instead of a written
contract text.

TABLE 3. Problems Faced in Logistics Outsourcing Process

Mean Standard Deviation
Cost increase 3.18 1.27914
Unskilled labor 2.94 1.12337
Delay in distribution and delivery 2.93 1.02901
Disruption in supply 2.89 1.06092
Low quality 2.73 1.08599
Increased customer complaints 2.56 0.97660
Failure to comply with the terms of the contract 2.43 1.06614

* 1 — absolutely disagree, 2 — disagree, 3 — undecided, 4 — agree, 5 — strictly agree.

**n =219

Source: the Authors.

According to Table 2, the most important benefits of firms from the logistics outsourc-
ing process are focused on core competencies and increased competitiveness, while order
conversion processes are also shortened. Cost savings have the lowest average. From this
point of view, it is possible to comment that logistics outsourcing in the fresh vegetable
and fruits sector can lead to cost increases. Zelenika et al. [2008], some operational costs
can be reduced with the logistics outsourcing, but when the overall cost levels are consid-
ered, there may be some increase.

The increase in costs may be due to a temporary transition-related situation, as well as
to increase the prices of service providers after the agreement. However, price increases
may also arise from unexpected costs that are caused by some issues that are ignored in
the decision-making process [Barthelemy 2003]. On the other hand, these cost increases
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may result from various issues such as insufficient sectoral expertise levels of service
provider companies or inefficient process management.

When the answers of the companies participating in the research regarding the prob-
lems they face during the logistics outsourcing process are examined, it is seen that the
most common problem is “cost increase. This situation is parallel to the value in Table
2 and the results are consistent. The other problems that firms face most often are seen
as “unskilled labor” and “delay in distribution and delivery”. These problems lead to an
increase in product quality and quantity losses. According to Table 3, the frequency with
which firms encounter problems of “failure to comply with the terms of the contract” and
“increase in customer complaints” is relatively lower.

TABLE 4. Logistics Service Provider Company Evaluations

Mean Standard Deviation
‘We have been working with the same companies for a long time 3.52 1.28273
We ﬁnq the}t the pe‘rformance of the service provider company we 353 124261
work with is sufficient
‘We intend to work with the same companies in the future 4.21 0.58165

* 1 — absolutely disagree, 2 — disagree, 3 — undecided, 4 — agree, 5 — strictly agree.
**pn =219
Source: the Authors.

According to Table 4, it is observed that the answers given to the judgments “we have
been working with the same firms for a long time” and “we find the firms we work with
are sufficient” have taken a close value to the expression 4 — agree. “We intend to work
with the same company in the future”, on average, the responses to the judgment received
a higher value (4.21) than the other two judgments. This may be due to the fact that com-
pany managers priorities bilateral relations more than professional business relations and
the desire to maintain traditional business relations even if the service provider company
does not have sufficient performance levels.

According to Table 5, it is observed that the criteria that firms give the most impor-
tance in selecting service provider firms are “quality”, “sectoral expertise” and “relief of
payment”, while the criteria that have the lowest level of importance is “company reputa-

TABLE 5. Logistics Service Provider Firms Selection Criteria

Mean Standard Deviation
Quality 4.55 0.71081
Sectoral expertise 4.43 0.75314
Relief of payment 4.40 1.08923
Order cycle rate 4.32 1.05714
Bilateral relations 4.30 0.94749
Cost 4.11 1.24256
Firm reputation 3.76 1.14170

* 1 — absolutely disagree, 2 — disagree, 3 — undecided, 4 — agree, 5 — strictly agree.
**p =219

Source: the Authors.
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tion”. The answers given by the company managers regarding the “quality” criteria are
worth close to the expression 5 — absolutely agree while the answers related to the other
criteria are worth close to the expression 4 — agree.

ANALYTICAL HIERARCHY PROCESS

AHP method, developed by Thomas L. Saaty in 1977 is a method for solving multi-
criteria decision problems [Triantaphyllou and Mann 1995, Dagdeviren and Eren 2004,
Yilmaz 2005]. This method allows decision-makers to model multi-criteria problems in
the form of related criteria, sub-criteria and alternatives in a hierarchical structure [Chin
et al. 1999]. The hierarchical structure used in formulating the AHP model makes the rel-
evant criteria and sub-criteria more visible for all units involved in the decision-making
process because it poses the problem systematically and thus improves the decision-mak-
ing process [Tam and Tummala 2001].

In this method, a series of alternatives for solving a particular problem are often com-
pared with a set of contradictory decision criteria [Triantaphyllou and Mann 1995]. It is
also possible to include the experiences and opinions of more than one decision-maker
in the decision-making process [Ecer and Kiigiik 2008]. One of the most important char-
acteristics of AHP is the inclusion of both objective and subjective views and thoughts
in the decision-making process. In other words, it is possible to include subjective judg-
ment, intuition and experiences in the decision process as well as objective thoughts and
opinions in this method [Kuruiiziim and Atsan 2001].

It is possible to list the basic steps used in AHP method as follows [Vaidya and Kumar
2006, Saaty 2008]:

1. Identification of the problem.

2. Determining the target in this direction by considering all the factors affecting the

decision process.

Determination of criteria.

4. Establishing a hierarchical model from the top to the lowest level with the target,
related criteria, sub-criteria and alternatives, respectively.

5. Comparisons of each item (criterion, sub-criterion and alternative) at the relevant
level and calibrating these values using numerical scale. In order to do this, each item
must be compared with each other item in the related column.

6. To make the necessary calculations for determination of maximum Eigen value, con-
sistency index (CI), consistency ratio (CR) and normalized values for each criterion
and alternative.

7. If the eigenvalue, internal consistency index and internal consistency ratio values are
acceptable, the decision is made considering normalized values; if these values are not
output as desired, the process is continued until the desired values are obtained.
When the priority values (D) are examined, it is seen that the criteria of bilateral rela-

tions (7.646), cost (7.631) and quality (7.502) have a relatively higher importance level.

However, the criteria of sectoral expertise (7.150), ease of payment (7.132) and firm

reputation (7.125) have a lower level of importance in the selection of logistic service

providers for companies operating in the fresh vegetables and fruits sector (Table 6).

W
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TABLE 6. Service Provider Selection Criterias

Sectoral | Ease of | Bilateral Firm

expertise | payment | relations Speed wolAxw b

Cost | Quality reputation

Cost 0.074 | 0.105 0.049 0.055 0.079 | 0.064 0.067 |0.071| 0.539 | 7.631

Quality 0.100 | 0.142 0.314 0.331 0.105 0.153 0.2977 10.206 | 1.547 | 7.502

Sectoral | 195 | 0028 | 0063 | 0.068 | 0074 | 0075 | 0107 [0.073| 0.522 | 7.150
expertise
Easeof 11041 0033 | 0072 | 0078 | 0120 | 0087 | 0065 |0.080| 0571 | 7.132
payment
Bilateral 1 3351 0481 | 0302 | 0230 | 0355 | 0365 | 0237 |0329] 2519 | 7.646
relations

Speed 0.237 | 0.188 0.171 0.183 0.198 0.204 0.180 | 0.194| 1.442 | 7.419

Firm . 0.051 | 0.022 0.027 0.055 0.069 0.052 0.046 0.046 | 0.329 | 7.125
reputation

Amax 7.372 TI 0.062 TO | 0.046
Source: the Authors.
CONCLUSIONS

Logistics outsourcing practices in the fresh vegetable and fruits sector have a long his-
tory. However, it is seen that logistics outsourcing is handled mostly at tactical level and
is limited to operational processes and activities. Also, it is noteworthy that firms are far
from a holistic view of logistics outsourcing and a general unity of practice. In the sector,
a random structure is seen as an alternative to internal resource and capacity deficiencies
that arises from seasonal supply and demand fluctuations rather than a planned logistics
outsourcing process.

With the use of logistics outsourcing, the order cycle process is shortened and prod-
uct quality and quantity losses can be controlled. At the same time, the limited resources
of the companies are directed to the core competence where they are more efficient and
effective, thus eliminating the many uncertainty and risk factors that may arise due to
investment in an unknown area. However, due to the limited level of sectoral expertise
of the logistics service providers customer firm expectations cannot be fully met.

The traditional management approach of the firm managers is also important in ensur-
ing that the firm’s expectations for the logistics outsourcing process are not fully met and
that the gains from the process are achieved at relatively lower levels. In the traditional
management approach, bilateral relations between firms are more prominent than busi-
ness interests. The concept of self-sufficiency, another characteristic of this approach,
significantly limits the potential benefits that firms can provide from the process. It will
be possible for the firm managers to benefit from the logistics outsourcing process if they
develop a more professional and holistic perspective by leaving aside the traditional man-
agement approach in process management and service provider selection.

Annals of Marketing Management & Economics Vol. 5, No 1-2, 2019
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Summary. In this study, logistics outsourcing practices in fresh vegetables and fruits sector
are discussed with the customer firm perspective. The benefits of the companies from the
logistics outsourcing process, the problems they face in the process management and the
expectations and evaluations for the process are tried to be put forward with an exploratory
approach. The required data were collected through surveys carried out with companies
operating in the fresh vegetable and fruits sector. The Analytical Hierarchy Process (AHP)
method has also been used to determine the criteria that are effective in selecting the service
provider company, which is considered to be directly effective on the success of the out-
sourcing process. The research findings show that the most important obstacles to maxi-
mizing the benefits of the companies from the process are the lack of a planned structure
for logistics outsourcing and the traditional management understanding of the company
managers. This situation makes the logistics outsourcing process of the companies in the
sector not an effective competitive strategy but rather an alternative to deal with cyclical
fluctuations. For all these reasons, the expectations of the companies for the process are not
fully met and the benefits from the process are realized at more limited levels.
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EFFECTIVENESS AND POSSIBILITIES OF DIGITAL
MARKETING: A CASE STUDY OF BALTIC COUNTRIES
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Vilniaus kolegija — University of Applied Sciences, Lithuania

INTRODUCTION

From last two decades, internet has opened a tremendous digital marketing opportuni-
ty for all businesses around the globe, digitalization made a big impact on both businesses
and customers, over all the business environment has changed due to digitalization. In
a competitive business environment, business tries to reach their customers in the best
possible way and this requires these firms to develop strategies that will create customer
satisfaction, value and loyalty. As for digital marketing, it is an essential tool for any
organization to communicate with their customers easily and quickly, nowadays online
customers are well informed about products and services needed, according to Kotler and
Armstrong [2010]: “Marketing today relies more and more on maintaining the relation-
ships with customers”. Digital marketing is not only productive for big corporations but
also for small and medium-sized companies too, it can be said that digital marketing plays
an important role in marketing strategy. Today, Web 2.0 offers simple and user-friendly
platforms for all in order to improve user experience and allow their activities. The new
trends are set by bigger IT companies, for example, Google, LinkedIn, Facebook and
Amazon [Baltes and Loredana 2016].

According to Chaffey [2011], social media as one of the digital marketing tool in-
volves encouraging customer communications on company’s own website or through
its social presence. Social media is one of the key techniques in digital marketing to
communicate, connect the business with existing and prospective customers. Over the
past decade social media is playing an important role in different aspects of consumer’s
behavior, the internet and its related technologies [Dryer 2010].
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By considering the above stated aspects, this study has objective to explore the effec-
tiveness and possibilities of digital marketing in Baltics countries by analyzing selected
cases of three Baltic countries — Lithuania, Latvia, Estonia.

LITERATURE REVIEW

Digital marketing is an open world for all consumers; traditional marketing chan-
nels are become clutter and ineffective as compare to social media platforms, thus dig-
ital marketing has several advantages over traditional marketing. There are many defi-
nitions of digital marketing. According to Chaffey [2013], digital marketing is the use
of technologies to help marketing activities in order to improve customer knowledge
by matching their needs. According to American marketing associations AMA defini-
tion [WWW 1], digital marketing may be seen as activities, institutions, and processes
facilitated by digital technologies for creating, communicating and delivering value for
customers and other stake-holders. All definitions of digital marketing can be seen in
Table 1.

From the analysis of digital marketing definitions it can be seen, that internet and
online communities have transformed prospective consumers, existing consumers, socie-
ties, and firms with wide spread of easy accessible information, that makes better social
networking and enhanced communication abilities and no doubt this enhancement pro-
vide great importance and financial support for commercial activities.

In last one decade the usage and popularity of social media has grown up, social me-
dia and its massive popularity have revolutionized marketing practices such as advertis-
ing and promotion [Hanna et al. 2011]. It is important to analyze the differences between
traditional and digital marketing, which can be find in Table 2.

After comparison of traditional and digital marketing, it can be stated that there are
many advantages to use digital marketing in organization but the disadvantage of digital
marketing is that if it is not done right, it can easily be lost the reputation of the company.
People may not get a special bond to the companies online. Negative feedback can do
real damage for the online presence of a company. Most importantly, digital marketing
is dependent on technology and errors can be found and a company’s landing page can
break down [Bhargava 2015].

Digital marketing is a very important part of the overall marketing of the company, as
the Internet has become a non-core tool for communicating with customers. For small and
medium business it has become just vital. In order to compete successfully and be visible,
online marketing is essential.

The Baltic Sea region is the leading area in digitalization as Denmark, Sweden and
Finland form the top three followed by Estonia on the 9th place. DESI (Digital Economy
and Society Index) aims to monitor Member States’ actions in the area of digital com-
munication, digital skills online, business digitalization and digital public services. It also
helps EU countries discuss their economic and budgetary plans and monitor progress at
certain times of the year.

The digital economy and society index is becoming more and more digital in the
EU, but progress remains uneven across Member States, although the EU has made
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TABLE 1. Digital marketing and digital advertising definition.

Authors Definition Higlight
Yasmin A., .. L . .
Tasneem S., D%gltal markf:tmg 18 one type of marketing that 1S Type of marketing, which users
widely used in the promotion of products or services .
Fatema K. . use digital channel
[2015] users use digital channels.
Khan F, “Digital marketing is the use of technologies to help
A . Lo . Improve customer knowledge by
Siddiqui K. | marketing activities in order to improve customer matchine their needs
[2019] knowledge by matching their needs [Chaffey 2013].” &

Narkiniemi J.
[2013]

“Digital marketing could be defined as a sub-branch
of traditional marketing that uses digital channels to
achieve the same goal as traditional marketing, which
is, to attract new customers and keep old ones by
promising superior value.”

Digital marketing uses digital
channels to achieve the same goal
as traditional marketing, which is,
to attract new customers and keep
old ones by promising superior
value

Digital advertising is the main topic of marketing

commercial products, brands or services.

Stephen A. T. | literature and, in terms of consumer behavior, is Considers how consumers respond
[2015] considering how consumers respond to various aspects | to various aspects of digital ads
of digital advertising.
Khan F., The concept of_ dlglta.I marketlng stems from lntern@t Digital marketing stems from
Siddiqu: K and search engine ratings sites. The first search engine Internet and search eneine ratines
1201 9(} * | was launched in 1991. With Gopher Network Protocol sites & &
query and search.
Atshava S Digital marketing, as a positive term, means in digital
ya Se technologies. Digital marketing uses all electronic or T .
Rungta S. . . . . Means in digital technologies
[2016] electrical devices or electronic channels media for the
sale or promotion of goods, services or trademarks.
Dlgltql m’ar‘lfetmg is often rgfefred‘to as onhnq . Often referred to as ‘online
Sathya P. marketing’, ‘internet marketing’ or ‘web marketing’. R .,
. . . . marketing’, ‘internet marketing’ or
[2015] The term digital marketing has grown in popularity over | . -
. . . . L, web marketing
time, particularly in certain countries.
Digital marketing is the development of future
Cibro P. A. marketing. Digital channels are addressed by to enable | Company marketing uses digital
[2016] marketing professionals to maintain a permanent, channels
reciprocal personal dialogue with each user.
. ‘Digital advertising’ or ‘digital marketing’ refer to the Refer to the use Of.dlgltal medla to
Unicef use of digital media to promote, communicate or praise | romote, communicate or praise
[2018] & P § p commercial products, brands or

services

Source: the Authors.

TABLE 2. Comparison between traditional and digital marketing

Traditional Marketing

Digital Marketing

Traditional marketing includes print, broadcast,
direct mail, and telephone

Digital marketing includes online advertising, email
marketing, social media, text messaging, affiliate
marketing, search engine optimization, pay per click

Reach out to limited audience

A maximum audience

Mass marketing

Individualized marketing

Results on marketing strategy cannot be easy
measure

Results can be more extensive and easily measured

Time consuming and expensive

Real time and viral

Difficult for small brands to stand out traditional
marketing

More productive for all business irrespective of indus-
try or size

24/7 accessibility is not possible

All around the clock, 365 days available

Source: the Authors.
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particular efforts to improve digital growth. Europe’s development is inadequate and
it is a great challenge to catch up with the world leader. This requires new investments
in the digital economy and society and a rapid implementation of the Digital Single
Market [WWW 3].

As mentioned Eteris [WWW 2] the EU Commissioner for the Digital Economy and
Society stressed that the EU’s Digital strategy is based on the progress made by Member
States in implementing important reforms, such as: The European Electronic Code to
increase investment in better communication. The current DESI-2018 demonstrates the
efforts of EU Member States and the Baltic States to increase digital skills, integrate more
in digital technologies and public administrations.

AIM AND METHOD

The objective of this paper is to investigate the effectiveness and possibilities of digital
marketing in Baltic countries by conducting a case analysis of selected digital marketing
firms. The objective can be achieved through the following set of tasks such as theoretical
aspects of digital marketing analysis, presentation of digital marketing firms in Lithuania,
Latvia and Estonia by conducting case analysis. Further statistical analysis, comparative
empirical analysis, phenomenological, quantitative and qualitative analysis methods are
used for the research presented in this paper.

Case study can be divided by selecting the scale or the size of the case and in ac-
cordance with the purpose of analysis: internal, when the study is unique or unusual
situation or event in order to explain it in detail; instrumental, when examine has a
broader problem, the case here is chosen as illustrating problem; collective — used to
examine the broader issue, choosing several identical or vice versa, completely differ-
ent cases [Savas 2005].

According to Ellet [2007] there are three most important aspects of the examina-
tion of the case: gather information, select the essential events, properly summarize
them. Following those aspects, there had been gathered revenue and employment in-
formation of 9 digital marketing firms in Lithuania, Latvia, Estonia. For the addition-
al analysis of the examples of analysed digital marketing firms regression analysis of
the employment and revenue in the studied digital marketing firms were calculated
and presented.

Based on empirical employment data, regression analysis was done in order to estab-
lish determination coefficient and non-parametric correlation coefficients was calculated
based Kendall’s tau-c. Use of Kendall’s tau-c is justified due to small data sample. Re-
gression analysis is justified since the coefficient is >0.25.

RESEARCH RESULTS

For the case analysis there had been selected Lithuanian, Latvian and Estonian digital
marketing firms publicly available employment data that was analyzed in the context
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of publicly available revenue data. Data about Lithuanian enterprises (“YNOT Media”,
“Adell reklama” (Adell Taivas Ogilvy), “Big Idea LT”) employment and revenue was
taken from Public register of Lithuanian companies, data about Latvian (“Infinitum”,
“Yoursite Group Latvia”, “Mailigen”) and Estonian enterprises (“Blu Mint Digital”,
“Carat Estonia”, “ClickFactory”) was taken from official presentations about companies.
In total for the analysis there had been selected 9 Digital marketing agencies in Baltic
countries, which data can be seen in Table 3.

TABLE 3. Data of Digital marketing firms in Baltic countries

Brand name of Digital marketing agency | Country Nurzn(‘;) le Sr_ozf 0611191[;1 gr};zfis in 2 0?;?;6?;1;??53%51}{]
“YNOT Media” Lithuania 15 5-10 million
“Adell reklama” (Adell Taivas Ogilvy) Lithuania 44 5-10 million

“Big Idea LT” Lithuania 17 1-2 million
“Infinitum” Latvia 1049 2.3 million
“Yoursite Group Latvia” Latvia 2-9 1-3 million
“Mailigen” Latvia 10-49 3 million

“Blu Mint Digital” Estonia 11 2 million

“Carat Estonia” Estonia 9 30 thousand
“ClickFactory” Estonia 9 100 thousand

Source: the Authors based on WWW 4, WWW 5, WWW 6, WWW 7.

For the additional analysis of the examples of analysed Lithuanian digital marketing
firms regression analysis of the employment and revenue in the studied firms are pre-
sented in Figure 1. Regression analysis is justified since the coefficient is >0.25. Regres-
sion analysis results shows that there is no correlation between employment and revenue
in the Lithuanian digital marketing firms. It means that firms revenue does not depend on
the number of employees.

In the second part of analysis, there had been analyzed the data of Latvian digital
marketing firms. Results of analyzed data, which are summarized in Figure 2 demonstrate
that there is a strong positive correlation between employment and revenue in Latvian
digital marketing firms, which means that the more employee enterprise has, the more
revenue it generates.

Final analysis was conducted by analyzing Estonian digital marketing firms. It shows
the strongest evaluation of regression analysis of the employment and revenue in the
studied firms, because regression coefficient is much higher than 0.25 (Fig. 3). It can be
stated, that in Estonian digital marketing firms revenue especially depends on the number
of employees.
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FIG. 1. Regression analysis of digital marketing firms in Lithuania
Source: the Authors.
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FIG. 2. Regression analysis of digital marketing firms in Latvia
Source: the Authors.

After analysis of 9 digital marketing firms in Baltic countries, regression analysis re-
sults showed different equations and significantly different correlation coefficients (R?),
what substantiates different models of employment in digital marketing sector. In selected
Lithuanian digital marketing firms there is no correlation between employment and rev-
enue, but in Latvian and Estonian selected firms there can be defined strong connection
between analyzed metrics.
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FIG. 3. Regression analysis of digital marketing firms in Estonia
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CONCLUSIONS

Effectiveness and possibilities of digital marketing differs across Baltic countries. Eu-
ropean Union encourages the digitalization in all areas and Lithuania, Latvia, Estonia are
trying to emerge as a successful examples of usage of digital marketing. Digital industries
are a priority industries in Europe. In Baltic countries there are a lot of successful digital
marketing firms, which efficiency shows growing contribution to the economy.

This study explored the effectiveness and possibilities of digital marketing in Baltics
States by analyzing selected cases of three Baltic countries — Lithuania, Latvia, Estonia.
After conducting statistical analysis, comparative empirical analysis, phenomenological,
quantitative and qualitative analysis methods, there can be stated that different equa-
tions and significantly different correlation coefficients (R?) appeared in the analysis of
Lithuania, Latvia and Estonia digital marketing firms, what substantiates different models
of employment and revenue in digital marketing sector. If in Lithuanian digital market-
ing firms there is no correlation between revenue and number of employees, in Latvian
and Estonian firms the correlation is extremely strong and for digital marketing firms
effectiveness and possibilities can be reached by increasing the number of employees.
Employee labor seems to be the source of revenue in the Latvian and Estonian digital
marketing firms, based on the results of the analysis.

The provided analysis is sufficient to establish the differences between 9 digital mar-
keting firms in Baltic countries analyzed in this article, although it may also justify gath-
ering of additional data (data on more enterprises) and further correlation analysis in the
future research. Further research with larger data samples may be needed to fully validate
these findings, however the analysis clearly enough demonstrates the differences of rev-
enue, employment Baltic countries.
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Summary. This study has objective to explore the effectiveness and possibilities of digital
marketing in Baltics States by analyzing selected cases of three Baltic countries — Lithua-
nia, Latvia, Estonia. Conducted literature review presents the definition of digital market-
ing, main differences of traditional and digital marketing and the situation of this area in
Baltic countries. For case analysis there had been selected Lithuanian, Latvian and Estonian
digital marketing firms publicly available employment data that was analyzed in the context
of publicly available revenue data. Based on empirical employment data, regression analy-
sis was done in order to establish determination coefficient and non-parametric correlation
coefficients. In Lithuanian digital marketing firms there is no correlation between revenue
and number of employees, in Latvian and Estonian firms the correlation is extremely strong
and for digital marketing firms effectiveness and possibilities can be reached by increasing
the number of employees.
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INTRODUCTION

The influence of philanthropy on promoting university development is becoming in-
creasingly relevant. In order to attract funding, universities must develop fundraising
strategies. The key to these strategies is to be aware of the importance of interaction
between internal and external forces. The traditions of university philanthropy date back
over centuries and it is important to modernize these traditions according to the spirit of
the era and the contemporary needs of universities. Donors must be satisfied and proud of
their donation, while universities need to build a relationship of trust and friendship with
all supporters, be their donation modest or great.

AIM AND METHODS

The goal of the current research is to compare the existing theories of fundraising. The
researchers have put forward three hypotheses: (I) Successful fundraising strategies must
be based on the study of the external and internal environment and the interaction quality
thereof. (II) The portfolio of universities’ needs must be structured, and complemented
by university success stories and descriptions of the use of existing support. (III) Existing
donors must feel permanent but unobtrusive communication of appreciation from univer-
sity leadership and management.

The research would use a qualitative research approach: logical constructive method,
monographic method, method of analysis and synthesis.
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RESEARCH RESULTS

Fundraising strategies of universities should be based on the study of the external
and internal environment and require the mobilization and permanent cooperation of the
external and internal environment. A crucial factor is university leadership’s comprehen-
sion of assuring the quality of fundraising strategy and the need for investment to promote
cooperation with existing and future donors. Universities need to focus on selecting three
areas of support, namely, support for students and researchers in the form of scholar-
ships, support for the quality of the study environment and support for infrastructure
projects. Creating and developing university fundraising traditions is an important part
of the process, so that existing and potential donors are ensured a constant comfort zone,
which ensures the willingness to donate. Spending processes of the donations must be
clear and transparent. Donors should be given the opportunity, as appropriate, to familiar-
ize themselves with documentation and reports confirming the use. Universities’ public
relations and marketing departments need to work with leadership of their universities
and foundations thereof to raise awareness of universities’ achievements in science and
research. Success stories motivate donors to join and multiply these success stories. The
needs of universities must be clearly defined and individuals, as well as businesses should
be given opportunities to support the cause both with small donations, as well as offering
projects for large donations. Although, donations must be selfless and without anticipat-
ing a service in return, communication plays an important role, both before and after
donation. The donation must create satisfaction in its donor, and the universities must
express their gratitude for the donation in unobtrusive manner, which is appropriate to the
donor’s expectation.

DISCUSSION

The need for diversification of philanthropic methods and the importance of philan-
thropy is recognized throughout the world [Hsien 2009]. At present, university funding is
predominantly sourced from government grants, tuition fees, research grants from vari-
ous European Union support programmes. Donation is a very important part of support
for universities, constituting an increase in external revenue streams [Prince and File
1994]. In order to ensure long-term competitiveness and development, universities need
to increase their forms of external financing [Chung-Hoon et al. 2007]. Universities must
develop diverse networks of external funding with a more strategic approach [Chung-
Hoon et al. 2007]. The increase in the importance of philanthropy in higher education has
been studied and confirmed in studies throughout the world, and it is a testimony to the
need for universities to work towards defining their philanthropic goals and objectives
[Johnstone 2004, Jacobs 2007].

Expectancy theory suggests that graduates build their expectations for future events
and therefore their involvement in university activities is based on this condition. Usually,
graduates work on three dimensions:
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1. Valence — the predictable added value of a graduate is directly dependent on univer-
sity volunteer policy;

2. Instrumentality — belief that volunteering will one day create new added value for its
alma mater;

3. Expectancy — Graduate’s self-assessment as to whether she will be capable to suc-
cessfully complete the work she has undertaken [Vroom 1964].

Expectancy theory recommends to take into account that graduates will choose their
type of support, which will seem more appropriate to them and will correspond to the
expected outcome. Researchers point out, for example, that a group of graduates might
want to contribute to lobbying for changes in higher education legislation, while others
could be more focused on collaborating in order to support students in finding a place
in the labour market, mentoring young graduates, or contributing to events: costs and
organizational work [Vroom 1964].

And finally, the motivation of graduates to donate their time will also be determined
by their previous experience in supporting their universities. The investment model states
that motivation and types of graduate volunteering activities depend on the level of sat-
isfaction that is balanced with input and cost in this relationship, provided that gradu-
ates have already invested in university development [Rusbult 1980]. This theory states
that the development of relationship models can only be based on the quality of existing
collaboration with a particular university department or faculty division. For instance,
if graduates who have been athletes have a positive experience with university sports
departments, these graduates are more likely to want to support their universities as vol-
unteers to organize a sporting event. In this case, graduates have specific skills to organize
such events [Rusbult 1980].

An important role in fundraising is played by a fundraising team that only works for
fundraising. The most correct approach is to form such a team, when forced by circum-
stances to raise funds [Hall 1992]. The culture of philanthropy must be developed advis-
edly and gradually, involving more and more full-time employees. Building relationships
is a crucial factor in the fundraising process to ensure that potential and existing donors
are well informed about current projects and prospective needs. That is why fundraising
teams must organize various activities for potential and existing donors [Hall 1992]. First
of all, ambitious goals must be set and, in order to realize them, the following three basic
principles of building relationships must be observed:

— the donor is always the number one person;

— the work must be implemented in such a manner that for each dollar spent on fundrais-
ing, including personnel, administrative and representation costs, at least two dollars
are raised [Hall 1992];

— one must never forget to express gratitude to donors and volunteers, they should al-
ways be made feel that they are important to the CEO personally [Hall 1992]. Existing
and potential donors must be offered projects that outperform existing achievements
[Fransen 2007].

The theoretical part is a combination of three theories of philanthropy. The first is the
“open systems theory for fundraising”, which includes factors that influence successful
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fundraising [ Tempel 2010]. The second of the three theories is a “social exchange theory”
for successful fundraising [Mixer 1993], and the third is “motivation theory for successful
fundraising” [Van Slyke and Brooks 2005].

The open systems theory for fundraising suggests that, to achieve successful fund-
raising, organizations, in this case universities, should be prepared to cooperate with the
external environment. This also means that the university management should cooperate
and understand the university mission and its role in the daily routine of every employee
[Tempel 2010]. This theory is in line with the aim of the current research to test institu-
tional readiness and aspirations for successful fundraising and universities’ institutional
development in longer perspective.

This theoretical approach poses the question: “What should universities take into
account and do to gain attention and support of donors?” The answer to this question
must take into account the interaction of two components: the first is the open systems
theory for fundraising and the factors that influence it, and the second component is the
combination of “social exchange theory” for successful fundraising [Mixer 1993]. The
competence of university administrative staff must meet certain criteria and the actions
must be in line with the short- and long-term goals of universities. Administrative staff
need to understand the nature of the existing and potential donors, their wishes, and
their motivation to support one or another project. An important role is played by the
fundraising manager, her competence and the ability to monitor not only the attraction
of finance, but also the flow of communication with the internal and external environ-
ment (Fig. 1).

According to this theory, effective fundraising is based on the strengths of uni-
versities, while their weaknesses can significantly slow down the efforts dedicated to
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fundraising [Tempel 2010]. Creation of effective fundraising management is the key to
achievement. The social exchange theory indicates that establishment and maintenance
of social relations is the basis for successful fundraising [Mixer 1993]. The university
must be able to define its own needs to be able to propose them for support to existing
and potential donors. University needs are divided into 2 large groups: student scholar-
ships and support for research and reconstruction projects. Another important part of
this theory is the ability and capability of universities to show their gratitude to donors
to create a sense of satisfaction with their donation (Mixer 1993). One of the corner-
stones of social exchange theory is the collaboration between universities and their
graduates. “What is it like? How big and what are the investments in maintaining the
dialogue and what is the return in the form of donations?” — these are the substantial
questions in the context of this theory (Fig. 2).

Needs
. N\

Scholarships  Various projects

) Donors/
- Prospective

| donors
)
Satisfaction
 Gratitude

FIG 2. Social exchange theory for fundraising
Source: Mixer [1993].

Motivation theory for successful fundraising [Van Slyke and Brooks 2005], in turn,
has been chosen to study the factors that influence donors in making a decision to donate.
The authors of the theory categorize the factors determining donating in two ways: de-
mographic variables and motivational (internal and external). This theory is appropriate
because it aims to investigate what factors are decisive for the average donor to donate to
universities (Fig. 3).

Donor profile is composed on the basis of two criteria: demographic and socio-eco-
nomic. The demographic factor includes two sets of sub-criteria:

— gender, age, relationship status, race, religion and number of children;
— the business type of the donor and its location.

The socio-economic criteria consist of the following sub-criteria: income, employ-
ment status, education, access to educational support mechanisms and the nature of the
company’s business (Fig. 4).
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CONCLUSIONS

The hypotheses put forward by the researchers have been confirmed.

(I) Successful fundraising strategies must be based on the study of the external and
internal environment and the interaction quality thereof. (II) The portfolio of universi-
ties’ needs must be structured, and complemented by university success stories and
descriptions of the use of existing support. (III) Existing donors must feel permanent
but unobtrusive communication of appreciation from university leadership and man-
agement.

ACKNOWLEDGEMENTS

The research was supported by the National Research Programme “Latvian Heritage
and Future Challenges for the Sustainability of the State” project “Challenges for the Latvi-
an State and Society and the Solutions in International Context INTERFRAME-LV)”.

REFERENCES

CHUNG -HOON T.L., HITE J.M., HITE S. J., 2007. Organizational integration strategies for pro-
moting enduring donor relations in Higher Education: The value of building inner circle
network relationships, International Journal of Educational Advancement 7, 1.

FRANSEN F.J., 2007. Leveraging philanthropy in Higher Education, Academic Questions 20,
150-153

HALLP, 1992. Inventing the Nonprofit Sector and Other Essays on Philanthropy, Voluntarism, and
Nonprofit Organizations, Johns Hopkins University Press: Baltimore, MD, USA.

HSIEN H.J.L., 2009. Why Taiwanese Companies and Foundations donate to Public Colleges and
Universities in Taiwan: An Investigation of donation incentives, strategies, and decision-
making processes, Kent State University College [doctoral thesis].

ISAR. M., 2014. Growing the University’s funding through philanthropy: an Australian and a Ma-
laysian case study, University of Tasmania [doctoral thesis].

JACOBS L., 2007. The kindness of strangers: Philanthropy and Higher Education, International
Journal of Educational Advancement 7, 1, 65-67.

JOHNSTONE D.B., 2004. University revenue diversification through philanthropy: International
perspectives, retrieved from http://www.intconthighered.org/BruceJohnstone.pdf [ac-
cessed: 20.04.2019].

MIXER J.R., 1993. Principles of professional fundraising: Useful foundations for successful prac-
tice (1st ed.), CA: Jossey-Bass, San Francisco.

PRINCE R.A., FILE K.M., 1994. The Seven Faces of Philanthropy: A New Approach to Culti-
vating Major Donors, Jossey-Bass, San Francisco.

RUSBULT C.E., 1980. Commitment and satisfaction in romantic associations: A test of the in-
vestment model, Journal of Experimental Social Psychology 16, 2, 172—-186.

Annals of Marketing Management & Economics Vol. 5, No 1-2, 2019



54 L. Kundzina, B. Rivza

TEMPEL E.R., 2010. Organizational strengths and vulnerabilities, (in:) Achieving Excellence in
Fund Raising, H.A. Rosso and Associates, E.R. Tempel (eds), CA: Jossey-Bass, San
Francisco, 30-41.

VAN SLYKE D., BROOKS A., 2005. Why do people give? New evidence and strategies for non-
profit managers, American Review Of Public Administration 35, 3, 199-222.

VROOM V.H. 1964. Work and Motivation, Wiley, New York.

Summary: Donations play an important role in ensuring the university development and
quality of work. Based on the existing analysis of theories for fundraising, the researcher
advances and evaluates three hypotheses: Successful fundraising strategies must be based
on the study of the external and internal environment and the interaction quality thereof;
The portfolio of universities’ needs must be structured, and complemented by university
success stories and descriptions of the use of existing support; Existing donors must feel
permanent but unobtrusive communication of appreciation from university leadership and
management. All three hypotheses are confirmed.

Key words: philanthropy, university, fundraising, donations, strategy

JEL: A10,A20, B10
Corresponding author: Laila Kundzina, Latvia University of Life Sciences and Technologies,
Lielaiela 2, Jelgava, LV-3001, Latvia, e-mail: laila_kundzina@hotmail.com, https://orcid.org/0000-

-0002-0121-8971; Baiba Rivza, Latvia University of Life Sciences and Technologies, Liela iela 2,
Jelgava, LV-3001, Latvia, e-mail: baiba.rivza@]Ilu.lv, https://orcid.org/0000-0002-8719-3102

AMME



ISSN 2449-7479
eISSN 2543-8840
amme.wne.sggw.pl

Annals of Marketing Management & Economics
Vol. 5, No 1-2, 2019, 55-66
DOI 10.22630/AMME.2019.5.1-2.5

ADMINISTRATIVE AND FINANCIAL
DECENTRALIZATION AS A FACTOR OF STRATEGIC
DEVELOPMENT OF TERRITORIAL COMMUNITIES
IN UKRAINE

Anastasiia Movchaniuk, Ivanna Chukina
Uman National University of Horticulture, Ukraine

INTRODUCTION

The development of Ukraine at the present stage is characterized by an emphasis shift in
the field of state regulation of territorial development towards administrative and financial
decentralization, which is accompanied by the formation of capable communities with the
transfer of powers and resources to the local level for efficient use of their financial and eco-
nomic potential. Transformation processes in the economic progress of Ukraine nowadays
are being built in terms of European integration, so the key aspect of the national system
development of the state formation is the chosen course for decentralization and isolation of
the territorial community as a basic subject of local self-government, ensuring its formation
as a self-sufficient, efficient and effective branch of government.

The importance of this problem, at the present stage of development, requires from
all branches of power to resolve the issue of the need to improve the legislative funda-
mentals, development of scientific and practical implementation of modern state-building
aimed at transforming the political system of society, conducting administrative-territo-
rial and regional reforms, implementing a constructive social partnership between the
center and the areas.

AIMS AND METHODS
Nowadays the investigation of the current state of formation and development of de-

centralization processes in Ukraine, revealing the essence of carrying out administrative
— financial decentralization in the framework of reforming local self — government in
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Ukraine is very important. The present research has been conducted using the follow-
ing methods: the method of dialectical knowledge of the economic nature of territorial
communities as subjects of managing the socio-economic development of the territory;
systematic and comparative analysis in order to determine the components of develop-
ment of territorial communities financial and economic potential; graphic visualization
for visual presentation of calculation results and analysis; statistical methods.

RESULTS AND DISCUSSION

Nowadays, European trends in economic and social development are characterized by
a focus on globalization and democratization. Globalization, the social consequence of
which is the destruction of stable societies and communities, may foresee the exclusion
of society development democratization, since there is a gradual loss of one of the basic
elements of democracy — the right of citizens to participate in the management of public
affairs. Instead, there is a reverse effect — upholding the interests of civil society and the
development of the state based on the involvement of local territorial communities into
the territory management, and therefore the direct influence of the latter on the develop-
ment of regions and the state as a whole. Accordingly, one of the main issues that need to
be reviewed, is determining the place and role of territorial communities in the context
of domestic realities of economic development and taking into account the orientation
towards reforming the system of local self-government.

The Strategy for Sustainable Development of Ukraine until 2020, approved by Presi-
dential Decree No. 5 of 12.01.2015, defines that in order to ensure European standards of
living in Ukraine and to reach the leading positions in the world, state policy is directed
to the implementation of structural reforms according to the four main movement vec-
tors, and namely: development, security, responsibility, dignity. Within these strategic
vectors of movement, 62 reforms and state development programs are planned to be im-
plemented. One of the primary reforms and programs in public policy implementation are
administrative and financial decentralization and public administration reform.

By definition, decentralization is the process of expanding and strengthening the
rights and powers of administrative-territorial units or lower bodies and institutions while
narrowing the rights and powers of the corresponding center in order to optimize and
improve the management of socially important affairs, the fullest implementation of re-
gional and local territories. That is, it is a system of division of functions and powers
between state and local levels of government with the empowerment of the latter.

Administrative-financial decentralization is considered first and foremost as a process
of transferring powers and financial resources of the public sector from the national to
the local level, while assessing the amount of powers and financial resources delegated
to lower administrative levels consequently to their total volume in the public sector. The
state policy of Ukraine is aimed at building self-sufficient territorial communities, which
should become effective branches of governance, basic subjects of local self-government.
The development of society is connected with the issues of the administrative-territorial
structure as an internal territorial organization of the state, and its division into corre-
sponding parts — administrative-territorial units.
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The constitution of Ukraine clearly defines the concept of “territorial structure” in
the state. It is based on the principles of unity and integrity of the state territory, the
combination of centralization and decentralization in the exercise of state power, bal-
ance and socio-economic development of regions, taking into account their historical,
economic, environmental and geographical demographic characteristics, ethnic and
cultural traditions.

According to the main Law of Ukraine — the Constitution, the system of administra-
tive and territorial structure of Ukraine consists of: regions, districts, cities, districts in
cities, settlements, and villages. The existing administrative and territorial structure in
Ukraine, which was formed during the time of the command-administrative model of
management, is not effective today because it does not fully takes into account the inter-
ests of local self-government, which is considered as a component of state administra-
tion vertically subordinated to higher level authorities. The question of the need to build
a new model of territorial organization of power and administrative-territorial structure
has been repeatedly raised in the political and expert environment. However, most of
these attempts have been stopped at the stage of conceptual justifications or bills. Instead,
the problems related to the imperfection of the administrative-territorial structure and
management of the territories did not decrease, but increased over the years. In particular,
they are exacerbated at the lowest basic level — in villages, towns and small towns, where
local self-government is mostly incapable of activating economic activity and providing
a favorable environment for people’s functioning.

The European Charter of Local Self-Government stipulates that “within the limits of
the law, local authorities have every right to freely resolve any matter which is not within
their competence and which is not entrusted to any other body. Municipal functions,
as a rule, are exercised mainly by those authorities which have the closest contact with
the citizen” [Beiko and Pukhtynskyi 2003]. That is, the charter declared the principle
of subsidiarity as the key to local self-government and should be the guaranty of local
development, especially in rural areas. The state should abandon the functions not inher-
ent to it and delegate the right to resolve the most crucial issues at the level of territorial
communities, providing adequate resources under its own responsibility.

The experience of European countries shows that effective local self-government can
only be built on the principles of public authority of territorial communities, based on
which the realization of the right of the community to resolve issues of local importance
is ensured. The key issue in addressing certain problems is the issue of adequate resource
provision for the relevant solutions, so any territorial community must consider the re-
source potential, both domestic and regional.

Reforming the territorial organization of power on the basis of decentralization is one
of the key areas of system social transformation in Ukraine. The basic component of this
reform is the optimization of the spatial basis of the authorities functioning, which is the
administrative-territorial structure. The task of decentralization reform in Ukraine is to
create an effective system of public authority in administrative and territorial units, capa-
ble of providing favorable living conditions for people and opportunities for sustainable
socio-economic development of all regions through the rational use of their potential.

Ukraine, as a country that has outlined a European vector for development and a coun-
try that seeks to meet the requirements of a candidate country for EU membership, must
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take all appropriate organizational and legal measures to build an effective, transparent

public administration structure that is capable of implementing a coherent state policy

aimed at sustainable social development and adequate response to internal and external
challenges. The events in the East of Ukraine has become the urgent need to accelerate
the processes of decentralization in Ukraine

Activation of the decentralization process in Ukraine started in 2014 with the adoption
of the Concept of reforming local self-government and territorial organization of power
in Ukraine, approved by the Cabinet of Ministers of Ukraine on April 1, 2014 No. 333-r
[WWW 1]. The Concept has identified the main tasks that need to be addressed in the
process of local government reform, namely:

— ensuring the accessibility and quality of public services;

— achieving optimal distribution of powers between local self-government bodies and
executive authorities;

— defining a sound territorial basis for the activities of local self-government bodies and
executive authorities in order to ensure the accessibility and proper quality of public
services provided by such bodies;

— creation of corresponding material, financial and organizational conditions to ensure
the implementation of local authorities' own and delegated powers.

Establishing an effective system of territorial organization of power is impossible
without effective administrative-territorial reform, so the key step in this reform was the
adoption of the Law of Ukraine “On Voluntary Association of Territorial Communities”
of February, 5, 2015, according to which neighboring city, town or village councils can be
united into one community with a single center of local self-government. The conditions
for such association are:

— the absence of another territorial community with an existing representative body of
local self-government within the united one;

— the continuity of the territory of the united territorial community; the boundaries of
a united territorial community are determined by the external jurisdiction of the united
territorial community councils;

— location of the united territorial community within one region;

— taking into account the decision to unite historical, cultural, ethnic and other factors of
community evolution that have a direct impact on the socio-economic development of
the united territorial community;

— improving the quality and accessibility of public services provided within a unitied
territorial community.

On April 8, 2015, the Cabinet of Ministers of Ukraine [WWW 2] approved the Meth-
odology for Forming Capable Territorial Communities, which defines the mechanism
and conditions for the formation of capable territorial communities and the procedure for
developing and approving a prospective plan for the formation of such communities. This
normative act introduces the notion of a capable territorial community, which is defined as
territorial communities of villages (settlements, cities), and which, as a result of voluntary
association, are able to ensure, on their own or through the relevant local self-government
bodies, an adequate level of provision of services, in particular in the field of education,
culture, health protection, social protection, housing services, taking into account the
human resources, financial support and infrastructure development of the corresponding
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administrative and territorial unit. Adopting these regulations and taking into account the
positions of the European Charter of Local Self-Government have allowed Ukraine to
begin the formation of a significant efficient and capable local government institution,
which became known as United Territorial Communities (UTCs).

The process of forming a UTCs can be called dynamic: as of 2015, 159 UTC were
formed in Ukraine; as of 2016 — 366; as for 2017 — 665; as of January, 1, 2019, the total
number of united communities was 876, resulting from the unification of 4010 territorial
communities (Fig. 1). The total area of the united communities is 37.6% of the country, with
more than 8.4 million inhabitants, which is almost 24% of the total population of Ukraine.
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FIG. 1. Number of territorial communities that formed the united territorial communities

Source: Author’s research.

Most UTCs are established in rural areas, the average number of territorial communi-
ties united into one UTC is 4.6, and the average population of one UTC is 10,289 people
(Fig. 2).

Since 2014, implementing the state regional policy, the Government of Ukraine has
been increasing the amount of state support for the development of regions and com-
munities annually. The conducted analysis of the state budget showed that in 2019 the
Government has been implementing 79 programs of state support for the development of
territories for which 84.1 billion UAH is foreseen. In 2018, this support amounted to over
UAH 66 billion. UTCs created from the state budget are provided with financial support
for regional development of road and transport infrastructure, rural development, energy
efficiency, environmental security, development of sports infrastructure, development in
the field of education, culture, health care, infrastructure development (social security).

In addition to providing state financial support for regional development, the state
has identified the sources of formation of UTCs financial resource in the Budget Code of
Ukraine in order to encourage communities to unite. The main of them are: 60% tax on

Annals of Marketing Management & Economics Vol. 5, No 1-2, 2019



60 A. Movchaniuk, I. Chukina

12 10.3
10 1 8.8 8.5 8.5

3.9

2015 2016 2017 2018 average 2015-2018

@ average number of hromadas amalgamated into one UTCs
average population of one UTCs (thousand persons)

FIG. 2. Dynamics of the average number of communities and population that are combined into
one community

Source: Author’s research.

personal income, 25% environmental tax, 5% excise tax on sales of excisable goods (to-
bacco, alcohol, fuel at gas stations), 100% single tax, 100% tax on profits of enterprises
and financial institutions of municipal property, 100% property tax (real estate, land,
transport).

The most significant result of fiscal decentralization is the increase in the share of
local taxes and levies in local budget revenues from 2.5% in 2012-2014 to 30% in 2018,
mainly due to the transfer of individual taxes and levies to local budgets. The share of
local budget revenues in the consolidated budget is more than 50%, compared to 42% in
2014. The standard of income ratio of the state and local budgets of most EU countries
— 50 : 50 — can be considered achieved. Over 15% of GDP is redistributed through local
budgets in Ukraine. The share of own revenues of local budgets (general fund) in GDP in
2018 has been 7.1% (in 2014 — 5.1%), and own revenues of local budgets increased from
68.6 billion UAH in 2015 to 189.4 billion UAH in 2018. The share of local budgets (in-
cluding transfers) in the consolidated budget of Ukraine increased from 45.6% in 2015 to
51.5% in 2018. During 20162018, the own revenues of the general fund of local budgets
per capita increased by 21.5% or from 3762.6 UAH up to 6032.9 UAH (Fig. 3).

As a result of the decentralization of management powers to the level of the unit-
ed territorial communities, additional financial resources, expanded powers and direct
intergovernmental budgetary relations have been provided. The exercise of these powers
through the use of appropriate resources is the foundation on which the integral potential
of the territory is formed and its use is ensured to achieve the development of the territory.
The main component of the integral potential of a territorial community is its financial
and economic potential.

The reform of the administrative and territorial structure and the introduction in
Ukraine of the basics of financial decentralization imply a certain financial, organiza-
tional and administrative independence of the territorial community from the central
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FIG. 3. Dynamics of own revenues of the general fund of local budgets per 1 resident of UTC in
2016-2018, UAH.

Source: Author’s research.

authorities and their decisions. Such autonomy is only possible with the full and effective
use of all the opportunities and resources available to the maximum extent possible. That
is, “balanced economic, social and environmental development through sustainable use
of resources” is meant.

Financial and economic potential of the territorial community is characterized by the
presence of public relations, objects, connections, phenomena and resources, as well as
the probable possibilities of their use, management and organization in order to ensure
the complex development of the administrative and territorial unit. It is defined as the
cumulative sum of the budgetary potential of a territorial community, the financial and
economic potential of economic entities (located or operating in its territory), households,
extra-budgetary funds and the level of their interaction. Financial and economic potential
is characterized by dynamism, constant change and renewal of interconnections within
the system and functional dependence of its constituents, which, due to the change of one
element, leads to change of other and “shift of proportions of functional and territorial
character” [Ganushhak 2013].

Most economists argue for the existence of the financial potential of the territory
as a component of economic potential. However, taking into account the importance of
financial capacity to meet material needs allows us to argue the existence of financial
potential as a basis for the development of economic capacity of the territory, i.e. its eco-
nomic potential. On the other hand, it is as a result of production activity and management
that the consequences of such activities gain value and provide value creation. Accord-
ingly, the components of economic capacity are the basis for the formation of financial
potential. And each element-component of financial and economic capacity is a reflection
of the system within which financial resources are formed (Fig. 4).

Analyzing the structure and sources of formation of financial and economic capacity
of a territorial community, it is possible to distinguish the presence of its two components
—real and potential. Taking into account the potential component makes the indicators of
formation of financial and economic capacity of the territorial community much higher
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FIG. 4. Structure of financial and economic capacity of the territorial community

Source: Author’s development.

than in determining only the real component, which can be analyzed by means of estima-
tion statistical indicators. The main reason for such situation is the consideration of the
level and capabilities of the economy in determining the potential component.

The main quantitative indicators of decentralization are the revenue part, which is at
the disposal of local authorities, as well as the share of expenditures made at subregional
and local levels of government in the consolidated budget of the state. However, only
these quantitative parameters do not reflect the real state of decentralization of govern-
ment in the state, since the redistribution of resources between levels of management is
accompanied by a redistribution and “areas of responsibility”, i.e. management functions.
Along with financial decentralization, the state transfers directly the implementation of
the public function to the regions, the provision of relevant public services to the popula-
tion at their own expense or through higher-level transfers, regulatory adjustment of the
corresponding function in ensuring the quality and accessibility of public services, natu-
ral and financial regulations, level and cost structure.

The analysis and research of the features of the territorial community development,
in particular the efficiency of using its financial and economic capacity in the context of
allocating actual indicators and reserves of growth, allow to evaluate comprehensively
the ability of the community to ensure sustainable development in the long term and to
determine its level of capability. This task is especially urgent in the current context, since
at the legislative level the main issue of administrative-territorial reform is the forma-
tion of capable territorial communities through unification. Therefore, capacity should
be seen as the ability to provide extended self-improvement to meet the needs of the ter-
ritorial community, its socio-economic development and maintain an appropriate level of
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competitiveness. Capability includes internal and external components or manifestation

forms. The internal components include:

— level of use of the territorial community financial and economic capacity;

— the level of availability of financial resources to satisfy the provision of public ser-
vices;

— the tax capacity of the territorial community and the level of use of its tax capacity.

An external form of the territorial community capacity manifestation is the level of its
involvement into regional or country-wide distribution relations and indicators of com-
munity competitiveness.

On April 8, 2015, the Cabinet of Ministers of Ukraine [WWW 2] approved the Meth-
odology of formation of capable territorial communities in which the term “capable ter-
ritorial community” is defined. They are territorial communities of villages (settlements,
cities) which, as a result of voluntary association, are able to provide independently or
through the relevant local self-government bodies level of provision of services, in par-
ticular in the field of education, culture, health care, social protection, housing services,
taking into account human resources, financial support and infrastructure development of
the relevant administrative unit.

The main goal of local self-government reforming in Ukraine is to stimulate economic
growth in the country on a bottom-up basis through the effective use of its own socio-eco-
nomic resources by newly created united territorial communities. The main directions of
intensification of the territorial community financial and economic capacity formation in
the conditions of implementation of the decentralization reform are shown in Figure 5.
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FIG. 5. Ways of intensification of the united territorial community financial and economic capacity
development

Source: Author’s development.
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Nowadays, there are many unresolved issues that affect the formation and develop-
ment of UTCs in Ukraine, the main of which are:

— development of communities that do not meet the criteria of capacity (according to
the population size, financial and economic capacity, etc.), although some of them
currently have a high level of taxability;

— leaving cities of regional importance, as well as subsidized rural communities, outside
the process of unification;

— low level of support to the process of UTCs creation by district administrations and
local elites, who are not interested in changing the leadership of settlement councils
and principles of their functioning.

The problems related to the socio-economic differentiation of the development of
individual territories of Ukraine are largely caused by the model of relations between the
center and the regions, which was based on the exclusive role of the center in solving the
issues of regional development and the redistribution of resources, as well as the total
lack of authority and finances in the regions for implementation of regulatory influence
at the internal regional level. This situation did not lead to effective management of the
internal socio-economic capacity, since the additional financial resources obtained as a
result of economic activity could not be used by the authorities and local self-government
at their own discretion and to meet the immediate needs of the development of local ter-
ritories. Therefore, the implementation of reforms in the field of local self-government
and administrative-territorial structure of the state, is meant to shift the weight of respon-
sibility and the resource base of development to the regional and local level, which can
be a catalyst for leveling excessive disproportions of socio-economic development of ter-
ritories by launching mechanisms local self-government bodies promoting to endogenous
capacity creation.

The Concept of reforming local self-government and territorial organization of gov-
ernment in Ukraine has identified two stages of the reform realization and timeframes
for their implementation: preparatory stage (2014) and the second stage (2015-2017).
Analyzing the peculiarities of the UTCs development in Ukraine, it should be empha-
sized that a large number of communities with a population of less than 5,000 people,
the vast majority of whom are rural inhabitants, have been created. At the same time,
while in 2015 their share was 31.4% of the formed UTCs, in 2016 it was 35.8%, and
in 2017 it comprised 35.0%. A significant increase in the number of UTCs created in
2018, along with the decrease in the number of communities that were included into
UTCs, was caused by the increased involvement of regional cities and even regional
centers into the integration process. Taking into account the larger size and population
of urban UTCs, as well as the much higher economic capacity (including tax capacity),
we might foresee further differentiation of opportunities and levels of urban and rural
UTCs in the future.

Therefore, the Government has introduced a new timetable for reform implementation
nowadays. The development of capable territorial communities should be formed by the
middle 2020, which would correspond the already adopted law on the administrative and
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territorial structure in Ukraine. The principle of voluntariness, however, remains funda-
mental. Along with this, the reorganization of districts and the formation of administrative
districts as a temporary territorial basis for the organizational construction of territorial
units of central executive bodies, taking into account the configuration of hospital dis-
tricts, as well as the reformation of the network of territorial bodies of central executive
bodies and state administrations, begins.

CONCLUSIONS

Ukraine is only making the first steps on the way to decentralization and economic
growth, however there are tangible shifts in the direction of decentralization. Continua-
tion of the policy of decentralization of governance should become an effective factor
in stabilizing the socio-economic situation, overcoming contradictions between different
levels of government, and contributing to improving the efficiency of budgetary funds
use at all levels. The main tasks of decentralization for the medium term perspective
are completing the formation of capable territorial communities throughout the country,
strengthening the communities institutional and resource capacity, introducing strategic
planning for the UTCs development, building community infrastructures, improving the
quality of provision of the entire range of public services to the population.
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Summary. The current state of decentralization reform implementation in Ukraine has been
highlighted. The necessary assurance of the decentralization process based on the principles
of administrative and financial decentralization has been identified. The key aspects of the
reform are the creation of conditions for socioeconomic development of the administrative-
-territorial structure of the state. The main ways of development of territorial communities,
their economic and financial status strengthening have been determined on the basis of the
conducted research. The complex of tasks which are dependent on territorial community
capacity functioning has been analyzed. It has been established that the efficiency of form-
ing and utilizing the financial and economic potential of a territorial community is a pre-
requisite for ensuring its capacity. Conclusions have been made on the necessity of further
implementation of decentralization in Ukraine in order to ensure the strengthening of the
institutional and resource capacity of territorial communities, and to introduce strategic
planning for their development.
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INTRODUCTION

Interaction between generations is one of the most important preconditions of suc-
cessful society development, the mean to secure sustainability of demographic processes
and an essential factor of migration activity of a country’s population. Accord and level
of harmony in intergenerational links serve as the major indicators of social relations’
humanization [Postnikova 2011]. The urgency of intergenerational relations’ problems is
strengthened by international organizations’ increasing attention to them. Thus, in 1999
UNESCO initiated the range of international programs related to large-scale research of
intergenerational relations [Hatton-Yeo and Ohsako 2000]. The United Nations Organi-
zation elaborated the concept of building the society of all ages. Solidarity between gen-
erations is among its founding principles. Therefore, strengthening of solidarity between
generations based on the principle of justice and mutual assistance is an important aspect
of UN policy on ageing [UN 2017]. Intergenerational transfers are one of the major ways
of interactions between generations.

The problem of intergenerational transfers is deeply studied by Western scientists.
In particular, Canadian scientist D. Cheal researched what transfers prevail, money or
transfer of goods and services, and what it depends on. The works of American scientists
K. Coach, M. Dali, D. Wolf are devoted to the problem of children’s caring for their par-
ents. Foreign scientists pay increased attention to the factors and reasons of private trans-
fers, including the place the altruistic motives take in intergenerational transfers [Cox
1987, Halvorsen and Thoresen 2007]. In this context, the two models of transfers’ mo-
tives are the most widespread: exchange (J. Andreoni, B. Bernheim, D. Cox) and altruism
(G. Becker, P. Menchik, O. Stark).
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Moreover, Russian researchers have been studying the intensity, nature and direc-
tions of private (including intergenerational) transfers since the beginning of 90th, mostly
through network, descriptive and qualitative analysis [Gradosel’skaya 2004, Kozachenko
2010]. The results of empirical studies devoted to intergenerational transfers are outlined by
S. Yu. Barsukova, Ye. V. Gladnikova, M. B. Denysenko, O. Ye. Krasnova, O. V. Lylova, etc.
Thus, based on the data of the research Parents and children, men and women in family and
society conducted under the international program “Generation and Gender Survey”,Ye. V.
Gladhikova concluded that the system of intergenerational assistance is peculiar to Russia,
when mostly older generation transfers financial assistance to the younger one. This assist-
ance is of selective nature: it is most often provided to most needing recipients, who live in
a city, have no partner, etc. The reverse connection from children to parents is much rarer
and hardly depends on financial needs of accepting party [Gladnikova 2012]. It is worth
mentioning an interesting approach of H. V. Hradoselska, who has applied the theory of
social networks to analyze the intergenerational relations. Social networks in the approach
are seen as the aggregate of links, by which various resources are transferred. The follow-
ing transfers by the type of resources are usually defined: money, labor, food and items,
information and connections [Gradosel’skaya 2004].

The problems that are the part of intergenerational transfers or are related to them
rather than the very intergenerational transfers are the subject of research in Ukraine. For
example, the works of A. P. Haidutskyi, O. A. Malynovska, Ya. M. Pylynskyi, V. O. Shev-
chuk are devoted to the issues of migrants’ money transfers. Peculiarities of multigenera-
tional families and intergenerational relations in the context of structural approach are
examined by T. M. Yablonska. The group of scientists of the Institute of Demography and
Social Research of the NAS of Ukraine led by E. M. Libanova carries out studies in the
field of urgent issues of family and family relations development in Ukraine. In particu-
lar, they pay substantial attention to family values and modern forms of family relations
of parents and grandparents generations. Therefore, the Ukrainian scientists’ research of
intergenerational private transfers is of sporadic and fragmented nature.

AIM AND METHOD

The paper aims to develop certain theoretical and methodological aspects of research
of intergenerational private transfers, to reveal the specifics of their functioning in Ukraine
and to assess possible impact on migration activity of population. For this purpose a wide
range of theoretical basis and background research papers were analyzed. The general
scientific methods were used: generalization, systematic and integrated approach, logical
analysis and modeling. We also tried to study the problem of intergenerational private
transfers in the process of monitoring survey of unemployed in Lviv, Ukraine (2013—
—2016). The survey was carried out among unemployed job seekers addressing the Lviv
City Employment Center in autumn 2013, 2014, 2015, 2016 and 2018. On the basis of
stratified sample 500 questionnaires were distributed annually. Major features of stratifi-
cation were the socio-demographic features of population, which considerably influence
its migration potential, namely: age, gender and education. Taking into consideration the
level of questionnaires’ return and their screening by completion correctness, 360 ques-
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tionnaires were analyzed in 2013, 400 — in 2014, 350 — in 2015, 345 — in 2016 and 338
—1in 2018. Socio-demographic features of respondents didn’t differ much in the examined
years and remained to be approximately in the following ratio: 38% — males, 62% — fe-
males. Majority of unemployed had basic or completed higher education (81%), 13%
— technical and vocational and only 6% — complete secondary education. More than the
half of respondents are young people up to 35 years old (54%), the rest are mostly persons
aged 36-60. Thus, the respondents were asked: which of the following types of assistance
do you regularly receive from your relatives?. The question had 8 response options.

RESEARCH RESULTS

Intergenerational private transfers are understood as the transfers of benefits and serv-
ices from one generation to another on a voluntary non-reimbursable basis. If the transfer
process takes place from the representatives of older generation to the representatives of
the younger one, we can talk about downward transfers. The upwards transfers are from
the younger generation to the older. Each participant of transfer relations can be both
the entity (donor) and the object (acceptor) of transfers [Mironova 2012]. Therefore, the
households, where individuals provide transfers, are the donors and those accepting them
— the acceptors. It is worth mentioning that we use benefit in its extended meaning in
order to encompass all the variety of resources, services, information and even liabilities
transferred between the representatives of different generations.

The model of human living cycle largely defines the intensity, specifics and direction
of transfers between the generations. During one’s life an individual accumulates resourc-
es, therefore, one’s capacities as a donor also increase and the resources are distributed
in such a way that each previous generation assists the next one, excluding certain cases
(disability, bad health, etc), when the transfers’ direction can change [Gladnikova 2012].
Empirical scientific research shows that financial transfers are often transmitted from
older to younger generations regardless the income of the older, which serves as a partial
confirmation of the model. It is obvious that young and single-parent families as well as
families consisting of elder of ill persons require assistance the most.

Multigenerational family plays an important role in preserving of intergenerational
relations, including the intergenerational transfers. In concerns both real and nominal
(poly-local) extended family, which is the community of relatives belonging to different
generations, living in different places and managing different households, but providing
each other with social and economic assistance and feeling psychological affection to each
other, i.e. they are included in the system of intra-family solidarity [Kozachenko 2010].

In Ukraine, a family and intergenerational intra-family assistance remain to be the
major and in many cases the only way for people to survive. International research shows
that Ukrainians provide assistance and support in everyday life to grown children and
grandchildren more often than Europeans do. At the same time, they receive more support
from children and grandchildren [Holovakha and Horbachyk 2009]. It can be partially
explained by difficult social and economic condition of population, on one hand, and
inefficiency of state social policy and underdeveloped system of family support, on the
other hand. Moreover, the situation can serve as an indicator of preserving of moral val-
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ues and long-lasting traditions of family relations, peculiar to Ukrainian society. Socio-
logical surveys confirm this statement and show that modernization of value orientations
of Ukrainian population does not weaken the importance of family values [Ministry of
Ukraine..., 2010].

In general, co-residence of parents and grown children (or grown children with eld-
erly parents, grandparents) can be seen as special type of assistance to children (parents).
If several generations live together in one family, they have a very close emotional, fi-
nancial and labor intergenerational exchange. Therefore, multigenerational family can be
seen as special type of intergenerational transfers and should be researched in more detail
in this context.

It is well known that it is customary that grown children live apart from their parents,
even if children haven’t created their families. For example, in neighboring Poland almost
17% of adults live with their parents [Piotrowska and Kos$ny 2017]. Unfortunately, in
Ukraine information about the structure of households includes only the children under
18 years old. However, sociological surveys confirm that the share of co-residence of
parents and children is much higher than in average in Europe.

It is obvious that co-residence of grown children and parents or living apart most-
ly depends on housing and level of family income. Among the reasons of separate
residence of grown children and parents, the scientists of the M. V. Ptuha Institute of
Demography and Social Research of the NAS of Ukraine mention the availability of
children in their own families as the major one [Libanova and Aks’onova 2009]. The
second reason of separate residence of grown children and parents by importance is
education. In our point of view, the reasons of co-residence and separate residence of
families of various generations require more profound examination. In particular, it is
worth studying what place the traditions, cultural peculiarities and family values take
in the structure of the motives of joint (separate) residence of parents, grandparents and
their grown children.

Analysis of the most recent publications on the problems of intergenerational private
transfers shows that by the type of transferred resources the transfers are most often divid-
ed into material and non-material. Money and food transfers are examined as the material
transfers and non-material transfers are divided into labor and informational. We suggest
the expanded and more detailed classification of intergenerational private transfers (Table
1), which contributes to their more complete and multidimensional research in further
empirical studies of this problem.

The first block of material transfers consists of money, bank accounts, financial
commitments, securities transferred from older generation to the younger or vice versa.
We deem that unpaid utility bills or debts the children must pay for their parents or
vice versa should also be included here. The second block includes transfer of food
and medicine from representatives of one generation to the other. Empirical research
conducted in Russia testifies to the fact that most often the parents residing in villages
help their children, who reside in cities, with food. Instead, children help parents mostly
with labor, and rarely — with money [Gladnikova 2012]. The next subtype of material
transfers comprises clothes, furniture and other items, which can be transferred between
generations as the form of permanent assistance or as holiday gifts. Exchange of gifts
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between the representatives of various generations is rather common but completely
understudied type of material transfers not only in Ukraine, but also abroad. Transfer
of property rights to land, housing or other assets, most often by inheritance, is another
significant type of material transfers.

TABLE 1. Classification of intergenerational private transfers by the type of provided/received
benefits (resources — products — services)*

Intergenerational transfers Types of transfers

money, money commitments
food, medicine

clothes, furniture, other items
real estate

Material

Instrumental

— domestic issues

— work in the backyard, repair works
— care for family members

— care for domestic animals, pets
Non-material
Socio-humanitarian

— communication, psychological and moral support
— information, social connections

— upbringing, translation of values, norms, traditions
— socio-economic status

Source: the Author.

Representative sociological surveys in Ukraine show that almost half of population,
who have adult children, constantly provide them with material assistance (55.6% of
respondents). Almost, fifth part of respondents helps their children sometimes and the
same part does not help at all. Regarding the material assistance to parents from their
grown children and the need for such assistance, 46% of respondents constantly receiv-
ing material assistance from children do need such help and 48.7% don’t [Libanova and
Aks’onova 2009]. The results of this research do not contribute to further analysis of what
types of material assistance parents of grown children provide and receive.

It is worth mentioning that currently neither statistical yearbooks nor random so-
ciological surveys provide necessary information on what part of household income is
formed by intergenerational material transfers. However, random surveys of statistical
offices on labor migration in Ukraine have the data on the sources of material assistance
to households from abroad. It provides at least an approximate idea about the structure of
this type of intergenerational material transfers (Table 2).

As we have mentioned earlier, material transfers both in Ukraine and in many other
countries mostly are of downward nature: benefits are transferred from older generation
to the younger. However, in case if the material assistance comes from abroad, situation
looks somewhat different. Thus, the results of surveys carried out by State Statistical
Service of Ukraine show that almost third part of material assistance received by Ukrain-
ian households from abroad comes from children and another third part — from one of
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TABLE 2. Households by the source of material assistance from abroad (%)

Financial assistance from: Year

2007 2011 2016
Husband, wife 30.6 28.4 33.7
Children 21.9 31.4 30.7
Parents 17.5 14.0 15.1
Other relatives 25.5 28.2 20.1
Friends and others 4.5 54 5.7

Several options were allowed.

Sources: [State Committee of Statistics of Ukraine 2009. International Labor Organization 2013, State Statistics
Service of Ukraine 2017].

the spouses. Instead, the share of material benefits transferred from parents to children
ranges from 17.5% (in 2007) to 15% (2016) of all revenues. It is in fact twice less than
the amounts the children transfer to parents.

The results of this survey also revealed that households receive substantial assistance
from other relatives. Thus, in 2007 the share of this assistance amounted to the quarter of
all revenues, in 2011 — almost 30%, and in 2016 — the fifth part. However, from the survey
it is impossible to find out what share of these transfers belongs to relatives that represent
different generations (grandmothers, nephews, aunts, etc.). Despite the limited available
information, still there are reasons to conclude that most of material assistance received
by households from abroad belongs to intergenerational private transfers. Therefore, al-
most 40% of assistance is provided by representatives of one generation.

Regarding the non-material intergenerational private transfers, we suggest distin-
guishing instrumental and socio-humanitarian ones (see Table 1). Instrumental transfers
are the assistance of representatives of older (younger) generation to younger (older) in
everyday domestic issues, work in the backyard, care for children, elders or pets. The
structure of socio-humanitarian transfers consists of communication between the repre-
sentatives of different generations, their psychological or moral support; transfer of infor-
mation, translation of values, norms and ethnical traditions that is the integral element of
spiritual-informational mobility. Due to intergenerational transfers the knowledge, expe-
rience of past and contemporary become an important and necessary foundation for crea-
tion of future socio-economic development. Fundamental trinity “past-contemporary-fu-
ture” creates ground for uninterrupted historical process, preserving of national identity
of Ukrainian culture.

Non-material transfers, in particular the transfer of social information, knowledge,
experience, cultural heritage, norms, spiritual values and traditions, play the key role
in forming and upbringing of young generation and create spiritual-informational and
national space favorable for comprehensive development of new generations. Moreover,
transfer of information and spiritual values between generations boosts the forming of
national conscience and patriotism, diminishing emigration attitudes of young generation
and serving as the necessary motivating foundation for hard work on the native land.
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In our point of view, socio-humanitarian type of transfers should comprise also the
socio-economic status, the transfer of which is of both downward and upward nature. It
means that not only children can inherit it from parents and grandparents, but also parents
of famous and bright personalities also gain the new status thanks to their children. Al-
though, sometimes it happens that a person from intelligent, rich family can degrade and
lower one’s status, or vice versa — a person from poorly educated, poor and sometimes
troubled families gets a college degree and improves one’s socio-economic status. How-
ever, the problems of the change of status inherited from parents are a subject of separate
research that lies in the field of intergenerational mobility.

The problem of intergenerational private transfers was also rises up in the process
of monitoring survey of unemployed in Lviv (2013-2016). Thus, the respondents were
asked: which of the following types of assistance do you regularly receive from your
relatives?. In this case, the participants of survey were the acceptors of transfers and the
donors were parents, adult children, grandparents or grandchildren. As far as the latter
groups of donors received insignificant number of choices (which is mostly explained by
age structure of majority of respondents), the Table 3 shows only the structure of transfers
from parents. The results of survey show that in average almost quarter of respondents re-
sides with parents, therefore accepts all types of assistance from them (Table 3). In 2013,
as much as 40% of respondents received financial transfers and 32% — spiritual. In 2014—
—2016, financial and spiritual assistance substantially reduced and was distributed almost
equally (from 22 to 25%). In general, in 2018 the financial transfers reduced by half in
comparison with 2013.Transfers in the form of services also reduced: if in 2013, 17% of
respondents received them, in 2018 it was only 10%. It is significant that only the tiny
share of respondents (within 1-4%) chose the option “I do not receive assistance because
it doesn’t work like that in our family (everyone is on one’s own)”.

Currently the problem of intergenerational private transfers’ impact on migration ac-
tivity of certain person or group of persons is almost unexamined. In our point of view,

TABLE 3. Assistance regularly received by unemployed from their parents (including from the
parents of wife/husband), overall number of respondents each year under research (%)

Types of assistance and other answers 2013|2014 | 2015 | 2016 | 2018
Financial 403 | 26.8 | 254 | 21.5| 175
Services (care for family members, work in the garden, housework) 172 | 125 | 94 | 93 | 10.1
Spiritual, informational, moral 322 (243|214 | 275|287
All kinds of help because we live together 29.2 123.0|23.7 223|151
I don’t get any help because don’t have such need 64 | 3.0 | 3.7 | 32 | 44

I dor} t ggt help because the specified family members do not have such 78 1173 1129 | 125 | 26.9
possibilities

I don’t receive asms’tance because it doesn’t work like that in our family 1 laz 1311321 509

(everyone is on one’s own)

I don’t get help from these family members because of their absence 28 | 3.5 | 3.1 | 1.7 | 115

Source: the Author.
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it is very hard to predict the nature of this impact, because it depends on the very content
of transfers. We mean that not only material assistance, but also debts and poverty can
be transferred; not only positive norms and values, but also destructive ones, etc. In this
regard, we should differentiate positive and negative transfers. However, the same type
of transfer can have different socio-economic impact and can both stimulate and restrain
migration activity. In case of stimulation, the transfer is the positive catalyst of migration
activity and boosts its growth. In the other case, it is the negative catalyst (inhibitor) and
therefore leads to migration activity reduction. For example, we suggest the scheme of
possible impact of material and instrumental transfers on their acceptors and forming of
their migration attitudes (Fig.1).

Th ire fi
Improving of living standards; + N des_lre or
. . self-realization
Forming a feeling of safety, abroad

security, social affiliation;
Increase  of  childbearing
activity, attachment to the

The desire to live on

family. - their native land,
negative migration
Material and facilities
instrumental -
transfers

Development of  parasitic,
restrained mentality;
Emergence of social diseases | — Reduced mobility,
(alcoholism, drug addiction, immobility
etc.), personality degradation;
Deformation of the system of
positive values.

+ shows that transfer strengthens the migration activity, — shows that transfer weakens the migration activity.

FIG. 1. The scheme of possible influence of positive material and instrumental transfers on migration
activity of their acceptors

Source: The Author.

The figure shows that by its nature the transfer can have both positive and negative
impact on its acceptors, leading to growth or reduction of their migration activity. Thus,
material intergenerational assistance provides the redistribution of resources on voluntary
basis, reducing the level of poverty, social tension and resentment. We can assume that
receiving of money assistance by young family from their parents can positively influ-
ence the reproductive activity of this family. Therefore, it is logical to expect that a young
family will more likely choose to give birth to the second and the third child if they have
both material and work assistance from parents and grandparents rather than if there is
no such assistance. In general, we can assume that material transfers cause the reduction
of migration activity of acceptors. However, frequently the needs of the highest order
(for example, personal professional and creative fulfillment) and obstacles on the way to
their addressing within the residing country can push certain individuals towards leaving
abroad, even if these individuals receive material and spiritual transfers. Therefore, in
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our point of view, it is a mistake to insist that positive material and instrumental transfers
clearly reduce the migration activity of population.

Moreover, it is important to take into account that even positive transfers by nature
sometimes can have negative consequences. For example, constant substantial support
of adult children by their parents can promote the development of dependent, parasitic
attitudes and even degradation of personality. It mostly concerns adult children, whose
parents have been living abroad for a long time and have been regularly sending them sig-
nificant amounts of money. Presence of influential parents with broad social connections
sometimes leads to deformation of their children’s system of values (for example, lack
of desire to study, work, or achieve something independently). And vice versa, negative
transfers by their nature (debts, poverty, low socio-economic status) can positively influ-
ence the social capacity of a personality (mobilization of personal resources, activation of
labor activity, etc.) and then his/her direct surrounding. However, mostly the need to pay
debts or the lack of financial assistance from parents if it is needed urges young family to
search for additional earnings abroad.

CONCLUSIONS

In general, in domestic economic science the problem of intergenerational private
transfers is rather new and almost underdeveloped both in theoretical and practical as-
pects. The classification of transfers by the type of provided or received benefits, which
we suggest, can serve as theoretical and methodological basis for further scientific re-
search in this direction. Relying on information basis available to us, we can conclude
that intensive flows of intergenerational private transfers are peculiar to Ukraine. More-
over, the downward transfers prevail, both material and non-material. Co-residence of
grown children and parents is the feature of such transfers’ translation in Ukraine. At the
same time, the results of sociological research show that material transfers from abroad
come to households from children twice more often than from parents.

The suggested scheme of possible influence of material and instrumental transfers on
migration activity of their acceptors shows the complexity and ambiguity of this relation.
After all, positive transfers by their nature can have both positive and negative influence
on the personality receiving them and one’s migration activity. Therefore, we find it rea-
sonable to introduce the system of monitoring research of households receiving certain
type of transfers and migration attitudes of their acceptors. Comparative analysis of mi-
gration attitudes and level of activity of persons receiving transfers with those, who do not
receive any assistance, would contribute to evaluation of prevailing nature of the impact
of intergenerational private transfers on forming of migration capacity of population and
intensity of migratory movements.
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Summary. The paper develops certain theoretical and methodological foundations of the
research of intergenerational private transfers. In particular, it provides extended and more
complex classification of transfers, dividing transfers into instrumental and socio-humani-
tarian and outlining the content details for each group. Moreover, not only positive (e.g.
money, material assets), but also negative transfers (e.g. debts) that can be transmitted from
one generation to the other are suggested to be taken into account. The author has developed
the scheme of possible impact of material and instrumental transfers on the acceptors, their
situation and migration activities, which shows the ambiguity of such links. Conducting of
representative sociological surveys will contribute to more distinct establishment of domi-
nating impact of intergenerational private transfers on migration activity of population.
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CONSUMER SATISFACTION IN THE PLACE
MARKETING

Agnes Urbanné Treutz
Szent Istvan University

INTRODUCTION

We can approach the satisfaction of the local residents from two sides. One of those
can be identified as the peak of the regional competitiveness pyramid model [Lengyel
2006], the enhancement of the local residents’ quality of life and living standards, which
is also the aim of the place marketing. The other one comes from the marketing com-
munication side, under the notion that local residents are the ambassadors of settlements
and their image will also form that of the settlement, ultimately what appears in the heads
of consumers about the place. As the communication of the local residents formally can-
not be regulated, the managers of the settlements have to strive for more satisfied local
residents, since the satisfied residents will not damage the reputation of the settlement for
others (e.g. for tourists). Last but not least it is important to mention that satisfied local
residents will not have the desire to move to other settlements, thus the settlement could
hold on to these residents as a “loyal consumers”.

The aim of the study is to highlight to the importance of consumer satisfaction in the
place marketing, and to explore models belonging to the basic models of consumer satis-
faction that focus on examining the residents’ satisfaction.

CONSUMER SATISFACTION

According to the literature there are three main fields that are dealing with satisfaction:
sociology and human ecology, psychology, and marketing. The human ecology focuses
on the natural and physical environment where the consumer lives, while psychology
examines the overall life satisfaction [Insch and Florek 2008]. In the field of marketing,
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consumer satisfaction often appears in the literature of consumer behavior. According to
Peter and Olson [1987] consumer satisfaction is when the consumers are satisfied with
a product or brand, which they would like to buy on another occasion as well, and would
like to share their positive experiences regarding the product or the brand. Its opposite
is dissatisfaction, which comes into existence when the consumers’ expectations before
the purchase are confuted afterwards. Namely, if there disparity between the real and
the expected product, the consumer will not want to purchase again, he or she will have
complaints against the product or service and would like to replace it [Peter and Olson
1987]. According to Kenesei and Kolos [2014] we can talk about satisfied consumers
when the experience exceeded the expectations. This judgement is subjective, namely the
consumer satisfaction or dissatisfaction is determined according to the attitudes, which
may further evolve within the consumers after the purchasing of the product [Solomon et
al. 2006]. We can speak about consumer satisfaction in the place marketing as well, al-
though settlements have many more complex and unique features that differentiate them
from products. The present study is focusing on the local residents which is one of place
marketing’s three main target groups (namely local residents, tourists and entrepreneurs).
The satisfaction of the local residents with the settlement is partly depending on the per-
ceived quality of different, interrelated environments. Such environments are the social,
cultural, economic and natural [Insch and Florek 2008].

CONSUMER SATISFACTION AND THE CONNECTED MODELS’
EXAMINATION IN THE PLACE MARKETING

Basic models in connection with satisfaction

On the apropos of consumer satisfaction we may find models in connection with that
topic in the literature. Hereinafter the basic models in connection with satisfaction and the
satisfaction models which are connected to the place marketing will be presented. Among
the basic models in connection with satisfaction the European and American customer
satisfaction examinations will be under scrutiny as well. In their word usage the phrase of
customer satisfaction is in the majority, but at the same time, in the course of examination
of the models it will be clear that this is actually a synonym with the phrase of consumer
satisfaction. This means that the customer who is purchasing is also the consumer of the
product. Thus henceforth the study will not make a distinction between the phrase of cus-
tomer and consumer in the case of examination of satisfaction models.

To examine the consumer satisfaction the American Customer Satisfaction Index
(ACSI) was established in 1994 which was developed under the leadership of Claes For-
nell in the American Michigan University as an improvement of the Swedish Customer
Satisfaction Barometer (SCSB), created in 1989. Six variables were examined in the mul-
tivariable model: customer expectation, perceived quality, perceived value, customer sat-
isfaction, customer complaints, and customer loyalty. The model is considered a “cause-
effect” model where the causes, namely the customer expectations, the perceived quality
and the perceived value induce customer satisfaction, which is located in the middle of
the model, the outcome appears on the right side of the model, as the element of customer
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complaints and customer loyalty. The latter includes the customer behavior and price
tolerance. The customer expectations include prior consumer experiences and other non-
-experience based information, such as advertisement, word-of-mouth, and company fore-
cast; which serve as a basis for the consumer to judge the quality of the offered product/
/service. After consuming the product/service, the consumer could evaluate the perceived
quality according to how fitting it was to his/her needs. A key difference from the Swedish
model is that the perceived value appears in the ACSI. This perceived value is relative for
the consumer, not necessarily related to the paid cash value, in other words the price will
not be the determinant for the customer in the course of a following purchase decision,
rather the extra benefit which the product could generate for him/her. The perceived value
serves as the scale of quality which could change depending on how important the given
good is for the customer. These all could generate satisfaction, which leads to customer
loyalty, namely the customer will be loyal to the product/service and will purchase in the
future as well, even with different prices (price tolerance). In case the consumer is not
satisfied, he/she will have complaints in connection with the product/service [WWW 2,
WWW 3]. In the methodology description of creating the index, the primary goal to
estimate the effect of the ACSI to the customer loyalty was mentioned, which plays an
important role in the course of the companies’ present and future business performance.
The index is adaptable in several fields, like in the private sector, in the industrial sector
(considering the product and the service quality as input factor), government agencies
(including governmental services), and nonprofit organizations (in their case the aim is to
gain the consumer trust) [American..., 2005].

After the creation of the American Customer Satisfaction Index, an index was es-
tablished in Europe that measures the consumer satisfaction as well. The aim of the Eu-
ropean Customer Satisfaction Index (ECSI) is to describe the consumer behavior, the
measure and description of the satisfaction, which could help to companies to correct
their performance. The index could be used in different sectors, moreover it is appropri-
ate to compare sectors and countries as well [Cassel and Ek16f2001]. The index was later
renamed to European Performance Satisfaction Index (EPSI), the change referring to this
performance-based examination as well. Compared to the ACSI, certain changes were
implemented into the model: On one hand image got into the model as a latent variable
which influences the customer expectations and the loyalty. On the other hand the occur-
rence frequency of complaints as the effect of the satisfaction was evicted from the model
[WWW 5].

The Norwegian Customer Satisfaction Barometer (NCSB) took the former satisfac-
tion models into consideration, but at the same time it carried out significant innovations
creating the new model. Instead of the previously appearing value, they included price,
while instead of the customer expectations, the corporate image got inserted into the
model as a consequence of satisfaction. The latter means they measured of the corporate
and brand image related customer perception. The corporate image and the loyalty repre-
sents the relationship commitment. The model includes the direct effects of the price on
loyalty, furthermore includes complaint handling, which has an effect to the loyalty and
the satisfaction as well [Johnson et al. 2001].

Kano [1984] created a model, which was completely different from the previous mod-
els to examine consumer satisfaction. The multi-dimensional model shows the single
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factors, depending on satisfaction and execution, altogether sorted into five categories.
The model highlights that not every factor, product characteristic means the same satis-
faction for the consumer [WWW 1]. The single factors contribute in a different way to
consumer satisfaction, namely they could have asymmetrical effects [Marien 2016]. One
of them is the basic requirements factor which contains “must be” functions that are evi-
dent for the consumers [WWW 4]. If this element has positive performance, in that case
consumers are neutral, meaning solely they are not dissatisfied, but at the same time if
it is poor, its performance is negative, they will be dissatisfied. These “must be” factors
are important because if the product/service does not satisfy the consumer expectations,
he/she will not interested to at all [Matzler and Hinterhuber 1998]. In the case of “one-
dimensional” factor the higher the performance is, the bigger the consumer satisfaction
will be, and vice versa. The name of the factor points at the linear, direct proportion con-
nection. The “attractive” factor evokes excitement, gives unexpected performance to the
consumer which could generate positive reaction. The more function the product has,
the more satisfied the consumer will be, at the same time having no further functions,
will not make the consumer dissatisfied. Bigger satisfaction may only be generated once
the product performs all the basic requirements. The “indifferent” factors (in which case
is unimportant how much energy we invest in their performance) will not interest the
consumers, they will be neutral towards them. These lay in the middle of the satisfaction
dimension, in the break-even point of the horizontal axis. Regarding the “reverse” fac-
tors the consumers are dismissive. The best practice is to not have these factors turn up,
as their presence is undesired [Walden et al. 1993, Sauerwein et al. 1996, Matzler and
Hinterhuber 1998, WWW 4].

All in all, a linear connection may be found with satisfaction in the case of “one-
-dimensional” factors, and reversely, nonlinear connection in the case of “must be” and
“attractive” factors.

MODELS IN CONNECTION WITH SATISFACTION IN THE PLACE
MARKETING

In the following, the major satisfaction models from the perspective of the place mar-
keting will be presented. The aim is to collect models which try to present the satisfaction
from multiple aspects, from the point of view of local residents.

Speare [1974] approached the local residents’ satisfaction from the aspect of mobility.
During the examination he found that the individual and household characteristics, the
location characteristics (housing, job, neighborhood, region), and social bonds all have
effect on the relative satisfaction, ultimately being responsible on resident’s consideration
whether to stay or move.

Insch and Florek [2008] started out from the American Customer Satisfaction Index
to delineate their own model. In the marketing literature we can distinguish between
two type of satisfactions: transaction-specific and cumulative satisfaction [Bitner and
Hubbert 1994]. The transaction-specific satisfaction stands for the evaluation concern-
ing any given transaction situation [Horvath 2001]. The cumulative satisfaction means
the evaluation of overall different transactions, where the entirety of the purchasing and
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consuming process gets evaluated, taking the time of purchasing and consuming into
consideration [Mittal et al. 1998, Horvath 2001]. The ACSI starts out from the cumula-
tive satisfaction conception which accompanies the whole empirical process from the
idea to the decision-making [Lervik-Olsen and Johnson 2003, American..., 2005, Insch
and Florek 2008]. In the case of place marketing, the Insch and Florek [2008] model is
important because the place attachment appears in the process as the result of the sat-
isfaction with the place. Essentially, this is fitting to the customer loyalty appearing in
the ACSI model, since anyone who is satisfied with his or her residence, will stay and
the urge to migrate will not appear.

Zenker et al. [2009] examined the residents’ satisfaction according to four factors:
urbanity and diversity, nature and recreation, job chances and cost-efficiency. They
established the Citizen Satisfaction Index (CSI) which was formed by the 21 elements
that influenced the aforementioned four factors. The urbanity and diversity covers the
size and range of the offered services (e.g.: city image, wide range of cultural activi-
ties and shopping opportunities), the general atmosphere, the different cultures, the
openness and tolerance of a city. The nature and recreation includes the environmental
elements (rivers’, watersides’ pollution, tranquility of the place, parks, open areas and
other areas for recreation and for outdoor activities. The cost-efficiency refers to the
cost of living, the general price level, the availability of apartments and houses and the
rental costs. Furthermore the model shows that there is connection between the satisfac-
tion and the commitment. The reason why this is important is that if the individual is
committed to the settlement, it could generate attachment which could largely increase
the will to stay in the place.

Yuksel et al. [2010] approached the satisfaction from a psychological viewpoint,
which was influenced by such factors like place identity, affective attachment, and place
dependence. The satisfaction also influenced loyalty and its affective, cognitive, and co-
native aspects.

Though Sarker et al. [2012] did not create their own model but they approached the
consumer satisfaction from the viewpoint of the marketing mix. The service marketing’s
7P was in their examination: product, price, place, promotion, people, process, physical
evidences. In the course of the survey they examined the satisfaction of tourists, and
among them local university students, towards East Lake found in the city of Wuhan,
China.

Lee et al. [2012] examined the connection between festival satisfaction and destina-
tion loyalty where not only the local residents were under examination. All the while their
model should also be highlighted because of their analysis on the elements. The model
starts from the festival satisfaction which could influence the place attachment (place
identity, social bonding, place dependence) and the destination loyalty (destination pref-
erence). The place attachment (attitudinal loyalty) is an affective element in the process,
which could generate word-of-mouth, revisit intentions and destination preference, which
appear as the factors of destination loyalty as conative elements. The model is important
because of several reasons. On the one hand, elements, like place attachment and place
identity appear in the model, which are important factors in the case of a potential resident
staying process. The importance of the place identity is further enhanced by examination
of other place identity models [Uzzell et al. 2002, Zenker and Petersen 2010, Marien
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2016] where satisfaction is mentioned as an important factor of place identity [Urbanné
Treutz 2019]. On the other hand, the model also includes word-of-mouth as an important
element in the place marketing’s marketing communication. Thirdly, it is a contradiction
to the notion of some authors [Mesch and Menor 1998, Lee et al. 2012] that there is no
connection between satisfaction and place attachment.

Unlike the foregoing, Adewale et al. [2018] started out from the local resident’s direct
residential area in the course of the examination of their satisfaction. Their environmental
psychology approach focused on the residence and its direct environment, they proceeded
from the residential area’s objective factors during the research. These are the housing
units’ characteristics (e.g.: housing type, number and size of bedrooms), the services in
the housing units (electricity and water supplies), physical neighborhood environment
(e.g.: layout of the neighborhood, communal facilities, size of open spaces, recreational
facilities, general cleanliness of the environment), and social neighborhood environ-
ment (relationship with neighbors, social characteristics of neighbors, social networks
in neighborhood). The socio-economic characteristics of the residents are added to these
(sex, age, marital status, religious affiliations, length of stay in the residence). These all
evoke subjective assessment in the individual in the case of the characteristics of the resi-
dential environment, which could generate the residential satisfaction in connection with
the housing and the neighborhood environment.

Helgesen et al. [2013] examined the students’ loyalty to the town where they were
studying. The satisfaction with the student town, the student town reputation, the univer-
sity’s reputation and the switching costs all directly influence the loyalty towards the stu-
dent town. Indirect influencing factors are the university-related antecedent, the town-re-
lated information, the town-related offerings and the town-related facility. These indirect
factors are cognitive elements which influence the loyalty through intermediary variables
(direct variables). The model examines the satisfaction from a different aspect than the
previously discussed models. It targets the potential local residents who could ensure the
future of the settlement, but all the while the model also emphasizes the loyalty towards
the settlement as an effect of satisfaction, defining it as a final target aim. The presence
of the reputation is an interesting factor to compare with the previous examinations. It is
important, that the reputation should not only attract the students but also maintain them.
The study showed that while the university’s reputation influenced the student loyalty
in a positive way, the student town’s reputation, in turn, had an effect on the university’s
reputation itself. These all show the importance of the reputation’s influence on loyalty.
The results pointed out, that there is no direct connection between the student town repu-
tation and the student loyalty, at the same time the student town reputation influences the
loyalty in an indirect way through the university reputation. The student town satisfaction
also influences the loyalty in positive way.

MEASURING CONSUMER SATISFACTION

The leaders of the settlements measure the satisfaction of local residents in con-
nection with the place, the available services, and their expectations in many cases.
To create an overall analysis we need to take the occurring aspects in the case of con-
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sumer satisfaction’s measuring into consideration. In accordance to the aggregation
level, the measurement could be differentiated and undifferentiated. The factors will
be measured independently in the case of the differentiated, while in the case of un-
differentiated, it will be done according to a global criteria. Depending on whether
a company or a consumer are asked during the measuring, we can differentiate be-
tween company oriented and consumer oriented measurements. The examination could
happen in both objective and subjective manner as well. The objective measurements
determine the quality of the product, which are unequivocally examinable indicators.
These are such simply measurable data, that could be found from secondary research
(e.g. migration rate). In the case of subjective evaluation the quality is determined by
the consumer’s perception and need. In this case we can measure deficiencies which
are perceived by the consumer. It has three types: feature oriented, event oriented and
problem oriented measurement. During the feature oriented measurement the charac-
teristics of a product/service are under evaluation. Through this process we can dis-
tinguish between implicit and explicit methods. The implicit feature oriented method
does not directly and consistently examine the consumer satisfaction, while the ex-
plicit method does it in a straight forward manner. The latter is based on the disconfir-
mation paradigm, where the consumer compares his/her expectation with a standard,
which could be an idea, an expectation, or a norm. The explicit method could be con-
ducted in a previous (ex ante) and post (ex post) manner. The multifactor measuring
method, the punishment — award analysis, the conjoint analysis, the decomposition
method, and the reservation price method are feature oriented methods. In the case of
the event oriented method the contact points between the consumer and the company,
such as the experiences and the situations are in the focus, while in the case of problem
oriented method focuses on the difficulties. Event oriented methods are the sequential
event method, the critical event technic, and the story based method. Problem oriented
methods are the problem solving method, the frequency — importance analysis and the
complaint handling [Bruhn and Murmann 1998, Hofmeister Toth et al. 2003, Bohnné
Keleti 2005] (Table 1).

TABLE 1. The systematization criterions to the quality and satisfaction measurement

Criteria The base of the measurement

Aggregation level differentiated undifferentiated
Perspective customer oriented company oriented
Evaluation objective subjective

Method feature oriented event oriented problem oriented
Dimension one-dimensional multi-dimensional

Source: Bruhn and Murmann [1998].

The satisfaction models in connection with place marketing were examined according
to the criteria in the Table 2.
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CONCLUSIONS

All in all, we can state, that the satisfaction plays an important role in the examination
of settlements. We may find the basis of the general satisfaction models in the models
which examined the local residents. Such was the concept of the Insch and Florek [2008]
model, which was based on the American Customer Satisfaction Index, or the European
Customer Satisfaction Index which mentioned image as an influencing factor, which re-
turned in the form of reputation in the model outlined by Helgesen et al. [2013]. Different
viewpoints revealed themselves in the models, and as a result of their examination we can
state, that these models conduct their processes mostly through subjective methodology,
where the analysis of consumer expectations and the received service (satisfaction with
the place) appears in almost every occasion. We may examine the satisfaction from mul-
tiple aspects (e.g.: physical environment, social bonds, settlement’s facilities, offerings),
that make an appearance in most models, but at the same time we can find such cases
where unique factors may also appear, like reputation or the elements of the 7P. Multiple
models show that satisfaction may be interconnected with place attachment [Insch and
Florek 2008, Yuksel et al. 2010, Lee et al. 2012], place identity [ Yuksel et al. 2010, Lee et
al. 2012] or with loyalty [Yuksel et al. 2010, Helgesen et al. 2012, Lee et al. 2012] which
is also linked to place attachment. Collecting these factors could generate a basis to de-
sign a resident-satisfaction model in the future.
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Summary. The consumer satisfaction is under perspicacious examination, where the basic
models will be presented in connection with consumer satisfaction. The study will also
touch on the satisfaction models in the place marketing. One important target group of the
place marketing is the local residents, and it is becoming more and more important to main-
tain them, and gain new potential residents. In case satisfaction emerges in the residents, we
can maintain them locally, creating a loyal consumer group. Reputation or having personal
experiences towards local events or tuition institutions could be extremely important for
potential local residents, which may further build the positive image towards the settlement.
These expectations and obtained values will also be compared by the consumer, ultimately
making him/her satisfied or dissatisfied. The measurement criteria of these models will be
assessed, which will be used to summarize all examined models in a table accordingly.
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