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The New Relationship Among State, Market, and Political
Actors in Public Policies
Pablo Eduardo Neder
Complutense University of Madrid, Madrid, Spain
The aim of this work consists in analyzing the new relationship among the institutions, the market, and the political
actors on their historical approach, sociological and from rational choice, which comes out as a set of rules that
determine the institutional reform’s processes from the incentive frameworks and restrictions imposed to the
behaviors of the different agents and economic actors, social and political factors for the formulation and
implementation of public policies and that they have an impact on the results measured in terms of economic
growth and development. In this work, policies of employment form Spain (2008-2012) and Argentina (2001-2010)
will be analyzed in a comparative study and in a crisis context. The author has considered that the cases are
particularly adequate to answer to the new relation among the state, the market, and the political and economic
actors and how they impact on the formulation and implementation of employment policies. The research
conducted is of comparable hypothesis. Interviews and documentation studies were carried out that allowed
observing the impact of that relationship to the policies of employment.
Keywords: state, market, public policies, political actors

The proposed work consists of, on the one hand, to note the new correlation among state, market, and
society in the post-crisis of 2001 in Argentina, as a result of different law conflicts or of installation of
companies that from one way or another, affect the citizens as regards quality of life, which beyond the
problems and considering that “the neoliberal policies implemented in Latin America as because of the great
debt crisis of the 80s managed to control inflation, but failed to promote a true macroeconomic stability and
recover the development” (Besser-Pereira, 2007). On the other hand, this work consists on describing and
explaining the political process of the labor market’s reform in Spain by the social democratic government,
from the crisis of late 2007 to early 2008 to signing up with the social partners in 2011. This work explains
from the conception of the public policies and the political actors, how does social dialogue develop in a
context of uncertainty, because of this, it modifies the relationship among the state, the market, and the political
actors. In this respect, we can quote Sartori that says the following:
Apparently, it would be a problem of redefinition of the limits and relations between the state, the market, and civil
society. In our opinion, an incipient struggle can be verified from the latter to win new opportunities for debate and
participation.


The paper is partially funded by CSU from Sociological Center and Policies of Paris (CNRS), France.
Corresponding author: Pablo Eduardo Neder, Ph.D. candidate in government and public administration, Faculty of Political
Sciences and Sociology, Complutense University of Madrid, Spain; and Urban Cultures and Societies (CSU) from Sociological
Research Center and Policies of Paris (CNRS), France; research fields: public policy, government, European governance,
comparative politics, market, and political actors. E-mail: pabloneder@hotmail.com.
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But is society really winning in advancing in social achievements? Or are the markets? Which is nowadays
the real state’s role? There are many questions that come to redefine the relationship among the state, the
market, and society.
The first part of this work explains the international scenario and the impact of the financial crises; the
second part describes the labor market in Argentina and the search of employment restructuration between the
state and society; the third part is about the institutionalism’s role in the correlation among the state, the market,
and civil society, making reference to Argentina and Spain; and the last part is about the Labor Market Reform
and the “Social and Economic Agreement” of the social democratic government in a context of uncertainty,
with special reference to Spain.

International Scenario and the Financial Crises’ Impact
The collapse of the Bretton Woods Monetary Agreements, after the oil crisis of 1973, brought the decline of national
investment restrictions; at the same time, the big companies redesigned themselves to satisfy a new international clientele
of investors that aspired more to gain in the short-term stock market to the benefit of long-term dividends. Analogously,
jobs quickly began to cross borders. (Sennett, 2006, p. 13)

With this new international scenario, a new relation among the state, the market, and society starts to
redesign itself; therefore, it has a direct implication in the formulation and implementation of the public policies,
essentially in the employment policies.
Although after the Second World War, there were successive financial and economic crises in different
parts of world geography,
The Great Recession of 2008-2009 has been the worst since the Second World War. The financial crisis that erupted
in the United States in mid-2007 quickly became a credit crunch and the sharp drop in trade flows, with consequent loss of
jobs and livelihoods for millions of people worldwide. However, the tragic consequences globally have been juxtaposing
very differently between countries and regions. (Document, 2012)

This economic change is related to the regulation of redundancy costs and the types of contracts with the
consequent lack of social protection in the economies of developed countries as a result of globalization, in
which “Economic globalization has led to a gradual transfer of authority and power from national states to
international markets” (Moreno, 2012), increasing unemployment figures to high jobless rates and in record
time, with a large informal labor market economics in Mediterranean countries. Economic crisis emerged in the
financial sector of the US and expanding to other countries with developed and emerging economies, causing
threats to the global economic system as an evolution of a set of public policies and capitalist orientation that
makes the fragility of the neoliberal system sleepless.
In this way, from the beginning of the crisis in late 2007, the labor market of the EU (European Union)
(especially Spain) has been affected by the significant increase in unemployment as a result of a financial and
economic crisis. In this sense, unemployment and the levels of the rates move in cycles, largely due to the
general economic cycle. Nonetheless, among other factors, the relationship among the state, the market, and
society in the policy changes influence on “The institutions that are important and their reform is a continuing
need; because, in the complex and dynamic societies in which we live, the economic activities and the market
need to be constantly regulated” (Bresser-Pereira, 2007, p. 120) and this has a direct impact on society. As
Sartori points out, “One of the consequences of preferential seat that have had the market players in recent
decades, without the benefit of a counterweight by civil society, has been the immense concentration of
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economic power in a few families”, not only in the local market; but what is still worse, in international markets.
Before this crisis situation, governments need to develop public policies to address the circumstances that
befall. In this way, they must meet the requirements that with the passage of time threaten the governance, once
begun the increase in people out of work.
At present, the formulation and implementation of public policies and their reformulation are breaking
high on the agenda of governments in order to maintain a high percentage of unemployed with income,
disfavoring development policies. As expressed by Charles Lindblom (1991), all public policy choices have to
be made at the end, not through the intellect or the analysis of any person, but by a political process. It is not the
brain, but the muscle.
The EU forced itself to formulate public policies to meet those demands, through a political process where
various political factors influenced political decisions when formulating such public policies.
Unemployment in Spain was constituted as the main concern for his constant and growing increase. From
that moment, the political process was generated to develop employment policies and social inclusion policies
to address the seriousness of this context.
In that passage, and,
In 2012, Argentina has received the brunt of the international economic context, alternating the behavior of the
economy and labor market dynamics. However, as it has been shown by the latest global crack, Argentina had to
reformulate a number of policies to cushion the impact of a strong international disorder in the social and working
conditions of the population, and this is mainly due to the policy framework implemented since 2003 and to the new
actions that complement the existing ones1. (Ministry of Labor, Employment and Social Security, 2013)

In that sense and unlike other regions in the world, an economic and financial crisis always negatively
impacts in all regions of the world, and its impact on the labor market always acts to the detriment of workers,
due in large part to the way a country determines its policies, as in the cases of Argentina and Spain who should
rethink their policies, although both use different ways and different international contexts that definition of
policies defines the new relationship between the labor market and society.

Argentina’s Labor Market and the Search of Labor Restructuring
Between the State and Society
Since the mid-80s, there was a profound shift in structural policies in Latin America with the implementation of
neoliberal policies. In this way, the development model was replaced by a set of policies oriented to improve efficiency,
facilitating the functioning of markets and reducing the distorting effects of state intervention in economic activities. (Lora,
2012)

In the 80s and during Alfonsin’s government2, some privatization as articles of household and industrial
machinery, ceramics and a travel agency were made between other small businesses, “However, in 1986, the
government tried to deepen the privatization model as a way to address the serious fiscal imbalance”3
(Margheritis, 1998). At the same time, the IMF (International Monetary Fund) and the World Bank and with an
1

Excerpt from the Ministry of Labor, Employment and Social Security. Document in reference to Argentina’s employment
situation in 2012 and expectations for 2013, analyzing the impact of the global crisis in the international context; economic, social,
and employment situation; and finally, the productive structure as key indicators to look for relevant study.
2
Raúl Alfonsín fue presidente de la Argentina desde 1983 hasta 1989.
3
Véase Margheritis A. (1998). “La política económica como instrumento político”. Explica el proceso privatizador en Argentina,
haciendo referencias históricas y cómo las mismas se fueron generando dentro de un marco de avance hacia las reformas
estructurales.
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advanced economic and political crisis in Argentina exerted pressure to perform a series of structural reforms as
axis of privatization policies under the mottos of efficiency and effectiveness of public enterprises in the hands
of private companies, which using the same would generate more jobs.
In spite of this, beginning in the 90s is given a period of contextualized debates within a strong
privatization process leading to “The stagnation of Argentina’s economy in the late 90s, which was combined
with a strong political delegitimization of the ruling alliance and the weakening of the social frameworks that
ended in an unprecedented crisis in 2001” (Delfini, Drolas, & Montes Cató, 2014), due to release programs of
their trade regimes, exchange liberalization, and greater financial liberalization with reforms that had as
objective to grant greater freedom of operations to financial intermediaries, accompanied by them, tax and
labor reforms, as well as policies aimed at the privatization.
As a result of that economic and financial crisis in 2001 and its continuity in 2002 in Argentina, it is
established under the provisions of Article 75, Paragraph 22 of the Argentine Constitution by which constitutional
status is awarded to all treaties and conventions on human rights, and in particular, the International Pact on
Economic, Social and Cultural Rights of the United Nations, where family law is recognized to social inclusion.
Noting that it aims to contribute to improving the quality of life it coordinates, manages, and directs the
Plan unemployed Jefas y Jefes de Hogar, nationwide, focusing attention on the areas of poverty and extreme
poverty.
This program has an important component that mainly aims to combat high unemployment rate and social
inclusion which also allows to modify the relationship between the state and civil society; likewise as part of
restructuring of the breakdown of the social fabric, and that has the purpose of communication and distribution,
beneficiary attention and institutional strengthening. It then allowed its subsequent evaluation for the creation
of the Programa Familia, always linked to social inclusion and the fight against unemployment.
Following the practice of the reforms that took place during the 80s and 90s, and in order to have a better
understanding of this topic, labor policies conducted in Argentina from the government of Nestor Kirchner
were implemented by “the progress and efforts of Argentina on wages, employment and social protection”4
(Document, 2013) and the budget of labor policies as the core of social inclusion as well as obtaining profits at
the social condition; yet with the lack of a socio-economic development, and the need for continued investment
and technological innovation and inclusion, health prevention, security, and the fight against insecurity. It
stands in the programs of labor policies of the Argentine Government, the program “Jóvenes con Más y
Mejores Trabajos”, taking development as a cornerstone of social inclusion that allows young people to get a
job as part of a building model of state policies, in a global context of economic and financial crisis affecting
certain developed and developing countries.
Looking at the evolution of the unemployment rate in Argentina since 2003, compared with the 90s’ and
in relation to the global context, it is determined that its evolution has been significant and important, and as it
is mentioned in the previous paragraph, growth in recent years evolved into an economic and financial crisis
with consequences in various regions of the world mainly in developed countries.
In this way, the changes in policies implemented since 2003, compared with the previous decade, had an
important meaning in the social and economic structure of the country, contributing to social and labor strength
that has enabled,
4

See ILO report 2013—Argentina.
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Argentina against a contractionary global context in which it is evident in three aspects that arise from an objective
reading of the indicators observed during 2012: (1) the international framework had adverse impact without substantially
affecting the living conditions of the population; (2) the current economic, employment, and social situation remains one
of the best in decades; and finally (3) the production structure as it is made today has an unprecedented ability to rapidly
restore economic growth with job creation5.

The following table shows the employment and unemployment rates of the second, third, and fourth
quarter of 2012 and the first and second quarter of 2013 over 31 urban areas in Argentina. Considering that
with the advent of the crisis in 2001, Argentina once had an unemployment rate of 21.5%; and that as of 2003,
with the change in public policy and economic model, it was favored for the same with a positive impact on
employment policies, because it “represents a qualitative change in the type of public policy, a change that
means a review of the social right of citizenship”6 (Cox, 2001), such are the cases of reforms that Denmark and
the Netherlands made since they are more advanced welfare states “The level of assistance aims to not only
provide citizens with the means to ensure subsistence, but also give them the resources to participate fully in
society” (2001). In the following figures, it can be observed that the downward trend in the unemployment rate
in 2012 and the growth of 0.4% in unemployment by way of relating with unemployment in other countries as
detailed below (see Table 1).
Table 1
Employment and Unemployment Rates in a Total of 31 Urban Areas
31 urban areas
Rates
Activity
Employment
Unemployment
Underemployment
Underemployment demandant
No demandant underemployment

2nd quarter
46.2
42.8
7.2
9.4
6.7
2.7

Year 2012
3rd quarter
46.9
43.3
7.6
8.9
6.2
2.7

4th quarter
46.3
43.1
6.9
9.0
6.4
2.6

1st quarter
45.8
42.2
7.9
8.0
5.5
2.5

Year 2013
2nd quarter
46.4
43.1
7.2
9.7
6.7
3.0

Note. Source: INDEC, EPH Continual (2013).

In Figure 1, it is shown that unemployment from 1990 to the crisis of December 19-20, 2001, developed
unevenly, and that as the government stressed more in the liberal policies, the unemployment rate increased
significantly in a global context while developed or emerging economies grew at fast pace, especially the
economies of the US, Europe with Germany and France leading the economic pace of the EU; and China, with
an economic growth at a higher rate from other countries.
With the coming to power of President Nestor Kirchner (2003-2007), and then the current President of
Argentina Cristina Fernandez de Kirchner (2007-2011 and 2011-until the second quarter of 2013), we can see
that in Figure 2, how the unemployment rate drops, and how it affects the period of the global crisis on
employment, while in Argentina it can be observed that unemployment increases minimally without altering
the labor market.
5

Information obtained from the website of the Ministry of Labor, Employment and Social Security of Argentina. Prepared by the
Subsecretariat of Technical Programming and Labor Studies. Work entitled “The labor situation Argentina 2012. Expectations for
2013”.
6
Demercantilization is the term used by Esping Anderson (1990) to refer to the degree of independence of the market that
welfare states provide citizens, and the concept can classify welfare states as more or less demercantilized.
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Figure 1. Unemployment rate and underemployment applicant and no applicant for total urban agglomerates from
May 1990 to May 2003. Source: Prepared.

Quarter

Figure 2. Quarterly evolution rates of unemployment and underemployment in the total urban agglomerates from the
first quarter 2003 onwards. Source: Prepared.

While in the United States, as shown in Figure 3, the unemployment rate increases significantly from
4.80% to 7.60% at just the beginning of the crisis that is where it starts, expanding globally and affecting
mainly the Mediterranean countries of Europe. Following the 2007-2008, the United States is still in deficit in
the labor market without an economic equilibrium that threatened economic and political governance of the
Obama administration.
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Figure 3. Unemployment rate in the United States. Source: Prepared.

The Role of Institutionalism in the Correlation Among the State, Market, and Civil Society
If we assume that the new institutionalism in its historical, sociological approaches, and rational choice
that emerges as a set of rules that determine the processes of institutional reform from the frameworks of
incentives and constraints imposed on the behavior of different economic, social, and politic agents and actors
for the formulation and implementation of public policies that have an impact on the measured results in terms
of growth and development.
From this view, the focus of the work is to point out the new balance among state, market, and society in
the post-crisis Argentina in 2001, in the wake of various conflicts of laws or installation companies that beyond
the problems and considering that “The neoliberal policies implemented in Latin America as a result of the
great debt crisis of the 80s managed to control inflation, but failed in promoting genuine macroeconomic
stability and in regaining development” (Bresser-Pereira, 2007). However, in the government of Kirchner’s
presidency (from 2003), the development of social policies is, first of all, a matter for politics, determined by
reference to the responsibility of the policymaker, which is immersed in a complex relationship between social
action and structures from which social policies arise. From that idea, the government explains and formulates
public policy and approach of historical neo-institutionalism on the role of institutions such as social, economic,
and political environments, which are introduced into an unintelligible relation between social action and
structures.
Impacting the 90s, March and Olsen suggested creating a new institutionalism,
That would replace the five main characteristics of political science by a conception of collective action placed in the
center of the analysis. Collective action, rather than remain a riddle, as it is for economists, would became the fundamental
approach to understanding political life. Furthermore, the relationship between political authorities and their
socioeconomic environment should be a reciprocal relationship in which politics has the option to shape society, and
society to shape politics. (Guy Peters, 2003)

In this sense, the Argentine State from 2003 has begun a process of expansion of the public sphere to the
inclusion of certain industries which had been traditionally excluded. Therefore, the orientation of the policies
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was shaped for that purpose. If we refer to Adam Smith who,
Saw in the economic processes by acting as an “invisible hand”, the father of economics understood the reason for
personal gain produced social benefits at all understood, i.e., not persecuted by singular but resulting actors, as an indirect
consequence of the mechanism they activated. Since then, the market is treated as a proven invisible hand, variously
corrected, or troubled, by the intervention of the invisible hand, i.e., the state. (Sartori, 2007, p. 299)

That invisible hand, called market, has occupied an important role in Argentina of the 90s, reducing the
role of the institutions and civil society to benefit big business and corporations; therefore,
It is impossible for the market to become an absolute principle, a categorical imperative, since it is merely a means to
an end, not an end in itself. Arguments in favor of the market point out that if we follow their rules, large companies have
developed a politics capacity and of influence that exceeds by far those of small and medium enterprises—which do have
to endure the political constraints of the real market, and use this influence not only to guarantee the achievement of their
objectives, but also to ensure the existence of a political system that allows the maintenance of this influence. (Crouch, 2004)

As pointed out by Laclau (2012) “Any transformation of the balance of power in the sociopolitical field
cannot be verified without a profound reform of the institutions”, and that is the path undertaken by the national
government, performing a series of reforms for inclusive progress of the state in the public sphere; and in turn,
reducing function and advance of markets. In this way, the new developmentalism mentioned by
Bresser-Pereira (2007),
The new institutionalism is not a simple economic theory, but a national development strategy. It differs from the
developmentalism of the 50s in that it does not advocate comprehensive measures to protect an infant industry and in that
although it gives the state a central role, it believes that to carry out its task, it must be financially sound and
administratively efficient. Moreover, unlike conventional orthodoxy, new developmentalism is then a third discourse, a set
of useful proposals for medium developed countries, such as Brazil and Argentina, to recover lost time and catch up to
achieve the most prosperous nations.

He also points out that “Institutions matter and their reform is a continuing need for in the complex and
dynamic societies in which we live, the economic activities and the market need to be constantly regulated.
New developmentalism is then reformist”. From this interpretation and from Nestor Kirchner’s coming to
power, it begins a new stage in Argentina with a series of reforms with a speech that dominated the crisis, with
social inclusion policies and a strong presence of the state in the historical repair, and oriented to restoring the
representative bond. In turn, with a political action of hegemonic intentions to carry out reforms and a policy of
isolation to all its opponents and a political action toward social movements, it was as the axis of their political
strategy to defend its policies.
In relation to Sartori (2007), he points out that “the more democratised the democracy, the higher the bet”,
and the background of this speech was the political commitment of the government to interpret all social
conflicts made by social movements and citizens; because it is not just a conflict, but apparently, it was a claim
for the general public to redefine the role of institutions and to set limits to the market to strengthen relations
between the state and the civil society. For example, civil society as a whole approved the nationalization of
Yacimientos Petolíferos Fiscal (Treasury Petroleum Fields) and Aerolineas Argentinas, because it interpreted
more state control over market abuse. Consistent with the interpretation of the new institutionalists that agree
with the thought that,
Institutions are the game rules of society or, more formally, the constraints or obligations created by humans that

RELATIONSHIP AMONG STATE, MARKET, AND POLITICAL ACTORS IN PUBLIC POLICIES

9

shape human interaction, whether political, social, or economic. Institutional change outlines how society evolves in time
and is, in turn, the key to understanding historical change. (North, 1993)

However, Sckopol (1989) holds that “States conceived as organizations claiming control over territories
and people may formulate and pursue goals that are not simply a reflection of the demands or interests of
groups or social classes of society”, which leads us to inquire into and through the following questions by
Tsebelis (1990): Why institutions matter? Are the institutions a product of design or social evolution? What
interests do the institutions promote: a group’s or the whole society’s? These are the questions that citizens do
when they are hurt by certain public policies, but it is also true that when public policies are designed to
benefit certain sectors of society, there are other sectors that are aggrieved. If we return to the idea of Sckopol
(1989), it uses two analytical options and, while complementary, with the aim of placing the state in the
forefront of historical and comparative studies of social change, politics and the development of specific
policies, for this purpose, institutions must meet the primary role that is to benefit citizens through policies, as
well as governance requires a well-articulated civil society. Not to mention that the institutions must be
transparent and fair rules in their procedures and mechanisms to ensure the credibility of the policies
promised by government actors, which as a consequence is what will build trust in civil society. In the ongoing
speeches of the current President of Argentina, Cristina Fernandez de Kirchner, she supports the actions of
certain groups or civil society to fight for their rights and often are channeled by institutions as a political
engine is defending the interests of certain groups. But also, they performed actions for society as a whole as
the aforementioned nationalizations, employment programs, laws protecting single housing, universal plan for
children, retirement plan for housewives, policies that favor women, among others. That is that the present
government has given an important role to the institutions and that the policies that apply to them cannot be
considered sectoral or specific, because there are public policies according to the needs in relation to the
priorities of government.
States can be characterized as organizations through which groups of employees can pursue general or
specific objectives, meeting them with more or less effectiveness and efficiency to the state resources in
relation to the social frameworks. But on the other hand, they can also be considered as configurations of action
and political organization that influence the meanings and methods of politics for all groups and classes in
society. He proposes this programmatic line instead of getting “entangled” in a series of cumbersome and
abstract debates. Such strategies may allow the development of new historical and comparative research on the
role of states on the reforms and revolutions. They can be functional for the study of design and implementation
of social and economic policies developed by states, along with the influence of states in conflict and political
programs. Looking at government rates7 from Néstor Kirchner’s period, one can observe the 50% reduction at
the levels of poverty, homelessness and unemployment, with the application of certain policies implemented by
institutions that allowed social evolution. Furthermore, the implementation of other political measures such as
the renewal of the Supreme Court, prosecutions for crimes against humanity, the improvement of relations with
the countries of Latin America and the complete cancellation of the scourge of debt to the IMF.
As for the government of President Fernández de Kirchner, many are the policies that contributed to
strengthening the institutions with a starring role of civil society in a new view of the state toward the market,
reducing the latter’s performance had on the 90s.
7

See INDEC to observe the different indices.

10

RELATIONSHIP AMONG STATE, MARKET, AND POLITICAL ACTORS IN PUBLIC POLICIES

Labour Market Reform and “Social and Economic Agreement” of the Social Democratic
Government in a Context of Uncertainty
Before turning to the labor market in Spain, it is significant to highlight some concepts and historical facts
that will allow us to better understand the relationship among the state, the market, and society. To do this, we
should mention that in the context of the EU, it is important to highlight the text of the sociologist Marshall,
Citizenship and Social Class written in 1949, which raises the three dimensions of citizenship: civil, political,
and social. In the latter, law circumscribes the rights of citizens in economic and social spheres, preponderating
the right to work, to allow the public to exercise civil and political attributes. In these benefits posed by
Marshall and Bottomore (1998), the concepts of “civil liberty and political freedom” gain strength as a
counterweight to economic freedom claiming the self-regulating market.
Originated from the Industrial Revolution, it began to further affect the labor market, throwing the poor
and workers to the hazards which meant that self-regulating market, inducing the public to a condition of
employment vulnerability and submitting to a conflict over the break between the market and the state.
Indeed, employment policy is one of the most important challenges facing welfare states; and the
environment influences together with stakeholders, resources, the effects that occur from the outside, etc., so
that these developed policies are formed in a certain way and not another.
Therefore, the market plays a crucial role in its relationship with the state, and Lindblom (2000) highlights
the imperfections of the market and how it affects their relationship to society, in which the market not only
coordinates economic aspects; but goes further in its domain, extending to the whole of society; thus and with
verbatim, he expresses categorically that “We have to think about society and not economics”, further
emphasizing that cooperation is the foundation of social life and is at the core of the market system (2002),
influencing in the whole economy even the smallest things in people’s lives. Consistent with this relationship
between the market and the state, Bauman’s (2001) work appears, mentioning globalization as the cause of
major societal ills such as poverty, unemployment, misery, hunger, and war, among others. “The new freedom
mentioned, has come to destroy all the links that have been built throughout history between the state and civil
society to regulate the market” (Bauman, 2001).
Furthermore, Subirats explains that the crisis of the 70s in Spain provoked,
The general impression that this crisis is seen as the triumph of the market over the public powers; the case as a
widespread phenomenon that has known in Spain, specific dimensions and concretions, resulting again in agreement with
the political crisis. (Subirats, 1992)

In this context of analysis and crisis, the EU must address economic imbalances and lack of employment
to provide any solution and it is affected by the dissociation between the state and the market.
The essence of the work of Viñals, Chacartegui Jávega, Ramos Martín, and Valle Muñoz (2004) of
understanding state action in social life, he makes reference that uncertain environments is when social changes
cause historical events, and more, opening up debates that are still valid today, we must establish the separation
of the definitions of public and private spheres of economic, and scale up action of states in the socioeconomic
life of the communities. Because in times of crisis, it should be taken into account some social ideas mentioned
below (2004):
Helping people in all their needs, markedly those that are unemployed; the convenience of markets to have a mixed
economy, which means the nationalization of strategic industries of the economy and the implementation of a welfare state

RELATIONSHIP AMONG STATE, MARKET, AND POLITICAL ACTORS IN PUBLIC POLICIES

11

with a social policy in order to achieve a redistribution of resources; the need to coordinate the macroeconomic policy
because the market alone cannot achieve optimum results in terms of full employment.

In Europe, mainly in Mediterranean countries such as Portugal, Spain, Italy, and Greece that are the
countries most affected by the financial crisis, reaching very high rates of unemployment compared with the
rest of the countries of the EU, it can be observed in Spain and Greece with an unemployment rate of 26.2%,
Portugal with 16.5%, and Italy with 12.2%, while other countries affected by the crisis, as in the case of Ireland
has a rate of unemployment of 13.6%. All these countries are growing their unemployment rate by liberal
practices in their policies, since they are members of a European economic governance that conditions such
policies and that are more responsive to the demands of the markets to social welfare as part of a new culture of
capitalism where “Modern societies granted naturalization to the market and the state as regulatory institutions
of welfare and life satisfaction of citizens” (Moreno, 2000); but if we start from the concept that provides us
Lindblom (2000) about “What is the market system? He says it is, like the state, a method for controlling and
coordinating the behavior of the people”, and from that concept we can better understand how the economy
works worldwide and analyze market influences on states and thus on citizens, affecting the basic pillars of the
welfare state, the labor market mainly.
In this way, the role of the state is shrinking; therefore, their social function too, and in that reduction of
the state, the relationship with society is limited to certain services leading to a greater role of the markets. Thus,
“State governments before efficient executors of this strategy, now become their victims. The behavior of
markets—especially global finance is the main source of surprise and uncertainty” (Bauman, 2001, p. 93).
The crisis of late 2007 and early 2008 affect Spain with an increase in the rate of unemployment, and,
In countries like Spain, Greece, Ireland, and Italy that until late 2007 had spreads of BoT (Treasuries) barely higher
than Germany, the problems of financing public deficits have been rising since December 2008. Despite 10 years of
European single currency, the markets are operating sharp distinctions of country risk within the same single currency area,
a problem that cannot be resolved simply by money creation by the member states or the emission of unionbonds, which
would punish the stronger eurozone countries. All of which puts back a matter of urgency the question of a real unification
of state policies, particularly social, within the European Union, especially labor policies.” (Fumagalli, Lucarelli, Marazzi,
Negri, & Vercellone, 2009, pp. 27-28)

In this way, President Rodríguez Zapatero8, under pressure from the EU, influences political actors to
make deep reforms, and tries by the path of social dialogue to seek a consensus to endorse the Labour Market
Reform as objective of his economic policy that then captures and signs with the “Social Economic Agreement”
for growth, employment and pension security with the primary objective of creating employment, promoting
the livelihoods of the welfare state; and consequently, strengthen solidarity, equality, and social cohesion, with
the government’s commitment “to maintain an enhanced dialogue with the social partners” that participate in
the signing: government, business confederations that make up the Spanish Confederation of Business
Organisations (CEOE), the Spanish Confederation of Small and Medium Enterprises (CEPYME), CCOO
unions (CCOO), and the General Union of Workers (UGT). The agreement consists of three main parts: the
first part: (1) pensions (agreement for the reform and strengthening of the public pension system); (2)
Agreement on Active Employment Policies and other matters involving labor; and (3) Agreement on Industrial
Policy, Energy Policy and Innovation Policy; the second part: (4) bipartisan compromise and trade unions for
the treatment of issues relating to public service; the third and final parts consist of: (5) bipartite agreement
8

José Luis Rodríguez Zapatero, two terms as president of Spain, 2004-2008 and 2008-2012.

12

RELATIONSHIP AMONG STATE, MARKET, AND POLITICAL ACTORS IN PUBLIC POLICIES

between the union and employer organizations on basic criteria for the reform of collective bargaining. That is
the financial and economic crisis and political changes directly affect the relationship among the state, the
market, and society, which in the case of Spain, this process of change is carried out directly by the state and
the social partners.
An interesting contribution was reflected by Molina and Rhodes (2008), where they analyze a comparative
study between Spain and Italy, saying that globalization by “Strong intervention tends to dismantle welfare
states with adjustment measures, generating higher levels of lack of social protection” and describes the
interaction between the actors that “converge on a high degree of institutional conflict and an apparent lack of
complementarities”9.
Nevertheless, other factors are involved in the process of Labor Market Reform and that directly affects
the relationship among the state, the market, and society, and therefore affects the resulting formulation of
employment policies.

Conclusions
The crisis creates uncertainty, and the effects thereof on the economies of both Argentina and Spain,
directly affect the relationship among state, market, and society. With this, we mentioned that the relationship
among the state, the market, and society is modified as a result of the new rules and a strong state intervention
in the design of public policies.
In this regard, G. O’Donnell (1993) tells us that “A state is strong if it possesses capacities on civil
society”, but he also adds that it needs to have “Bureaucratic, administrative capacities, if the stability of their
business brains is not subject to political vicissitudes”, and these political fluctuations are generated by the
implementation of certain policies that favored the role of markets in detriment of civil society and with an
absent state in certain functions, policies, and actions.
However, the new relationship between the state and civil society is strengthened by the decrease in the
action of the market, trying to make a balance that covers the whole society. While the process of change has
not yet finished, the implementation of specific policies, mainly social, allowed restoring the link between
institutions and civil society. If we refer to the definition of institutions that provided by P. Hall (1993), he
expresses them as “acquiescence procedures” between the different agents of the state and society that are
committed in the context of the “formal institutions”, but also from informal channels. Therefore, one should
not forget that institutions are fundamentally political; and in that spirit, they not only act for the
implementation of public policies, but also defend that these policies are correct.
With regard to the reform of the Labour Market in Spain, and how it is expressed in one of the paragraphs
of “Social and Economic Agreement” to the uncertainty generated by a crisis situation, tells us the following:
All parties have shared the need that in the current state of the economy and employment, it was transcendental to
recompose social dialogue and negotiation between government and social partners. The Spanish economy faces the
critical challenge of generating employment and sustained growth in the long term so that the current situation can be
overcome in a balanced way.

Unlike Argentina, the Spanish State being part of the EU, the rules are different, because their economic
policies are framed within that context according to the objectives of European governance. Now, both
9

Molina and Rhodes (2008) explain the access of reform coalitions in the political process.
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Argentina and Spain are in the same scenario of economic globalization; and it has consequences that affect the
relationship among the state, the market, and society; and as Bauman explains, we are in a world in motion
because,
The idea of the “idle”, immobility, only makes sense in a world that remains stationary or attributable to this state; in
a room with solid walls, rigid paths, and signs firm enough to oxidize. One cannot remain still in quicksand. Nor may he
do it in our late modern or postmodern world, whose reference points are mounted on wheels and have the annoying habit
of disappearing without giving us time to read the instructions, digest them, and apply them. Professor Ricardo Petrella,
from the Catholic University of Louvain, summed it up nicely: Globalization drags economies in the production of the
ephemeral, the volatile (by massive and widespread reduction in lifetime of goods and services) and the precarious
(temporary, flexible, part-time jobs)10. (Bauman, 2001, p. 102)

By way of conclusion, it is pertinent to say that this relationship between state and society is defended by
corporate policy and as mentioned by P. Evans (1996), “This comparative analysis strongly reinforces the idea
that policy-makers as well as theorist can benefit from the third wave of thinking on states and development.
The comparative evidence argues strongly in favor of focusing more state capacity as an important factor in
policy choice and outcomes and helps clarify the structures and processes that underlie capacity”.
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but also, more generally, the quality of working life of employees in the state administration. Establishment of
such standards for the management of human resources is particularly important not only because it presents
powerful device for measuring the fulfillment of the employed, but they are also the basis for upgrading and
further development of human resources, which possess the institution.
The implementation of these standards by the institutions and by other public sector organizations will
contribute not only to improving the work of the institution, but also generally to the professional development
of the employees. However, their implementation will strengthen the role of human resource units, which
represents an important step to professional public service as the best way toward European integration
processes. Performance management is essentially an incentive system for employees and their superiors, but at
the same time, provides a check at all hierarchical levels, if applied well and found the support of the leaders of
the institution.
Through proper motivation, it is usually aimed to achieve increase of performance and satisfaction of
employee that keeps up “morality” under the civil servants. Different techniques for staff performance
management are aimed at identifying gaps and eliminating weaknesses with focus on performance increase.
This as well intended to maintain high level of motivation of staff and their focus on the objectives of the
institution.
Human resources include all members of an organization/institution starting from the top managers to the
lowest levels of the institution. In this sense, they are effective leaders, who understand how important and
valuable human resources are and take concrete steps to ensure that their organization supports and fully
utilizes its human resources, ensuring a great advantage in competition with others in this way.
Contemporary theories about the management and the nature of organizational effectiveness provide a
positive treatment of such important resources, and it gives courage to the people to work with desire and
achieve the best possible results. However, it is difficult to achieve in practice what usually is described and
aimed in advance or in the theory.
Many executives tend to run more through rules, procedures, and paperwork than with and through people.
It is important that they have a highly developed sense of human perception, to understand the feelings of the
staff, their needs, and what they expect. In first line, you have to understand that here are people to be managed,
so they should be treated in human terms. Sincere concern for people and their welfare is the most valuable
approach of encouraging them to achieve good results.

Literature Review
Based on the theories of many authors in the field of human resources (Graham & Bennett, 1998; Banfield
& Kay, 2012; Robbins & Decenzo, 2011; Bahtijarovic, 1999), presented in scientific literature: scientific papers,
scientific journal articles, reports of international institutions [United Nations Development Program (UNDP),
World Bank, Human rights, etc.] that explore human resources comes out of the conclusion that salary is one of
the most important motivating factors for the level of performance of employees within institution.
Motivation is defined as the willingness to exert high levels of effort to reach organizational goals,
conditioned by the ability of these efforts to satisfy some individual needs (Robbins & Decenzo, 2012, p. 407),
as motivating factors are: salary, advancement in career, workplace safety, work contracts, working conditions,
organizational culture, leadership in working organizations, the level of responsibility at work (degrees),
bonuses, etc.
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All these factors have different scale of reflections on the motivation and performance of employees. Any
of those depends on the reasons that attract people or their needs.
According to Maslow, there are general types of needs (physiological, safety, love, and esteem) that must
be satisfied before a person can act unselfishly. He called these needs “deficiency needs”. As long as we are
motivated to satisfy these cravings, we are moving toward growth, toward self-actualization. Satisfying needs is
healthy, blocking gratification makes us sick or evil. In other words, we are all “needs junkies” with cravings
that must be satisfied and should be satisfied. Else, we become sick.
According to Maslow, when the deficiency needs are not met: At once other (and higher) needs emerge,
and these, rather than physiological hungers, dominate the organism. And when these in turn are satisfied, again
new (and still higher) needs emerge, and so on. As one desire is satisfied, another pops up to take its place (see
Figure 1).
Physiological Needs
Physiological needs are the very basic needs such as air, water, food, sleep, sex, etc. When these are not
satisfied, we may feel sickness, irritation, pain, discomfort, etc. These feelings motivate us to alleviate them as
soon as possible to establish homeostasis. Once they are alleviated, we may think about other things.
Safety Needs
Safety needs have to do with establishing stability and consistency in a chaotic world. These needs are
mostly psychological in nature. We need the security of a home and family. However, if a family is dysfunction,
i.e., a woman has an abusive husband, the woman cannot move to the next level because she is constantly
concerned for her safety. Love and belongingness have to wait until she is no longer cringing in fear.
Many people in our society cry out for law and order because they do not feel safe enough to go for a walk
in their neighborhood. Many people, particularly those in inner cities, unfortunately, are stuck at this level. In
addition, safety needs sometimes motivate people to be religious. Religions comfort us with the promise of a
safe secure place after we die and leave the insecurity of this world.
Love and Belongingness Needs
Love and belongingness are next on the ladder. Humans have a desire to belong to groups: clubs, work
groups, religious groups, family, gangs, etc. We need to feel loved (non-sexual) by others, to be accepted by
others. Performers appreciate applause. We need to be needed. Beer commercials, in addition to playing on sex,
also often show how beer makes for camaraderie. When was the last time you saw a beer commercial with
someone drinking beer alone?
Esteem Needs
There are two types of esteem needs. First is self-esteem which results from competence or mastery of a
task. Second, there is the attention and recognition that comes from others. This is similar to the belongingness
level, however, wanting admiration has to do with the need for power. People who have all of their lower needs
satisfied often drive very expensive cars, because it raises their level of esteem by doing so. “Hey, look what I
can afford”.
Self-Actualization
The need for self-actualization is the “desire to become more and more what one is, to become everything
that one is capable of becoming”. People who have everything can maximize their potential. They can seek
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knowledge, peace, esthetic experiences, self-fulfillment, oneness with God, etc. It is usually middle-class to
upper-class students who take up environmental causes, join the Peace Corps, go off to a monastery, etc.

Figure 1. Motivation model. Source: Abraham Maslow (1970).

This research focuses on salary as motivational factors in the performance of civil servants in public local
administration. A big commitment and a challenge to organizations and institutions are setting the wage level
which will be paid to the employees in the organization. The high fee, characterized by budget deficit causes
problems in financial sustainability in the organization, as well as lower payments does not cause satisfaction
by employees and demotivate civil servants to work better. As the final result, we will have lower performance
level in organizations and institutions. Payment rates to be selected for employee salary depend on two factors
category: external factors and internal factors.
Internal factors can be noted: volume of work, nature of work, expertise required, the level of
accountability, the level of safety in the workplace, and the organization’s ability to pay.
While external factors can be determined as the level of unemployment in the country and region and the
requirements for consumer basket consumption, if the consumption basket has high cost and the unemployment
rate is greater than wage level, it should be increased constantly and this should be negotiated with worker
unions.
Most payment systems in organizations or public institutions are where the employee is given a fixed
monthly salary which is based on fixed timetable. Differences in capacity and competence are also to explain
the different levels of salary. Performance-based payments are the best way to motivate the establishment of
individual performance with the performance of organization. Payment based on performance should be based
on the objectives set as benchmarks (evaluation) and depending on the level of achievement made.
This methodology of payment requires setting standards with clear and measurable targets in quality and
quantity, as well as preparation for their assessment expert. Performance-based salary is one of the most
advanced ways to motivate workers for this kind of payment which should be set in advance performance
metrics (Bondia & Blau, 1971).
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Hourly wage rate or job level and performance value is a challenge that will not answer to the salary as
motivational factors (Robbins & DeCenzo, 2011). Other motivation is possibility to work from home and her
very large application brings question marks for salary comparing with the hours. Flexible work hour is also an
important factor with salary structure study.

The Purpose of the Research—Wages as Motivational Factors for the Employee
Performance Increase
A big commitment and challenge to organizations and institutions is setting the wage level which has to be
paid to the employees in the organization, high fee characterized by budget deficit causes problems in financial
sustainability in the organization.
Wages refers to “the total emolument paid to a worker for performing services… ”. In other words, wage
is the payment made to labor for his contribution to the attainment of the goals of an organization (Eniaiyejuni,
2005).
Eniaiyejuni (2005) listed three dimensions of wages as follows:
(1) Money wage: The amount of money received by the employee at the end of the working period or the
amount received by the employee per unit of output;
(2) Real wage: The quantity of goods or services the money can buy;
(3) Average wage: This takes into consideration the total wage bill and how it translates to hourly or daily
rate for each employer.
According to this point of view, determinants of wages and salaries are as follows:
(1) The labour market situation: The wages and salaries payable are premised on market forces that is the
demand and supply situation;
(2) The prevailing wage rate: the going rate in a particular labour market or industry.
Those problems are almost everywhere reflected in transition countries and therefore this has pushed the
authors toward this research that includes many key points. To verify that the salary is the motivating factor in
the performance of civil servants in the public administration, they investigates satisfactory level of worker’s
with their wage, salary structure, legal framework, and procedure for determining the salary of civil servants in
local public administration. For this research, they used combined methods: first, collecting source data, primary
and secondary, and parallel to these interviews, with the objective to draw scientific conclusions of this research.
The purpose of this research is to issue recommendations for institutions to develop policies, local
government, human resources managers, executives managers at all levels, but also for its employees to
develop policies, to build systems, and procedures apply which will enable technology management as perfect
salary management system as key factors, with clear target for the highest level of performance of public
administration employees.
Social and economic development of a country plays an important role in welfare which aims to fill out
the social and economic needs, health and regenerative members of the society. Wages as a concept represent
compensation or income able to express them in front of certain laws or mutual agreement for a business
process or service.
It should express a lot of benefits in exchange for the contribution to the employee and therefore
organizations should be complementary. There exist many global organizations that care about the payment
calculation and the manner of its application by the employers, in order for it to express the value of the work.
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In this regard, two prominent economists Mare J. Wallace and Charles H. Fay have evidenced the fact that
“Justice is achieved when it is given in return equivalent investment made” (Wallace & Fay, 1988). Basis for
determining the salary premium is “equal pay for equal work”.
Salary is the main motivating factor for employees. Determination of such compensation should be based
on competition in the labor market, financial sustainability potential, and be competitive to attract new
employees. Performance evaluation is a process or technique by which the relative value or the validity of a job
can be determined in a systematic and transparent way, even if additional requirements for objectivity.

Employee Motivation From Managers
We typically assume that people are primarily motivated by external factors (extrinsic motivation). In
other words, people will work better or be more committed if they receive significant material gains, such as a
large paycheque or more holiday time.
Research has shown, however, that many of our assumptions about economic-based motivation are untrue.
In fact, employees are often more motivated as a result of internal factors (intrinsic motivation). Employees’
pride in workmanship or their ability to help customers is often much more of a motivating factor than money
or self-interest.
Despite this fact, it is important to note that extrinsic and intrinsic rewards complement each other, and
anyone is not sufficient without the other. Each becomes an issue when it is insufficient or unfair. For example,
pay will become more important when employees are short of money or when unfairness is perceived. Intrinsic
rewards are what keep employees motivated while they perform their daily tasks and duties.
Everyone is different when it comes to motivation. While some people are motivated by the potential to
earn rewards, others are motivated primarily by their desire to avoid unpleasant consequences. It takes time and
good listening skills to determine how to best motivate each employee.
There is no doubt that figuring out how to motivate employees remains a complex and challenging
dilemma. The following tips on motivation which the authors think may be helpful are as follows:
(1) No one can cause anyone to do anything, the motivation comes from within;
(2) We can create circumstances in which people motivate themselves;
(3) You have got to walk the talk;
(4) If you listen long enough, people will tell you what motivates them;
(5) Some people are motivated more by rewards and some people are motivated more by (fear of)
consequences;
(6) If you watch long enough, people will show you how to motivate them;
(7) You can waste a lot of time giving rewards to people who are not motivated by them;
(8) The managerial golden rule: “Do unto others as they would like to be done unto!”.
Currently, the level of wages in public institutions is not acceptable because when comparing the needs
and consumer basket with salary is a great disproportion.
Once monthly salary does not cover the monthly family costs, the optional solution is that people try to
find the secondary solution that might affect the work performance, so this phenomenon impacts demotivating
employees and lose the will to have the maximum commitment in the organization where they work.
Based on the law of the Republic of Kosovo No. 03/L-149, the salaries of civil servants are regulated through
the specific Regulation No. 05/2012 on the classification of jobs and payments scales in the public services.
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According to this regulation, as criteria for job classification and salary grade are: responsibility at work,
the complexity of the task at work, interpersonal communication skills, qualification, and professional
experience.
This regulation is certain levels as functional categories, with coefficient salary grades, as well as
progressive steps to increase the salary.
We can determine four levels as functional category: senior management level, management level,
professional level, and administrative level.
(1) Senior management level represents important functions in determining strategic objectives of the
institution, requires high organizational skills, communication, experience, and preparation for senior
management, and consists of three degrees, each grade by five steps;
(2) Managing directors present level positions of leadership level to sector level. This leader characterized
by these specificities: responsibility for decision-making, policy-making, allocation within the institution’s
objectives, professional assessment of the policies and performance of workers, the ability to work by
motivational team communication, supervision, control, etc., and consists of four degrees and 12 steps;
(3) Presenting professional level and professional positions in the institution which includes assistance in
the development of policies, their implementation and professional services (engineer, accountant, information
technology, etc.), and consists of three degrees and 12 steps;
(4) Administrative level includes administrative and technical functions in relevant areas of civil service,
and consists of four degrees and 12 steps.

Work Methodology
This research is based on data collection and usage of information from different theoretical resource
books, scientific papers that address areas of special emphasis on human resources: performance, in particular
the salary motivation as the main motivational impact factor on the employee performance. During this
research, the authors have used other sources relevant to this paper, such as laws and other normative acts
including:
(1) Law on Local Self Government, No. 2008/03-L040 dated June 15, 2008; Law on Civil Service of the
Republic of Kosovo No. 03/L-149 dated June 14, 2010; Law on Salaries of Civil Servants of the Republic of
Kosovo No. 03/L-147 dated June 14, 2010; the Labor Law No. 03/L-212 dated November 1, 2010;
(2) Secondary legislation: regulation on standards of internal organization and systematization of jobs in
the state administration No. 09/2012;
(3) Rules for the classification of jobs in the service servants No. 05/2012;
(4) Regulation on the job description No. 03/2010 that regulates this area, official reports from the
institutions: Statistical Office; Report 2011, UNDP; Report 2011, World Bank; report in 2011, provided for
salary and its level.
One other primary source of information and data was interviews with civil servants in local public
administration.
The interview was structured mainly from basic questions with the possibility of sub-questions. There
were 10 basic questions:
(1) Which salary level you have?
(2) How much are you satisfied with this level of the salary?
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(3) How familiar are you about the law on the new wage for civil servants?
(4) Will you think job classification according to the rules have positive impacts in your salary?
(5) Are you satisfied with the job?
(6) Have you been advanced in career and evaluated the advancement process?
(7) Have you had assessment of performance and what do you think about it?
(8) What are prohibitions applied to work and how?
(9) Are you paid for overtime hours (royalty) and do you like this practice?
(10) What motivates you more in your work?
In total, there were interviewed 32 administration officials within local government level (see Figure 2).
The structure of hierarchic position of the respondents was:
(1) Eight respondents were senior managers;
(2) Eight respondents were managers;
(3) Eight respondents were professional level employees;
(4) Eight respondents were from the administrative level.

Structure of respondents

Administarative
officers
25%

Professionals
25%

Senior managers
25%

Managers
25%

Figure 2. Structure of respondents’ interviewed during research.

After processing the data from the interviews, following results were in the place:
The lowest salary of the respondents was 216 euros (gross), the highest salary from respondents was 930
euros (gross), while the average of the respondents was 345 euros (gross).
With the salary level to some degree is satisfied employees of the senior management level and
management level while professional level employees and administrative are dissatisfied.
About the knowledge for the new wage law and regulation of job classification and salary grades, only 10%
of respondents were aware and almost 80% of them expressed skeptical opinion about positive changes.
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In their statement to their work place conditions, two highest managerial levels in 70% of cases
appreciated their work, and for other two levels, only 40% of them considered those conditions acceptable.
Regarding the statement what motivates them mostly to bring and increase performance in their work, in
general, salary was mentioned as the most appropriate measure for motivation. However, high managerial
levels they do consider that rewards and advancement in career are important factors motivating them through
their work.

Result Discussion
Based on the theory derived from the literature, books, scientific works, magazines, and thesis that
motivational factors have a direct impact on the establishment and development of performance seems to be
indeed realistic. According to a large number of data collected and analyzed, it seems to be a direct link
between motivation and performance improvement.
A greater commitment and a challenge to organizations and institutions are setting the wage level which
allows space for correcting pay of employees in the organization. This has positive impact within institution as
well as on the advancement, stability, and performance increase.
This conclusion that derives from the literature and theories presented in books and scientific papers, as
well as the results of this research with interviews with employees fully supports the idea that better salaries
impact higher performance by employees.
Under the applicable legal framework and its applicability wage levels, wage system and its structure are
not satisfying civil servants in the public administration at local level.
Thereof is usual that if people are not satisfied with their wages, they lack motivation and this mostly
expressed to professional and administrative levels of employees and a bit less concerns high-level managers in
local government administration.
Low wage incentives as motivational factors have significant impact on the performance of civil servants
in local public administration.
The lack of motivation has negative impacts not just on low performance in the sector, but also this
increases the opportunity for corruption under public sector servants.
Finally, numerous and frequent departures of experts and professionals from the public administration are
leaving the sector and requesting better financial support in private sector. This makes difficulties to build
professional and independent public service at local and central level while it is difficult to have continuity.

Recommendations
While it is true that money is not everything when it comes to employee satisfaction, fair and equitable
remuneration practices are essential to positive employee relations and employee retention. If you want your
paycheque to reflect employee performance, you should make sure that you have outlined clear expectations
and goals for employees.
You can also compensate your employees through non-monetary means. These rewards can range from
formal benefits (such as health and dental insurance) to more informal perks (such as flex time or sick child
leave). First and foremost, rewards must be meaningful to each employee. Because everyone is unique, you
might have to tailor rewards depending on personal preferences. Therefore, according to the findings of this
paper, below are recommendations in order to improve overall situation in the local administration.
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(1) Change and amendment of the Law on Salaries of Civil Servants where local officials should be
involved in discussions and debates while they know better problems in the field;
(2) Preparing and issuing guidelines and other legal acts that enable the implementation of the new
amended law on civil servants salaries;
(3) To develop training modules for managers. Managing human resources and other managers for the
implementation of the Law on Salaries for Civil Servants is crucial for improvement of the situation;
(4) To increase the level of existing minimal and lower salaries to the level where the average salary
covers the cost of monthly expenditure, by analyzing all the influencing factors;
(5) Analyzing the level of grades and salaries analyzed compared with the scope of work and level of
performance;
(6) To apply for alternative employment: part-time, distance work, purchase services from specialized
companies, depending on the need for the services and works.

Conclusions
Your remuneration strategy is an important ingredient in your overall human resource strategy. A good
compensation plan can increase employee satisfaction and motivation, resulting in increased production and
employee retention rates. This can have a spin-off effect, resulting in positive public relations and customer
satisfaction.
Although an employee’s paycheque is a component of most compensation plans, it is worth noting that
compensation is not only measured monetarily. A mix of benefits and perks can also be used to remunerate
your employees. By linking rewards to employee performance, you can increase employee motivation and
achieve winning results.
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Ottoman Empire at the Dynamic Game of European Powers in
the 15th Century and Early 16th Century
Elton Demollari
University of Tirana, Tirana, Albania
World history consists of many important stages and phases that we have left deep traces. One of them is the
history of the Ottoman Empire. Indeed, its history is too complicated. It includes not only the history of the
Ottoman dynasty, but also the stories of many people who either Ottoman Empire had conquered or administered
by it. This story has to do with connections and relations with neighbor Ottomans in Europe and Asia and has to do
with wars and battles between Ottoman and European empires. It also includes games and centuries’ diplomatic
conflicts between Ottomans and Europeans. Historians have written the concise history of the Ottoman Empire
under the European perspective, according to European judgments and prejudices. But the author will try to write
the history of the Ottoman Empire under the dynamics of the European powers in the 15th and 16th century,
especially the causes and reasons, which can adjust their vein of truth and reality.
Keywords: Ottoman Empire, Sultan Mehmed II, Christianity, Turkish wars, jihad

The Ottoman Empire was a giant country between Europe and Persia and included the Balkans, Turkey,
and the Arab area including the holy places—Mecca and Medina. Empire was created by nomadic tribes, who
came after the arrival of the Mongols from Turkmenistan and eventually settled in Asia Minor. The godfather
of Osman of the early 14th century was the ruler of the Clan Kynyk who had descent Turkmen and Muslim
belonged faith. In 1299, Osman II or Genç Osman (Osman the Young) declared independence for the Beylik
(kingdom) of his Rum-Seljuk Empire. Therefore, people traditionally take this year as the year of the founding
of the Ottoman Empire. Year after year, first Osman took its dominance over other Turkish tribes and expanded
its area of rule even at the expense of the Byzantine Empire. In the 14th and 15th century in the Ottoman
Empire, it began a period in world history which is known as the “boom period”. By the mid-14th century,
Europe began to feel threatened by the Ottoman Empire, compared with other kingdoms and countries, such as
Russia, Austria, Spain, Venice, Poland, etc. Ottomans had taken an unprecedented development. These
countries were its largest enemies in the world. The author is emphasizing level of immensely rule development
by establishing and exercising its power and hegemony everywhere. By 1451, the Ottomans had their sevenfold
hegemonic space and turned into a scary superpower. It became a determining risk and threat to these countries
and other European kingdoms. It is because the Europeans do not see the strength and expansion of the
Ottomans with good eyes. In their opinion, the Ottoman Empire could endanger all of their area of influence,
which had been created with the blood forever. One of the most important reasons that the Ottoman Empire
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took a rapid development between 1400 and 1600, which reached its “boom period” is the Ottoman army. It
may frighten all European armies. The Ottoman Empire was a direct clash with the major European powers in
their victory over Kosovo Polje on June 28, 1389, and especially after the bloody battle of Nicopolis and
Mohaçës in Hungary in 1526. This caused a great panic among the European superpowers. The largest empire
opponents in this period were Austria, Spain, Venedigu, the Vatican, Poland, etc. What goals and purposes
Ottoman Empire aims to achieve in the West, it is more like mind to understand. As did Alexander the Great by
invading the East, this order was also Sultan Mehmet II (Mehmet the Conqueror) to attack and occupy the West.
West and the occupation are all desire and purpose of Mehmed II. He wanted to be able to spread his authority
in Rome by putting victorious half moon over Christian churches at least. Encouraging call for all imperial
troops was “Rome! Rome”. With the name of the Sacred City, they wanted to give them wings and force to
their troops, because their main priority was the invasion of the Papal throne. This would be the culmination of
Sultan career. “Red Apples” (Kizil Elma) to contemporaries was the Sultan of the Holy City. Venedigu was
queen of maritime trade in the Mediterranean and it is not like the Ottoman Empire at all. Therefore, between
the two superpowers countries developed many bloody battles. On April 18, 1454, Mehmet the Conqueror
(Mehmet Fatih) signed a treaty with Venedigut Senate (Signoria), as well as an agreement under which shall
assure traders of both directions of freedom trade at the partner countries. Bartolomeo Marcello, Venetian
ambassador in Istanbul, led the negotiations and on behalf of the Signoria, he apologized to the Sultan for
public participation in the protection of the Venetian troops of Constantinople, as well as the silence of killing
citizens and especially Venetian Bailos (messenger) Girolamo Minotte by Ottoman. This once again
demonstrated the strength and the power and supremacy of this superpower, which was able to do everything.
Even Sultan Mehmet II once said: “In the world, there should be only one empire, one faith, and one
hegemony”.
In these few words, it sums up all intents and purposes annexation of Sultan Mehmed the Conqueror, to
put under his heel throughout the West. And it coincided with the situation, which was passing Europe itself.
The situation in Italy was rather chaotic, dominated by the rift between the Italian states. The Sultan knew it
very well because his envoys informed him in detail about everything, which happen in these countries. This
disruption is reflected especially in the relationship among Venice, Milan, and Florence.
Duchy of Milan had an extreme hatred toward Venice and she took advantage of the plight of the republic
—to intervene in the island region of Brescia. When Venice suffered heavy losses in the battle of Levantos, the
envoy of the Duke of Milan, Nicodemo Tranchedini, in July 1453 in Florence said: “I wish that Venice suffer
as badly, but not to the point, how to say, the loss of the Christian faith and I do not doubt that you share the
same view”.
But was it a bitter truth? From this came to the doubts, the Christian faith was losing ground to Islam. And
this very thing feared European superpowers. Although, European countries argue about stupid things, the
author still thinks that at some point, they were of one mind, which is hatred against Turks.

Turkish Wars, Wars Against Christianity
“The enemy is in front of our door. If we were not given the help of the Lord, then ax will fall on our roots
and it means, happened in the name of Christ”.
Gaza (Jihad, Cihad) or jihad, Holy War, was the ideal, and one of the most important factors of the
founding of the Ottoman Empire. The purpose of the Holy War was not the disappearance of the world of
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“infidels”, but their surrender. If we look at the map of the Ottoman Empire during this period, we will notice
that it became a real danger for the whole of Europe.
This is seen in the correspondence between Pope Pius II and the last Bishop of Semedrias, Stjepan
Tomasevic, in which highlighted urgently in order to take consider against real threats of the Ottoman Empire
to Christianity. It is felt in the words of the king of Denmark and Norway, Christian, who compares the Turks
with Monster Apocalypse, which comes from the sea bed. He himself expressed the desire to participate in the
war against this monster. Meanwhile, Pope of Rome made a call to organize a crusade against the Ottoman
Empire, but none of European rulers expressed readiness to participate in this crusade. This fell on deaf ears.
Why did this happen?
(1) England had problems with her state unification;
(2) For King Karl VII of France, the most important was continuation of the war against England, rather
than east enemy—Ottoman Empire.
Therefore, we must not forget the hostility century between England and France. Here let us remember the
100-year war between these countries. Pope Nicholas V was felt rather disappointed by events happened
around.
Papal Legation efforts were in vain to achieve unification between European superpowers, and to organize
a general crusade against the Ottomans.
Here is what is written in the letter addressed to Bishop Enea Silvio Piccolimin Pope Nicholas V on July
12, 1453:
Now Mehmet the Conqueror rules over us, he rolls Turkish sword over our heads. The Black Sea is closed for us,
Wallachia is under the power of the Turks. From there will raid Turks in Hungary and Germany. Undering their rule will
prevail disunity and enmity. The kings of France and England have raised arms against each other. Only Spain is enjoying
a certain tranquility and Italy could find inner peace again struggling against anyone. How much better it would be, that
our troops, our weapons turn them against the enemies of our faith. I do not know if this is your secret desire that hides in
your heart, Grace, Holy Father!

In these words, there is a great fear of Europeans toward the Ottomans and also a desire of a European, a
cleric to dispatch them from Europe. But to other side came out as an immediate task of uniting all European
powers against Ottoman Monster. And Pope Nicholas V, deeply touched by these words, released an
advertisement two months later, where Sultan Mehmet the Conqueror portrayed as a forerunner of the antichrist,
and compared him with the red dragon of Revelation of the Apostle John to the seven Diadema (crowns) and
ten horns. But even this not availed to princes and kings of Europe, consequence of this was their total
indifference. Even his successor, Pope Pius II, planned and designed a Holy War against Ottoman Empire.
Furthermore, this and his goals he presented on September 23, 1463, in a secret Konsistorium before all
College of Cardinals. Therefore, the Pope and Venice seemed tied an alliance with the Burgundy, under which
parties to a three-year period will provide each other mutual aid and mutual promise of peace. Before this fact,
European princes and kings were still undecided and drawn. In this difficult situation in November 1463, Pope
Pius II claimed in a conversation with a European representative:
Given the indifference and negligence of European rulers, forced to take command of the crusade alone. If the Turks
advancing forward as until now, then in a short time all will find ourselves under Ottoman choice. What is in my hand, I
will do it. God help me!

28

OTTOMAN EMPIRE AT THE DYNAMIC GAME OF EUROPEAN POWERS

But because of the death of Pope Pius II, all efforts for a common European crusade were faded and left in
limbo. During this time, the Ottoman Empire had extended its land hegemony. Although Venice was helped by
unusual European superpowers (Spain, France, the Holy See, etc.), it always failed to face the Ottoman Empire.
Ottoman strength and power proved too hard to order Saint John, which the Turks were expelled from Rhodes
Island in 1522. This order controls maritime trade in the Eastern Mediterranean. Ottomans managed to impose
their hegemony and control over the entire Eastern Mediterranean after the invasion of the island of Rhodes.
But the primary purpose of Ottoman was occupation of Vienna, the Habsburg capital city. During this time,
there took place many bloody battles between the Ottomans and the European powers, which ended in total
failure of the Ottomans, because the European powers were united as never before. But one of the most
glorious periods and longer Ottoman Empire, which culminated in and had the most rapid development, was
Suleiman I governance, follower of Selim I. He had a huge impact, not only on Ottoman history, but also on
European and Western, he was called “the Magnificent” by the Europeans. He turned to one of the main actors
in the divergence between European powers. Sulejman I also pursued plans of his father Selim I—the universal
nature of the Ottoman Empire. He wanted to have his own under his heel of Europe and so he prepares for a
penal expedition. In a few years, he spread his influence across Europe. But the question arises: Why did all
this happen? What were the reasons?
The first reason was the deep rift between European superpowers. Here we can mention that the 100 years
war between England and France, this brought the total defeat of both countries and the decline of their
influence in the international arena. Either case when the leaders of the Order of Saint John’s material and
military assistance requested by the European powers to Rhodes recovering from the Ottoman Empire and they
could not receive this assistance.
The second reason was the extraordinary growth of the Ottoman military power. The Ottomans had a very
large and strong army, which Western Europe in this period does not even lead in mind. Ottoman soldiers had
an iron discipline and a great fighting experience, which are not owned by European soldiers.
But later events would receive a stream next. Christian European powers led by Spain reached their first
win against the Ottoman Empire at the battle of Lepantos on October 7, 1571. Collision impacts Lepantos
Osman to bring cleansing in the Mediterranean Sea and the breaking of strong Ottoman naval fleet.
So, in the author’s view and the facts mentioned above, stand in conclusion, the Turkish wars were not
only of a military character to rule the whole world, but they were religious to install in any location and strength
of their faith. One example is the case of Albania, where many Albanians were forced to change their faith.

Ottoman Diplomacy and Europe
Poland at this time was a great power and a powerful kingdom. It has been one of the oldest states, which
has diplomatic relations with the Ottoman Empire too early. But after the death of the last king of Poland,
Jagiellon dynasty fell to turbulence and upset because of the election of the king. The Ottomans wanted a king
of their choice. There has been a great correspondence between Poland and the Sublime Porte. Why did all this
happen?
(1) First, Poland cannot be ruled by a foreign king, in that case, such risks will not be missing. For
Ottoman policy better would be a local king, who knew the internal problems very well and also Ottoman
interests in Polish conditions, rather than a foreign king, who will wield in favor of its origin country. If it were
a king disliked by Sublime Porte, then it will be threatened by war;
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(2) Second, in the case of the election of the king of the dynasty of Piasten, internal and unrest rivalry
among Poles will still continue.
Even a candidate of Poland’s neighboring countries (Sweden, Russia, and Austria) would treat the
Ottoman Empire as a direct enemy. Even these countries were interested in this issue, thus, they began a hectic
diplomatic activity in European royal yards. All countries tried to put their influence using their mechanisms.
Habsburg dynasty wanted to further expand its influence in Poland. And so in this way, it would be a direct
threat to Hungary Reman again. But everything failed at the outset, because the risk for Poland to be involved
in conflict, Osman was too big and the second Poland will lose all its traditional freedoms. Here suddenly
entered into talks and France. Why? Combining with the French was the cornerstone in Ottoman politics and
diplomacy in Europe. On one hand, the French kings were known to the world as ardent defender of the
Christian faith against the infidels. They dream to become lords of the West, to expel the infidels, to liberate
Constantinople, and to obtain from the Turks and Greeks holy cities. But on the other hand, the French was the
only superpower of European Christendom, which had relatively good relations with the Ottoman Empire and
had built them pragmatist basis. So they were the natural allies of the Ottomans.
On the other hand, Martin Luther initially held a passive attitude toward the Ottoman Empire, because
Lutherans thought, the Osman devil was seen as a punishment from God against the world. Sultan hoped in
cooperation with Lutherans. The Sultan asked them to continue cooperation with the French and the fight
against the Pope.
So the sultan wanted to use the protection and support of the Lutheran and Calvin as a springboard
for European policy. French Calvinists thought that alliances should be directed against the Ottomans
Catholic Spain. So these collaborations and support would base their policy on Europe. Friendly
relations would receive a big raise after the defeat of Lepantos (October 7, 1571). Clashes between Spain
and France, as well as between the Habsburgs and the Sublime Porte would deteriorate further. Therefore,
this approach was too French for Osman necessary. France used the defeat to rebuild its area of influence,
which for the sake of reality was too low. The French also won privileges of religious, political, and trade at the
expense of the Ottomans. Thus, relations between France and the Ottoman Empire became narrower. Why all
this?
Franz I was not selected as the Christian God, even though he had signed a concordat with the Pope of
Rome in Bologna, to lead a crusade against the Ottomans. He gave up. But despite of the traditional friendly
relations, between the two countries started cold time relations when the French influence like meddling with
the election of a candidate to the French throne of the Empire a neighboring country. Sultan did not like that.
He did not see with good eye because France wanted to unite Moldavia and Wallachia with the Polish crown
and desired to be tutor of Poland. It wanted to intervene in the selection of the king in Poland. But this thing,
Ottoman Empire could not allow itself without taking in consider its position in European political scene. So
Porte had to make a calculated diplomatic game very well. It rejected the French proposal. Signing excellent
cooperation between the Ottomans and the French was the moment, when Hungarian Fragipani as French
envoy to Constantinople, he made Solomon II to attack Hungary, while Franz I wanted to interfere in Spain.
This was an important historical fact which was rather extraordinary. But in this period, the Ottoman Empire
began the decline and degradation. It lost its splendor and glory. In the end, she surrendered completely. Ended
up with “Honey Years” for gigantic Ottoman Empire, “Sic Transit Gloria beat!”.
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Conclusions
Ottoman Empire in the dynamic game of European powers in the 15th century and early 16th century had
a very high and unheard level of development for the era. This was not seen with good eyes by European. It had
a huge impact on world history and on the most important European events. It was first violin for this period.
Ottoman diplomacy was one of the most important weapons in the conquest of the world. But as often said,
there are two sides of the medal. One, just mentioned, and the other was the decline, westerly. So, it brought the
loss of its influence in the world, it also resulted in a change in the role of the European powers in the
international arena. On one hand, the goal of Ottoman policy was political disunity in Europe, the weakening of
Habsburg but on the other hand was even obstructing the organization of European crusades against it.
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The objective of this paper is non-financial aspects of private equity and venture capital investments and their
impact on companies. Private equity funds providing capital to companies significantly increase their growth
opportunities. The paper presents author’s own studies of the private equity investment influence for the enterprise
activity. Comparing venture-backed firms and others, it shows that venture-backed companies patent more than
other firms and their ideas are higher technological and economic values. The vast majority of polish managers
believe their company would not have existed or would have grown less rapidly without venture capital.
Respondents also believe that venture capital funding encouraged employment, investment, R&D (research and
development) spending, and export. An important source of empirical data is performed by author’s own surveys
and interviews with representatives of shareholding companies, as well as private equity fund managers. The period
of this research is between 1998 and 2012. The study used several research methods: a descriptive method, the
method of comparative analysis, the method of critical analysis, and synthesis applications.
Keywords: private equity, venture capital, financial investor

The growing importance of European private equity investments in enterprise development has been
observed since 1995. The amounts invested in companies in their early stages of life, as well as in the mature
ones have been gradually increasing. The annual level of investment in start-ups has grown almost fourfold
(from 1.6 billion euro in 1998 to over six billion euro in 20081). Within the same period, the share of funding
mature entities in the private equity investment market was growing at an average annual rate of 36%. By
providing capital to companies, the private equity fund visibly enhances their growth. The study conducted by
the author shows that the fund does not only provide the capital, but also brings many additional benefits,
since/after becoming one of the major shareholders of a given company—its influence on the strategic
decisions taken by the company’s management, the direction of its development and the future ownership
structure are quite considerable. The study is allowed to determine the private equity fund’s role in establishing
the market position of Polish companies. Therefore, the aim of this paper is to show the non-financial aspects of
private equity investments and their impact on companies’ activities.
The primary source of empirical data is author prepared surveys and interviews with both representatives
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Between the years of 2009 and 2012, there was a decrease at the level of investment in the early stages—about three billion a
year.
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of shareholding companies and private equity fund managers. The research covered the years from 2002 to
2012.
Several research methods were used in the study: the descriptive method, the comparative analysis method,
the critical analysis method, and the synthesis of conclusions method. Moreover, analysis of the results
obtained within the study and the statistical data analysis were conducted.

Private Equity Funds
Private equity funds are investments in the private equity market, aimed at obtaining earnings through
capital gain. It is the purchase of shares of unlisted companies. To seek new development opportunities, private
equity funds invest in both mature companies and new ventures. They are also often used in buyout, merger,
and acquisition transactions. Private equity investments are obtained for the purposes of new product or
technology development, increasing working capital, improving the balance or other major investment
expenditures. A part of private equity is venture capital, i.e., investments made in the early stages of a
business’s life cycle for its start-up or expansion of its operations, usually in amounts smaller than in the case of
private equity. These two terms are often used interchangeably (Fałat-Kilijańska, 2012, p. 93). For the purposes
of this paper, the author uses the term “private equity” in its broadest sense2.

The Role of the Private Equity Fund in Portfolio Companies: Research Results
The main objective of private equity funds’ investments is to make profit resulting from the increase in a
portfolio company’s value. The entity’s capital resources are, of course, of key importance in this case. The
conducted research has also confirmed this—94% of all respondents stated that without the involvement of
private equity capital, their companies would develop much slower or even cease to exist; also, many of the
managers of young companies stated that without this type of support, their businesses would never have been
founded at all (see Figure 1).
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Figure 1. What would happen to your business if it had failed to obtain the fund as an investor? Source: own work
based on a survey prepared by the author.
2

The private equity and venture capital terms are defined differently in literature. The feature that helps to distinguish between
them is the author’s country of origin. Continental Europe, the United Kingdom, and the United States represent different
approaches to private equity and venture capital investments. Although private equity investment is a concept broader than
venture capital and the two may mean investments of very different character, these terms are often used interchangeably.
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The significance of private equity funds for the very existence of a given company and its degree of
development are therefore enormous.
The literature on the issue mentions not only financial factors, but also marketing and intangible ones.
Marketing factors consist in building customer loyalty, finding ways of acquiring new customers, winning new
markets, gaining new channels of distribution, mergers and acquisitions, and globalisation. Intangible factors
include the intellectual capital, the company’s innovation capabilities, the brand’s strength, internal
communication, organisational culture, information systems, social reputation, and efficient logistics strategies
(Zarządzanie wartością firmy, 1999). When in search for factors affecting the creation of the value of a
company operating in an economy largely based on knowledge, the management need to focus primarily on
intangible factors. They should attach more importance to intellectual capital, information technology capital,
and organisational capital.
Private equity investors are focused mainly on the financial aspects of their investments—they monitor the
financial results and are often advisors in the area of the company’s financial policy. It is frequent, however,
that their contribution exceeds the financial scope and covers many different areas of the company’s activity.
As a co-owner, the fund is not interested in receiving regular interest on the invested capital, and the success of
its investments is entirely dependent on the success of the company it invested in. The fund representatives
must first of all get acquainted with the specifics of the shareholding enterprise’s activity and actively
participate in the management process. Due to low liquidity of private equity investments, during the
investment period, investment partners follow two strategic objectives:
(1) Reducing the risk of adverse scenarios to the amount of the capital invested in the project;
(2) The “Capital Plus” concept, i.e., maximisation of the value of the company generating future capital
gains3.
Based on the “Capital Plus” principle, the fund provides the company not only with the capital, but also
various additional benefits constituting the “Plus” factor.
To specify what type of investor and given private equity fund is, the most important is to determine the
degree to which the fund influences the company’s current decisions (see Table 1). After signing the agreement
and providing the company with the capital, the several-year period of cooperation is commenced. The fund is
represented by one or more of “its own” people in the supervisory board. This allows the fund to monitor the
company’s current activities and the results it achieved. Moreover, the fund advises the management board on
strategic issues, thus supporting the management with its knowledge and experience. Theoretically then, the
fund does not participate directly in the management of a portfolio company, and its activities are often limited
to provide the assistance of experts in such fields as finance, strategy, marketing, or human resources policy.
Practice shows, however, that private equity investors can be divided into three types, depending on the level of
their involvement in the company’s management processes: hands-on funds, hands-off funds, and reactive
funds.
Most often, hands-on participation in the management of a portfolio company is practiced by funds when
they invest in the early stages of the company’s development, whereas the other two approaches are applied in
the mature stages of its life cycle. Hands-on fund managers devote a great deal of time to analysis and due
3

The “Capital Plus’ concept was formed by Professor Klaus Nathusis in “Adding Value to Investment”, Entrepreneurship
Education Course, Module 7, EVCA, Zavantem, Belgium, 2002. Retrieved from http://www.evca.com.
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diligence of the company, assessing the quality of the management staff. Fund managers are more experienced
in building and managing the value of a company; therefore, the investment happens if the fund representatives
are convinced of the company management’s ability to realise the presented plans.
Table 1
Types of Private Equity Funds Depending on the Degree of Their Involvement in a Portfolio Company’s
Management Processes
Type of private equity

Degree of involvement

Scope of activity
Participation in the creation of the business

Hands-on

Active

Active partnership
Numerous additional benefits
Monitoring of investments
Observing “over the shoulder”

Reactive

Hands-off

Active

Passive

Additional benefits offered depending on the company’s needs
Monitoring of investments
Monitoring of investments in accordance with the investment
agreement
Limited financial monitoring

Note. Source: Klaus (2002).

In the case of the reactive fund type, less time is spent on operational management of the shareholding
company. Involvement in the development activities of the company consists in placing its representative in the
company’s supervisory board, observing the work of the management board, monitoring the company’s
development process, above all, signalling and responding to negative deviations from financial targets
specified in the business plan. If there occurs a disturbing situation, the fund becomes more active. The
management board cooperating with a reactive fund has considerable freedom in building the company’s
growth and financial strategies. The actions of investment partners are focused on corporate governance in
respect to reporting of financial statements (monthly and quarterly), recruiting key managers for the company
and obtaining new sources of company financing (should such a need arise).
Hands-off funds are actually quite rare. This kind of involvement consists in occasional contacts with the
portfolio company. The fund does not have its representative in the supervisory board. The company’s
reporting is done on semi-annual or even annual basis, and the monitoring of the company’s finances is heavily
limited. The primary goal is to focus on protecting the interests of the investors of the fund by monitoring the
shareholders’ rights defined in the investment agreement.
The author’s study shows that Polish funds as investors usually adopt the reactive or hands-on
approach—as evidenced by, e.g., the frequency of meetings between the company management and fund
representatives (see Figure 2).
Frequency of contacts varies depending on the time that passed since the commencement of the
investment period. In the initial period, fund representatives contact with the company management on a
monthly basis, but as the investment period approaches the end, the frequency of meetings increases to
typically once a week. The phase of a given company’s life cycle does not directly relate to the frequency of
contacts between the management and the investor.
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Figure 2. The frequency of contacts between the company and private equity fund representatives. Source: own work
based on a survey prepared by the author.

In the second half of the 80s of the 20th century, there were many studies on the role that the private
equity fund plays in a portfolio company’s activities. As a result, a list of additional benefits—that are brought
by the fund in addition to the capital was created. For instance, on the basis of responses provided by 62 private
equity funds, MacMillan and Kulow (1988, pp. 27-47) compiled a list of the most important activities
performed by fund representatives in the companies:
(1) Having an active voice in the decisions made by the supervisory board and advising the management
board;
(2) Assistance in obtaining alternative sources of financing;
(3) Mediation in dealing with investors interested in buying the company shares;
(4) Monitoring the company’s financial results;
(5) Controlling the operational management.
By analysing the activities of 49 funds investing in the early-stage development companies, Gorman and
Salman (1989, pp. 231-248) made a list of the most important additional benefits brought to companies by the
investors:
(1) Assistance in obtaining additional funding;
(2) Strategic planning;
(3) Assistance in the recruitment of managerial staff;
(4) Operational planning;
(5) Assistance in gaining access to potential customers and suppliers;
(6) Design and implementation of a new payroll system.
Four other researchers—Rosentstein, Bruno, Bygrave, and Taylor (1989; 1993) studied the contribution of
private equity representatives in the work of portfolio companies’ supervisory boards. They analysed 162
companies from the high-tech industry which make use of the private equity capital. Company managers
assessed the advice given to them by partners from the funds as more valuable than that given by other
members of the supervisory board. The fund representatives’ activity in maintaining corporate governance,
dealing with investors, monitoring their operations, recruiting management board members, and solving current
problems was defined as high. In addition, it was found that funds play a more important role in consultancy in
the case of companies being in the early stages of development.
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In turn, Sapienza, Amason, and Manigart (1994, pp. 3-17) analysed the differences in the additional values
among funds operating in several European countries (Great Britain, the Netherlands, and France) as compared
with the United States. The most significant additional benefits associated with private equity capital in all the
countries proved to be (in the same order): strategic, personnel, and operational consultancy. Research
conducted two years later showed that the most important additional benefit was strategic consultancy, i.e.,
financial and business advising, as well as active participation in the supervisory board. The second on the list
was the role of the fund representative as a mentor and trusted person of the president of the management board.
Third on the list was the role of the fund as an intermediary in contacts with other companies or funds
(Sapienza, Manigart, & Vermeir, 1994, pp. 439-469).
The studies conducted by the author confirm the above-listed conclusions. Polish entrepreneurs find the
non-financial aspects of the private equity investor to be of equal importance (see Figure 3). They simply
believe that the possibility to obtain assistance in many different areas related to conducting business activity,
the fund gains a huge advantage over other shareholders.
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Assistance in building strategies
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Figure 3. The main advantages of a private equity investor—apart from additional financing of a business’s
activity—indicated by Polish companies. Source: own work based on a survey prepared by the author.

In addition to close monitoring of the company’s financial results, the management board can expect
assistance in determining the primary objective of the activity or formulating the corporate strategy. The second
on the list was: assistance in company management, financial consultancy, and numerous business relations of
fund representatives. All these elements enable to focus on the company’s core activities and achieve market
success.
One example of a Polish company developing through acquisitions—which was possible only due to the
involvement of the private equity fund—is Town & City (now Ströer City Marketing Sp. z o.o.). In 1996, a
fund managed by Innova Capital bought for $5 million, 75% of the company, which at that time had a
relatively small market share. Obtaining a new majority shareholder enabled the acquisition of two companies
in the industry, making the company the largest player in its sector. The Polish market leadership position
attracted the attention of foreign investors. In 1999, the company was sold to an Australian media
mogul—Rupert Murdoch, and then became part of the News Outdoor Group. In 2012, it changed its owner
once again, this time it went to the German Ströer Group.
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From the point of view of assessing private equity fund’s role in the company’s functioning, significant is
also the distribution of answers to the question “Have you considered other ways of financing the activities of
your business”. As many as two thirds of respondents have not searched for other sources of capital (see Figure
4), this may indicate that at that moment, private equity capital was the best source of finance for company
growth. Another reason may be the perfect adjustment of the fund’s offer to the needs of companies that they
established cooperation with. The cooperation alone proceeded without any major disruptions, especially in the
first phase of mutual contacts between the fund and the company representatives.
A relatively small percentage of Polish entrepreneurs dissatisfied with the cooperation with private equity
fund representatives confirm the thesis of effective realisation of the investment alone (see Figure 5). The
survey results indicate that only 20% of company managers would definitely not re-establish contacts with any
fund. After several years of doing business together, most company managers claim that the fund fully met
their expectations.

Yes
33.3%

No
66.7%

Figure 4. Have you considered other ways of financing the activities of your business? Source: own work based on a
survey prepared by the author.

Don’t know
22%

Yes
No
20%

58%

Figure 5. Would you choose a private equity fund as an investor again? Source: own work based on a survey prepared
by the author.
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On the other hand, 20% of dissatisfied entrepreneurs can be considered as a disturbing phenomenon. All
the more so that 95% of respondents stated in their answers to the earlier question regarding the investor’s
contribution in the company development that without this capital, their company would definitely grow at a
slower rate or even go bankrupt. The reason for this may come from conflicts occurring between company
managers being also its co-owners. Good relations between partners may in fact be put to the test when the
process of the fund leaving the company begins, and the fund itself may be evaluated negatively. An example
of this is the conflict between the founders of Lukas Bank and the Enterprise Investors Group’s Fund. The
disagreement occurred when the fund began the process of disinvestment by selling the company to an industry
investor. This encountered enormous opposition from the bank founders. The unclear situation lasted a very
long time, but eventually, the transaction with the interested party—Credit Agricole was realised, and the
fund’s investment in Lukas Bank found a place on the list of the most successful private equity projects in East
Central Europe in the years 1990-2003. An argument between the owners occurred also in one of the first
Polish courier companies—Stolica S.A.—a moment before its acquisition by UPS Inc. (United Parcel Service,
Inc.). Relations deteriorated to such an extent that the company did not participate in one of the surveys
conducted at that time, because as the company managers stated—the provided information could have been
emotionally charged and would not have been an objective assessment of the fund.
Conflicting situations may also happen when there are problems with achieving the planned financial
results. The investor agreement contains forecasts regarding the financial ratios expected by the investor, which
the company should achieve within the allotted time period. Expenditure in the initial period of the fund’s
investment (just after the company receiving the capital) may not produce the desired increases in revenues
from sales and the company will reach a weak increase in operating profit or even show a loss. It is frequent
that company managers’ investment decisions prove to be great mistakes. Previously set strategic objective of
the company is not achieved as, for example, investments in new products—the competitive advantage of
which has not yet been clearly determined—are commenced. To make matters worse, these products are not
introduced into the market despite the enormous cost of making them. An example of this is the attempt of
TETA S.A., a company from Wrocław which tried to create a new generation of the ERP (enterprise resource
planning) system after entering the Enterprise Investors Company (at the time of making the decision, it already
had two such packages in its offer). The investment resulted in a huge financial loss reaching as much as half of
the annual turnover, which was never compensated with the revenues from sales of new systems, and the
company had to close the project unfinished, as it proved to be too capital intensive.
A common mistake made primarily by partners running a company is the rush to have an impressive
headquarters. TETA S.A. may be given as an example in this case as well. The management board of the
company first bought land for the construction of a new headquarters (so far nothing has been built there) and
shortly afterwards bought a property containing two factory buildings of sizes far exceeding the company’s
needs. The main building was in a deplorable condition, and its adaptation absorbed huge amounts of money.
Moreover, the company itself grew rapidly, employing new, very young, and inexperienced workers (at the
time when the investor entered in 1998, the company was employing about 150 people, whereas in
mid-2000—420 people). There emerged problems with maintaining financial liquidity and the financial results
deteriorated. TETA maintained two headquarters as the purchased properties were not suitable for rapid
adaptation to office space, and the premises rented by the company until then had become too small. As a result,
instead of lowering the cost of headquarter, they drastically raised them. One more element was not taken into
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account—an element especially important in managing a company based on knowledge in 100%. After
transferring some of the employees to another place, in their eyes, they became cut off from the command
centre—they felt worse than traders and employees of the management board office. Unexpected problems
with internal communication started appearing, which significantly deteriorated work performance and the
sense of unity with the company. Fuelled with bad employment structure, the crisis was deepening. Relations
between experienced staff and the young employees (just out of college) deteriorated rapidly. This affected the
management culture, standard of customer service, and the quality of the software and implementation services.
The percentage of dissatisfied customers was growing and the company had to focus on mitigating customer
complaints. The company’s image was severely damaged at that moment. Meetings with a representative of the
investor were becoming more frequent and stormier. The conflict between shareholders was growing, but in the
end, it was possible to reach agreement. The original owners of the company were sidelined from the current
management and became members of the supervisory board. The company’s management board currently
contains only salaried managers. In this way, ownership relationships were separated from the management.
The process of repairing the company’s results and improving the effectiveness of its operation lasted several
years, until its successful introduction onto the WSE (Warsaw Stock Exchange) in November 20054.
Important from the perspective of the role that the fund plays in the functioning of the company is the
percentage of shares that it possesses. Primary investments of private equity funds consist in most cases in the
purchase of 49% of the company. The author’s studies have shown, however, that subsequent recapitalisation
of shareholding companies is frequent (70% of the surveyed companies received more than one tranche of the
private equity capital), which significantly increases the level of fund involvement (see Figure 6).
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Figure 6. Percentage share of private equity fund in shareholding companies. Source: own work based on a survey
prepared by the author.

In the case of 62% of the surveyed companies, the funds hold more than half of the shares. So they are the
majority shareholder, and it is difficult to speak of a passive approach to company management in such cases.
Such situation is frequent when the fund buys a company in poor financial condition (e.g., for debt repayment).
Restructuring takes place then, and the investor’s contribution in the repair of the business is enormous—as it
was the case of Fabryka Opakowań Blaszanych Sp. z o.o. from Gdansk. In 1997, a fund managed by Enterprise
4

Since 2010, TETA S.A. has been part of the Dutch UNIT 4, which holds 100% of the shares.
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Investors acquired 100% of shares in a company established on the basis of a state-owned enterprise,
previously being under compulsory administration, in exchange for the release from debts. The investor
increased the share capital by $2 million, providing the company with funds for further restructuring of the
company and implementation of the investment programme. Modern management methods and new, not
previously used in Poland, technological solutions for the production of cans for the food industry were
introduced. By 2000, the volume of production and turnover doubled and production was transferred to a new
plant. The total investment exceeded $15 million.
Conducted studies indicate that most companies use the capital obtained from private equity funds to
increase employment, investments, R&D (research and development), and export. Over 70% of the respondents
stated that without the fund’s involvement, their enterprise would not be able to create new jobs or increase the
level of their investments. Also, the fund’s contribution in the development of units engaged in R&D was stated
to be significant. Fifty percent of the respondents believe that without the fund’s investment, the level of their
exports would not increase.
Other mentioned results of private equity’s presence in the company include: increased financial
liquidity, rapid development of new products, creation of the company’s image and brand, employment of
highly-skilled workers, and implementation of an information system supporting the cost management and
monitoring. In this way, enterprises gain majority of the market and an advantage over the competition. An
increase in the company’s equity capital enables further improvement of its creditworthiness. It results in
greater chances of obtaining additional funding in the form of external capital, which can be designed for
additional investments.

Conclusions
The greatest advantage of a private equity fund as an investor (apart from the capital), therefore consists of
generating additional benefits in shareholding enterprises. In this case, additional benefits are understood as
managerial knowledge. Fund representatives are experienced managers whose knowledge often comes from
having built and run their companies. They regularly assist in building the company strategy and support the
management board in selecting the direction of company development which the business should focus its
efforts on. It is frequent that they mediate between the management staff and the supervisory board in the
exchange of new ideas to help streamline the enterprise’s activities. Fund representatives have extensive
industry experience and unquestionable management skills backed by accordingly significant financial
resources. This gives them an advantage over other financial intermediaries, especially by offering capital to
young companies. Despite the fact that activities of a fund representative are usually limited to participation in
the supervisory board, the investor implements modern management methods, provides access to a wider
portfolio of business relations, and offers strategic advice and assistance in finding valuable employees. In
addition, having a fund as an investor increases the company’s credibility, thus providing them with alternative
possibilities for obtaining further financial resources.
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This paper investigates the management to achieve competitive advantages (CA) and the success of business
management of small and medium enterprises (SMEs) in Northern Thailand. Questionnaires are collected from 400
SMEs in nine provinces. In-depth interview with five successful SMEs leaders is also conducted. The results show
that SMEs mostly run commercial business, invest approximately under 10 million Baht (333,333 USD), hire less
than 20 staffs, and have experienced running business for more than 15 years. Most agree with management of CA
and overall successful operation is at high level. The F-test analysis shows that the management of CA which is
different in type of business, capital investment, total employees, and age of business, is not significantly different.
The management of CA including differentiation, cost leadership, quick response, and market focus, is also
significantly related to overall successful operation, in terms of financial perspective, customer perspective, internal
process perspective, and learning and growth perspective. SMEs entrepreneurs further confirm that there is no
differentiation in part of products/services. SMEs also lacked of knowledge of operating cost and managerial
accounting. SMEs should create, develop, adapt, learn, train, and continuously improve their business skills,
business practice, and business knowledge.
Keywords: competitive advantages (CA), success, management, Northern Thailand, small and medium enterprises
(SMEs)

Small and medium enterprises (SMEs) are considered as the backbone of economic growth in all countries,
because they account for 80% of global economic growth (Jutla, Bodorik, & Dhaliqal, 2002). SMEs also
contribute to a substantial share of the manufactured exports of East Asia (56% in Taiwan, over 40% in China
and the Republic of Korea). In 2011, Thai SMEs account for 36.6% of total Thai GDP (gross domestic product)
(Office of Small and Medium Enterprises Promotion, 2011). In the newly developing market, SMEs generally
employ the largest percentage of the workforce and are responsible for income generation opportunities. These
enterprises can also be described as one of the main drivers for poverty alleviation. In manufacturing sector,
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SMEs act as specialist suppliers of components, parts, and sub-assemblies to larger companies because these
items can be produced at a cheaper price compared with the price large companies which must pay for in-house
production of the same components. However, the input of poor quality products can adversely affect the
competitiveness of these larger organisations (Singh, Garg, & Deshmukh, 2010). However, Thai SMEs still
face many managerial problems arising from severe economic crisis. Managing competitive advantages (CA)
for firm’s sustained success is compulsory. When there was the economic crisis in 2008, many Thai SMEs are
forced to close their businesses due to lacking of CA management. This crisis affects many countries in
ASEAN (Association of Southeast Asian Nations) region and has many causes and issues. The important issue
to consider is why some countries that their businesses are affected but their domestic businesses are still able
to survive. From many sources of information, it could find out various management adjustments. Fortunately,
if there were crisis or any transition in the near future, other countries can use this paper as a case study and
learn to avoid business disasters. As a result, the Thai economy becomes stable in both micro- and
macro-economic. Major problems of Thai SMEs can be categorised into four issues: (1) no focus to create a
trading strategy, which bases on CA; (2) lack of long-term strategy planning for the enterprises in order to
enhance and increase the competitiveness of the firms; (3) lack of proper management, SWOT (Superiority
Weakness Opportunity Threats) analysis, managerial skill, training and development, and real support from
public sector about CA management; and (4) unaware of the important role, system, method, stage, and process
to increase CA management level for their products/services. In fact, SMEs management and operations play
an important role in today’s businesses due to the significant resources that create CA for organisations. If any
enterprises have information and potential opportunity, they should create the opportunities for organisations to
success in operations by having proper information and opportunity for management. In addition, SMEs can
use their CA in efficient way and match with the nature of current situations that are changing all the time
(Singh et al., 2010). Northern Thailand currently moves forward steadily for economic, social, culture, and
financial potential. It also has significant growth rate of SMEs in tourism industry. Conversely, SMEs’
expansion rate in other sectors is limited and there is no additional CA in this region. As a result, it is
interesting to investigate the management of SMEs to achieve CA in Northern Thailand.

Research Methodology
(1) The concept of SMEs means the business which is managed independently, the executives or director
are self-employed, business investment funds are from private funds and operations are local operate. Number
of employees, investment fund, and assets is determined according to the size and operations of SMEs which
are divided into three main groups that are manufacturing, commercial, and service businesses (Office of Small
and Medium Enterprises Promotion, 2011);
(2) The concept of Porter’s (1980; 1998; 2005; 2008) generic CA and Monohan and Rahman (2011) which
include:
(a) Differentiation is the strategy to make a difference of the products/services to be unique and
distinguishes from competitors in the same business. Porter (2008) and Monahan and Rahman (2011) assert
that differentiation in form of goods image, brand image, and technology used for customer service or dealer
network, etc. This differentiation may be a difference of one thing or various things. It will result in greater
customer loyalty to the company and cause customers to less focus on the price factor. As a result, SMEs will
be able to efficiently compete with other competitors;
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(b) Cost leadership: Ishibashi (2009) finds that the profits of firms in the high-end market are larger when
there are firms producing low-end products than when there are not. These low-end firms’ functions as a
credible threat, which induces the high-end firms not to overproduce because price-sensitive consumers buy
products from the low- and higher-end firms do not have to resolve to price cutting to move merchandise;
(c) Quick response: Gendron, Porter, and Habiby (2000) state that the rapid growth of the quick response
manufacturing and service economy is colliding with an extraordinarily tight labour market. Quality service is
often the first casualty. One hundred CEOs have been able to serve their customers faster and better, it will fuel
their companies’ growth rapidly. For instance, Lone Star, which offers direct marketing and fulfilment services,
has grown by more than 600% in five years while relying mostly on client referrals to bring in new accounts;
(d) Market focus: Porter (2008) states that CA nowadays are used in terms of business by connecting
important marketing concepts to crate general CA which are cost leadership, differentiation, and market focus.
CA are, therefore, the result of practice on value creating strategy. In this case, advertising can increase
capability of products or superior distribution performance (Barney, 1991). Additionally, it finds that the
management of CA and successful factors in management of SMEs are categorised under framework of
balanced scorecard (BSC) which created by Kaplan and Norton (1993; 1996; 2000; 2001; 2004; 2006) as
follows:
(1) Financial perspective: Financial capital is an important factor to consider. There would be limited
funding from outside because research and develop of SMEs are high risk. It should be publicly supported from
the government to allow SMEs to research and develop their products/services;
(2) Customer perspective: SMEs should concern with marketing management since SMEs should use
marketing network processes to manage marketing strategy that consists of three dimensions which are: (a) the
dimension of structure is to focus on network infrastructure which is size, pattern, variety, density,
sustainability, and flexibility; (b) the dimension of relationship is to focus on the channel to link the strength,
which consists of reliability, consistency, and collaboration; and (c) the dimension in term of use is to focus on
marketing activities, including management of decision-making on product, management of promotional
activities, marketing activities, price management, distribution management, acquisition of marketing resources,
increasing knowledge of marketing, and marketing innovation;
(3) Internal process perspective: The weakness of SMEs, which have small size and limited resources and
do not gain advantages of economies of scale to produce as large enterprises. Therefore, they would need to
reduce vulnerability by creating networking, which relevant factors are concerning company, partnership, and
relationship between companies, which can cause the competition by organisation’s operators, the use of
resources and networking, and affect company contribution directly;
(4) Learning and growth perspective of employee and role of the leader which are important toward
employees’ innovative behaviour. The prudent foresight of leaders will, however, stimulate employees on
thought and usage on a daily basis. The study of skills development is, therefore, an important factor in
developing human resources. Anyway, SMEs often face the obstacle on cultural attitudes such as awareness,
financial, accession, and preparation of training and opportunity to develop their other skills. To minimise the
effect of these obstacles, it would need to create strategies on new skills, new initiation, and new staffs, which
give enterprises active and supporting continuous skills development;
(5) The concept of successful operations which means the result of the business operations that achieve its
goals more effectively in order to meet customer or service recipient’s requirement and satisfaction to people in
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the organisation by applying the concept of BSC. From four perspectives according to the concept of BSC,
there is cause and effect relationship by starting from learning and growth perspectives that result in the
continuous improvement of internal processes perspective. Once internal process efficiency gains the maximum
performance, it would create customer satisfaction, which leads to significant financial performance in the long
term.
The instrument of this paper is questionnaire, which is divided into three parts. Part 1, which is an
overview of Thai SMEs, is a checklist type for four questions, including type of business, capital investment,
total employees, and age of the business. Part 2: Opinions on CA for 20 questions, consisting of six questions
on differentiation, five questions on cost leadership, five questions on quick response, and four questions on
market focus. Part 3: Opinions on the successful operations for 24 questions which are financial perspective on
five questions, customers perspective on six questions, internal process perspective on eight questions, and
learning and growth perspective on five questions. Parts 2 and 3 use rating scale scoring the questions. The
scales measure from one to five scores level. In-depth interview is also utilised with key informants who have
prominent successful SMEs and well recognised in SMEs, trade association, chamber of commerce, and the
council of Northern Thailand industries. The interview is a divergent interview to avoid blocking any
information and to obtain width, depth, and accuracy from various parties.
This paper limits the scope of study by using sampling and data collection from SMEs entrepreneurs in
nine provinces of Northern Thailand, which are Chiang Rai, Chiang Mai, Nan, Phayao, Phrae, Mae Hong Son,
Lampang, Lamphun, and Tak. Sample size is 400 of SMEs in nine provinces of Northern Thailand. This paper
also uses a stratified sampling based on the proportion. For quantitative methodology, this paper uses in-depth
interview with prominent representatives who are selected as successful SMEs from October 2010 to March
2011. Data analysis and statistics used are divided into two types, which are quantitative and qualitative
approaches. For quantitative approach, descriptive statistics employed here is frequency and percentage, and
means and standard deviation, multivariate analysis of variance (MANOVA), multiple correlations, and
multiple regression analysis. For qualitative approach, it is done by in-depth interview, analysed by Delphi
techniques and descriptive method.

Results
SMEs in Northern Thailand are mostly running commercial business (38.25%) and service business
(30.75%). Majority of their capital investment is under 10 million Thai baht (79.50%) and the other rank is with
capital investment range 20-30 million Thai baht (12.00%). Top rank of total employees is under 20 employees
(59.75%) and the next is total employees range 20-30 employees (18.25%). For age of business, the group that
runs business more than 15 years is at 35.68% and range 6-10 years at 24.31%. SMEs in Northern Thailand are
agreed with management of CA at high level (Mean = 3.94) when considered each aspect. The average orders
of three descending priority are differentiation (Mean = 4.06), quick response (Mean = 4.06), and cost
leadership (Mean = 3.90). SMEs in Northern Thailand are agreed with overall successful operations at high
level (Mean = 3.83) when considered each aspect which are all at high level. The average orders of three most
to least are internal process perspective (Mean = 4.97), customer perspective (Mean = 3.90), and learning and
growth perspective (Mean = 3.85).
Comparing the opinion toward the CA management of SMEs in Northern Thailand, which type of
business, capital investment, total employees, and age of business is different. These differences do not make
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much difference in terms of management of CA as the result is F = 0.979, 0.355, 0.316, and 0.957 in
respectively order. As a result, the relationship of type of business, capital investment, total employees, and age
of business that is different but makes no difference in terms of management of CA for SMEs in Northern
Thailand. The multiple correlation analysis and multiple regressions are used to test the relationship between
the impact of management of CA and the successful operations of SMEs in Northern Thailand as follows:
Overall successful operations (SOT): The management of CA in term of differentiation (CDP), cost
leadership (CLC), quick response (CFF), and market focus (CMF) are statistically related to SOT. The
coefficient of forecast improvement (Adj R²) also equals to 0.518, when use CA in terms of CDP, CLC, CFF,
and CMF to create a model. The forecasting model coefficients as follows: SOT = 0.439 + 0.196CDP +
0.236CLC + 0.354CFF + 0.007CMF.
Financial perspective (SF): The CA in term of CLC and CFF is statistically associated with SF. For CA in
term of CDP and CMF are not correlated to SOT in term of SF when take CA in term of CLC and CFF to
create the forecasting equation of CA in SF which the coefficient of the forecasting improvement (Adj R²) to
0.450 as follows: FP = 0.221 + 0.356 CLC + 0.509 CFF.
Customer perspective (SC): The CA in term of CDP, CLC, CFF, and CMF have significant relationship
with SOT in term of SC. Anyway, constants have no relationship with SOT in term of SC when use CA in term
of CDP, CLC, CFF, and CMF to create the forecasting equation of CA in SC which the coefficient of
forecasting improvement (Adj R²) equals to 0.427 as the equation is SC = 0.393 + 0.185 CDP + 0.311 CLC +
0.300 CFF + 0.009 CMF.
Internal process perspective (SI): CA in terms of CDP, CLC, and CFF have significant relationship with
SOT in term of SI. For CA in term of CMF have no relationship with SOT in term of SI. SOT in term of SI
creates the coefficient of forecasting improvement (Adj R²) equal to 0.461 as the equation is SI = 0.629 + 0.290
CDP + 0.241 CLC + 0.307 CFF.
Learning and growth perspective (SP): CA in terms of CDF and CFF have significant relationship with
SOT in term of SP. For CA in term of CLC and CMF have no relationship with SOT in term of SP creates the
coefficient of the forecast improvement (Adj R²) to 0.361 as the equation is SP = 0.806 + 0.267 CDP + 0.494
CFF.
For qualitative data, Delphi method is analysed from key opinion leaders, it shows that SMEs in Northern
Thailand have the problem on issue relevant to the management of CA in term of successful operations because
each business has no difference in term of marketing, especially on products/services. The differentiation is not
value-added on products/services, distribution channels, marketing promotions, and innovations. As
manufacturing process is mainly from the wisdom of community; as a result, there is no technology used in
production. Majority of financing is the loan from financial institutions and no accounting management; thus, it
cannot be able to verify the financial status, which cause high cost in management. The government is also
continuing to support on giving knowledge, but there is no budget to support and follow-up project evaluation.
As a result, the management of CA of SMEs in Northern Thailand cannot operate their business in current
situation. Anyway, key opinion leaders have the solution to solve these problems that SMEs should manage the
CA for successful operations of SMEs by creating the strength in creating sustainable economic growth and
getting CA. Solving by creating and developing innovation of new products/services and focusing on modern
management, which are general management, marketing management, financial management, and
products/services management, by creating differentiation in products/services to be unique and different from
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other competitors and focusing on the economics of scope. In other words, to create the ability to reduce costs
by sharing business resources, including maintaining nature of products/services which customer is important.
Operating successful business requires adaptation, learning, and continuously improving to meet the changing
of economic environment especially to respond customers’ needs in different ways.

Discussion
SMEs entrepreneurs in Northern Thailand have opinion toward the management of CA and successful
operations at high level, which is differentiation, cost leadership, quick response, market focus, financial
perspective, customer perspective, internal process perspective, and learning and growth perspective. The
management of CA is important and necessary for business operations in aggressive competition in present
situation. This corresponds to four main pillars of modern management, which are general management,
marketing management, financial management, and manufacturing management, which affect comparative
advantage. Clear strategy planning and competition policy will then help to create capacity and CA of the
business over competitors as clear strategy and future direction of operations can conduct business to reach
their target and respond the needs of continuous market change. CA also use global competitive strategy, which
is total cost leadership, differentiation, and focus on speed (Porter, 1980; Barncy, 1991; Barncy, 2001;
Ruiz-Aliseda & Zemsky, 2006).
SMEs entrepreneurs in Northern Thailand, who have different type of business, capital investment, total
employees, and age of business, agreed that overall CA and successful operations are not different. As majority
of SMEs in Northern Thailand unable to create CA in their organisation because their businesses are managed
independently. Most of funding is personal fund, which lacks of opportunity to get the funding and loans from
financial institutions. They also lack of experience in management because most of products/services meet only
local or domestic market which leads entrepreneurs lack of marketing skill, especially international market and
this cause SMEs in Northern Thailand are inefficient management. Therefore, SMEs in Northern Thailand need
to increase efficiency and effective management of CA for successful operations. This is related to Zabarat
(2005) who states that efficient management requires target operations to achieve cost saving, efficiently use of
existing resources to increase capability in competition of organisation. Porter (1980) mentions that businesses
need to consider how to approach company industry, understand competitors and the location of competition.
To create CA can be done by general competition strategies, which are overall costs leadership, differentiation,
and market focus. It must be considered each factor to success of each strategy before apply these strategies.
Impact and relationship between CA and successful operations of SMEs in Northern Thailand are in
positive impact and successful operations in all aspect which are:
(1) Market focus: Company has to narrow down the area to focus on marketing or small market to supply
goods or service to the target group for CA in market focus. The principle is that business be able to respond
the need of specific target group, which better, more efficient and effectively than to gather all customers.
Business, which succeeds from this strategy, is normally able to respond the need of specific target group by
offering unique product or service which is different from competitors or being company with low cost in
responding the need of the target group (Chouchinprakarn, 2003);
(2) Quick response, financial perspective, customer perspective, internal process perspective, and learning
and growth perspective: To operate business nowadays is more complicated and more aggressive in
competition. Thus, to be successful business, the business needs adaptation and continues learning as well as
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develops to suit the changing of economic environment, especially, to respond the needs of customers in
different ways by focusing on customer needs and feedback to ensure customer satisfaction and impression.
These factors will bring good image and successful organisation which correspond to concept of Kotler (2000)
that quick response means to create flexibility to meet customer needs such as offer new product, improve
product or even the decision of the executive. Nowadays, many executives know that cost leadership or
offering unique product is not enough, anymore; they must be able to respond customer needs quickly;
(3) Cost leadership: To be low cost leadership is one way to create CA in operating business by aims to get
most cost effective to achieve cost advantages. This strategy uses the cost when compares with competitors but
may not the least cost. To achieve cost leadership, executives are required to maintain nature of
products/services that customer need. This is consistent with the concept of Anansainon (2004) states that
organisation can create CA by focusing on creating economics of scope which is ability to reduce cost by
sharing business resources. This can be noticed that large plants tend to have lower production cost per unit due
to big quantity of product made then they are able to share production resources with other unit which result in
cost saving in production. Main concept of economics of scope is focusing on production in large quantity to
keep cost per unit down;
(4) Differentiation is one basic to be successful but not including the price factor. Therefore, to be success
in differentiation in desirable way of the products/services, create brand loyalty on customers, reduce amount of
product that buyer selects and reduces feeling toward price, all these mentioned strategies will help the business
to gain higher profit without lowering the cost down. This is corresponding to the concept of Chouchinprakarn
(2003) which states that to create differentiation on product or service is to be unique from other competitors in
the same industry. For example, making difference in term of form of products, brand image, and technology
use to provide service to customer or dealer network, etc. To create differentiation, it can be one or many
differences. From mentioned differentiation, it will prompt customers to have greater loyalty to the company
and allow customers to consider less on the price factor. As a result, business will be able to compete with
competitors more effectively. March and Gunasekaran (1999) have proposed a conceptual model of business
operation, which is representing the idea that the territory of business is divided into three issues: Firstly, the
acceptant of needs discovery or desires of customers, if lack of this, then business also lacks of demand from
customers. Secondly, if there is no possibility study of production capacity, then business will lack of some
important skills. Lastly is the lack of appropriate comparison on CA, which can lose in the competition.
The results of individual depth interviews with key opinion leaders find that SMEs in Northern Thailand
should create strength in generating sustainable economic growth and CA by starting from developing
innovation and new products/services to get CA. They should also be promoted by government as well as
funding from both local and national organisations to help SMEs. This is corresponding to the concept of Porter
(1980) that CA being used from businesses perspective by connecting CA with marketing concept. This
important concept could create the CA in general which are cost leadership, differentiation, and market
focusing (Porter, 1980; Barncy, 1991; Barncy, 2001; Ruiz-Aliseda & Zemsky, 2006; Gjerde, Knivsfla, &
Saettem, 2010). Strategic management of SMEs is also very important to create CA in the competitive as an
important key of business of developing countries to survive. Entrepreneurs of SMEs should notice the
importance of business operation, which focuses on importance to business success based on four perspectives,
which are financial perspective, customer perspective, internal process perspective, and learning and growth
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perspective. This is corresponding with Asasongtham (2003) on concept of BSC which is an important tool of
management strategies used in implementing the policy into practice based on business evaluation that allows
organisation to be unite and balance its both short- and long-term.

Conclusions
The management of CA is important on successful operations of SMEs in Northern Thailand. Each
business of SMEs in Northern Thailand has to try to develop its innovations based on customers’ needs and
understand its competitors. The competitive position in CA by evaluating business performance is very
important thing that can help SMEs in Northern Thailand to know their situation. Management of CA of SMEs
in Northern Thailand should focus on three aspects, which are overall cost leadership, differentiation, and
market focus.
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The paper focuses on the development of venture capital markets in selected countries of Central and Eastern
Europe (CEE). Financing through venture capital is part of the common framework at EU (European Union) level
in the process of further integration of the EU capital markets. Irrespective of the heightened process of integration,
there still exist various barriers in front of the expansion of venture capital funds (VCF). Within CEE states, most
attractive for VCF remain Hungary and Poland, while Bulgaria still lags behind. Most of the CEE countries remain
far behind EU-15 in areas such as economic activity, entrepreneurial opportunities, and depth of capital markets.
Most investment activities of VCFs in CEE remain deals in the later stage of small and medium-sized enterprises’
(SMEs’) development due to the relatively low returns from these investments in seed and start-up stage. This lack
of start-up financing is partly compensated by public sector financial instruments at EU level (e.g., JEREMIE, etc.)
or by encouraging private-public partnership initiatives. In the course of the comparative analysis, the paper reaches
some conclusions about overcoming of existing market and institutional obstacles in front of Bulgarian SMEs for
seeking more active financing through the forms of venture capital.
Keywords: venture capital funds (VCF), financial integration, capital markets

Venture capital financing is part of the common framework at EU (European Union) level in the process
of further integration of EU capital markets. From the point of view of the public interest, the venture capital
sector contributes for the competitiveness of EU and is a source of alternative external financing. The
consequences of the global financial and economic crisis lead to proposals for initiation of reforms in the
institutional mechanisms for encouragement and harmonized regulation of venture capital funds (VCF) in EU.
Those funds operating in cross-border context achieve economies of scale via diversification of their portfolios
and improvement in their returns. This on its part influences upon the economic development, employment, and
competitiveness of EU.
The main problems in front of the development of venture capital in Bulgaria relate to the macroeconomic
environment, deficiencies in the legal framework, and the application of the legal requirements as well as the
lack of transparency in the administrative procedures, which create conditions for corruption. The inadequate
level of entrepreneurial culture, the excessive degree in labor market regulation, lack of close links among
universities, the state and the business sector are significant barriers for the development of the venture capital
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industry in Bulgaria. Difficulties exist in exiting venture capital investments as well, due to the low degree of
development of the Bulgarian capital market, and for that reason, the most common strategy pursued by VCF is
trade sales.
Central and Eastern Europe (CEE) countries are still in process of wide-scale transition and the most
important factor for attraction of venture capital in the region is the low level of taxation. They lag behind
EU-15 in areas such as economic activity, entrepreneurial opportunities, and depth of their capital markets. The
weak aspects of these countries relate to the high levels of corruption and the considerable administrative
burdens over business. The innovation activity also falls behind in view of the insignificant public and business
R&D (Research and Development) expenditures and the limited number of registered patents.

Description of the Problem
Innovative small and medium-sized enterprises (SMEs) may develop in case of access to suitable forms of
financing—most often private shareholding capital and venture capital financing. Among the main barriers in
front of the international expansion of VCF in EU are legal restrictions and the limited size of the funds. The
venture capital market in EU is insufficiently developed and represents only 1/4 of that of the US. In EU, SMEs
rely mainly on bank crediting which accounts for over 80% of attracted funds, whereas only 2% are funds
attracted by venture funds, while in the US, this value stands at about 15%. The weaknesses in the industry
relate to difficulties in capital accumulation by institutional investors, the quality of investment opportunities,
fragmentation of the EU venture capital market, and the dominance of bank financing over all other forms of
SME financing.
In 2011, according to a research of the European Venture Capital and Private Equity Association (EVCA)
(2011), only 7% of SMEs finance themselves by private equity (PE), while the share of public financing in
VCF reached 30%. Besides, the publicly-quoted SMEs are not considered to be attractive enough due to the
low liquidity of their shares. The activities of the VCF are concentrated on several EU member-states, namely
on Great Britain [venture investments reach about 2% of GDP (Gross Domestic Product)], Germany, Sweden,
Denmark, the Netherlands, France, and Spain. A correlation exists between the level of competitiveness and the
venture capital investments of countries (as per the Global Competitiveness Index of the World Economic
Forum).
The lack of sufficient investments in start-up phase of SMEs in EU is due to the comparatively low returns
of these investments in EU (the rate of return on 10-year investments from all forms of venture capital in EU
amounts to about 6.3%, while in the US, it is 26%, respectively). This lack is partly compensated by various
public financial instruments under EU programmes (such as JEREMIE, Competitiveness and Innovation
Programme, Horizon 2020, etc.) or through encouraging the creation of public-private partnerships. Financing
of buyout deals with PE and venture capital represents about 70% of total investments in the sector. Within
EU-28 exists differences not only regarding the level of development of the venture capital markets, but also in
the regimes regulating these markets.
The main factors stimulating venture capital investments in the startup stages of the existence of
innovative companies are:
(1) Size of deals financed by venture capital—for EU, these deals are small in volumes and insufficient for
innovative SMEs;
(2) Capitalization of VCF—the majority of existing funds in EU are with relatively low level of
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capitalization. The expenses and difficulties in functioning outside the domestic legal system are barriers for
growth and for the potential for specialization of VCF. Capitalization is of importance regarding the possibility
for establishing international presence and undertaking greater risks within given portfolios;
(3) Scale of the venture capital markets—the limited size of venture capital markets in the EU
member-states (especially the new member-states) requires the VCF to operate in cross-border context to
achieve critical mass.

Methodology and Data Sources
The main factors of demand and supply of venture capital may be cyclical and structural in their nature
and reflect the degree of entrepreneurial activity, R&D intensity, degree of capital market development, the
institutional environment, and corporate taxation in a given country.
The analysis encompasses supply and demand factors for venture capital in view of evaluating the
motivating push-pull forces in front of the development of the venture capital industry in the course of the last
decade. The analysis is expanded by comparative research into the venture capital markets of selected CEE
countries regarding the adjustment mechanism of SMEs to alternative sources of financing in view of
overcoming the consequences of limited bank financing.
The evolution in the GDP growth according to a research (European Commission—Directorate-General
Enterprise and Industry, 2009b) has a strongly cyclical effect on venture capital investments and 1% rise in
GDP boosts the level of venture capital by about 13%, which immediately affects supply and demand without
any time lags.
Capital markets liquidity positively influences the demand and supply of venture investments and the
activities of VCF are thriving in countries with well-developed capital markets. It is measured most often by the
capital market capitalization as an indicator of size and liquidity of capital markets.
R&D expenditures also positively influence the supply and demand of venture capitals. The intensity
indicator of R&D allows establishing the activity of hi-tech enterprises.
The comparative analysis of the venture capital industry in CEE includes research into database of
attracted and invested venture capital in Bulgaria, Czech Republic, Hungary, Poland, Romania, and Slovenia,
maintained by the EVCA and Eurostat for the period of 2003-2011. On the basis of this analysis, some
conformities are outlined in venture capital financing by countries, sectors, investment phase (seed, start-up,
and expansion), and investment exit (initial public offering, trade sale, etc.). Besides, the comparative analysis
is expanded by evaluating the national programs of the selected CEE EU member-states for encouraging
venture investments, situational analysis of the venture capital sector of these countries, the legal regulations
pertaining to venture capital, and their capital markets with the potential for initiating niche markets for trade in
securities of startup innovative SMEs.
On the basis of the comparative analysis, some conclusions with practical application for Bulgaria are
drawn up in view of the further development of the Bulgarian venture capital sector and the potential for
deepening its integration into the capital markets of CEE countries.

Results Obtained
The comparative analysis of the venture capital industry in the selected CEE countries shows that in 2011,
the attraction of venture capital investments in CEE continues to restore. The total amount of attracted venture
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capital for the region stood at EUR 941 million (mln) (or 2.4% of totally attracted venture capital in EU), which
represents a growth by over 40% as compared with 2010. Around 14% (EUR 133 mln) are the VCF attracted
from state agencies, the funds of funds (FoF) being the leading source of venture capital resources for the
region (25.5% from the total), followed by pension funds (12.7%) and banks (12.2%). Most active in attracting
capital investments in CEE is Poland and Czech Republic, and in the last few years, Romania and Hungary as
well (Panushev, 2011).
As is obvious from Table 1 below in total EUR 1,244 billion PE and venture capital was invested in CEE
in 2011 (or 2.8% from totally invested in Europe), the venture capital representing only 7.6% from this amount.
These investments accounted for 0.105% of GDP (for Europe, this indicator being on average 0.326% of GDP).
Poland, Hungary, Czech Republic, Romania, and Ukraine attracted over 90% of the total amount of CEE
investments in 2011 and 70% of venture capital financed companies originated from these courtiers.
Consumer goods sector and retail trade attracted around 24% of total PE and venture capital in the region
(EUR 296 mln), followed by communications (EUR 267 mln) and biotechnologies (EUR 118 mln). Around
69% of the value of the investment activity in the region represented buyout deals. In total 98 SMEs in CEE,
they received PE financing (growth by 17% as compared with 2010) and 97 SMEs were financed through
venture capitals (spike by over 57% as compared with 2010). On the whole, as a value the CEE venture capital
market represented 2.6% of total venture capital investments in Europe and 3.3% of the number of financed
SMEs in EU.
Тable 1
Venture and Private Capital Investments in CEE in EUR (Unit: Million)
Country

2003

2004

2005

2006

2007

Bulgaria
18
216
0
36
556
Czech Republic 39
16
109
354
170
Hungary
111
122
147
734
491
Poland
177
135
108
304
684
Romania
82
33
70
110
476
Slovenia
47
Other CEE
21
24
74
129
150
countries
Total for CEE 448
546
508
1,667
2,574
Note. Sources: EVCA Central & Eastern Europe Statistics—annual
2011) and own calculations of the author.

2008

2009

2010

2011

90
441
477
628
273
4

184
1,396
214
268
221
32

82
193
65
657
119
7

7
139
195
681
66
14

Total by
country
1,189
2,857
2,556
3,642
1,449
104

448

164

180

142

1,332

2,362
2,447
1,303
1,244
13,129
reports (2003; 2004; 2005; 2006; 2007; 2008; 2009; 2010;

Trade sales remain the main way out from venture capital investments in CEE (64% of total amount of
realized exit from venture investments), while 26% are sales to financial institutions and only 10 % are realized
initial private offerings on stock exchanges.
In a research (Stefanova, 2013) by empirical analysis of demand and supply factors of venture capital in
Bulgaria, the stepwise multifactor regression established that the level of venture capital in Bulgaria is most
strongly influenced by GDP, which explained about 67% of the changes at the venture capital levels. Similar
high correlation between the venture capital level and the real economic growth is confirmed also in a research
by Meyer (2010). The rise in GDP boosts supply of venture capitals, expands investment opportunities, and
increases the number of newly started innovative SMEs. Regions with the highest concentration of venture
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capitals also show high GDP levels per capital and significant innovation intensity as measured by the number
of patents per capita.
Significant challenges in front of venture investments in Bulgaria from demand side include the lack of
information of many SMEs managers about the advantages which this alternative form of financing brings,
unrealistic expectations of Bulgarian entrepreneurs, and low innovative activity of SMEs. According to a
research (Executive Agency for Encouragement of SMEs, 2011) on SMEs, financing sources in Bulgaria are
less than 2% of SMEs utilized venture capital financing in 2011. The majority of SMEs (over 80%) prefer
using own funds (company profits and depreciation) or loans from relatives mainly due to the uncertain
financial and economic situation in Bulgaria, the considerable restrictions in bank financing, high requirements
for provision of collaterals, burdensome administrative procedures in the course of obtaining funds under EU
projects, etc.
Besides, from the supply side, the unregulated (grey) sector of the economy and the high levels of
corruption create preconditions for unfair competition, while VCF require high degree of transparency and
foreseeability of the business environment of their portfolio companies. The underdeveloped “ecosystem” for
the functioning of the VCF in Bulgaria can be explained by the low level of development of the institutions for
technology transfer along the triangle science-universities-industry, less developed production innovative webs,
and insignificant degree of assistance of entrepreneurship.
Challenge in front of the VCF in Bulgaria remains the limited possibilities for exiting from the venture
investment via the capital market. This is due to the low liquidity of the Bulgarian stock exchange, the limited
trade activity, and the legal restrictions to insurance and pension funds to invest in VCF.
The expectations are the implementation of the new regulative framework of venture capitals at EU level
and the adoption of the new financial instruments in the EU multi-annual financial framework for the period
2014-2020 to create the necessary conditions for obtaining critical mass for attraction of venture capitals in
Bulgaria. This inevitably requires in medium term to weigh the generated benefits and costs from the public
initiatives for encouraging venture capitals in Bulgaria.
From the supply and demand side of venture capitals, Romania is above the average level of CEE by the
indicator GDP per capita, with low level of unemployment but weak points for attraction of venture capitals
represent the low innovation activity and the insufficient R&D expenditures. According to the National
Programme for Reforms of Romania for the period 2011-2013, the encouragement of venture capitals is based
on support of investment projects undertaken by SMEs for a term less than two years (start-up programme) and
other types of support for new investments in start-up entrepreneurial SMEs.
On the other side, the national multi-annual programme for development of entrepreneurial culture in
SME sector envisages measures for financial stimulation of young entrepreneurs and business incubators. In
2011-2013, Romania initiated establishment of VCF scheme within the EU level initiative JEREMIE with a
budget of EUR 100 mln, through which it aims to support the establishment of about 7-10 VCF for seed and
startup investments in SMEs. Small amount of the budget will be earmarked for experimental facility regarding
joint investments with webs of business angels. Another part of the funds under JEREMIE Initiative of EUR 30
mln will be utilized for transfer of technologies commercialization in seed stage SMEs and encouragement of
R&D and investments in patents of over 1000 innovative SMEs.
Romania encourages SMEs with high growth potential also by grants to the amount of 80% of the value of
loans under JEREMIE initiative in close cooperation with partner banks. Further steps envisaged to be
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undertaken relate to the adoption of the requisite legal and regulative framework for sustainable increase in PE
and venture capital investments in innovative SMEs on the basis of favorable and competitive business
environment and effective utilization of structural funds under Operative Programme “Competitiveness”. The
debt financing under JEREMIE in the form of guarantees amounts to EUR 150 mln in close cooperation with
participating bank institutions.
Irrespective of the undertaken steps, Romania still exists such market failures as restrictive access of
SMEs to alternative forms of financing and insufficiently developed venture capital segment in
seed-to-expansion phase. To overcome these failures, the country envisages initiation of venture FoF structure
with capital of around EUR 100 mln for encouraging investments of VCF. These funds operate under the law
on capital markets and are defined as institutions in collective investment schemes.
Important advantages for attracting venture capital in Slovenia are the low taxation, the protection of
investors is above the EU-15 average level; the social environment is characterized with a high level of
education and comparatively low levels of corruption. The first venture capital fund in Slovenia was established
in 1994 from the Austrian-Dutch company Venture Management and by 2012, the fund had made investments
for EUR 16 mln in 12 portfolio companies, from which about 50% operate in the high-tech, biotechnology, and
electronics sectors.
In 1995, the second venture capital fund began operation (Slovenian Fund Management) which
acquires minority share mainly in medium and large enterprises and is characterized with a more passive
strategy by agreeing in advance with the target company the exit strategy from the investment. By 2000, two
other VCF started their activity (Prophetes and Active Venture), which invest in the telecommunications and
software portfolio companies and plan their exits through initial public offerings or trade sales to strategic
investors.
Main obstacles in front of the venture capital industry in Slovenia remain the rigid tax policy in respect of
the long-term capital profits of the VCF and the existence of double taxation. To invest in new projects or to
provide subsequent round of financing for existing portfolio companies, the target companies should prove lack
of state or other tax liabilities. Important recommendations for further development of the industry relate to the
need for favorable legislation, decrease of barriers for investments of pension and insurance companies and
encouraging supply and demand of PE and venture capital financing.
In 2007, Slovenia adopted law on venture capital companies, which laid the legal foundation for
the clarification of the legal status of companies undertaking venture capital investments. According to the
said law, at least 50% of the portfolio of a given venture capital fund should be invested in SMEs, 30% in
the acquisition of PE or mezzanine capital and the minimum investment of a single investor should be no
less than EUR 50,000. The law envisages zero corporate tax rate for VCF having seat in Slovenia.
Some amendments are made in the law on corporate taxation and the law on taxation of individuals,
which provide some relief and benefits to venture capital investors. Besides, in Slovenia, it functions
entrepreneurial fund as a public institution, which invests in SMEs in close cooperation with domestic or
foreign companies.
The main instruments under JEREMIE initiative in Slovenia by 2013 include quazi equity/debt/mezzanine
subordinated loans with a guarantee scheme amounting to EUR 175 mln, venture capital financing instruments
and facilities (co-financing scheme for EUR 20 mln), investment initiative for medium enterprises for EUR 40
mln, and co-financing scheme with business angels for EUR 10 mln.
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Important role for attraction of venture capital in Hungary is played by the low tax rates and the stable
economic environment with low inflation, strong entrepreneurial culture, and higher R&D expenditures from
EU averages. The National Agency for Development in Hungary is responsible for the implementation of the
JEREMIE initiative. The total budget of the program is EUR 720 mln, of which EUR 120 are earmarked for
venture capital investments. Main characteristics of JEREMIE in Hungary are the limited supply of PE and
debt financing for newly established SMEs and lack of revolving facilities for technology transfer. In 2009, a
procedure was initiated for establishment of Venture Capital Programme, which is expected to draw
considerable interest from foreign VCF.
On the basis of a law in 2006, it established the legal framework for the utilization of the funds under
JEREMIE initiative and the institutions, which administrate the investments in venture capital in seed, startup,
and expansion phase. The managing body of the programme in Hungary—the National Agency for
Development concludes financing agreements with MV-Venture Finance Hungary Plc (holding fund manager).
The holding fund provides up to 70% of financing and the remaining 30% are attracted from private investors.
Venture Finance Hungary PLC evaluates together with the National Agency for Development, the financial
intermediaries, which participate in the venture capital scheme and concludes contracts with them. The
maximum amount of venture capital loans is EUR 1.5 mln per target company, extended within three
consecutive years’ maximum.
The regulation of VCF in Hungary is based on the law on capital markets according to which the VCF are
released from corporate taxation. The company or the branch managing the venture capital fund is liable to
corporate taxation according to the standard tax rates in Hungary.
Poland is in the center of activities of attracting venture capitals in CEE, but economic activity in the
country is below the CEE average due to high unemployment. Yet protection of investors and corporate
governance standards are above EU-15 average levels. In 2005, Poland created National Capital Fund (the first
fund of funds in the country) as a holding structure, financed by the state budget (17% from total financing),
structural funds of EU (74% or around EUR 80 mln under Competitiveness and Innovation Programme), and
private foreign investments. The purpose of the holding fund (FoF) is to invest in VCF targeting SMEs with
growth potential (with term of investment of up to 12 years). In 2008, the Ministry of the Economy of Poland
started governmental initiative for reduction of existing legal restrictions over attraction of entrepreneurial
capital and more specifically from SMEs. The initiative was undertaken due to the fact that seed and start-up
investments are usually outside the focus of majority of PE and VCF in Poland.
The responsibility for the development of the venture capital programme in Poland is borne by the Agency
for Entrepreneurial Development. The PE and venture capital investors are encouraged to invest in VCF
through various forms of relief in order to mitigate the investment risks. The VCF are released from corporate
taxation on the basis of the law on investment funds and the tax is paid upon pay-off of profits from the fund to
the end investors. The domestic investors are liable to individual tax of 19% (unless released on the basis of
concluded double taxation treaty).
The JEREMIE programme in Poland (with a budget for venture capital investments of EUR 30 mln till
2013) shows some weaknesses as still low levels of venture capital investments as a share of GDP,
unsatisfactory volumes of financing in the seed to startup stages of SMEs development, the existing VCF target
mainly buyout investments and later (expansion) stages of SMEs development, low R&D expenditures as a
share of GDP, etc.
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Conclusions
On the basis of the comparative analysis of the venture capital sector in CEE countries, the following
conclusions with practical application for Bulgaria can be drawn:
(1) The venture capital industry in CEE countries represents around 2.4% of the totally attracted VCF in
EU, the leading source of VCF in the region remains FoF followed by state agencies;
(2) Poland, Hungary, Czech Republic, and Romania remain leading CEE countries in attraction of venture
and PE capital (exceeding 90% of the total amount of the venture capital investments in the region) mainly due
to the significant advantages of the supply and demand side push-pull factors;
(3) Around 70% of the investment activities of the VCF in the region represent financing deals in the later
stage of SMEs development (expansion and buyouts);
(4) For the period 2003-2011, Bulgaria occupies bottom-down position among analyzed CEE countries in
attracted venture capital (total amount of EUR 1,189 mln) followed only by Slovenia (EUR 104 mln) due to
existing macroeconomic and institutional barriers;
(5) Main way out of venture capital investments in CEE region remain trade sales (over 60% of realized
exit deals in PE and venture capital) mainly due to the insufficient capital market capitalization and the
inadequate level of development of the capital markets in the analyzed countries;
(6) The attraction of venture capital investments in CEE region is dependent upon low tax rates, stable
economic environment, strong entrepreneurial activity, comparatively higher R&D expenditures, and
developed “ecosystem” with well-functioning institutional structure. An important role for the establishment of
the venture capital industry is played by establishment of specialized venture capital programs with functioning
venture capital holding funds (FoF), as well as the opportunity for offering them corporate taxation relief (as is
the practice in Hungary and other analyzed CEE countries);
(7) Protection of investors and adequate corporate governance practices, high standards of education, and
comparatively low levels of corruption attract venture capital as well as the adoption of specialized legislation
regulating venture capital financing (similar to the practice in Slovenia);
(8) It is necessary for CEE countries to actively use more financial instruments under JEREMIE initiative
and to develop the institutional framework for venture capital industry as establishment of national VCF with
financial assistance from the national budgets and the structural funds of EU for undertaking investments in
VCF targeting innovative SMEs with growth potential (similar to Poland);
(9) Last but not least of paramount importance is further encouraging the exit possibilities from venture
capital investments via development of niche segments at the national stock exchanges for trade in the
securities of start-up and innovative SMEs with growth potential (as is the practice in the Czech Republic and
Poland).
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The Role of Court Representatives in Cost Calculation of
Bankruptcy Proceedings: A Case From Poland
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Cracow University of Economics, Cracow, Poland
Bankruptcies of enterprises not only in Poland, but also in other countries throughout the world, are still an
insufficiently recognized phenomenon. In practice, bankruptcy is associated with the measurement of values
resulting from economic categories, for example, costs. Bankruptcy proceedings costs are generated during all
insolvency systems all over the world. The costs are covered mainly by the bankruptcy estate. In Poland, it is the
responsibility of the court representative to prepare analyses of proceedings’ costs. Information about the amount of
costs of proceedings in comparison to bankruptcy estate affects the court’s decision to declare bankruptcy.
Therefore, the reliability and transparency of the cost calculation of bankruptcy proceedings are important in the
bankruptcy process and can help to minimize social costs of bankruptcies. This paper is a theoretical and practical
analysis of issues related to the role of court representatives in the analysis of bankruptcy costs in Poland. The
research has shown that the practice of cost calculation during bankruptcy proceedings in Poland complies with the
requirements of the Polish Bankruptcy and Reorganization Law, however, it does not utilize information
possibilities coming from the application of cost accounting. The paper includes proposed directions of change for
the analyzed issue.
Keywords: costs of bankruptcy proceedings, insolvency, court representatives, Poland

Bankruptcy of enterprises is an integral part of the market economy. In transition economies, for example,
in Poland, research on bankruptcy of enterprises is a fairly new field. Bankruptcy Law and laws for
arrangement proceedings have been in place in Poland since 1934. However, after 1945, during times of a
centralized market, the idea of bankruptcy did not exist. Unprofitable enterprises were funded by the state. The
new Bankruptcy and Reorganization Law has been in effect since 2003, and is subject to continuous
amendments.
Research indicates that in Poland, there is still a little knowledge about economical aspects of bankruptcy
(Mączyńska, 2008) and problems with the quality of financial information that could serve as a basis for
assessment of the going concern risk (Wędzki, 2012). This limited knowledge about bankruptcy of enterprises,
as stated by Maczyńska (2008), in practice leads to “An attempt to square the circle: Bankruptcies are
insufficiently diagnosed, due to—but not only—the underdevelopment of the institutional infrastructure of
bankruptcy, and this underdevelopment, in turn, is an additional factor of bankruptcy risk” (Maczyńska, 2008,
p. 11).
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Lacking of sufficient knowledge, regulatory weaknesses, and problems of practice in the field of
bankruptcy are noticeable not only in Poland but also in other European Union (EU) countries and the world
(Mączyńska, 2008). According to Stiglitz (2004), bankruptcy codes are not well diagnosed from the economic
perspective.
Bankruptcy of enterprises is strongly associated with incurring the costs of bankruptcy. Due to the
inability to completely eliminate the phenomenon of bankruptcies, it is important to strive to minimize the costs
of bankruptcy, including those associated with conducting the proceedings.
Bankruptcy costs are one of the major financial categories, the measurements of which should be taken
during bankruptcy proceedings. Of particular importance is the analysis of the costs of a bankruptcy trial,
carried out in the initial stage of the proceedings. In Poland, the responsibility for carrying out the analysis of
the costs of the bankruptcy proceedings rests with the representatives of the court. Reliability of the analyses
conducted by court representatives has an impact on the court’s decision about the future of a debtor’s enterprise.
The ideas included in this paper are based on the belief that minimization of the costs of bankruptcy
proceedings requires their prior analysis and fairly conducted estimates, taking into account the impact of
changes that might occur in the environment of the bankrupt enterprise. Cost accounting theory shows that
efficiency of an analysis requires a comparison of actual and planned costs.
The aim of this paper is to analyze the theoretical and practical issues related to the role of court
representatives in the analysis of bankruptcy proceedings’ costs in Poland. It was assumed that the significant
role of court representatives in cost calculation involves the appointment by the court of interim court
supervisors to estimate the cost of bankruptcy. In view of the possibility for the court to choose different types
of bankruptcy proceedings, a decisive cost accounting is more important if it is made in two versions (for
bankruptcy proceedings leading to make an arrangement and to liquidate the assets of the insolvent debtor).
Transparency of cost calculations needs to relate them to the revenue side and to divide them into sub-periods.
Furthermore, as follows from the theory of cost accounting, cost analysis is significant if during the final stage,
the actual costs are compared with planned costs, and explanations of reasons for deviations are provided. The
role of court representatives in cost calculations in Poland, was determined by a quantitative analysis of the
work of court representatives on the above-mentioned aspects.
In this paper, the state of existing research and the legal basis for the analysis of the costs of bankruptcy
proceedings have been discussed. The results of the author’s own research on the issue have been presented.
The research was conducted on a sample of 100 companies, on which the court declared bankruptcy in 2011.
The sample accounts for 14% of the population and is an important representative of the phenomenon in the
country. In addition, included in the paper are proposals of changes to the analysis of bankruptcy proceedings
costs, as it is one of the grounds for action for the court when making the decision to declare bankruptcy in an
enterprise.

The Essence of Cost Calculation of Bankruptcy Proceedings
The research on the calculation of costs of bankruptcy proceedings is not new in countries with a
developed market economy. The research relates to analyses associated with the measurement of cost amounts,
methods of distribution into different categories of costs, and their use as measures of effectiveness of
bankruptcy systems and procedures (Gruber & Warner, 1977; Warner & White, 1983; Altman, 1984; Skeel Jr,
1993; Hennessy & Whited, 2007; Newton, 2010).
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Interest in bankruptcy costs rises from the fact that in all bankruptcy systems worldwide, the bankruptcy
proceedings are associated with costs. Marsh (2010) commented on the bankruptcy costs in the United
Kingdom, wrote explicitly that: “It is ironic, but it is quite expensive to go bankrupt” (Marsh, 2010, p. 45).
Initiating bankruptcy proceedings entail advance payments toward the costs of bankruptcy proceedings (Finch,
2012). Where the estimated bankruptcy costs exceed the value of the bankrupt enterprise’s assets, this results in
dissolution of the company, not the bankruptcy (Altman & Hotchkiss, 2006). In Poland, the court shall dismiss
the petition to declare bankruptcy when the assets of the insolvent debtor are not sufficient to cover the cost of
the proceedings.
In accordance with Smith and Strömberg (2004), bankruptcy proceedings involve costs, both directly
related to the bankruptcy procedure and indirect ones, e.g., impairment of assets. In their opinion, bankruptcy
law should support the effectiveness of the bankruptcy proceedings, i.e., facilitate a quick conclusion of an
agreement between the debtor and the creditors. Faster bankruptcy proceedings limit the procedural costs as well
as reduce the losses resulting from a decrease in the liquidation value of the bankrupt’s assets.
Bankruptcy proceedings costs are also high in Poland. In addition to the costs associated with running the
insolvency proceedings, the cost of liquidating the company is also associated with the loss of jobs, the
devaluation of the technical infrastructure, and the know-how. Efforts are being made to reduce these costs by
changing the law and facilitating the restructuring of enterprises (Płoch, Groele, & Geromin, 2013) and
introducing—for the debtors—the possibility of applying for exemptions from court fees in bankruptcy proceedings.
From 2013, debtors who can prove that they are not able to bear the legal costs without detriment to
themselves or their family or do not have sufficient funds to cover such costs, may apply to be exempt from
these costs. Regardless of the efforts to reduce these costs, they are still an important factor for the court when
making the decision regarding the fate of the company, and their analysis in the initial stage of the proceedings
may have an impact on the effectiveness of conducting a proper trial.
The costs of bankruptcy are a broader concept than the costs of the insolvency proceedings. Chłodnicka
(2005) defines costs of bankruptcy as:
Probable decrease in economic benefits which are of fixed value during a reporting period, causing weakening of the
financial situation of an enterprise, that in turn creates additional burdens which determine the future of the bankruptcy
process. The burdens take on the form of a reduction in the value of assets or an increase of liabilities or reserves.
(Chłodnicka, 2005, p. 115)

Research on the costs of bankruptcy is focused mainly on the analysis by direct costs (associated with
legal proceedings and bankruptcy) and indirect ones (i.e., unearned or lost profits as a result of the initiation of
proceedings leading to liquidation of the debtor’s assets) (Prusak, 2011). Research calculations included the
mean and median in relation to the book value of assets of the company in debt or its market value before
bankruptcy (Altman & Hotchkiss, 2006). Research conducted in Poland shows that in the process of
bankruptcy, it is more appropriate to compare the costs of the trial with the estimated value of the debtor’s
assets. This is justified by both the law and practice of bankruptcy proceedings, in which the basis for the
decision to declare bankruptcy is a reference to the estimated value of the debtor’s assets (Bauer, 2013a).
The costs of the bankruptcy proceedings, in accordance with applicable law and the logic of the
bankruptcy proceedings are divided into the following costs: (1) preparatory (reconnaissance); and (2) the
actual bankruptcy trail.
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These costs can be assigned to various sections. Chłodnicka (2004) has assigned them based on task:
(1) The cost of core bankruptcy operations, this includes the valuation of assets, conducing an auction,
employee compensation (including charges like allowances, taxes, etc.), severance, penalties, damages, fines,
bailiffs activities, taxes and donations, etc.;
(2) The costs of administrative activities during bankruptcy, including the remuneration of the liquidator,
the board of creditors, employees hired to fulfill all necessary tasks during the bankruptcy process, the costs of
notices and announcements, and other administrative costs;
(3) Finance expenses, including interest on debt, judicial interest, administrative, etc.
The costs of bankruptcy should be presented within the framework of cost accounting. Cost accounting is
a modern tool of management accounting which, at the time of bankruptcy proceedings, allows you to reduce
costs to a level necessary to properly conduct the proceedings. Its correct use can affect the fulfillment of
creditors’ claims to a greater degree than if it was not used at all (Sojak & Trojanek, 2010).
Despite the significance of bankruptcy costs, research virtually ignores the role of individuals responsible
for the quality of the above-mentioned analyses. Legislation related to bankruptcy focuses on the obligations
associated with cost calculations.

Legal Basis for Cost Calculation of Bankruptcy Proceedings in Poland
Bankruptcy is to protect creditors, so that at least partially—they regain their debts. The law is to
guarantee this protection, with regulations that foster discipline and integrity in financial management of an
enterprise where bankruptcy proceedings are being conducted (Wessels, Markell, & Kilborn, 2009). One
element of the bankruptcy proceedings documentation, created to provide information necessary for the court to
make a decision to declare bankruptcy and to select its kind, is an analysis of costs of the bankruptcy
proceedings. This analysis is created in the period between the filing of the request to declare bankruptcy and
the court’s decision to initiate bankruptcy proceedings or dismiss the claim.
The responsibility for the analysis of the cost of bankruptcy proceedings in Poland rests with the
representatives of the court, i.e.:
(1) During proceedings on declaring bankruptcy—interim court supervisor or interim administrator;
(2) During bankruptcy operations—court supervisor, administrator, or trustee.
Their analyses are evaluated by a judge—commissioner and professional judges.
In accordance with Art. 168, interim court supervisor (or interim administrator) prepares periodical reports
on their activities and financial reports with justification. One of the elements of these reports is the analysis of
the costs of the bankruptcy proceedings conducted ex ante, for the period between declaring bankruptcy and
concluding bankruptcy proceedings. The purpose of this analysis enables the court to make a decision regarding
the declaration of bankruptcy. This is due to the fact that, in accordance with Art. 13 (para. 1), the court shall
dismiss the petition to declare bankruptcy when the assets of the insolvent debtor are not sufficient to cover the
cost of the proceedings.
The terminology of the Polish Bankruptcy and Reorganization Law is not consistent with accounting
concepts. Art. 230 is vague when it comes to the use of the terms “costs” and “expenses” (Tokarski, 2010). In
the preparation of accounting statements by court representatives for the purpose of bankruptcy proceedings,
accounting principles are not applied. This can be the reason that these terms are used interchangeably, and the
moment that the expenditure is made associated with the moment of incurring a cost.
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The costs of bankruptcy proceedings shall include court fees and expenses necessary to achieve the
purpose of the proceedings, that is:
(1) Remuneration and expenses of the trustee, court supervisor and administrator, as well as their deputies;
(2) Remuneration and expenses related to creditors’ meeting;
(3) Costs of service, announcements, and notices;
(4) Taxes and other public levies due for the period following the declaration of bankruptcy;
(5) Expenses connected with the administration of the bankruptcy estate;
(6) Expenses connected to liquidation of the bankruptcy estate.
Moreover, in accordance with Art. 185, the cost of bankruptcy proceedings also includes costs connected
with the operation of the bankrupt’s authorities and the exercising of the bankrupt’s corporate rights, that is, in
particular the costs to (Jakubecki & Zedler, 2010):
(1) Convene a general meeting of shareholders or stockholders;
(2) Appoint governing bodies of the enterprise undergoing bankruptcy and report this selection to the
National Court Register;
(3) Costs of office supplies essential for the operations of the bankrupt, etc.
The Bankruptcy and Restructuring Law does not contain a closed list of expenses, and only mentions
examples. The costs of the bankruptcy proceedings include all the essential expenses that are necessary to
conduct the bankruptcy proceedings (Jakubecki & Zedler, 2010).
The purpose of bankruptcy proceedings is not just liquidation of the bankruptcy estate, but also to satisfy,
even if to a minimal degree, the claims of creditors (Jakubecki & Zedler, 2010). Therefore, cost analyses of
bankruptcy proceedings refer not only to the liquidation of the bankruptcy estate, but also the possibility to
cover creditors’ claims.
The ability to cover these costs is assigned to the income side, i.e., from the bankruptcy estate funds,
which includes funds received from the liquidation of the bankruptcy estate or other sources (e.g., income from
business activities, leasing of the bankrupt company and interest earned in the bank).
It is the duty of court representatives to analyze whether the costs of bankruptcy were carried out
according to the estimates. The representative is to monitor this from the moment when bankruptcy is declared
until all bankruptcy proceedings are finalized. An analysis of the actual costs is a part of periodic statements of
accounts prepared by representatives of the court.
In summary, the costs of bankruptcy proceedings are incurred both in the initial stage of bankruptcy
proceedings (the so-called reconnaissance costs), and during the actual bankruptcy proceedings. Ex ante
analysis prepared by the provisional court supervisor in the initial bankruptcy proceedings refers to the costs of
the actual proceedings, and it provides a base on which the court makes a decision to declare bankruptcy.
In view of the fact that the costs of bankruptcy proceedings are one of the main financial categories used
by the court when deciding about the future of an enterprise in debt, it is absolutely crucial for the estimates to
be conducted in a reliable manner and not to differ significantly from the costs incurred.

The Practice of Cost Calculations of Bankruptcy Proceedings in Poland
Results of the Latest Research on Costs of Bankruptcy Proceedings
In Poland, research concerning the loss of ability to continue business operations mainly focuses on
forecasting bankruptcy of enterprises and the subject of bankruptcy proceedings, as an economic process,
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including the costs associated with bankruptcy, is rarely taken up.
Studies about forecasting bankruptcy were conducted by: Waśniewski and Skoczylas, Mączyńska, Gajdka,
Stos, Hadasik, Appenzeler and Szarzec, Wędzki, Hołda, Prusak, Hamrol, Czajka, Piechocki, Szczerbak (Dec,
2009), Balina and Juszczyk (2014). Empirical studies concerning the economic aspects of bankruptcy
proceedings in Poland were conducted by the College of Business at Warsaw School of Economics
(Mączyńska, 2008; Chłodnicka, 2004; Zimon & Chłodnicka, 2013; Sojak & Trojanek, 2010; Prusak, 2011;
Morawska, 2013; Bauer, 2009; Bauer, 2013a; Bauer, 2013b; Bauer, 2014a; Bauer, 2014b; Bauer, 2014c).
Research on the costs of bankruptcy in Poland refers to the costs incurred before filing for bankruptcy, as
well as the costs of proceedings.
Zimon and Chłodnicka (2013) conducted empirical studies on the impact of costs on the profitability of an
economic entity. The study involved 36 construction companies in Poland. Subject of analysis was the costs of
financial distress, which after declaring bankruptcy become bankruptcy costs (symptomatic bankruptcy costs).
As a result of research, it was found that symptomatic bankruptcy costs are small (approx. 1%) and profitability
ratios cannot detect upcoming problems. It was also found that symptomatic bankruptcy costs are associated
with the threat of loss of liquidity, incurring losses in current business operations, and the loss of
creditworthiness.
Research is constantly conducted on the economic aspects of bankruptcy proceedings throughout the
world, and also in Poland, by the World Bank and the findings are publisher in Doing Business Report. Doing
Business:
Studies the time, cost, and outcome of insolvency proceedings involving domestic entities. The data are derived from
questionnaire responses by local insolvency practitioners and verified through a study of laws and regulations as well as
public information on bankruptcy systems. (…) The cost of the proceedings is recorded as a percentage of the value of the
debtor’s estate. The cost is calculated on the basis of questionnaire responses and includes court fees and government
levies; fees of insolvency administrators, auctioneers, assessors and lawyers; and all other fees and costs1.

Research published in Doing Business Report shows that the cost of the proceedings in the years
2004-2014 consistently averaged 15% of the value of the debtor’s estate2.
A survey conducted in four courts in Poland under the project “Efficiency of Bankruptcy Procedures”
(Morawska, 2013) shows that bankruptcy costs are 35% of the bankruptcy estate. Data for the study were
obtained from trustee final reports or periodic statements of accounts. The results indicate a correlation
between costs of the bankruptcy proceedings and the bankruptcy estate. However, in the study sample, there
were cases in which the costs of proceedings were very high, despite of small bankruptcy estate funds. The
results confirmed a correlation between costs of the bankruptcy proceedings and trustee remuneration.
Remuneration of the trustee in relation to the costs of the bankruptcy proceedings amounted to an average of
almost 5%.
Uncertainty of Cost Estimates in Bankruptcy in Poland
The research focused on the costs of bankruptcy proceedings, with particular emphasis on the role of court
representatives in the cost analysis. Records from 2011 of 100 cases of bankruptcy proceedings in which
bankruptcy had been declared were examined.
1
2

Retrieved from http://www.doingbusiness.org/methodology/resolving-insolvency#cost.
Retrieved from http://www.doingbusiness.org/Custom-Query/Poland.
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Empirical research has been carried out in four out of 46 district courts conducting bankruptcy proceedings
in Poland. These included courts in Tarnow (three cases), Warsaw (22 cases), Katowice (26 cases), and Krakow
(49 cases). Courts for the study have been selected in a targeted manner. The court in Tarnow is in a group of
courts with the smallest number of bankruptcies declared. The courts in Katowice and Krakow have an average
number, whereas the court in Warsaw is the court with the largest number of bankruptcies declared in Poland
(about 150 annually). Documentation of all available bankruptcy proceedings in Tarnow, Katowice, and
Krakow has been obtained, but documentation for missing cases has been obtained from the court in Warsaw.
The assumption was to obtain a sample of 100 cases, complaint with the structure of the entire population of
insolvent companies in Poland.
Double stratified selection of research sample was applied, in accordance with legal forms of enterprises
insolvent during research period. In the researched sample, according to legal forms, there were 70 limited
liability companies, 13 individuals engaged in economic activities, seven joint-stock companies, four registered
partnerships, and six other forms of economic activity (limited partnerships, cooperatives). Such participation
of enterprises, according to legal forms, is similar to the share of the total bankruptcies declared in 2011
(Coface, 2012). At the same time, the sample selection was made in accordance with the type of bankruptcy.
The sample comprises 16 cases of bankruptcy with a possibility to make an arrangement and 84 cases of
proceedings leading to the liquidation of the debtor’s assets. The sample size corresponds to 14% of all
bankruptcy cases in 2011. The accumulated research sample is an essential representative of the phenomenon
countrywide. The presented research results are part of a project concerning the limitations and possibilities of
using information coming from accounting documents of enterprises facing bankruptcy.
As a result of research, it has been noted that the documentation of the pre-bankruptcy proceedings
included information on the planned costs of bankruptcy in 54 cases, while:
(1) In 26 cases, an interim court supervisor was not appointed, therefore, an analysis of costs of
bankruptcy proceedings had not been made;
(2) In 20 cases, no information has been provided about the planned costs of bankruptcy proceedings or
only some of the costs were listed (see Figure 1).
The actual costs of bankruptcy proceedings were analyzed during the next chase of research. In most cases
from the study sample, no data were available about the actual costs of bankruptcy proceedings (see Figure 2).
In majority of the cases, the bankruptcy proceedings which started in 2011 have not yet been finished or the
documentation was not available in court (due to court procedures). However, despite of availability of
documentation, in 12 cases, information about incurred costs was not provided by trustees.
Only in seven out of 18 cases, in which actual costs of bankruptcy proceedings were provided, the
preliminary phase included information on planned costs. The absolute values of the actual and planned costs
were analyzed (see Figure 3), and subsequently the relative difference between the actual and planned costs
(see Figure 4).
As the research shows, the cost analyses in bankruptcy proceedings do not provide fully transparent
information on planned and executed cost. For the preparation of cost analyses of bankruptcy proceedings,
court representatives do not use the full potential of the information offered by cost accounting. Cost analyses
are performed in most cases using a single variant, without division into sub-periods, and often without
reference to the revenue side. In the cases studied, no analysis of deviations of actual and planned costs was
performed and the reasons for the differences were not specified either.
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Figure 1. The share of cases with specified value of planned costs in total sample.

Figure 2. The share of cases with specified value of actual costs in total sample.
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Figure 3. Comparison of planned and actual costs of bankruptcy proceedings.
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Figure 4. Statement of ratios of actual costs to the planned costs.

Proposed Directions for Changes in the Cost Analysis of Bankruptcy Proceedings
Analyses of the costs in bankruptcy proceedings are drawn up in order to decide on the feasibility of
conducting insolvency proceedings and to account for the financial results after their completion. The costs are
related to the size of the bankruptcy estate and any income from other sources. The difference between income
and costs provides information about the ability to satisfy creditors’ claims.
According to the author, in order to provide reliable information, and thus improve the functioning of the
bankruptcy trial, cost accounting during bankruptcy proceedings should:
(1) Be drawn up in two versions during the planning phase—one for the costs of the proceedings leading
to an arrangement and the second leading to the liquidation of the debtor’s assets;
(2) Include all, logically systematized, types of costs specified in the Bankruptcy and Reorganization Law;
(3) Specify planned, estimated on the basis of a comprehensive analysis of the company at risk of
bankruptcy, duration of the bankruptcy proceedings;
(4) Contain a clear reference to the revenue side (bankruptcy estate funds);
(5) Be supplemented by an analysis of planned cash income;
(6) Be divided into short periods, preferably monthly;
(7) Presenting the disposal of financial results to cover liabilities included in each category, in the order
specified by the Bankruptcy and Reorganization Law;
(8) After the completion of the bankruptcy proceedings, include an analysis of deviations between actual
and planned costs, along with an explanation of the reasons for these differences.
In summary, it would be advisable to develop principles for the measurement and—more detailed and
transparent presentation of information about planned and actual revenues and costs in cost accounting of the
bankruptcy process. Steps taken in this direction would increase the transparency of the bankruptcy
proceedings, and could have a positive impact on the ability to satisfy creditors’ claims.

Conclusions
Events of the last several years, such as spectacular bankruptcies of corporations or a wave of bankruptcies
during the global economic crisis, have increased public interest that of theorists and practitioners of economics
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and law in the problem of bankruptcy. In Poland, actions are being taken to curb the negative effects of
bankruptcy. The problem of planning, measurement, and control of the costs of bankruptcy proceedings is
connected with the idea of minimizing the losses caused by the bankruptcy of an enterprise.
During research, it has been found that the current cost analyses are widely used during bankruptcy
proceedings, as a basis for the court to make the decision to declare bankruptcy. This means that the court
views the cost calculation prepared by interim court supervisors as essential in evaluating the feasibility to
declare bankruptcy and later choosing the type of bankruptcy proceedings. Thus, the role of interim court
supervisors can be considered significant, since their analyses have an impact on future activities of the in-debt
enterprise. However, standards of preparation of this type of analyses have not yet been developed, and in turn
this affects their detail and quality, and in many cases, rules out the possibility of their use as a tool to control
costs in bankruptcy proceedings. Moreover, the role of court representatives in cost calculation of bankruptcy
proceedings, from the moment bankruptcy is declared to the end of the proceedings, is minimal. The lack of
calculations of deviations between actual and planned costs and the reasons for the differences deserve a
negative assessment. Therefore, the role of court representatives in cost calculation of bankruptcy in Poland can
be considered significant only at the initial stage of insolvency proceedings, when it can still be influential on
the decision of the court. However, stating this does not automatically lead to a positive assessment of the
reliability and transparency of estimates, which should also be taken into account when evaluating the role of
the court representative.
It should be emphasized that the current state of implementation of the requirements for the analysis of the
costs of bankruptcy proceedings must be regarded as valid in terms of the provisions of the Polish Bankruptcy
and Reorganization Law. However, according to the author, the practice of preparing cost analyses, although in
line with the law, does not provide fully reliable information about the costs of bankruptcy proceedings.
Changes should include the development of principles for the measurement and presentation of the costs of
bankruptcy. Decision-making cost accounting during bankruptcy proceedings can serve this purpose, created
under the provisions of the Bankruptcy and Reorganization Law, and the experience coming from the theory
and practice of cost accounting. Improving the quality of bankruptcy proceedings costs analyses would increase
the role of court representatives in cost calculations.
In the days of free flow of goods, capital, and people, the transfer of difficulties between countries occurs
globally. Therefore, actions to improve the efficiency of the bankruptcy proceedings in Poland, can have a
positive impact on the functioning of enterprises in other countries.
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Professionalism: An Imperative for Ethical Practice of
Advertising in Nigeria
Godswill O. Okiyi, Chioma Eteng-Martins
Federal Polytechnic Nekede, Owerri, Nigeria
The practice of the advertising profession in Nigeria has grown proportionally since the first recognized agency was
established in 1928 till date. Prior to the enactment of Decree 55 of 1988, as amended by Decree 93 of 1992 which
gave statutory rights to advertising, the profession witnessed the incursion of quacks who engaged in unethical
activities through the content of their advert copy and relationships with clients, the media, and contractors.
However, Advertising Practitioners Council of Nigeria (APCON) has greatly stemmed quackery in the practice of
advertising through the enabling laws of authority it has, and the emergence of educated practitioners who are
obliged to undergo training and abide by the ethos of advertising practice. Professionalism as laid down by APCON,
the statutory body has also created the framework through which advertising can be practiced as a profession, as
much as self-regulation has also brought in much needed sanity into its practice.
Keywords: professionalism, ethics, advertising, quackery

To enable us appropriately to address the role of professionalism in ensuring the ethical practice of
advertising, it is necessary to examine some definitions, which will provide a lead into what determines
advertising, actions, and activities that make for ethical practice of the profession and also the negating impacts
of being unethical. Advertising has many definitions to suit all intents and purposes. Advertising involves a
group of activities or processes carried out to send information about a product or service with intent to make
known, convince and persuade the specific audience to use the same, while pointing to the specific organization
or entity whose wares are on display, using conventional and unorthodox channels of communication to
achieve the objectives. According to Advertising Practitioners Council of Nigeria (APCON) News (1997),
advertising is a form of communication through the media about products, services, and ideas, paid by an
identified sponsor. According to Bovee and Arens (1986), advertising is the non-personal communication or
information, usually paid for and identified with a known sponsor through the various media. The American
Marketing Association in its widely accepted definition says that “Advertising is any paid form of non-personal
presentation and promotion of ideas, goods, and services by an identifiable sponsor”. While to Lew Slade
(1998), a former African Regional Director of Ammirati Puris Lintas, South Africa, an advertising
multinational, “Advertising is the means by which the producer of a product or service informs his potential
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consumers as to why, how, and when they should buy that product or service”. According to Solaru (1994),
good advertising says the right thing about the right product in the right way to the right people at the right time
and in the right place. Some basic elements which can be taken from these definitions are that adverts are
messages which are transmitted using what is considered appropriate channels (media) by the sponsors of the
messages to some specific target audience (people and markets) whom they believe will use such products and
services. Added to these are the individuals or professionals who create these messages, negotiate with the
media owners and also other suppliers and contractors such as printers, owners of hoardings for outdoor
advertising, modeling agencies, and film producers to shoot commercials and also studios where jingles are
produced. It may be suggested that without this set of people, the practice of advertising may be disjointed and
sloppy without proper coordination of the various segments which make for good advertising and monitoring.
Advertising is a creative business and as Okigbo (1999) notes, being service oriented, it can only thrive and
perpetuate itself if it builds a reserve of professionals who have the best developed creative and innovative
ideas and are technically and intellectually equipped to appropriately react to the ever changing environment.
Here is where the crux of the problem lies, in a bid, to be creative and also get the target consumers to buy a
product, or use a service, these professionals or those who are not burdened by regulations may tend to ignore
what they should truthfully state, albeit in a creative manner.
Basically advertising as a term came from the Latin word ad vertere, which means “to turn the mind
toward a product”. The intention here is to turn or direct a person’s mind toward a specific product, service, or
idea. In this case, it includes the means (creative processes) or channels of letting a person know about that
good or service and persuade the person to use such. This is the place where creativity comes to play a major
role. According to Doghudje (1992), creativity means the ability to put together common sounds, words, or
pictures in a unique way. It means to put common things in an uncommon way. While to Arens (2002, p. 378),
creativity involves two or more previously unconnected objects or ideas into something new. This is the point
where issues of professionalism in the practice of advertising emerges as such is the crux for ethics and the
practice of self-regulation, besides the application of statutory codes to guide the profession.

An Overview of the Development of Advertising in Nigeria
Advertising has existed in Nigeria in one form or another in pre-colonial societies. Different forms and
channels have been used to create and pass messages amongst the audience members who dwell in pre-literate
societies. Through different symbols, codes, and the employment of sales persons, information about the
availability of goods and services was done under acceptable and universally recognized codes in these
communities. With colonialism and the amalgamation of the country in 1914, there was the introduction of a
uniform monetary system, which led to commercialization and the emergence of new merchandise centres.
These led to the development of formal advertising which began with the West African Publicity Limited in
1928, that later became known as Lintas. This also led to the proliferation of advertising agencies which
without control encouraged sharp and unprofessional practices. Unethical practices carried out by such agencies
tarnished the image of the advertising profession at the time. Another factor that enhanced the growth and
development of advertising is the emergence and growth of media outlets, and the development of satellite and
cable channels of communication in recent times. With the indigenization of foreign companies in the 1970s,
advertising agencies left in the hands of Nigerians, and by the 1980s and 1990s, advertising had flourished and
became recognized as a profession through legislations and statutory rights. Also, the sector had become
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defined along sectoral lines as there are APCON, AAAN (Association of Advertising Agencies of Nigeria),
ADVAN (Advertisers Association of Nigeria), NPAN (Newspapers Proprietors Association of Nigeria) and the
emergence of other groups to ensure sanity and order in the practice of the profession. According to
Akinwunmi (2008), a former President of AAAN and Chairman of APCON, in the last five years, the number
of AAAN agencies has grown by over 30%. Billings have also climbed with the highest billing agency group
doing over N6 billion. Industry billing has also climbed substantially to over N50 billion. The advertising
sector has witnessed phenomenal growth which has seen the diversification of activities to the second line
agencies, independent media management, direct marketing, experiential marketing, public relations, printing,
and outdoor activities. From the above, it can be deduced that indeed advertising has grown to a large extent
and this calls for restraint and professional conduct in guiding the practice of the activities. From the
observations made by Okigbo (1999) as the practice has grown, there is also the need for a creative and
technical pool of professionals to see that the business will continue to grow and perpetuate itself.
Professionalism and statutory controls are expected to make advertising practitioners responsible and
responsive to the needs and expectations of Nigerians in relation to their practice which include their sourcing
and relationship with clients, proper treatment of advert copy for products, and services to be legal, clean,
honest, and truthful. Related to this is the need to be properly informed about the goods and services which they
are marketing.

Conceptual Framework
Citing Merrill (1974) and Fab-Ukozor (2005) note that there are dominant theories of ethics which are
absolutist, relativist, teleological, deontological, legalistic, antinomian, and situational. These theories give
reasons why human beings take whatever moral decisions they arrive at in their relationships with other people.
The advertising practitioner who is led by the absolutist theory accepts in principle that there are moral
universals that form the basis of a universal and eternal code in practice such as truthfulness, decency, legality,
and honesty. For the relativist, the argument is that moral values change with culture, time, and circumstances,
while teleology affirms that the yardstick for measuring rightness and wrongness of an action depends on the
consequences which that action will give rise to. The deontologist holds a reverse view in the sense that the
practitioner accepts in principle that the judgment of whether an action is good or bad should be based on the
action itself but not the consequence. The legalistic or code of ethics is an absolute or objective ethical system
which is based largely on tradition, social agreement, or a firm moral code, however, the antinomian is against
standards, laws, principles, and precepts. Finally, the situational ethicist is led by the traditional code of ethics
but moves away from it whenever he or she thinks, it is best to do so in the publics’ interests.
On the other hand, ethics refers to doing what is right or wrong. To behave ethically is to behave in a
manner that is consistent with what is generally considered to be right or moral. Ethics are moral principles and
values that govern the actions and decisions of an individual or group (G. Belch & M. Belch, 2001). Ethical
advertising means doing what the advertiser and the advertiser’s peers believe is morally right in any given
situation. An advertiser can act unethically or irresponsibly without breaking any laws. Citing Ivan Preston,
Arens (2002) says that “ethics begin where the law ends”. In advertising, ethical considerations would be those
conducts, aptitudes, or behaviours that are displayed and deployed in the carrying out of the practice which are
morally right and reflect moral principles in them. Ethics consists of certain rules and standards of conduct
recognized in building a professional body or association. These standards and conducts could be seen as
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actions or manner of conducting, directing, managing, or carrying on in a specific sphere. To be ethical, it
requires the need for the professional to behave in a way and manner which is morally right, in a right behavior
and showing a right aptitude that shows leadership.
Finally, in the conceptual framework that defines the work, professionalism refers to the skills or qualities
of a profession or of its members; or great skills and competences that can be associated with a profession
(Oxford Advanced Learner’s Dictionary). As Okigbo (1998) observes, “A profession means a body of people
who perform similar functions and are held together by a common bond of association arising from their
performance of similar tasks, common identifiable norms, values, and rules”. Citing McLeod and Hawley
(1964), Okigbo continued that the former developed an instrument for measuring professionalism among
newsmen and found that professional journalists generally are more concerned with ethical standards, are more
educated, more critical of their own employers, more independent on the job, and less likely to take a
non-journalism job. They are also less concerned with money and prestige. Further, the American Institute for
Advertising Ethics of American Advertising Federation: Reynolds Journalism Institute observes that the one
constant is transparency, and the need to conduct ourselves, our businesses and our relationship with consumers
in a fair, honest, and forthright manner. And the body further observed that inspired advertising professionals
will practice and benefit from enhanced advertising ethics.
From the above, it can be agreed that the defining line between professionalism and quackery in any sector
is by abiding by the ethics or moral codes of conduct guiding it. It also reveals that the concept of ethics has
different perspectives from which it can be interpreted. Generally, it is mainly professionals who are guided by
the ethics of their professions and education.

Professionalism in Advertising Practice
With the emergence of formal advertising in 1928 in Nigeria, there was also the growing number of
individuals who took advantage of the bludgeoning commercialization in the country to set up their own
advertising practice. Unlike how the practice was carried out by West African Publicity Limited which was
affiliated to advertising bodies in London, the same could not be said for the numerous local agencies
that flooded the Nigerian landscape at the time. This led to sharp practices, fraud, and unethical practices in
the activities and processes of advertising that called for regulations and statutory controls. It was expected
that with regulations: Statutory regulation or self-regulation will bring about the maintenance of
standards, emergence of credit-worthy agencies, and prevention of the mushrooming of agencies, shutting out
of quackery. With time and the setting up of self-regulatory bodies such as Association of Advertising
Practitioners of Nigeria (AAPN, now AAAN), ADVAN, NPAN, and the promulgation of the APCON in
1988 by Decree 55 as amended by Decree 13 of 1992, now Act No. 116 of 1993 which effectively
made advertising a profession. Whereas, AAAN is a self-regulatory body to checkmate the activities of
members of the body, APCON is backed by statutory rights of the Federal Government of Nigeria and can
ensure control and compliance through the law, it can also exert punishment on erring members or quacks in
the profession. As Divinsky (2008) observes in many countries, there are official organizations mandated to vet
advertising to ensure it is not offensive, deceitful, and culturally distasteful. As such, organizations and
practitioners are led by the guidelines which these statutory bodies have put in place. Practitioners are also
expected to be self-regulated as to be seen to be accountable and truthful to gain the prospects which they are
reaching out to.

AN IMPERATIVE FOR ETHICAL PRACTICE OF ADVERTISING IN NIGERIA

75

The question then is what makes for professionalism and its attendant inputs in the practice of advertising.
Okigbo citing Hohenburg (1987, p. 16) from his book The Professional, the qualifying qualities of
professionalism have four essential ingredients. For those who want to make a beginning in journalism, of the
media involved, the minimum requirements may be summed up as follows: a thorough education, sound
training, and a willingness to accept discipline; familiarity with the basic skills of a journalist; and the will to
work at tasks that are sometimes frustrating and seem unrewarding at the outset and a deep respect for one’s
personal and professional integrity. This much can be said for advertising because as the American Institute for
Advertising Ethics surmise in its First Principle, advertising, public relations, marketing communications, news,
and editorial all share a common objective of truth and high ethical standards in serving the public, which is
seen in The Journalist’s Creed. Invariably, in describing the qualities of professionalism in journalism, the same
is attributable to advertising practice. For the advertising professional, it will be expected that he or she will be
characterized by the following: a proper education and discipline; appropriate skills; non-material ego drive and
personal and group integrity (Okigbo, 1998). Ugwuezuonu (1998) in defining a profession cites Flexner who
says that there are six distinctive criteria of a profession: It is based on intellectual activity; requires from its
members the possession of a considerable amount of knowledge and learning; has definite and practical
purposes; has certain techniques which can be communicated; has an effective self-organization and is
motivated by a desire to work for the welfare of the society. Citing Cart-Saunders and Wilson, he continues that
the application of an intellectual technique to the ordinary business of life acquired as the result of prolonged
and specialized training is the chief distinguishing characteristic of the professions. Ugwuezuonu (1998) citing
Nwosu, Ikechukwu, PhD, the former Chairman of the African Council of Communication Education (ACCE),
states that being professional refers to the ideology and related activities that can be found in any occupational
group whose members aspire to improve professional status. It bestows pride on members of the group, and
makes them stand out in the crowd of occupational groups. It also brings with it a lot of duties, responsibilities,
and societal expectations which keep the true professionals always on their toes, on their guard always ready to
fight for and protect the ideals for which the profession is known. For advertising practice therefore, certain
ingredients can be deduced from the positions of the various authors: There is the need for the acquisition of a
higher education above certain minimums, it is expected that there should also be training and imbibing of
skills in different aspects of the business. There is the need to identify with the occupational sector which
defines the profession. Membership of the statutory body and other relevant sectoral associations is requisite for
the advertising professional. Also, there is the need to be recognized as being a member of that group through
the exhibition of certain distinguishing qualities that stands the professional out from the quack. It is also
expected that the advertising professional should exhibit a high sense of integrity and high moral conducts
which are stated within the ambit of the rules of the profession.

Ethical Considerations Guiding Advertising Practice
Ethics consists of certain rules and standards of conduct recognized in building a professional body or
association such as advertising. According to Ayozie (1998), usually a profession provides a code of ethics and
conduct to guide members in their practice. Assimilation of the requisite body of knowledge or education
qualifies one to practice a profession, while the challenges and demands faced by the profession dictate the
substance of such education. To be ethical, a professional or an occupational group is expected to operate
within standards of conduct which could be seen as action or manner of conducting, directing, managing, or
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carrying on in a specific sphere (Okiyi, 2007). Ethical considerations in advertising imply having a right
aptitude that indicates leadership. It reveals or shows the right disposition or an exemplary aptitude which is
morally right while engaging in advertising practice. Advertising ethics point to the set of principles which
uphold the concept or idea of decency, honesty, truth, and legal and frowns at deception, falsehood, and fallacy.
As Levick, Jeff, the President of Global Advertising & Strategy, AOL (AOL Advertising) (2011) observes, it is
critical for the industry to acknowledge and accept that advertising is commercial information that must be
treated with the same accuracy and ethics as editorial information.
The need for professionalism through the implication of abiding by ethics guiding advertising practice is
intrinsic. This is so because advertising is involved in the building up of dynamic economic systems and also
drives economies through its activities. Advertising also uses enormous human and material resources to
achieve its purposes. A successful advertisement impacts economically, socially, culturally, and morally. As
Pope John Paul VI remarks, “No one now can escape the influence of advertising”. People who are not
themselves exposed to particular forms of advertising confront a society, a culture, and other people, affected
for good or ill by advertising messages and techniques of every sort. As the Pope further observes, there is
nothing intrinsically good or intrinsically evil about advertising. It is a tool, an instrument: It can be used well,
and it can be used badly. Advertising at times has beneficial results and also negative harmful impact on
individuals and society. As he summed it up,
If harmful or utterly useless goods are touted to the public; if false assertions are made about goods for sale, if less
than admirable human tendencies are exploited those responsible for such advertising harm society and forfeit their good
name and credibility.

Further, Nzeribe (2012) observes that where a consumer does not get the total picture, the advertisement is
deceptive or there is a deliberate intention to deceive. There is therefore the need to ban “weasels” and dangling
comparisons and to substantiate the product claims. Such subjective claims as “a beautiful furniture”, “just like
mama’s cooking”, and “great-tasting coffee” cannot really be substantiated. In the realm of an objective or
competitive claim, research must be available to support it. This captures the essence of ethics in advertising
and other processes involved in it. Advertising aims to inform persuade and motivate people to act in certain
ways, buy certain products or services, and patronize certain institutions or organizations. In carrying out these
tasks, how they are achieved and the motives of all concerned including the advertiser, the practitioner and
media are all predicated on the platform of ethics or in conducting such within the principles and precepts
guiding the advertising profession. Ethical considerations go beyond operating within the ambit of the law or
statutory control, or acting in compliance to what the laws guiding advertising says, it is rather abiding and
maintaining a self-imposed respect for integrity by the advertising practitioner or the occupational group.

APCON and Its Role in Professionalizing Advertising
APCON came into existence by the enactment of Act No. 55 of 1988 later amended by Act No. 93 of 1992
and Act No. 116 of 1993. The enabling laws mandated APCON to control advertising in all its aspects and
ramifications. The Advertising Standards Panel (ASP) which is one of three statutory standing committees of
APCON was set up by Act No. 93 of 1992 with the primary assignment of ensuring that advertisements are
prepared with a sense of social responsibility and in adherence to the codes of practice expected of practitioners
and users of advertising services. Advertising in Nigeria is statutorily regulated by the Advertising Practitioners
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Council of Nigeria Act. The act established the Advertising Practitioners Council of Nigeria and is divided into
six parts: Part 1: establishes the council, its functions, and composition; Part 2: deals with registration,
including the process of becoming a member of the advertising profession; Part 3: deals with training, including
the approval of any course of training which is intended for persons seeking to become members of the
profession; Part 4: deals with the privileges of registered persons and offences by unregistered persons; Part 5:
deals with discipline; and Part 6: deals with supplementary provisions. For the intent of this paper, Part 2 is
pertinent as it deals with the requirements of becoming a practitioner or a professional (advertitioner?). Parts of
this include having the name of the person and qualifications in the register. She/he is also required to pay fees
according to their category of registration and yearly membership fees. The three grounds which a member’s
name may be removed from the register are: death, insanity, and gross misconduct. With APCON, advertising
practitioners are to be registered or licensed to become professionals. This licensing is premised on three pillars
which are: (1) training (skills, praxis, and qualifications); (2) code of practice/ethics; and (3) integrity (respect
and service) (Okigbo, 1998). APCON’s responsibilities stem from these three themes and are broadened into
five functions which are: (1) determining what standards of knowledge and skills are to be attained by persons
seeking to become registered as members of the advertising profession and reviewing those standards from
time to time; (2) regulating and controlling the practice of advertising in all its aspects and ramifications; (3)
conducting examinations in the profession and awarding certificates or diplomas to successful candidates as
and when appropriate; (4) privileges and appointment of registered persons of the Council and Punishment and
Offences of unregistered persons; and (5) disciplinary actions and penalties for unprofessional conducts by
persons.
This overview of APCON’s responsibilities reveals that being ethical and maintaining professionalism is
central to the activities of practitioners of advertising in Nigeria. This is seen in the second and third themes of
the pillars of the organization and explained in the second responsibility noted above. The implication of the
Advertising Standards Panel charged with the duty of ensuring that advertisements conform to the laws of the
Federal Republic of Nigeria as well as the codes of ethics of the advertising profession (APCON, 2003, p. 27).
APCON’s Code of Ethics is a comprehensive book of rules covering every aspect of advertising in Nigeria,
ranging from tobacco and alcoholic products to politics, banking services, and medicine. These codes are
voluntary and do not have the force of law, and cannot be penalized. This is where integrity which determines
conduct and professionalism comes into play in advertising practice. These codes can be split into four parts
and include the following: (1) advertising is to be legal, decent, honest, truthful, and respectful of Nigeria’s
cultures; (2) advertising is to be prepared with a high sense of serious responsibility and should not show
disregard for the interest of consumers and the wider Nigerian society; (3) it should conform to the principles of
fair competition generally accepted in business, and fair comment expected in human communication; and (4) it
should enhance public confidence in advertising. Commitment to these codes by practitioners will reveal
adherence to the ethics guiding advertisement without being force by the law, and reveal professionalism by the
practitioner.
From the ongoing, it is seen that the advertising sector has in place structures which will enhance
professionalism, and the central body responsible for this is APCON which has been enabled by law to control
and sanitize the practice of advertising as much as it is possible. Working in tandem with sectoral groups like
AAAN, ADVAN, NPAN, OOAN, BON, etc., efforts are carried out regularly to achieve this.
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Conclusions
In the course of this work, the authors examined the development of the advertising industry in Nigeria,
and also traced the growth of the industry to the point where statutory and regulatory associations and organs
became established. The authors also provided conceptual framework through which the ideas and concepts
used in the paper were done. Further, the recognition of advertising by the Federal Government of Nigeria
through Act No. 55 of 1988 was amended by Act No. 93 of 1992 and later Act No. 116 of 1993. This is further
enhanced by the setting up of three statutory committees, one of which is the Advertising Standards Panel. In
being professional, advertising practitioners are expected to abide by certain rules and regulations guiding
advertising. Besides, they are also expected to embark on training and acquire different levels of education
which will enable them to become professionals of the sector. Besides, practitioners are also expected to
register and pay yearly fees to enable them practice. Again, there are codes of ethics which advertising
practitioners are expected to abide by. Different sectoral groups within the advertising industry are obliged to
be guided by these codes. By carrying out practices which are self-regulated, and meet with the demands of the
codes of ethics besides the statutory regulations will build professionalism in the advertising industry. Finally,
the words of Okigbo in Nzeribe (2012) in his foreword of the book of a late icon of advertising practice in
Nigeria, Dr. May Nzeribe is pertinent as he observes that ethics is at the heart of advertising practice which
must be regulated for it to maintain its unique relevance in our society.
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