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INTRODUCTION
The position of Central and Eastern European countries in global competition is
determined by companies’ and other institutions’ continuous effort to compete with
enterprises from developed countries in the area of product and service quality as well as in
management efficiency. Only simultaneous attention paid to both these spheres guarantees
good performance and an increase in the value of entities from this region, giving them a
chance to be competitive. A weakness in terms of quality and know-how in relation to
systemic solutions is at the moment the key factor that limits the effective competitiveness
of some Eastern European countries. On the one hand, without an offer of high-quality
products and services organizations cannot achieve their objectives; on the other hand, the
ultimate attractiveness of the offer depends on the production cost determined in turn by the
quality of company management.
This book presents two approaches to quality. One refers to the quality of goods and
services which represent a resulting exchange value in the market. This approach focuses on
the following aspects of quality management: designing, monitoring, controlling and
ensuring quality in compliance with particular standards and customer expectations. The
other approach relates to management quality in an organization, defined as the extent to
which its objectives are achieved. Clearly, the two approaches are inseparable. Their
interdependence is the basis of the concept of total quality management. However, a
hypothetical separation of the quality of products and services from an organization’s
quality allows companies to find a common area on which they should focus the most in
today’s global-competition environment.
The aim of this monograph is to present, within the area outlined above, current
research issues selected by young researchers who represent the fields of commodity
science and management sciences within the academic discipline of economics. This
interdisciplinary approach ensures a wide spectrum of research topics ranging from
characteristics of goods or services and management of their quality to the characteristics of
an organization itself as well as its members that determine its performance.
The book consists of three parts. The first one, entitled Quality management of
products and services, focuses on various aspects of developing and ensuring the quality of
products and services in selected industries. Quality is understood here very broadly: as all
potential features of an offer which increase its usefulness to the customer and ensure their
satisfaction. The studies included here concern specifically Poland and Ukraine.
The second part of the work presents selected concepts in management science,
concepts whose practical implementation should improve the quality of products and
services, thereby boosting an organization’s performance. This part focuses on companies
and their efforts to increase efficiency - an objective that can be achieved in many ways
which are more or less well-known and well-established in management theory. The topics
include process management, lean manufacturing, standardized management systems,
sustainable logistics, purchasing strategies, and methods of transfer pricing calculation.
These concepts relate to various functions in a company’s value chain, both basic, such as
purchasing, manufacturing and logistics, and auxiliary ones, such as finance. This part also
discusses the relatively new concept of organizational ambidexterity, which refers to a
company’s special organizational capabilities which are particularly desirable in a highly
volatile and complex environment.
In the third part, entitled Social and economic determinants of management quality
in an organization, the authors deal with variables which are relatively difficult to grasp or
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measure. They are related to the cultural and behavioural aspects (e.g. cultural distance and
aversion to risk) as well as to the financial and economic sphere including the issue of risk
and economic determinants of processes which take place in capital markets. Although the
research topics addressed in this part are not directly linked with the quality of products and
services, they affect organizational behaviour and management quality. Consequently, they
have an indirect effect on all of an organization’s results including the characteristics of
goods and services.
This monograph is the work of students of an interdisciplinary doctoral programme
launched at the Poznań University of Economics and Business in 2014. Both the programme
and the monograph are co-financed by the European Union as part of the European Social
Fund, on the basis of an agreement to finance the project entitled “TCP Developing the
quality of goods and services: focus on the markets of Central and Eastern Europe”.
Academic partners in the project are the Institute of Economics of the Russian Academy of
Sciences and Dnipropetrovsk National University.
The monograph should be of interest for students of economics, researchers studying
the economic development of Central and Eastern Europe as well as business practitioners.

Jacek Łuczak
Justyna Światowiec -Szczepańska
Poznań, June 2015
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CHAPTER 1
QUALITY MANAGEMENT OF PRODUCTS AND SERVICES
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1.1. IMPLEMENTATION OF QUALITY MANAGEMENT ELEMENTS IN
UKRAINIAN BANKS
Introduction
After Ukraine became a sovereign country, there appeared a problem of empty market space
in every economic sector. It also concerned a market of bank services. Up to the beginning
of 2000 private and state banks, did not worry about quality of their services and products.
The main aim of all banks in that period was only filling the relatively empty market space.
Only after 2004-2005 single banks understood that the quantity of bank services and
products must be substituted with its quality.
It must be noticed that, meanwhile leading world banks have been using different
quality management systems for many years, Ukrainian banks still can hardly understand
the concept of quality management. Some banks in Ukraine consider that aggressive
marketing policy, without the improvement of the quality of their products and services, is
the only way to lead, others try to hold their customer base.
Nowadays customers desire to obtain not only bank products or services, they desire
to get a personal maintenance, the assurance of provided services etc. Banks can become
stronger and more effective only if they offer better customer service, quality, costs, and
innovation [Cowling, Newman 1995].
It is very difficult to impress customers with bank product range and more difficult
to hold them, because of many banks in Ukraine (including banks with foreign capital).
Therefore, the quality of bank services plays a dominant role and is a primary factor in
ensuring the survival of the service provider in the Ukrainian market. The whole focus is
now concentrated on providing services to customer beyond his expectations. This concept
is applicable to all service industries and has given birth to the concept of TQM in the
service sector [Saravanan 2006; Selvaraj 2009].
To survive on the Ukrainian bank market it is very important to provide the best
service quality and it is also viewed as a prerequisite to success of banking sector [Roger et
al. 1996]. Many studies have proved that the performance of banks is positively linked with
the service quality [Joseph et al. 1999; Krishnavei, Divya 2006; Vannirajan 2007].
Furthermore the TQM is highly essential in order to achieve service quality in the banking
sector.
Nowadays there are still no scientists who would investigate this problem in Ukraine.
Banks in Ukraine can only repeat leaders’ success or attract foreign specialists, what creates
more costs. To implement service quality management in banks scientific works of Ahmed
[Ahmed 2002], Neyer [Neyer 2000], Sureshchandar [Sureshchandar et al. 2002] and Meyer
and Dornach [Meyer, Dornach 1997] can help. Their studies can encourage banks to
understand how to perform in a better way, how to meet customer requirements and to excel
in the quality of products and services.
1.

TQM model for Ukrainian banks

According to the Charted Quality Institute, TQM is as a philosophy for managing an
organization in a way which enables it to meet stakeholder needs and expectations
efficiently and effectively without compromising ethical values [Factsheet: Total Quality
Management 2013]. The American Society for Quality defines TQM as a term first used to
describe a management approach to quality improvement. Since then, TQM has taken on
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many meanings. It is a management approach to long-term success through customer
satisfaction. TQM is based on all members of an organization participating in improving
processes, products, services and the culture in which they work. The methods for
implementing this approach are found in the teaching of such quality leaders as Philip B.
Crosby, W. Edwards Deming, Armand V. Feigenbaum, Kaoru Ishikawa and Joseph M.
Juran [Quality Glossary 2013].
For a stable bank development it is necessary to create an effective TQM model
which allows to control not only the initial stage of product/service creating and
development, but also every TQM’s key element. KPI (key performance indicators) and
SERVQUAL are the best instruments to control implementation of TQM in banks.
The model can be seen in a Figure 1.1.1.
Service/product
characteristics
Service/product price
Bank mission and
strategic aims

Service/product
portfolio
Service/product quality

Service/product offer
Marketing
strategic planning
TQM

Customer service
quality

Banking service
product quality

Online service
quality

Automated service
quality

TQM action and elements:
1. Planning and organization,
2. Training,
3. Customer fokus,
4. Employee satosfaction,
5. Leadership of TOP management,
6. Employee involvment.

Service/product quality control and control of TQM
implementation:
1. KPI,
2. SERVQUAL.
Feedback
Continuous
impovement

Results:
1. Customer satisfaction,
2. Financial development,
3. Business (market) development.

Figure 1.1.1. Proposed model of an implementation and control of the quality management in Ukrainian banks
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1)

2)
3)
4)

5)
6)
7)

2.

The proposed model includes the following elements:
Strategic planning – determination of a bank’s mission and its marketing strategy.
On the assumption of the created strategy the bank defines which products/services
are essential for its portfolio and which are additional. During this stage the bank
also creates all needed conditions for the optimal provision of services, determines
their price, quality level, etc.;
Marketing strategic planning – is responsible for promoting all bank services,
defines price policy etc.;
Implementation of TQM – this step is crucial in the proposed model, because it
includes the possibility of further quality development, and quality gaps are defined;
Banking service quality – it defines 4 key categories related to the banking service
quality:
− Customer service quality,
− Banking service product quality,
− Online service quality,
− Automated service quality.
TQM actions and elements – all needed actions for implementation TQM in a
Ukrainian bank;
Control stage – it includes control and implementation of TQM elements and actions,
the quality level of provided services/products is also analyzed;
Results – after the implementation of TQM elements and analyzing the quality of
provided services/products we conclude whether implemented actions were effective
or not, whether we should review TQM conception or continue the already planned
TQM actions.
Service quality in Ukrainian banks

Four key categories, related to banking service quality were defined in the model (Figure
1.1.1).
Customer service quality. Any bank cannot exist without customers. The bank
strategy must influence not only the attraction of potential customers but also holding the
existing ones. According to the research there are three main dimensions which must be
considered for providing bank services/products. They are:
1) Personal banking,
2) Convenience and efficiency,
3) Physical evidence [Shahin 2010].
According to this proposed quality-satisfaction model for a bank each bank in
Ukraine must focus on providing personal services and products. Moreover, all bank
branches must provide the possibility for customers to get everything they need. There must
not be queues, slow workability of computers, poor branch design etc. Every customer must
understand that in this bank they will be served in a high-quality way.
Furthermore, bank employees must be highly qualified and knowledgeable within
the scope of the bank’s product portfolio.
Banking service product quality. The quality of bank services and products is
always associated with the bank’s product range. It means that the more a bank can offer,
the better quality the bank can provide. But this customers’ ideology is not always correct.
Big Ukrainian banks have problems with reacting quickly to market conjuncture. Small
banks which are oriented only on specific bank services, for example, mortgages or
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consumer credit lending, can quickly react to market changes, meanwhile big banks in
Ukraine face problems related to slow reaction and, as a consequence, to losing their clients.
On the one hand, banks in Ukraine must diversify their product portfolio and
decentralize decision making in different bank businesses. On the other hand, a strong
quality-control and quality-measuring system must be created. The system should allow
banks to quickly react to market changes.
Banks in Ukraine must contribute to research and the development of their product
portfolio. Surely, the quality of services is primary, but without the development of their
product range, small banks will just disappear from a very competitive market.
It also must be mentioned that banks should strengthen their IT development. It
helps to develop e-banking and to provide quick and good customer service in the bank
branches.
Online service quality. Nowadays with the fast development of IT services and the
Internet, e-banking all over the world becomes one of banks’ competitive advantages. In
Ukraine e-banking is just developing. There are no laws or other official state documents
which could regulate e-commerce and e-banking. As a consequence, banks absolutely do
not spend their time and resources on increasing the quality of e-banking and on providing
the security of e-banking.
According to Ribbink, there are five dimensions for e-service quality: assurance,
ease of use, e-scope, responsiveness and customerization [Reh 2015]. Banks in Ukraine
must contribute a lot of money and time to the development of e-banking in order to
increase customer satisfaction and loyalty.
Automated service quality. Automated service quality is defined as the customer’s
overall evaluation of the excellence of services provided through electronic networks such
as the Internet, ATMs, and telephone banking [Joseph et. al. 1999]. Customer service cannot
be provided only in bank branches. We often need to withdraw money and use an ATM, so
we do not need employees’ involvement. To manage our accounts we can use telephone
banking and e-banking which is concerned with the online service quality. Many researchers
have identified ATMs, the Internet, and telephone banking as the principal automated
delivery channels for retail banking.
Contributing resources and focusing on these four key categories related to banking
service quality each bank in Ukraine gets a huge competitive advantage. First, quality in the
Ukrainian banking market becomes more and more a determinant factor. Quality is
replacing quantity on the market now. A bank in Ukraine which can offer better quality to
customers can increase its customer base and increase its customers’ loyalty.
3.

Implementation of TQM in bank sector in Ukraine

According to research in the implementation of TQM there are different methods to
implement TQM in banks. However, every methodology must take into consideration
conditions of market activity, market conjunction, bank culture, its strategy and mission.
According to the model proposed in the Figure 1.1.1 there are six most important
TQM elements:
1) Planning and organization: every business structure must plan its actions and
the bank is not an exception. Rational and effective planning in the conditions of
difficult economic and political situation in Ukraine is crucial for the bank’s
further survival. It means that the bank must plan not only its financial activity
but also the development of its branch system, new products/services, marketing

14

Valentyn Khmarskyi

2)

3)

4)

5)

strategy etc. Moreover, planning and the organization of quality management as
well as quality control determine competitiveness of bank’s services/products.
Planning and organization improve marketing strategy and quality management
at the phase of creating a new product/service or promoting the existing product
range;
Training: all world’s advanced banks now are trying to transfer all transactions
and customer service from bank branch to ATMs, TCO and mobile-banking with
a call-center support at any time and place. Unfortunately, the technological
background in Ukraine still does not let banks and other corporations use these
possibilities. That is why the problem of employees’ qualification is still relevant.
When customers enter a bank branch in Ukraine they feel the threat of losing
their money, being deceived. And here the main aim for every employee is not
only being knowledgeable about all products of the bank, but also creating
proper atmosphere for customers. Employees must convince clients that their
savings are safer in the bank. That is why all employees in bank branches must
know perfectly not only the bank’s product range, but also they must be taught
about principles of personal service, principles of literate and oratorical speech,
empathy for customers’ problems. Training will help banks in Ukraine to
improve the quality of a customer service;
Customer focus: «clients are always right» - the famous marketing slogan says.
Banking market in Ukraine is very competitive and the struggle for every
customer sometimes is crucial. Customers for all banks in Ukraine must become
the main possibility to survive. Banks’ mission, strategic aims and marketing
strategy must favor customers. Focusing on this TQM element will help to
improve quality control and quality management;
Employee satisfaction: Ukraine is a country with a very weak economy that
nowadays goes through recession. In this situation every bank must take care not
only of customers, but also of its employees. Because if employees do not enjoy
their work or, what is even worse, if they get too little salary, they just will not be
interested in the bank’s development, in providing a high-quality customer
service. This will just create additional «white spots» in the bank’s management.
According to the Gerzberg motivation theory, a bank, at first, must provide its
employees appropriate working conditions, good salary and possibility to
develop in a bank. Then the bank must develop and satisfy personal demands of
its employees: career, training, responsibility, success etc. This element will help
to improve the quality of customer service in front-offices and online service
quality in middle-offices;
Leadership of top management: the centralization of a decision making only
by top managers does not let banks effectively manage quality of its products
and services. Top managers in Ukrainian banks absolutely do not always know
the real situation of the quality level, that is why it is very important not only to
implement decentralization of decision making, but also to make top managers
become not bosses, but leaders for employees. It is almost impossible to report
an idea to a top manager in the Ukrainian bank. At first an employee must report
it to a leader of a department who is not always interested in «clever employees»
fearing competition for their boss’s position. Then an idea must pass top
managers’ advisors who sometimes just ignore ideas. And only then a top
manager can get an idea. This process must be simplified. It will help employees
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to get feedback from top managers. This element will help to implement TQM
actions on all stages;
6) Employee involvement: together with the employee satisfaction banks must
involve them in decision making and the implementation of the quality control of
services and products. The involvement leads to a quick reaction to quality
problems and to solving them quickly.
4.

Quality control in Ukrainian banks

To be the best on the Ukrainian banking market it is not enough to implement TQM
elements. There must be a monitoring system. KPI and SERVQUAL are the best
instruments for Ukrainian specificity.
SERVQUAL. SERVQUAL is widely used within service industries to understand
the perceptions of target customers regarding their service needs and to provide a
measurement of the service quality of the organization. SERVQUAL takes into account the
perceptions of customers of the relative importance of service attributes. The methodology
is based around five key dimensions:
1) Tangibles – the appearance of physical facilities, equipment, personnel and
communication materials;
2) Reliability – the ability to provide the promised service dependably and
accurately;
3) Responsiveness – the willingness to help customers and provide prompt service;
4) Assurance – the knowledge and courtesy of employees and their ability to
convey trust and confidence;
5) Empathy – the firm provides care and individualized attention to its customers.
While a Ukrainian bank implements TQM elements it must be considered that not
always the bank can understand whether its actions are effective or not. There are gaps in
this service quality concept which are shown in Figure 1.1.2.
The bank must not only implement TQM instruments to make quality of its services
better, but they must also obtain feedback from customers considering the following seven
main gaps:
1) Gap1: Customers’ expectations versus management perceptions;
2) Gap2: Management perceptions versus service specifications;
3) Gap3: Service specifications versus service delivery;
4) Gap4: Service delivery versus external communication;
5) Gap5: The discrepancy between customer expectations and their perception of
the service delivered;
6) Gap6: The discrepancy between customer expectations and employees’
perceptions;
7) Gap7: The discrepancy between employee’s perceptions and management
perceptions [Shahin 2010].
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Figure 1.1.2. Model of service quality gaps
Source: Based on: [Parasuraman et al. 1985; Curry 1999; Luk, Layton 2002]

To obtain needed feedback the SERVQUAL method for measuring quality level of
bank services (Appendix 1) must be used.
KPI. KPI evaluates the success of an organization or the particular activity in which
it is engaged. Success often means simply the repeated, periodic achievement of some levels
of operational goal (e.g. zero defects, 10/10 customer satisfaction, etc.), and sometimes it is
defined as making progress toward strategic goals [Reh 2015].
Determining KPI for a service quality level, bank employees and top managers will
be able to control appropriate quality level which is defined with the SERVQUAL method
for measuring the quality level of bank services. KPI also must include strategic indicators
(financial, marketing). An example of KPI for Ukrainian banks related to the quality control
is given in the Appendix 2.
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Conclusions
The proposed model of the implementation of quality management in Ukrainian banks is
very effective because it:
1) comprises required TQM actions for implementation quality management into
the bank’s management;
2) defines the main TQM actions;
3) analyzes service quality level with customers’ feedback using SERVQUAL
methodology;
4) controls service quality level according to employees’ and top managers’ visions
with the use of KPI;
5) analyzes consequences of the implemented TQM actions based on customer
satisfaction, financial development and business (market) development;
6) continuous improvement and correcting TQM strategy based on the
SERVQUAL analysis and KPI.
The proposed model is presented as a permanent process of the improvement and
implementation of quality management.
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Appendix 1. Scale items for SERVQUAL measuring of the quality level of bank services in Ukraine
1. Tangibles:
1.1. Bank has a modern equipment in branches;
1.2. Bank design style is appropriate (nice, modern, pleasant);
1.3. Bank employees look good (clean, official bank and nice clothes);
1.4. Bank advertising and informational materials look attractive.
2. Reliability:
2.1. Bank performs its services well and in time;
2.2. If clients have problems, bank sincerely tries to solve them;
2.3. Bank has a reliable reputation;
2.4. Bank tries to avoid mistakes and inaccuracies;
2.5. Bank performs its liabilities in time.
3. Responsiveness:
3.1. Bank employees are highly disciplined;
3.2. Bank employees provide services quickly and well;
3.3. Bank employees always help customers to solve their problems;
3.4. Bank employees quickly react on customers’ requests.
4. Assurance;
4.1. There is the atmosphere of trust and mutual understanding between customers and employees;
4.2. Customers feel safety during relations with a bank;
4.3. Bank employees are polite for customers;
4.4. Bank leadership help and support bank employees in branches .
5. Empathy:
5.1. There is an individual approach to each customer;
5.2. Bank employees participate in solving customers’ problems;
5.3. Bank employees know their customers’ needs;
5.4. Bank employees know how to solve customer’s problems;
5.5. Bank working time is suitable for all customers.
Appendix 2. Strategic KPI for a service quality level in Ukrainian banks
1. Percentage of customers who are satisfied with a branch design;
2. Percentage of customers who are satisfied with the level of employees appearance;
3. Percentage of customers who are satisfied with the level of a customer service;
4. Percentage of customers who are satisfied with advertising materials;
5. Percentage of customers who would place their money in the bank;
6. Average customers’ rating of the bank’s reputation;
7. Percentage of customers who are satisfied with the speed of customer service;
8. Percentage of customers who are satisfied with employees’ support;
9. Percentage of customers who are satisfied with the bank’s working time;
10. Percentage of customers who use e-banking;
11. Percentage of customers who use mobile-banking;
12. Percentage of customers who are satisfied with a work efficiency of ATM and TCO;
13. Percentage of customers who are satisfied with employees' work efficiency.
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1.2. SELECTED HEALTH BENEFITS OF ESSENTIAL OILS
Introduction
Recently an increased interest in products of natural origin which have a proven pro-health
effects and at the same time provide a much greater safety than many synthetic preparations
can be seen. This promotes the search for more friendly substances, e.g. from the world of
plants. Among the wide range of plant preparations essential oils take a special place.
Currently, the research development allows to a good standardization of them while
toxicological studies allow for the elimination of toxic compounds and determining their
safe use. Essential oils are the main active ingredients of many oily raw materials. This is
the largest group of therapeutic materials with a long tradition. They are still widely used in
cosmetology, but also in medicine. They have a beneficial impact on human well-being, the
physical and psychological realms. Among the essential oils different types of
pharmacological properties may be observed depending on the nature of the main
components. Essential oils are highly valued in medicine, among others, for their
antibacterial, antioxidant and ultraviolet effects. The abovementioned results in numerous
research.
1.

General information about essential oils

Essential oils (Olea aetherea) are volatile liquids which are colorless physiological
excretions of plants consisting of products of secondary metabolism. They are located
outside tissue components, which are glandular hairs, or in the elements within the tissue,
such as oils cells, tanks and wires. In a few plants (flowers of matthiola, jasmine, rose and
tuberose) essential oils occur as the form of emulsions in protoplasm of skin cell [Klimek
2011]. Essential oils occurring in the world of plants are mixtures of volatile substances of
varying chemical nature with a strong, generally pleasant, fragrance [Kohlmünzer 2000].
Essential oils have been known for a long time as flavoring substances used for
cosmetics, disinfectants and medical purposes. Due to the simplicity of obtaining them from
plants by steam distillation they belonged to the most popular products of the plants,
although the chemical composition of these mixtures was identified only after the
introduction of gas chromatography, which has become the primary method for the
separation and identification of volatile substances contained even in small quantities in
complex mixtures, i.e. essential oils [Kohlmünzer 2000].
1.1. Composition and classification
Essential oils are usually multi-component mixtures of compounds with quite different
chemical composition, but similar physical properties. They have liquid consistency, are
volatile with steam, have a lipophilic nature characterized by a specific odor. The
composition of the oils includes compounds belonging to different chemical groups,
particularly monoterpenes (C10H16), sesquiterpenes (C15H24) and derivatives of
phenylpropane (C6-C3) [Klimek 2011]. The compounds occurring in them are hydrocarbons,
alcohols, aldehydes, ketones, esters and ethers [Kohlmünzer 2000]. The components of
essential oils can also be other aliphatic and aromatic hydrocarbons, aromatic lactones
(coumarin, phthalides), compounds containing nitrogen (anthranilic acid esters) as well as
sulfur and many others. Within the composition of oils from a few to tens of compounds
may be found, where one (rarely two) is often the dominant component, e.g. in Anisi
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aetheroleum – anethole, Menthae piperitae aetheroleum – menthol and menthone, Carvi
aetheroleum – carvone [Klimek 2011]. Overall currently there are more than 2000 unknown
compounds included in various essential oils [Kohlmünzer 2000].
In the world of plants they are very common – about 30% of plants contain essential
oils. They occur frequently in plants belonging to the families: Lamiaceae, Lauraceae,
Myrtaceae, Rutaceae, Pinaceae, Piperaceae, Apiaceae, Zingiberaceae, Asteraceae and
others. Essential oils of plants belonging to the same botanical families rarely have a similar
chemical composition. The plants of the family Pinaceae are exceptions astheir oils always
contain bicyclic monoterpenes as main ingredients. Within each type, and even species,
there may be differences in the composition of oils, e.g. Mentha piperita oil contains
menthol as the main component, Mentha crispa – carvone, Mentha pulegium – pulegone
[Klimek 2011]. For the majority of essential oils one major component can be indicated.
The component gives the characteristic odor of the oil and affects its specific
pharmacological activity, for example menthol, thymol, cineol, eugenol [Kohlmünzer 2000].
Percentage share of individual components in essential oils varies and depends on
many factors, such as:
a) method and conditions of preparation: during distillation the disintegration of
esters may occur, during the extraction process not all components may be
equally extracted from the raw material,
b) the purity of the raw material used to prepare oil: specific species and variety as
well as different parts of the same plant can contain oil of a different composition
(e.g. cinnamon bark contains mainly cinnamic aldehyde, while its leaves –
eugenol),
c) the origin of the raw material: the climatic conditions of cultivation, for example
Mediterranean plants (coriander, lavender, sage, thyme etc.) are much richer in
oil than plants grown in temperate climates [Klimek 2011],
d) the date of harvest, drying and storage conditions: oil composition typically
varies from plant developmental stage, it is not indifferent to the fact whether to
received oil comes from a flowering herb or a fruiting one [Kohlmünzer 2000].
Essential oils are very common in nature and can be found in many plant species,
however, their presence in some of them is minimal. Plant species rich in essential oils are
species which contain more than 0.01% of oil [Kohlmünzer 2000]. The content of essential
oils in plant materials ranges from 0.01% (rose petals) to 20% (flower buds of clove
Syzygium aromaticum (Myrtaceae)) [Klimek 2011]. Essential oils can occur both in whole
plants as well as their parts (Table 1.2.1).
Table 1.2.1. Examples of oils occurring in various parts of a plant
Part of a plant
Essential oil
Flowers, flower buds
jasmine, orange, lavender, rose, clove
Leaves and needles
orange, cinnamon, tea tree, eucalyptus
Stalks
calamus oil
Fruit, seeds
nutmeg, juniper, caraway, coriander
Peel of fruit
orange, lemon, grapefruit
Roots, rhizomes
angelica oil, ginger, iris
Whole plants
lavender, mint
Bark
cinnamon
Wood
cedar, rose, sandalwood
Grass
citronella, lemongrass
Source: Based on [Flis, Pikul 2013]
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1.2. Physical and Chemical Properties
Essential oils have many common features:
− are volatile with steam,
− are lipophilic,
− are distinguished by a characteristic odor,
− at ambient temperature (approximately 18°C) have liquid, oily consistency,
− some of the oils after prolonged storage solidify: the solid components of oil are
called stearopten, liquid – eleopten (e.g. stearopten of Menthae piperitae oleum
is menthol, Anisi oleum – anethole),
− are usually colorless or pale yellow, rarely brown, dark blue, purple or green,
− are almost insoluble in water, soluble in ethanol and fatty solvents or fats,
− the density of the oils is typically less than 1 g/ml, tend to be oils having a
density of greater than 1 mg/l (Caryophylli oleum, Cinnamomi oleum, Sinapis
oleum and others) or nearly equal to 1 mg/l,
− have a wide range of boiling temperatures (from 50 to 320oC), because they are
mixtures,
− are optically active – oil optical rotation is the result of rotations present in the
essential oil consisting of optically active compounds [Klimek 2011].
1.3. Formation
Essential oils are plant secretions of fully unknown physiological role. They are secondary
metabolites located in creations of exogenous or endogenous secretion tissue. The formation
of essential oil occurs in the cytoplasm and can be carried out in different ways. There may
be four types of preparation of the essential oil in the cells and optionally ejecting it through
cell walls of to the oil tanks:
1. Preparation of secretions in the cells lining or other similar and its secretion
through the cell wall into the intercellular space or spaces between the cell wall
and cuticle.
2. The degeneration of the cell content and the production of secretions while
suberisation of the cell wall.
3. Cell degeneration while the formation of oil along with simultaneous destruction
of the cell wall and the formation of the intracellular space filled with oil.
4. Rejection of healthy, oil-filled cells building glandular hairs.
The preparation of essential oils is an irreversible process. Created essential oils may
play a certain role in the life of the plant, such as attracting insects, pest control, reducing
evaporation, sealing wounds and affecting competitive plants [Kohlmünzer 2000].
2.

Obtaining essential oils

There is a separate department of chemical technology, closely related to the engineering
process, dealing with the methods used to obtain essential oils on an industrial scale from
plant raw materials which are rich in essential oils. The technology includes methods of
preparing raw materials, extracting useful components and their purification, processing and
storage. The quality of products (including their smell) and the efficiency of technological

23

processes depends on the type of industrial equipment (installation). Depending on the type
of herbal raw materials the following methods of obtaining essential oils stand out:
a) Steam distillation – the most widely used method of obtaining essential oils.
During the steam distillation the composition of oil undergoes some changes.
They are generally so small that they do not have a significant effect on the
reduction of essential oil fragrance or therapy value. The method consists of
passing steam through the plant material, then condensing the vapor containing
the volatile components of the raw material and separating the fragrant fraction
which is not insoluble in water. In this way we obtain essential oils which are
poorly soluble in water whose components do not separate at a temperature of
100°C or in the presence of steam.
b) Water distillation – prepared plant material is inserted into the vessel with water,
then heated to the boiling point, the oil is collected together with a condensing
steam. In the obtained mixture there is oil and water, which are easily separable.
c) Extraction – involves treating the raw material with the substance which raises,
dissolve or absorb the essential flavor components; it is, for example petroleum
ether, benzene or carbon tetrachloride. Then the extraction solvent is removed by
evaporation or separation of fractions of different density. Best results are
obtained by applying the gas extraction method that gives the aromatic fraction
of a composition similar to the natural and high concentrations of fragrant
substances.
d) Absorption – utilizes the phenomenon of absorption of essential oils by fat. Plant
raw material is flooded by fat and after a few days oils which have gone to fat
form a fragrant pomade. The components can be separated by extraction with
volatile solvents.
e) Maceration – plant material is added to the containers filled with fat or it is
placed in canvas bags which are submerged in the fat. A glass or iron vessel is
placed in a water bath and heated to a temperature of 50-70˚C. The obtained
pomades are treated with ethanol to isolate a pure essential oil.
f) Extrusion – essential oils from the peel of citrus fruit are pressed by hand or with
a press. Water and sludge is separated by decantation and later filtration.
Refinement of essential oils consists in the removing of odorless fraction which
results in obtaining a pomade. Extraction pomades with ethanol and then densification gives
the 'absolute' from which in the process of extraction with petroleum ether the 'concrete' is
obtained [Flis, Pikul 2013].
In trade there are generally rectified essential oils. During the rectification
components with the lowest and highest boiling points are removed as they are often
compounds which cause unpleasant odor [Klimek 2011].
3.

The health-promoting properties of essential oils

The biological activity of essential oils and their components has been and continues to be
the subject of numerous research. Due to natural substances within the essential oils we can
observe various types of health-promoting properties. In the most valuable aspects we may
include antibacterial, antioxidant and ultraviolet properties.
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3.1. Essential oils as natural antibacterial compounds
In the context of increasing microbial resistance to available drugs the exploration of plant
products, including essential oils as antimicrobial compounds, deserves special attention.
The antiseptic effect of essential oils and some of their components include: Gram-positive
and Gram-negative bacteria, viruses, molds, yeasts and protozoans [Król et al. 2013].
Essential oils also have impact on the bacteria resistant to antibiotics [Sienkiewicz et al.
2014]. The antimicrobial activity increases with growing concentration of essential oils
[Lodhia et al. 2009].
The essential oils which contain phenols, such as eugenol (clove and cinnamon from
leaves), cinnamic aldehyde (cinnamon oil from the bark) and thymol and carvacrol
(components of e.g. the thyme oil which is active against all antibiotic-resistant clinical
strains of the species Pseudomonas aeruginosa) have the strongest antimicrobial activity
[Sienkiewicz, Wasiela 2012]. Gram-positive bacteria are more sensitive to the effects of
essential oils than Gram-negative bacteria which, among others, is confirmed by the
research in the antiseptic properties of peppermint oil (Oleum menthae piperitae) [Kędzia
2007a], Ylang Ylang oil (Cananga odorata) [Kędzia 2008] and geranium oil (Pelargonium
graveolens) [Kędzia 2007b]. Through the lipophilic properties the essential oils cause
damage to the cell wall and the cytoplasmic membrane of microorganisms, which leads to
leakage of the cytoplasm [Kalemba 1998]. This is confirmed by the research conducted by
Harkenthal and Reichling [Harkenthal, Reichling 1999], according to which the tea tree
oil’s effect was test by its strains of Staphylococcus aureus, which are resistant to
methicillin (MRSA), was to damage the cytoplasmic membrane which allowed the ingress
of oil into the cell. In another research conducted by Kędzia and coworkers [Kędzia et al.
2004] proved that the tea tree oil has a high activity against anaerobic bacteria and can be
used adjunctively in the prevention and treatment of infections of the urinary tract caused by
bacteria.
3.2. Essential oils as natural antioxidant compounds
The antioxidant properties consist of slowing or preventing the formation of undesirable
changes in other substances as a result of oxidation [Adaszyńska, Swarcewicz 2012].
In 2006-2007 Grzeszczuk and Jadczak conducted a research in the antioxidant
activity of essential oils obtained from different kinds and strains of mint. They found that
obtained essential oils showed different antioxidant activity. The oil of wrinkled-leaf mint
(Mentha crispata) is characterized by the greatest antioxidant activity reaching up to 29%
[Grzeszczuk, Jadczak 2009]. Another essential oil with examined antioxidant properties is
the oil of thyme (Thymys caramanicus). The research showed that the anti-radical activity of
the essential oil of this plant is so high that it can become a natural source of antioxidant
substances that may be used in cosmetics and pharmaceutical industries. The essential oil
has a significant inhibition of autoxidation process of linoleic acid – 79%. [Safaei-Ghomi et
al. 2009]. Iranian researchers have shown that the highest capacity of DPPH radical
quenching process had oil of horse mint (Mentha longifolia) – 93% and the oil of summer
savory (Satureja mutica) – 93% [Motamed, Naghibi 2010]. In 2011 there was a research
conducted in the antioxidant activity of essential oils from urticaria flowers (Acalypha
hispida). The research showed that the antioxidant activity of the oil was 26% (of
inhibition) [Onocha et. al 2011].
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Many researchers conduct the investigation into the antioxidant properties of the
essential oils of lavender. The antioxidant activity of this oil tends to increase with growing
concentration. The highest inhibition of autoxidation process of linoleic acid is 87,9%, with
a concentration 4 mg/ml of oil [Hui et al. 2010]. Antioxidant properties of lavender are
different depending on its type. The best results were achieved by the oils of Lavender
luisieri whose main components are 1,8-cineol (26-34%) and trans-α-necrodyle acetate (1118%) [Matos et al. 2009]. In 2010 the antioxidant properties of lavender varieties of
Lavender dentata were studied and equally gratifying results were obtained. Additionally,
the difference between the properties of the oxygen scavenging by the essential oils
obtained from the aerial parts of the plant and by those derived from lavender flowers was
shown [Imelouane et al. 2010].
Researches show the diversity of antioxidant properties of selected essential oils
[Urbaniak, Wybieralska 2014]. Melissa essential oil has very strong antioxidant properties –
about 55-fold higher antioxidant potential than peppermint oil and 114-fold greater than
eucalyptus oil. Melissa essential oil also has about 11 times higher reduction potential than
the reduction potential of peppermint and eucalyptus oil. The differentiation of antioxidant
properties in essential oils is caused by different polyphenol content – melissa oil 21.103
mg/ml, peppermint oil 1.741 mg/ml, eucalyptus 1.340 mg/ml of raw material (calculated as
gallic acid).
3.3. Essential oils as natural ultraviolet compounds
Ultraviolet substances, also known as sunscreen, are used in order to protect the skin from
the UV radiation. These are chemical compounds acting on the basis of reflection,
absorption or scattering of solar radiation [Nałęcz-Jawecki et al. 2012].
Essential oils have ultraviolet properties, so that they can be used as a natural,
valuable, ultraviolet addition in beach cosmetics. Researches show that the essential oils of
orange, lavender, tea tree, lemon, anise, litsea cubeba and bergamot:
1) absorb UVA and UVB rays; and, thus, provide an ultraviolet barrier protecting the
skin against the formation of cancer and solar erythema,
2) comply with the conditions set of ultraviolet substances in the classification of BSRS
(Boot Star Rating System), which specifies a 5-step protection of the preparation of
cosmetics against UV rays – only anise and bergamot oil exhibit a 3-step barrier,
other oils exhibit the highest - 5-step barrier,
3) are characterized by a high and average ultraviolet rate UVA1/UV [Matuszak et al.
2014].
3.4. The use of essential oils in medicine
Essential oils have several other health-promoting properties which are widely used in
medicine (Table 1.2.2).
Table 1.2.2. Therapeutic activity of essential oil
Activity
Operating principle
Diuretic
Increasing urine output through the stimulation
of the renal tubules
Expectorant
Irritation of the gastric mucosa
Inflammatory

Combating inflammatory conditions and
edemas
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Examples of essential oils
Juniper oil (Oleum Juniperi)
Anise oil (Oleum Anisi), Fennel oil
(Oleum Foeniculi)
Eucalyptus oil (Oleum Eucalypti),
Myrtle Oil (Myrtus communis)

Tomasz Król

Cholagogue and
bile creative
Spasmolytic

Anthelmintic

Stimulating the liver to produce bile and
improving the secretion of already produced
bile from the gallbladder
Antispasmodic action on the smooth muscles

Antiparasitic activity in the gastrointestinal
tract of the host

Peppermint oil (Oleum Menthae
piperitae)
Wild chamomile oil (Anthodium
Chamomillae), Caraway oil
(Fructus Carvi)
Chenopodium oil (Oleum
Chenopodii), Garlic oil (Bulbus
Allii sativi)

Source: Own preparation based on [Kohlmünzer 2000]

Conclusion
Due to their properties essential oils are widely used, not only in the cosmetics industry, but
also in medicine. Modern medicine seeks new ways of preventing and treating many
diseases. A wide range of biological and pharmacological activity of essential oils
(antibacterial, antioxidant and ultraviolet properties) makes that possible in the near future.
Essential oils could be a good alternative to synthetic agents which are commonly used in
medicine and cosmetology. The use of natural substances contained in essential oils, due to
the availability of analytical methods allowing the identification and isolation of previously
unknown potential therapeutic substances of plant origin, in the future could be helpful in
the treatment of many illnesses. Promising research results justify the need and they
encourage researchers to conduct further analysis and consequently enable the use of
essential oils in the prevention and treatment on a much wider scale than ever before.
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1.3. FUNCTIONAL WATER. NEW PROSPECTS FOR CONSUMERS AND
PRODUCERS
Introduction
The term „functional water” is a slogan created for the needs of marketing and was coined
to influence consumers’ choices. Water has generally a more health-promoting image than
soft drinks which due to the presence of additional substances (dyes, sugars) are perceived
differently [AKB Consulting]. With the increasing trend for a healthy lifestyle and wellbeing, functional flavored water has more and more buyers who demand a product that can
fit in between mineral water and soft drinks [The non-hub story 2014]. It is also worth
mentioning that functional water was in many cases created basing on the strong brands of
bottled water producers. In Poland, functional water category is at a very preliminary stage
of development that is the main reason for the low offer of these beverages in Polish
groceries. Functional water is an up to date topic [AKB Consulting]. At the moment,
functional water in Poland is not very popular and its kinds are limited. Looking at the
market of our western neighbors it can be expected that this category of water will also
grow in Poland [Mroziak 2013]. Poland is considerably delayed if compared with foreign
markets. However, it is assumed that in the closest future Polish beverages market will
strongly develop in this segment [AKB Consulting].
1.

A new generation of functional water

1.1.

Definition of functional water

The “functional water” term describes water that was cleaned by various methods of
physico-chemical treatment, such as electrolysis, addition of chemicals, radiation, ultrasonic
excitation and magnetism in order to impart special functions. Water that has been
artificially processed and that has still many health properties due to the ingredients
contained is defined as functional water [Toda, Uryuu 2004]. The definition of functional
water incorporated in 1999 by Functional Food Science in Europe describes that water can
be considered as functional if beneficial effect on one or more functions of the organism
beyond nutritional effects are proven. Moreover, the effects should improve health, wellbeing and/or reduce the risk of disease. These products must resemble the form of
conventional food, have beneficial effects and it can be expected that they will be normally
consumed within the regular diet - they are not pills or capsules, but a part of a normal diet
[Functional Food Science in Europe 2012]. Another definition describes functional
beverages as products that deliver health benefits confirmed by numerous research such as
strengthening the immune system, increasing alertness and energy, lower cholesterol or are
intended to support maintaining the health of the whole organism. Functional beverages are
the main category that up to now included mainly milk and dairy functional beverages,
yogurts, functionally enhanced soft drinks and juices, energy drinks and so-called sports
drinks including water. Some of the definitions are formulated in a less detailed way, so this
imbalance leads to some differences in how functional water category is defined and what
products should be included in it. In general terms it can be said that every drink that is
positioned as a product that offers any form of health benefits mainly because of their basic
nutritional content can be described as "functional" [Cooper 2011].
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1.2. Functional water. Characteristic of the product
To categorize specific water into the “functional nutrition products” group, it has to be
tested for the health benefits is brings, and the ingredients contained in it [AKB Consulting].
These functional ingredients (e.g. herbs, mallow) may be also applied as flavoring
agents.[Finlayson 2011]. Functional water contains a whole range of ingredients:
− vitamins,
− minerals,
− other functional (e.g. antioxidants),
− botanical extracts,
− herbal extracts,
− probiotics [AKB Consulting].
Functional water based on natural mineral water and spring water combines the
concept of naturalness with the beneficial impact on health and well-being. The idea of their
actions is perfectly described by the word "wellness”. We can distinguish four basic trends
in functional water category:
− water for consumers who care for their appearance - "Beauty",
− ensuring well-being "Harmony",
− "Balance" - designed primarily for women,
− and for physically active consumers, both women and men - "Active".
In the water from the “Beauty” category are typically included extracts from plants
such as: aloe, ginger and hibiscus – moisturizing substances, smoothing skin irritation and
anti-inflammatory ingredients. In newness we may include water that improves skin tone,
containing, inter alia, beta-carotene, lycopene and vitamin C; a rejuvenating water containing aloe, collagen, minerals (e.g. zinc) and vitamins, including biotin, vitamin C and
E. Consumers also buy water that works as appetite suppressants and accelerates
metabolism - with the addition of dietary fiber, artichoke extract (improves the digestive
functions), cranberry extract or Garcinia cambogia whose main ingredient is hydroxycitric
acid. Recipes of the "beautifying" water may also include natural aromatic oils, obtained
from pepper and grapefruit, which would be assigned to support fat burning action in fat
cells. In this category there also is water which detoxifies the organism or cleans the body
from the harmful products of metabolism. Their ingredients can be: Siberian ginseng
extract, artichoke, angelica or nettle leaf. For customers in this category of beverages the
proper hydration of body is very important, hence, the functional component may also be
oxygen or (subjected to closer unspecified ordering processes of molecules) water which is
supposed to be optimally absorbed by the body. Among functional water in "harmony"
category water which has a calming effect can be distinguished, blurs stress (rest and
relaxation) revitalizes, stimulates. The first may include in its composition herbal extracts,
such as lemon balm, chamomile, valerian, and ingredients acting on the basis of
aromatherapy - lavender, rosemary, thyme, mint, rose oil, lemongrass, ginger, cardamom,
and extracts from hops, the buds of roses, lemon and orange peel. Revitalizing water should
contain ingredients slightly stimulating [Hoffmann, Jędrzejczyk 2007].
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2.

Functional water market

In accordance with the new market report published by Transparency Market Research "Flavored and Functional Water Market - Global Industry Analysis, Size, Share, Growth,
Trends and Forecast, 2013 - 2019 the global market of flavored and functional water was
estimated at US $ 17.2 billion in 2012 and is expected to grow by 11.5% from 2013 to 2019
to reach an estimate of $ 36.7 billion in 2019 [Weston 2014]. The report includes a detailed
analysis of the market of flavored and functional water in the period from 2010 to 2019. The
market of functional water was analyzed for the major countries in each of the four regions
of the world: Europe, Pacific North America, Asia and the rest of the World and includes
the historical and forecasted market size (from 2010 to 2019). Europe includes the United
Kingdom, Germany, Italy and France, North America includes the region of the U.S., the
Asian market highlights flavored and functional water in Japan, India and China. The rest of
the world report includes market positioning of different companies based on their
geographical presence and the number of brands that are offered on the concerned market. It
also includes the positioning of major markets (countries) based on their per capita expenses
on flavored and functional water and the expected growth in this segment. The problem of
obesity, aging population and changing consumer preferences are the main factors of
growth for the global market of functional flavored water. Increasing health concerns make
many people refrain from eating artificially flavored products or carbonated beverages and
forcing them to try functional water. The main challenges for the industry’s growth is the
growing threat of substitutes and campaigns against packaging bottles. The emerging
markets such as countries in Asia, Latin America and the Middle East region in which there
is an increase of urbanization and an increase in GDP per capita can be perceived as an
opportunity for the entire functional flavored water market [Transparency Market Research
2014]. According to the United Nations it is expected that the global urban population will
grow from 3.4 billion in 2009 to 6.3 billion in 2050. Increasing urbanization has contributed
to the increase in the level of consumer awareness of products that help achieve well-being.
The growing levels of income have also enabled consumers to buy more expensive
products, thus providing a great opportunity for manufacturers of functional water. It is
expected that functional water is the fastest growing segment in non-alcoholic beverages.
The USA, Germany, France, Italy and Japan are the leading manufacturers of functional
flavored waters in Asia and the Pacific. The largest manufacturers of flavored functional
water on the market are Danone, Nestlé, PepsiCo, The Coca-Cola Company, Kraft Foods,
Hint Water Balance Water Company and Sunny Delight Beverages Company [Weston
2014].
2.1. The American market
In the last 15 years we could observe increased interest in bottled water and functional water
products and in other functional beverages at the same time. This interest is obviously seen
in relation to the supply and demand sides alike. It is well known that the greatest impact on
the situation in the global soft drinks market has the situation in the United States. And
since 1998 we can observe there dramatically falling sales of colas [AKB Consulting].
Although functional water category was not interesting for the biggest companies before
1998, the situation quickly changed. In 2011, the biggest players in this category where own
brands created by smaller companies, but right behind them was Aquafina water brand
owned by PepsiCo, the third brand VitaminWater Energy, the fourth Dasani - both owned
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by The Coca-Cola Company. Both companies were also interested in functional drinks
(sports drinks, energy drinks, nutraceuticals), but did not achieve much success in creating
their own brands in this area. Among the energy drinks, PepsiCo was trying to promote its
brand AMP, Coca-Cola - Full Throttle, but finally ended up at distributing beverages:
Monster Energy (TCCC) and Rockstar Energy (PepsiCo). The functional beverages
category has proven to submit to one rule: brands that have been successful were created by
young enthusiasts without limitations who were looking for new solutions. Their strong
points are creativity and innovation. Next years confirmed the validity of this rule. Big
companies changed their strategy and started regularly taking over small companies
founded by young creative entrepreneurs instead of building them from nothing. In the
period from 2000 till today for this type of acquisition these two great companies have spent
billions of dollars. In October 2000 they spending reached the sum of 370 million dollars.
PepsiCo took over from South Beach Beverage Company Co. SoBe brand and spend more
than 13 billion dollars on the acquisition of a sports drink Gatorade. On the other hand, The
Coca-Cola Company bought for 4.1 billion dollars shares in the company Energy Brands,
better-known in the world as Glaceau. They acquired also the popular in the United States
brands of juices and drinks - Odwalla and Fuze. Generally, when in a group of healthy
beverages something new appears - Coca-Cola and PepsiCo observe it closely, and then
decide if it is worth acquisitioning. It has gradually happened with the latest product,
coconut water, which is rapidly gaining the status of a fashionable beverage. For several
years, the product has made a career in the United States. Most of the new categories in the
United States, especially healthy, appears in California. Then a new category spreads into
the whole United States, starting with big cities [Mikson Group 2013]. It is not surprising
that the two companies have taken interest in beverage categories that are associated with
health - functional beverages. It started to take over the power of brands of bottled water,
juices, functional drinks. Today Glaceau Vitamin Water is functional water no. 1 in the
world with 18 % market share [Raport 2013].
2.2. The European market
Flavored waters are better-known than functional water in the European soft drinks market.
In the United Kingdom functional water reported growth in sales after the acquisition of
Coca-Cola brand VitaminWater Energy Brands in 2007. The brand has made a successful
transition from United States to European markets, and the product has been reformulated
using the natural sweetener - Stevia and new combinations of vitamins and minerals. There
are not so many brands on the market of functional water, so it is to expect an increase in
the number of manufacturers of these products - probably due to the widening portfolio of
existing brands, because of lower investment risk than introducing new ones. All in all, the
future of flavored and functional waters looks optimistic relating to both growth volume and
value. Producers have the opportunity to meet the health and dietary needs of different
consumer groups as well as encouraging young consumers to experiment with products that
offer health benefits [The non-hub story 2014]. The European flavored and functional
waters market increased by 5 % to 3.600 million liters in 2008. According to a new report
from Europe Insights the leader of flavored and functional water is the company Zenith
International. Sales growth in the Eastern Europe achieved an increase of 8 % to 400 million
liters. Other conclusions from the Zenith report from 2009 is that the Western Europe is the
second largest regional market, with a 24 % of shares. Germany and the Czech Republic are
unquestionable market leaders in the Western and Eastern Europe. Future growth catalysts
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to differ materially in different regions: in the more mature markets of Western Europe repositioning, rebranding and the continuation of the investment; in the eastern markets
functional flavored water will grow by creating new products. Zenith provides positive
future prospects for European functional water with the emphasis on continuous
development adapted to local taste preferences of consumers [Nowowiejski 2009].
3.

Functional water on the Polish market

Water market in Poland is steadily growing and there are indications that this trend will
continue in the coming years. Negative dynamics characterized by carbonated beverages
category suggest that consumers are increasingly willing to choose water which is much
more associated with the care of their health. It is forecasted that Polish consumers want to
take care of their health which affects the interest of shaping the Polish market category of
functional water. This is a promising segment which will surely grow each year. The water
and functional beverages are the future of this kind of market [Mroziak 2014].
3.1. Current situation. Prospects for market development and opportunities for
producers
Polish functional water market as a new category is strongly delayed compared to the
leading markets of functional water. Therefore, the role of an innovator was taken over by
the company Zbyszko Veroni Mineral and the brand Ustronianka. Everything indicates that
good times for functional water are coming and the leaders will soon join by creating new
brands. Quite recently Voda Collagen appeared in the category of "beauty". It made its
debut on the market 2.5 years ago as the first product in the functional water category and
appeared in March 2013. Now the company introduced two new products in this line. At
this stage of development of the company relevant factors affecting growth are primarily
linked with sales: increasing brand recognition, expanding export portfolio and, to a lesser
extent, the market trends. However, the future of functional water category is closely related
to the fact that decisions in this category take "The Water Leaders" - Danone Waters, Nestlé
Waters, Coca-Cola and PepsiCo [Raport 2013]. In Poland, the sales of sodas is still at the
same level. In 2011, the soft drinks market value decreased by 1.3 %, and the size of their
consumption by 3.2 % to 5.7 billion liters. But the consumption of bottled water is growing
constantly and steadily. According to Euromonitor International in 2016 the consumption
will reach 97 liters per person. Water with iodine appeared on functional water market. It
would seem, therefore, that coconut water (already existing in the United States) should
wait, especially that Polish consumers are rather conservative and distrustful of new
products. After all, the decision to introduce water Coco Juice (brand: Dr. Antonio Martins)
has taken a company Vivalife. The activities in Poland started with the presentation of
commercial companies qualities of coconut water, leaving the presentation of the brand for
the next stage. Information about the categories and product niche yet emerged in the press
and on Internet portals related to the food industry. Moreover, active involvement in social
media was conducted by the Right Way agency to ensure recognition of these products by
potential customers: inhabitants of large cities, including women involved in fitness. Rich in
electrolytes functional water is a drink which like isotonic may be recommended for people
doing sports. Probably in a few years the two biggest players: Coca-Cola and PepsiCo will
enter functional water marketing in Poland. But for now, the decision about the offer of a
product with a new category product on the immature, conservative market is easier for the
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smaller companies [Mikson Group 2012].
2012] The companies that quickly adapt to the demands
of consumers
sumers have an opportunity to develop. Over the next four years the value of retail
sales of soft drinks in Poland will increase, but only slightly 1% per year according to the
latest forecast research company Euromonitor International. According to their calculations,
in 2016 Poles will spend on these products almost 15 billion PLN. Slightly faster, because
an average of 3 % per year are going up the sales of beverages. Every year the sales will be
at the level of almost 7.2 billion liters. Carbonated beverages,
beverages, water and juices, nectars and
fruit drinks have the largest market share. The results are shown in Figures
igures 1.3.1 and 1.3.2
[Drewnowska 2013].

2016 * - forecast.
Figure 1.3.1.
1. Sale of beverages in Poland in 2011-2016,
2011
in billion litres
Source: Based
sed on Euromonitor International

Figure 1.3.2.
2. Consumption of soft drinks in Poland, in liters per person
Source: [Drewnowska 2013]
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For several decades we may observe competition in the world brands of beverage
companies with supermarkets own brands, i.e. private labels. The private labels seem to be
winning it. The share of private labels by 2025 will double. The shares of private labels in
the bottled water category in Poland are developing especially dynamically. It can be
assumed that over time the supermarket private labels in Poland will challenge brands in the
category of functional water. We can already find information about the preparation of some
of the chain stores for the introduction of functional water, and some of them are already
beginning to appear on the market [AKB Consulting].
4.

Functional water in the opinion of consumers – survey

After the analysis of foreign and Polish functional water market using literature data and
reports it was decided to carry out research using the author's survey addressed to potential
consumers which included five questions about the knowledge of this type of product and
the desire to buy it. The aim of the survey was to find out the perception of functional water
on the Polish market by potential consumers. The survey involved 110 people (67 women
and 43 men). The research was disaggregated by sex. The empirical material was analyzed
using the Chi2 test, Statistica 9. The results of the analysis are summarized in Table 1.3.1.
Table 1.3.1. Functional water and consumers
Indicators

Females
%
n
(100)
(67)

Males
%
(100)

n
(43)

χ2 test
p

1. Knowledge of the term "functional water"
Yes
20.9
14
11.6
5
0.2096
No
41.8
28
46.5
20
0.0766
Not known
37.3
25
41.9
18
0.6334
2. Daily water consumption (in liters)
< 0.5
10.5
7
7
3
0.5366
1 - 0.5
43.2
29
30.2
13
0.1692
>1
46.3
31
62.8
27
0.0903
3. Purchase frequency of products saturated with plenty of minerals or other substances beneficial to health
Often
25.3
17
32.6
14
0.4337
Rarely
31.4
21
30.2
13
0.9021
I do not pay attention to the content
43.3
29
37.2
16
0.5272
4. Declaration of buying a new product e.g. vitamin water or water with collagen
Yes
64.2
43
62.8
27
0.8826
No
35.8
24
37.2
16
0.8826
5. Purchase frequency of functional water
Often
7.5
5
14
6
0.2682
Rarely
47.8
32
37.2
16
0.2762
Never
44.7
30
48.8
21
0.6768

On the basis of the results it can be concluded that there are no significant
differences between the analyzed consumer groups (p > 0.05). Considering the data
presented in the table it can be stated that both women and men do not recognize the term
functional water which is why the purchase of such beverage awakens in them a concern.
The evaluation of consumer preferences allowed to conclude that the demand for functional
water is so far slight. Most of the respondents consume the recommended amount of water,
but do not control its composition. Such proceedings can be risky at the time of occurrence
of health problems or drug interactions.
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Conclusions
"Functional water" is a matter discussed everywhere and almost by everyone. The products
hidden underneath this slogan carved in all western countries, but have not been so wellknown in Poland yet. The scale of the delay is evident when you compare the offer in our
local stores with the offer in neighboring countries. Analysts of the beverages market
forecast a strong expansion in this branch and signal stores own brands as the main part of
growth. The conducted survey proves that there is a strong interest in functional water
category from Polish consumers. This branch of beverages benefits strongly from the surge
in healthy lifestyle. The gap between our local offer and the international offer combined
with increasing demand from local consumers can be perceived as a chance for the domestic
producers to improve their positions in this segment. Furthermore, the expansion of this
branch creates the possibility for the consumers to change their bad nutrition habits and
improve their life comfort.
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1.4. OVERVIEW AND CHARACTERISTICS OF SPORTS NUTRITION AND DIET
SUPPLEMENTS FOR RUNNERS
Introduction
In recent years we have noticed in Poland, like in other developed countries, a rapid growth
in the number of amateur and increasingly professional runners. This is closely connected
with the increased awareness of the importance and impact of physical activity on human
health and running is the simplest form of it. For some it is another fashionable trend, for
many others it stands for an attractive and healthy way of spending free time and
overcoming their weaknesses. Similarly, an increase in the number of runners increases the
number of mass running events in which more and more people participate. Such events
include mainly long runs - 10 km, half marathons and marathons organized in various
Polish cities throughout almost the whole year. Their number in the past few years in Poland
grew by an average of 20-25% per year [Waśkowski 2014]. The number of participants also
dynamically increases. For example, in 10-kilometre runs - the most popular type in Poland
- in 2012-2014 there was more than 85% increase in the number of participants.
To achieve good results in sports a combination of rational nutrition, genetic
predispositions of athletes, rigorous training and regular lifestyle is needed. The diet of
sportsmen, both professional and recreational, should be significantly different from
nutrition of other groups of the population mainly due to the increased demand for energy
and nutrients. Providing the body with adequate amount of energy despite frequent and
heavy training sessions would require the consumption of large quantities of food which is
practically impossible. Therefore, especially selected sports nutrition or dietary supplements
have become necessary. They simultaneously deliver nutritional substances to the body in a
concentrated form, accelerate the renewal of the organism between trainings and let athletes
achieve a high level of physical fitness and endurance during the training cycle [Kudełka,
Tekiela 2005; Szterk et al. 2010].
The market offer and the possibility of choosing products from this category are very
wide in Poland. However, there is a lack of reliable information and the market of these
products is an emerging one. The paper briefly presents the specifics of sports nutrition and
supplements for athletes and discusses the most popular categories of them paying special
attention to active substances present in them.
1. Sports nutrition
According to the Act of 25 August 2006 on Safety of Food and Nutrition foods for specific
nutritional needs, because of their destiny they include food intended to meet the
expenditure of intense muscular effort, especially for sportsmen [Act of 25 August 2006 on
Safety of Food and Nutrition]. However, the term “sports nutrition” has not been defined,
and therefore, they are classified as foodstuff.
Various forms of sports nutrition are commercially available on the market. There
are drinks for immediate consumption, solid food ready for consumption (candy bars,
snacks), concentrates in powder or granulates intended for consumption after preparation
according to the manufacturer’s instructions (e.g. dissolving in milk, water, juice) and
auxiliary products (tablets, capsules, ampoules) [Świderski 2003; Szponar, Ciok 2005].
Due to the content of their main ingredient nutrients can be divided into
carbohydrate, carbohydrate-protein, protein, mineral-vitamin supplements, and others — in
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addition to the basic ingredients also containing facilitative biostimulators (substances
activating metabolism and energy processes) [Celejowa 2012].
1.1. Carbohydrate nutrients
The most economic and primary energy sources are carbohydrates, which are covering 60 or
more percent of the demand for energy when being consumed in an amount of 7-23 g per kg
of bodyweight. The carbohydrate content of an athlete’s diet should be an average of
600-800 g, mainly in the form of complex carbohydrates [Szterk et al. 2010].
For every runner carbohydrates are the most important energy components. In the
body they are stored in small quantities as glycogen in the muscles as well as the liver and
are rapidly exhausted during exercises. Losing carbohydrates a runner loses the capacity of
exertion. Additionally, the muscle catabolism increases as amino acids released from the
proteins are converted into carbohydrates [Burke 2007]. The simplest form of carbohydrates
used in sports is pure glucose which is readily soluble in water. It is easily digestible
directly into the blood and the effect of its action is fast. However, it should not be
consumed too much at a time, so as not to cause hypoglycemia, which is a drop in blood
sugar level [Celejowa 2012].
A diet rich in carbohydrates is recommended especially in endurance sports for
runners and marathoners. It is recommended that even for a few days before the marathon,
athletes should provide carbohydrate intake at the level of 10-12 g/kg of body weight per
day for 36-48 hours before the start [Burke 2007; Rodriquez 2009]. It is also appropriate to
use carbohydrate supplements just before training or competition (not later than half an
hour). In order to avoid adverse fluctuations in blood glucose during exercise about 150-200
ml of fluid containing about 5% of the carbohydrates should be consumed in 15-20 minute
intervals [Brown 2002; Jastrzębski 2002]. Jeukendrup showed that even during
approximately one hour training the oral cavity rinsing or consumption of a small amount of
carbohydrates affects favorably on the body. It was also noted that carbohydrate intake
should be increased with increasing length of training (Table 1.4.1). Recommendations for
carbohydrate intake during training depend on the exercise duration and its intensity, as well
as the type of sport discipline [Potgieter 2013; Jeukendrup 2014].
Table 1.4.1. Recommendations of carbohydrate intake during training
Duration of
Carbohydrate
Recommended type of
exercise
intake
carbohydrate
30-75 minutes
Small amount or
Single or multiple
mouth rinse
carbohydrates
1-2 hours
30 g/hour
Single or multiple
carbohydrates
2-3 hours
60 g/hour
Single or multiple
carbohydrates
> 2.5 hours
90 g/hour
Only multiple
carbohydrates
Source: Based on [Jeukendrup 2014]

Additional recommendation
Nutritional training
recommended
Nutritional training
recommended
Nutritional training highly
recommended
Nutritional training essential

Typically, carbohydrate nutrients are used in the form of drinks and support runners
during long exhausting training sessions in order to maintain the proper blood sugar level
and to achieve the water and electrolyte balance. Carbohydrate nutrients that consist of
glucose and fructose are also served after exhaustive training to restore glycogen and to
provide energy for the brain and heart as soon as possible. Disaccharides (maltose and
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dextrose) are also in use. These are characterized by a high glycemic index (GI) and just
after consumption lead to increased insulin secretion [Dymkowska-Malesa, Walczak 2011].
In addition to the sugars, commercially available carbohydrate nutrients may be enriched
with minerals, vitamins, guarana extract and caffeine.
1.2. Carbohydrate-protein nutrients
The combination of carbohydrates and protein promotes the release of insulin which
stimulates the regeneration of muscle glycogen and also stimulates the transport of amino
acids into muscle cells. Thus, the combination enhances protein synthesis and weakens
cortisol increase which would take place after exercise. Cortisol reduces the rate of protein
synthesis and accelerates its catabolism. Therefore, to supplement the diet of athletes’
carbohydrate-protein nutrients are offered. These are so-called “gainers”, in which the ratio
of protein to carbohydrate (1:4 or 1:3) remains in proportions ensuring the optimal rate of its
synthesis [Bean 2008].
Carbohydrate-protein nutrients are consumed mainly after training in speed and
power sports. Individuals use them exercising recreationally for quick recovery after a
training to improve body aesthetics while reducing body fat. Optimal meal or drink after
training should contain 20-40 g of proteins and 60-120 g of carbohydrates in solid or liquid
form (candy bar, drink, gel). Carbohydrates are the bases of post-workout meal and proteins
are an addition which facilitates the regeneration [Bączkowicz et al. 2007; Bean 2008;
Rodriquez 2009].
Commercially available gainers contain simple and complex sugars, whey protein
concentrates (WPC), whey protein isolates (WPI), whey protein hydrolysates (WPH),
supplemented with creatine, glutamine, taurine, ALA acid, plant sterols, digestive enzymes
or MCT oil.
1.3. Protein nutrients
Protein is the basic building block of the human body cells. With increasing exercise
intensity, consumption of proteins raises, so as the demand for wholesome protein in the
diet of an athlete. Proteins enable adequate regeneration processes and accelerate the
construction of lean muscle mass [Dymkowska-Malesa, Walczak 2011].
In order to determine the optimal amount of protein for trainees the intake of
carbohydrates, procedures and exercise intensity, body weight and the time available for
protein consumption should be taken into account. The International Society of Sports
Nutrition recommends that people who engage in endurance, speed and strength disciplines
should consume protein in amounts of from 1.4 to 2.0 g/kg body weight per day
[Tomaszewski, Ambroziak 1998; Campbell et al. 2010; Potgieter 2013].
Protein nutrients consumed regularly determine muscle growth and regeneration,
stimulate muscle protein synthesis during exercise and help to increase the speed of
movement [Van Loon 2014]. They provide a wholesome easily digestible protein and
necessary exogenous amino acids. The suitable content of branched chain amino acids for
which there is a greater demand during vigorous physical exercise is very important. Whey
protein has the highest concentration of endogenous amino acids and branched chain amino
acids (BCAA). Because of the highest biological value consumed after exercise it is
extremely effective in rebuilding muscles. Whey protein is also recommended before a
training to protect the muscles against damage and stimulates fat burning.
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Commercially available protein nutrients contain egg whites, animal proteins, whey
proteins, casein and vegetable proteins. These are frequently enriched with vitamins,
minerals, probiotics and plant extracts.
1.4. Mineral-vitamin nutrients
Mineral-vitamin nutrients containing macro- and microelements are applied in the diet of
athletes in the form of tablets or solutions, frequently with the addition of carbohydrates.
Such nutrients should be used during the periods of deficiencies of these components.
However, it should be noticed that the specially designed mineral-vitamin formulations for
athletes cannot replace a normal balanced diet and shall only be the supplement of this diet.
2.

Dietary supplements

Dietary supplements are foodstuff, so these meet the definition of food included in the
General Food Law (Regulation (EC) No 178/2002) laying down the general principles and
requirements of food law (...), according to which "food (or "foodstuff") means any
substance or product, whether processed, partially processed or unprocessed, intended for
human consumption, or whose human consumption may be expected" [General Food Law
Regulation (EC) No 178/2002].
According to the Act of 25 August 2006 on Safety of Food and Nutrition (OJ No 171,
item 1225), dietary supplement is "foodstuff, which aim is to supplement the normal diet,
which is a concentrated source of vitamins or mineral components or other substances with
a nutritional or another physiological effect, alone or in combination, placed on the market
in a form allowing the dosage from: capsules, tablets, dragees and other similar forms,
sachets of powder, ampoules of liquids, drop dispensing bottles and other similar forms of
liquids and powders designed to be eaten in small, measured unit quantities, excluding
products which have characteristics of a medicinal product within the meaning of
pharmaceutical law [Act of 25 August 2006 on Safety of Food and Nutrition].
A properly balanced diet supported by appropriate dietary supplements can improve
sport results by 30-40% [Zając, Poprzęcki 2007]. Their use in the diet of an athlete has the
fundamental importance in developing fitness. Basic dietary supplements for athletes are
enriched with creatine, glutamine, branched chain amino acids (BCAA), caffeine, taurine,
conjugated linoleic acid (CLA), Omega-3 acids, HMB (beta-hydroxy beta-methylbutyrate),
D3 vitamin, Q10 coenzyme and L-carnitine. With higher physical activity the increased
supply of antioxidants is needed. The explanation is the need to suppress the effects of
oxidative stress. Vitamins A, C, E and bioflavonoids contained in the dietary supplement are
in this situation the right choice [Wójcicka 2014].
2.1. Creatine supplementation
Creatine has become a very popular dietary supplement used by athletes. It improves
exercise capacity during high-intensity training in bodybuilding, athletics and endurance
workouts. Creatine is a protein composed of three amino acids: arginine, glycine and
methionine. It is stored in the muscles as phosphocreatine (PC). Creatine molecules are the
basic energy vehicles in muscle cells, and the sufficient supplementing allows increasing the
level of phosphocreatine content, enabling rapid re-synthesis of ATP, which is a direct
source of energy for muscles. Creatine helps to increase the intensity and productivity of
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muscle work and accelerates muscle recovery between intense workouts. While using the
creatine supplements, it is recommended to use the so-called “charging" procedure and then
taking "supportive" doses. This procedure involves taking 0.3 g creatine / kg body weight
per day four times a day for 5-7 days and then "supportive" doses of 3-5g / day, combined
with high carbohydrate diet. [Frączek, Grzelak 2012]. In order to maintain creatine in
muscles, supplementation in an amount of 3g per day is used. The application of creatine in
accordance with the recommendations is safe, but during the supplementation water
retention was observed [Bove 2002; Zając et al. 2010; Tang et al. 2014].
2.2. Glutamine supplementation
Glutamine is an endogenous amino acid found in muscle cells, the main source of energy
for the cells of the immune system. Glutamine helps to prevent muscle breakdown and hold
back the immune crisis caused by intense exercise. After training an increased supply of
carbohydrates along with glutamine is recommended. This allows storing more glucose in
the form of glycogen and at the same time promotes the synthesis of glycogen in the
muscles. Among the marathoners glutamine taken immediately after the run and again two
hours later significantly reduces the risk of infection and stimulates immune cell activity
[Bean 2008]. It is recommended to begin glutamine supplementation of 10 g per day, in two
- four divided doses. The body is able to use only a certain quantity of it, which is why the
supplementation should be started gradually. The dose should be increased every week until
the maximum supply to 40g in the fourth week. Glutamine can be delivered to the body
with the daily diet as almost all animal products contain glutamine. The richest sources of it
are meat and milk [Bean 2008].
2.3. Branched chain amino acids (BCAA) supplementation
BCAA are the three branched chain amino acids: valine, leucine, isoleucine, which are one
third of muscle protein. BCAA helps to prevent muscle tissue breakdown during intense
workout. During prolonged and frequently repeated intense exercise energy reserves
accumulated in glycogen are exhausted. The body produces energy from amino acids
derived from breakdown of protein in muscle tissue. According to a study at the University
of Ontario receiving 4 g of BCAA during a training and after its completion reduces muscle
tissue breakdown and this effect is particularly noticeable among sportsmen using low
carbohydrates diet. BCAA is a component of most nutrients and protein supplements. The
recommended intake of BCAA is 1 g per 10 g body weight, 30 minutes before training and
immediately after it [Bean 2008].
2.4. Caffeine supplementation
Caffeine, due to its stimulating properties, is classified as a stimulant. It affects the central
nervous system by increasing the reflexes, concentration and endurance. Caffeine also
stimulates the production of adrenaline and (at doses greater than 5 mg/kg of body weight)
stimulates the production of fatty acids, which contributes to the processing of fatty acids
into energy, not glycogen. For this reason, it is often used in various sport disciplines,
especially these demanding durability, as it helps to save glycogen and increases endurance
during training. Beneficial effects of caffeine were found in both the short and long distance
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runs. Restlessness, trembling hands, or insomnia can be included in the side effects of
caffeine consumption [Spriet 1995; Zając et al. 2010; Gurley et al. 2015].
For athletes conducting intensive training in a short time, and representatives of
endurance sports it is recommended to consume caffeine before training in the amount of
200-1000 mg [Gurley et al. 2015]. The commercially available supplements containing
caffeine are mainly in the form of tablets, capsules and drinks.
2.5. Carnitine supplementation
Carnitine participates in the proper functioning of skeletal muscles and cardiac muscle.
Carnitine consists of two amino acids, methionine and lysine and is synthesized in the liver
and kidneys. Of the two common forms only L-carnitine is the active form. It takes part in
the stimulation of fatty acids metabolism increasing their use as an energy source by
approximately 70%. L-carnitine, thus, inhibits the formation of adipose tissue and increases
tolerance to exertion. It plays an important role in the metabolism of carbohydrates. Its high
level in the muscles tends to reduce the use of glycogen as an energetic material [Vukovich
et al. 1994; Czeczot, Ścibior 2004]. Commercially available supplements of L-carnitine are
mainly tablets, capsules and drinks.
2.6. Mineral and vitamin supplementation
Nutritional supplements of vitamins and minerals can fulfill an important role in the
prevention of deficiency of these nutritional substances in the body and, consequently,
health disorders, especially in certain physiological conditions, such as increased physical
exercise. Regular, intensive workouts increase the need for certain vitamins and minerals,
especially the ones involved in energy metabolism, growth and the regeneration of tissues,
the production of red blood cells and defense against free radicals [Lukaski 2004;
Brisswalter, Louis 2014]. Currently among the athletes the most popular supplements on the
market are these with vitamin C (97.5%), vitamin E (78.3%) and multivitamins (52.2%)
[Brisswalter, Louis 2014]. They are the best known and the most often used groups of diet
supplements for athletes.
Conclusion
Currently there is a wide range of food dedicated for athletes on the market and their
consumption grows with the increase of the level of physical activity of the society.
Unfortunately, the decision to use sports nutrition and supplements is taken mainly under
the influence of mass media, the Internet, television, friends’ opinion and rarely on the
advice of a trainer, doctor or pharmacist. Therefore, the runner should remember that to
improve the physical fitness and efficiency of the body in the long-term regular exercise
coupled with a balanced diet are the most important. Supplementation should only be used
in specific cases such as shortages of some ingredients because of poor diet, disease
conditions or extreme trainings or runs. Taking supplements, especially their dosage, should
be in accordance with the recommendations of a sports physician. In the case of
professional runners generally this happens, but amateurs reach for nutrients and
supplements often by accident which can easily lead to overdose. Education in this area is a
necessity.
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1.5. IMPORTANCE OF FOOD LABELLING POLICIES IN CONSUMER
DECISIONS
Introduction
The basic purpose of creating and implementing packaging was to protect the product from
external damage, allowing the buyer to make full use of his purchase. With time the
functions of packaging evolved, presenting its significant value for advertising and
information purposes. The information included in and on the product managed to substitute
the role of a professional seller allowing the product to sell itself (self service). As a result,
individual consumers are making independent purchasing decisions based on what they can
see and understand from the product exterior. It has become common practice for a product
label to present insight about the products ingredients, usability, expiration date, etc. –
providing all the knowledge necessary for a beneficial purchase. Specific product
information is especially important or even crucial on the food product market. The quality
and usability of groceries, processed food and any type of products may decidedly influence
a consumer’s lifestyle and shopping habits. Supposedly, if this open information practices
are followed by producers, the average consumer will be subjected to dishonest commercial
actions.
Product labelling regulations were established in order to secure the continuity and
realization of consumer needs as well as consumer safety. This article is focused on
researching the reasons for implementing food labelling policies as means for protecting
consumers from unethical and hazardous manufacturing activities on the food market.
1.

Product labelling and packaging

According to literature, there are numerous definitions concerning product packaging,
describing its formats, functions and level of influence on consumers. However, most of
them agree on the fact that packaging is meant for carrying the product and protecting it
from unwanted change factors. During the entire logistical process from development and
shipping to putting the product on the market shelf - a variety of factors could influence
product integrity and its current state. If any damage occurs to the product since leaving its
manufacturer, it can lose its original properties and value to the receiving side [Sojkin
2003]. Thus, among product safety packaging is also an important element in the creation
of product value and attractiveness.
On the basis of technological requirements one could consider that the properties of
product packaging are important mostly to the manufacturer. Depending on the type of
product its packaging needs to withstand different temperatures, humidity, provide
protection from liquids and other external forces keeping its content safe and sterile. A well
designed packaging assists in the processes of product storage, transportation and
distribution as well as its further exposure within trade facilities (retail).
The packaging, despite being often described as an external separate element of a
product, should be treated as an integrated element of the entire product. Not only does it
coexist with the product itself, but based on its size, shape and material it creates the
appearance of a product brand as well as further constitutes its image within consumer
perception [Lisińska-Kuśnierz, Ucherek 2003]. Among all its technological qualities a
product packaging has also great impact on the buying process. Dependently on its design it
can influence consumer decisions not only within the scope of achieving a sales target but
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also improving end-user experience and creating a long-term relationship with the
consumer.
Table 1.5.1. The functions of product packaging
Function
Expectations towards product packaging
Safety
Protection from external influence; protection from corrosion, flammability, temperature;
ensuring protection from damage, dirt, malfunction, colour change; ensuring usability,
freshness and durability; protecting product value
Logistics
Ensuring product stability for storage, transportation and exposition; resisting mechanical
forces (push, pull, tearing, bumping); standardised measurements assisting in product
mobility, storage and stacking
Informing
Informing the buyer about product feature, quality, usability, production date, country of
origin, date of expiration, price and other information
Marketing
Aesthetically pleasing finish; generating purchases; assisting in market entry and positive
consumer experience; producer advertising and increasing product competitiveness
Sale
Ensuring easy recognisability, uniqueness; improving effectiveness of group packaging;
ensuring proper shelf exposure within a confined space
Usability
Ensuring functionality, hygiene, affordability; improving product usability
(opening, closing, reopening, etc.)
Ecological
Environmental safety; utilization
Source: [Ciechomski 2008]

A products packaging is often one of the most influential factors in daily consumer
decisions. Depending on its design, material and amount of information included it can
either win the buyers attention or discourage them into not wanting the product at all. An
attractive, effective external appearance is a trait which regularly discerns known brands
and companies from local, less advertised products. A carefully designed and thought
through product exterior may guarantee that it will be easily noticeable by consumers and,
thus, inducing a need for purchase [Jeżyk 2014].
In most scenarios, especially in relation to food products, a product packaging is
irreplaceably connected with the product itself. Even within the concept of mix-marketing,
the packaging (5P) is considered as an equal and necessary element for increasing sales
revenue [Altkorn 1995].
2. Food labelling policies and consumer behaviour
Serving as an obligatory means of achieving product safety it may prove to be an effective
tool for communication without inducing additional costs. Being an element of the product
the packaging should present basic information about its content.
According to Polish legislation, food products sold with or without packaging, which
are meant for the final consumer, need to provide the following information:
− the name of the product,
− product ingredients,
− the expiration date or time of consumption availability,
− instruction on how to prepare the product, if incorrect preparation may cause
harm,
− information allowing identification (company, organization or other registered
bodies which produce or import and distribute the product within country
borders; the country or region of origin, if the lack of this knowledge could
misguide the consumer),
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− net weight or quantity of product samples within the packaging,
− terms of storage,
− product serial number,
− product quality (in terms of class or other categories).
If the largest product area (space which may be used for information purposes) is
smaller than 10 cm2, it is allowed to present less detailed information including: the name of
the product, the expiration date or time of consumption availability; net weight or quantity
of product samples within the packaging [The Ministry of Agriculture and Rural
Development 2007].
These regulations do not include food products with the same name as its only
(main) ingredient which allows for detailed identification. For example, fruit and vegetables
which are fresh, unpeeled and uncut (diced into smaller pieces); sparkling water (if the
packaging presents information about the amount of carbon dioxide); numerous dairy
products and other product categories - which are not relevant to the topic of this article.
By food product labelling one should understand all information included into the
products packaging. Within the range of nutritional components the basic group of
ingredients consists of: protein, carbohydrates, sugar, monounsaturated and polyunsaturated
fats and dietary fibre. Labelling food products with nutritional value can contain nutrients
from two source groups:
− I group: energy value (calories); the amount of protein, carbohydrates and fat.
− II group: energy value (calories); the amount of protein, carbohydrates, sugar,
types of fats, dietary fibre, sodium.
The amount of each nutrient within the product needs to be presented in appropriate
units (weight, volume etc.) along with a percentage of daily nutrient income based on
specific research. Components should be listed in a structured manner in a table (if possible)
or mentioned one after another [The Ministry of Health 2007].
However, adding nutrition values recommended for all categories of food products
was necessary only for special designation products (appropriated for i.e. infants, people
with health induced diets, people with allergies) and products with dietary declarations
(products insinuating to have extraordinary properties, e.g. containing more vitamin “C”,
less fat or no sugar).
Polish food law (since Poland is a member of the European Union) is meant to
reflect and withhold general European regulations. However, remembering that membership
countries are expected to follow general European directives makes changes in the local
national law necessarily implemented.
The latest European regulations concerning the issue of public accessibility to
information about food products were published on the 25 October 2011. These changes
towards food labeling were scheduled for implementation until the 13 December 2014.
Starting from this date producers are expected to withhold any practices resulting in
misleading consumers about any special properties and uncommon or unrealistic
functionalities of their merchandise. Under the authority of the European Union, new
regulations include (in general):
− improved legibility (i.e. minimum size of text; proportion of text to graphics,
etc.),
− changes in informing consumers about product nutrition and content of allergens,
− demand a specific order for listing product ingredients,
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− expecting online sellers to present detailed information about products in sale,
and since 13 December 2016:
− mandatory nutrition information on processed foods (i.e. formed, frozen
products),
− mandatory place of origin labeling of unprocessed meat [Parliament and the
European Council].
This legislation is meant for entrepreneurs functioning on the food market and
includes the entire production process (from farm to fork). Procedures such as production,
transportation, storage and distribution – especially where communication with consumers
is involved – are specifically described and regulated. The latest legislation influences all
products dedicated for the final consumer taking also into consideration food products
which are meant for mass caterers as well as are distributed by mass caterers (i.e. schools,
hospitals).
Furthermore, it is expected that producers take a more responsible approach towards
sharing information with consumers. According to regulations, the company which
distributes merchandise on the EU market, be it under the products or company name, takes
responsibility for any misconception about their products. If a company functioning the
outside of the old continent distributes its goods within the EU the responsibility in this
matter is placed on its European partner (an importer).
In reference to these changes entrepreneurs were given time to reflect upon adjusting
their policies towards consumers, business partners and, in consequence, implement new
solutions. Firms which do not take expected measures or do not manage to implement their
policies in time are expected to receive sanctions and fines from sanitary control stations.
All food products which do not comply with new regulations and entered the market after
13 December 2014 will be treated as a breach of food law.
According to the new policy, food labels ought to be clear and easy to understand
allowing consumers to make better informed food and dietary choices. In order to secure the
legibility of food related information it is necessary to ensure accessible and straightforward
regulations which include all means of supplying food. Among common retail channels of
consumer – business communication online shopping has also been observed. Although it is
perfectly understandable that food supplied from the distance should withhold the same
requirements as products sold in stores, it is important to ensure the availability of
mandatory product information before a purchase is concluded.
In order to establish common understanding of food-related terms the following
definitions have been incorporated:
− label means any tag, brand, mark, pictorial or other descriptive matter, written,
printed, stenciled, marked, embossed or impressed on, or attached to the
packaging or container of food,
− labeling means any words, particulars, trade marks, brand name, pictorial matter
or symbol relating to a food and placed on any packaging, document, notice,
label, ring or collar accompanying or referring to such food [Parliament and the
European Council].
Product labeling is an important communication tool influencing consumer behavior,
providing traits such as trade marks, table of content, expiration date etc. If crucial dietary
statements are not noticeable to the consumer, the consequences of such a mistaken
purchase may lead to the loss of health and life. Important product information placed on
the surface of the package needs to be accessible from a single viewing point allowing for
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effortless identification. Principal field of vision means the field of vision of a package
which is most likely to be seen at first glance by the consumer at the time of purchase and
that enables the consumer to immediately identify the product in terms of its character or
nature and, if applicable, its brand name [Parliament and the European Council].
However, assuring information visibility does not prove that the information is
understandable for the consumer. For this reason the average font size has been decided for
at least 1,2 mm for most products, with the exclusion of items having less than 80 cm2 of
labeling space for which the font size is 0,9 mm. All information included needs to be
written in the native language of the country in question, providing that the style of writing
is simple and understandable for the common consumer.
Product ingredients ought to be introduced, with the word ingredients or with a
phrase containing this word. Every ingredient has to be listed on the product label in a
descending order of weight, as recorded at the time of their use in the manufacturing
process.
Ingredients generating an allergic reaction or allergic substances used in the
manufacturing process have to stand out from other ingredients with the use of:
highlighting, italics, background of a different color etc. In case the product packaging does
not allow for a full list of ingredients the label must present the word include followed by
the name of the allergic ingredient or substance. It is also obligatory to inform consumers
about allergic or intolerable substances within unpacked food products. If the product
demands special conditions of storage or use, these conditions have to be specified and
located next to the nutritional information. Country and place of product origin are expected
to be on the product label, especially if the lack of such information may misguide the
consumer and is relevant to the product’s properties.
The packaging of meat, raw meat, meat by-products and fish products must contain
information e.g. about the amount and origin of proteins, the amount of added water (if
more than 5% of total product weight). The additional information is required if the product
is formed from pieces of meat or formed from pieces of fish.It is also mandatory to inform
consumers about the date of freezing of meat and fish products as well as informing them
about any additional, uneatable components (e.g. external skin for meat products).
The changes in labeling mentioned above are also implemented in the long distance
(on-line) sales channels. All information with the exception of the expiration date must be
available before purchase and is expected to be included in the product materials. The
selling side may provide consumers with all necessary knowledge using other means
(without any additional costs), however, all mandatory data must be available within the
moment of delivery.
Conclusion
Food labeling policies area meant to provide citizens with the ability to make personal
beneficial dietary choices. The implementation of such regulations protects consumers from
unhealthy and dangerous food decisions as well as allows them to fully satisfy their needs.
The average consumer is estimated to make 200 to 300 decisions every day in relation to
food consumption exclusively [Wansink, Sobal 2007]. However, due to numerous product
characteristics purchasing decisions are becoming longer, more involving and more difficult
to assess. Whether caused by uncertainty or incomplete information about the products
attributes the decisions concerning food products are generally made in an imperfect
information environment.
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Establishing and regulating food labeling policies are both of great importance for
the consumer and the producer alike. More obligations may require producers to invest in
new business solutions, however, they also provide means for closer and clearer
communication with consumers. The average consumer takes his actions based on careful
planning and calculations in order to satisfy their needs to the fullest. If the realization of the
plan is disturbed, the consumer adjusts his expectations to the present situation, while still
gathering information in order to make the most profitable choice [Światowy 2006].
According to personal preferences consumers may now easily choose products with
or without specific ingredients which in return may bring better brand awareness and
increased loyalty. Customer loyalty becomes especially important in reference to the
increasing segment of buyers, known as impulsive shoppers. Their unplanned, on-the-spot
purchasing choices may often lead to a negative response and dissatisfaction towards the
product. Customers who put their trust into convincing marketing slogans and believe in
superficial assurances of product quality frequently regret their decisions. However, in
recognition of mandatory food labeling law such situations have been expected and
provided for. By supporting customers with clear and visible product information the risk of
post-purchase dissatisfaction, known as the cognitive dissonance or consumer confusion,
may soon seize to exist [Kieżel 2004].
References:
1. Altkorn J., 1995, Podstawy marketingu, Instytut Marketingu, Kraków.
2. Ciechomski W., 2008, Opakowanie jako instrument promocji, Akademia Ekonomiczna w Poznaniu,
3. Jeżyk E., 2014, Design opakowania i jego elementy w procesie podejmowania decyzji zakupowych,
Marketing i Rynek, no. 4.
4. Kieżel E., 2004, (red.), Racjonalność konsumpcji i zachowań konsumentów Polskie Wydawnictwo
Ekonomiczne, Warszawa.
5. Lisińska-Kuśnierz M., Ucherek M., 2003, Współczesne opakowania, Wydawnictwo Naukowe PTTś,
Kraków.
6. The Ministry of Agriculture and Rural Development 2007, Rozporządzenie Ministra Rolnictwa i
Rozwoju, z dnia 10 lipca 2007 r. w sprawie znakowania produktów spożywczych, chapter 2, art. 1,
2, 3, http://isap.sejm.gov.pl/DetailsServlet?id=WDU20071370966 [access: 10.03.2015].
7. The Ministry of Health 2007,Rozporządzenie Ministra Zdrowia z dnia 25 lipca 2007 r. w sprawie
znakowania żywności wartością odżywczą); chapter 3, art. 1, 2, 5, 9, 12, 13.
http://isap.sejm.gov.pl/DetailsServlet?id=WDU20071370967 [access: 17.03.2015].
8. Parliament and the European Council: Rozporządzenie Parlamentu Europejskiego i Rady (UE) NR
1169/2011 z dnia 25 października 2011 r. w sprawie przekazywania konsumentom informacji na
temat żywności, zmiany rozporządzeń Parlamentu Europejskiego i Rady (WE) nr 1924/2006 i (WE)
nr 1925/2006 oraz uchylenia dyrektywy Komisji 87/250/EWG, dyrektywy Rady 90/496/EWG,
dyrektywy Komisji 1999/10/WE, dyrektywy 2000/13/WE Parlamentu Europejskiego i Rady,
dyrektyw Komisji 2002/67/WE i 2008/5/WE oraz rozporządzenia Komisji (WE) nr 608/2004;
Dziennik Urzędowy Unii Europejskiej 22.11.2011; Chapter 1, art. 2. 1, j, k, l; Chapter 3 art. 1-4
http://www.gis.gov.pl/ckfinder/userfiles/files/Departament%20Bezpiecze%C5%84stwa%20%C5%B
Bywno%C5%9Bci%20i%20Zywienia/Prawo%20B%C5%BB/2011-1169_pl_znakowanie.pdf
[access: 13.03.2015].
9. Sojkin B., 2003, Zarządzanie produktem, Polskie Wydawnictwo Ekonomiczne, Warszawa.
10. Światowy G., 2006, Zachowania konsumentów, Polskie Wydawnictwo Ekonomiczne, Warszawa.
11. Wansink B., Sobal J., 2007, Mindless eating: The 200 daily decisions we unknowingly make,
Environment and Behavior, vol. 39 (1).

mgr MICHAŁ REMISZ
Poznań University of Economics

50

Natalia Heckert

1.6. THE MEASURABILITY OF BRAND PERCEPTION BASED ON SELECTED
MARKETING SCALES
Introduction
Brand perception depends on potential consumers. For some of them the origin of a brand is
the most important factor and it could be the determinant of quality. According to other
consumers the popularity of brand is a clear signal of high quality and confidence towards
this brand. They do not like using and buying products of the brands which are not wellknown as well as they do not like to be pioneers, but they would rather choose the
confirmed and verified paths. It always depends on feelings, experience and personality.
There are some special marketing scales which can help to define how a brand is perceived.
This article includes description of four marketing scales. The measurability of brand
perception is possible on the basis of these marketing scales. According to the special
research prepared by GfK, the market research institute (the fourth largest market research
organization in the world) Polish people value foreign brands more than domestic ones, but
not always they have full knowledge of the real origin of these brands. The question is:
which trend is stronger - “It is good because it is Polish” or “Quality from abroad”? In the
first group there are such products like mineral water, dairy products and petrol stations. In
the second group there are more expensive products and also used on the daily basis but not
related to buying cars, computers, software or electronic devices. The main objective of this
study was highlighting knowledge or lack of knowledge about origin of brands.
According to Table 1.6.1 Wedel was perceived as a definitely Polish brand – almost
60% of respondents saw this brand as a domestic one, but in reality since 1991 this
company was managed by Pepsico, later Cadbury and now by LOTTE from Asia. Another
example is Fiat which is presented as Italian design, but almost half of respondents saw this
brand as a Polish one. The reason of that way of thinking could be the factory of Fiat which
is located in Poland.
More than half of the respondents marked Winiary brand as a company from Poland.
In the beginning it was a German company, but in 1940’s it became national property in
Poland, but since 1994 Nestle is the owner. Zelmer is famous for vacuum cleaners. The
votes are differ significantly. Approximately 50% of respondents think that it is a Polish
company, but the other half of the surveyed believed it is a foreign brand. In reality there
has never been any foreign capital or owner in this company’s history. Biedronka brand
shows interesting situation in relation to the survey – the respondents assigned this brand to
every possible category. Probably because of the fact that in the beginning Biedronka
belonged to the Polish group called Elektromis, but later the Portuguese Jeronimo Martins
bought this store network from its Polish owner. Another difficult brand in terms of
categorizing is Ibuprom. It is the property of the Polish company called US Pharmacia
whose name could be confusing for potential consumers. Finally, Ludwik, the washing
liquid which appeared in 1960’s on the Polish market was correctly categorized by the
majority of respondents.
On the other hand, the situation of perceiving Reserved, a Polish brand of clothes, is
totally different. Here the majority of the respondents assigned this brand wrongly – instead
of Polish, they marked foreign origin. The researchers from GfK explain this situation by
stressing the role of marketing campaigns (e.g. on television, on the Internet) which are
similar to foreign campaigns.
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Table 1.6.1. The results of research prepared by GfK: perception of the origin of the brand
Definitely
Rather Polish Rather foreign
Definitely
Brand
Polish brand
brand
brand
foreign brand
Wedel
58.9%
27.5%
9.3%
4.3%
Fiat
26.4%
17.5%
17.9%
38.2%
Winiary
62.6%
28.9%
5.1%
3.4%
Zelmer
34.2%
25.9%
22.7%
17.2%
Biedronka
25.5%
24.0%
20.6%
29.9%
Ibuprom
18.2%
23.3%
37.1%
21.4%
Ludwik
64.3%
32.7%
2.5%
0.5%
Reserved
6.3%
4.5%
36.3%
52.9%
Source: [GfK report IX 2012].

The real origin
of the brand
Foreign
Foreign
Foreign
Polish
Foreign
Polish
Polish
Polish

According to the GfK research results, Polish companies do not like to present their
Polish origin and even are willing to hide it. It is a popular trend in those types of industries
where design or technology are very important. The example of this situation is Reserved
which was positioned at the foreign level with its clothes. On the other hand, globalization
is the main factor which can influence potential consumers. Not everyone follows the most
important events from every company’s life e.g. acquisition, buying or selling the shares.
That is why these people do not have the complete knowledge about brands which they use
every day e.g. while eating Winiary’s products or driving a Fiat to work.
The name of a brand is also very important. Biedronka, a Polish network of stores,
could be associated with Poland because of Polish translation of the ladybird name. A
similar situation can be observed in relation to such products as the mayonnaise by Winiary.
The survey results show that awareness of Polish consumers as to which product is
"Made in Poland" and which is not was developed historically or through marketing
activities. In other words, effective marketing campaigns can completely disrupt the brand
perception [GfK report IX, 2012].
1.

Trust in brand

This marketing scale consists of four seven-point Likert type statements measuring the
degree of confidence a consumer has in a brand and the belief that it can be counted on.
The construction of this scale contains:
− I trust this brand.
− I rely on this brand.
− This is an honest brand.
− This brand is safe [Chaudhuri, Holbrook 2001].
The main effect of achieved trust in brand is being purchased more often. Brand trust
is related to purchase loyalty and attitudinal loyalty.
According to the research prepared by the European Trusted Brands - brands are valued
mostly for the quality of products and services, reliability as well as the understanding of
customer needs. Around 82% of respondents believe that a brand can obtain the trust thanks
to credibility [European Trusted Brands 2013].
According to Kłeczek, a strong, positive and unique brand associations distinguish
strong brands from weak ones. Moreover, most importantly they influence purchasing
decisions of buyers and that the brand is strong as well as enjoys a high rate of awareness
and a strong exceptional image [Kłeczek 2006].
Confidence in the brand is based on the acceptance of the credibility of the brand
which is recognized as the basis of loyalty grounded largely on the satisfaction of the
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consumption of the company's offer. On today's market consumer confidence in the brand is
"the most powerful marketing tool for companies”. Confidence in the brand should be based
on emotional and rational factors. It can be the effect of consumer experiences related to the
brand and of a positive emotion arising from the relationship between the brand and the
consumer. Currently it is believed that the emotional part is more important than the rational
one regarding building relationships with consumers. Modern marketing is the emotional
impact on the consumer the brand covers with Williamson's calculated elements,
institutional and personal, such the approach also used in the study which presents the
results of this article. Confidence in the modern consumer to the brand gives businesses
many tangible benefits. Numerous studies have shown that the higher the level of trust in
the brand, the higher the perceived attractiveness. This in turn results in higher consumer
loyalty. It is worth noting that the brand is not the only element associated with products.
Depending on the strategy used by the company a brand can be associated not only with the
product but also with the company producing it. Thus, confidence in the brand includes trust
in both the product and the company producing it.
The brand trust model, which treats the phenomenon from the point of view of a
complex subject and object trust, includes such elements as:
− Brand characteristics,
− Brand reputation, brand predictability, competence brand,
− Company characteristics,
− Confidence in the company, the company's reputation, perceived motives
company,
− The integrity of the company,
− Consumer brand characteristics.
The similarity between the consumer and the brand personality, liking the brand,
brand experience, satisfaction linked with the use of the brand may be observed within the
reference group [Power, Whelan, Davies 2008].
2.

Brand Loyalty

The second described marketing scale is Brand Loyalty – it consists of four statements and a
seven-point response scale which are needed to assess a person’s tendency over time to
purchase a specified brand within a specified product category [Bruner 2001].
Items of this scale:
1. How much would you say you like or dislike the brand producer?
Two possible answers: Dislike very much or like very much
2. When you buy product, to what extent do you buy the brand?
Two possible answers: Never buy or always buy
3. When you buy the product, to what extent are you “loyal” to the brand?
Two possible answers: Never buy or always buy
Based on the above example this scale can describe the situation when a potential
consumer buys products from the same supplier repeatedly rather than from manufacturers
[American Marketing Association Dictionary 2011].
Two types of brand loyalty can be distinguished. First of them is spontaneous e.g.
the consumer is repurchasing the same brand when another vendor is closed or because of
different adversity or the lack of alternatives. This situation is called spurious brand loyalty.
Second type of brand loyalty occurs when customers strongly believe in the power of the
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brand, when they have strong attitude to repurchase products of this brand. Moreover, some
of them can pay more for products only because of the belief that this product was created
by a given producer. The real value of the product could be lower than it should be for such
a high price. It is called true loyalty [Dick, Kunal 1994].
Philip Kotler defined four patterns of consumer behaviour:
− Hardcore Loyals – the group of consumers who buy products of one brand all the
time.
− Split Loyals – the group of consumers who are loyal to several brands e.g. two or
three different producers.
− Shifting Loyals – the group of consumers who are temporarily loyal because they
move from one brand to another from time to time.
− Switchers – the group of consumers without loyalty who look for something
different or just would like to buy products during sales or as bargains [Kotler
1991].
Factors which are influenced on the level of loyalty are brand trust (which is
described above in the first point), customers’ satisfaction of the product or customers’
perceived value. The main benefit of brand loyalty for a company is lower sensitivity to the
price [Dawes 2009].
The main features of achieving brand loyalty are market stability, opportunity to
introduce changes and flexible environment. First, a stable market includes clear brand
leaders who are very well placed in comparison with competitors. Secondly, due to massive
investments the market will be changed. Stability is the natural status of a market, but some
changes stimulate the market and environment [Reichheld 1996].
Some examples of brand loyalty are presented below.
The first example is Marriott Rewards, the type of a guest loyalty programme
organized by Marriott International, an American company which manages portfolio of
hotels, founded by J. Willard Marriott in 1927. The first big event in history of this
company was opening the root beer stand in Washington D.C. Thirty years later the
company launched its first hotel in Virginia. Due to this programme customers can collect
special points and then exchange them through special discounts, promotional codes, room
upgrades or gifts [Marriott Corporate Business Information].
Another case of brand loyalty is Pepsi Stuff, a major loyalty programme which
PepsiCo launched in North America in 1996. Later they spread this programme around the
world. Consumers had to collect Pepsi Points and later they purchased hats, bags, T-shirts or
bikes from special Pepsi Stuff Catalogue. PepsiCo produced around 200 million of
catalogues per year, billions of Pepsi points and the extended range of free merchandise
[New York Times, 1996].
The last example of using brand loyalty is My Coke Rewards – the biggest
competitor of the programme which was described above, but launched ten years later - in
2006. Clients entered codes which they had found on especially marked packages of CocaCola products. Then codes were converted into virtual points. These points could be
redeemed by members for various prizes. Nowadays points can expire after 90 days of
inactivity in user’s account. A member of this programme has to add some points or claim a
prize [PR Newswire 2006].
These types of loyalty programmes are perfect marketing manipulation, the type of
encouragement to buy more products and frequently.
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Figure 1.6.1. A Model of Brand Loyalty and Brand Performance
Source: [Chaudhuri, Holbrook 2001]

Figure 1.6.1 presents certain product level category-related control variables
(hedonic and utilitarian values) and certain brand-level control variables. The product
category will influence the brand’s results (e.g. trust in brand or brand performance). The
schema theory and categorization confirm the statement presented above. These theories
contend that a product can precede thoughts or feelings about brands in the same product
category. According to the categorization theory, the knowledge of the product category
determines the type of assessment that evokes the brand’s stimulus [Chaudhuri, Holbrook
2001].
3.

Tolerance for Ambiguity

The construction of this scale is a twelve-item, seven-point Likert-type scale measuring the
degree of openness one has in general toward stimuli which are less than clear, puzzling, or
indefinite. This scale includes the list of items below:
− I like movies or stories with definite endings.
− I always want to know what people are laughing at.
− I would like to live in a foreign country for a while.
− A good job is one where what is to be done and how it is to be done are always
clear.
− I tend to like obscure or hidden symbolism.
− It really disturbs me when I am unable to follow another person’s train of
thought.
− I am tolerant of ambiguous situations.
− A poem should never contain contradictions.
− Vague and impressionistic pictures appeal to me more that realistic pictures.
− I don’t like to work on a problem unless there is a possibility of coming out with
a clear-cut and unambiguous answer.
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− Generally, the more meanings a poem has, the better I like it.
− I like parties where I know most of the people more than ones when all or most
of the people are complete strangers [Bruner 2001].
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Figure 1.6.2. Typology of visual rhetoric showing classification of ad examples
Source: [Phillips, McQuarrie 2004].

The figure 1.6.2. shows how differently constructed visual rhetorical figures can be.
The figure consists of a matrix: cells produced by crossing two dimensions: (1) visual
structure which refers to how these two elements that make up the visual rhetorical figures
are physically pictured in the ad, and where three possibilities can be distinguished (lists,
mergers and exchanges); and (2) measure the importance related to the purpose or cognitive
focus required for the understanding of the image, there are three possibilities again (calls,
comparing similarities and the comparison for the opposition). Consequences typology
provides that there are nine fundamentally different types of visual rhetorical figures
[Phillips, McQuarrie 2004].
4.

Product quality

The scale is composed of six five-point Likert-type statements attempting to capture a
consumer’s general sense of the quality of a specified brand.
Below there is the list of items which this marketing scale includes:
− ….. is of high quality,
− the likely quality of … is extremely high,
− the likelihood that … would be functional is very high,
− the likelihood that … is reliable is very high,
− … must be of very good quality,
− … appears to be of very poor quality [Bruner, 2001].
There are many types of quality definitions e.g. philosophical (based on Plato’s,
Cicero’s, Aristotle’s works) and technical. Some examples of the latter are presented in
Table 1.6.2.
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Table 1.6.2. The quality in technical terms
Author
The content of the definition
S. Dulski
The only rational concept of quality is the technical quality of the product and
production,
deduced from tangible product features
W. Krencik
Quality is the set of features for each item on the level of modernity,
reliability, utility performance, efficiency, durability, shape, color, aesthetics,
tastes like fashion. All of these characteristics of the product can be further
considered from the point of view of product design, technology, applied
raw materials, surface finish
B. Miszewski
Quality is a set of physical characteristics, so that it is designed to meet the specific
needs of human
B.A. Dubowikow
Industrial product quality is commonly understood as the whole property
determining its suitability for intended use
R. Chwieduk
The technical quality of the product is determined by its physicochemical
properties. It is also a function of the material characteristics of the product
B. Oyrzanowski

Quality is a set of physical, chemical, biological etc. parameters which characterize
the product and distinguish it from other products

Source: [Bielawa 2011]

Moreover, there is also the following definition of product quality: according to the
detailed approach called small “q” the product is good for sale, but according to more
general approach called big “Q” the product is seen as a group of products for internal and
external customers [Bielawa 2011].

customer requirements
- regulation requirements
- competition
- the possibilities

planned
quality of
product

planned
quality of
realization
process

quality of
realization

service
quality

Figure 1.6.3. The quality of the product life cycle - the quality chain
Source: Based on [Bielawa 2011]

Operational quality, also known as the quality of the product in use, is a measure of
satisfaction which sustains a user in connection with the possession and use. It is the level of
compliance in the area of post-service products with the requirements of the project. The
quality of service is the ability to maintain all the characteristics of the product as it provides
its complete utility in the long term. Taking into account the multidimensional nature of
quality, five areas have been identified:
− Absolute quality ("innate" perfection of the product) is a state of perfection for
distinguishing a great quality from poor quality; (...) The quality achieves the
highest standards as opposed to being satisfied as something sloppy or dishonest
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− Relating to the quality of the product, and more specifically to "the sum of the
evaluated attributes of the product”. Therefore, it is a precise variable measurable.
− Quality related to the preparation in terms of the extent to which a certain
product complies with the design or specification as "the compliance with the
requirements of the product design.
− Quality related to the user (based on the subjective assessment of the consumer
usability of a product) is "the ability to use" property characterizing the
suitability of the product for the smooth performing the function expected of
users. Quality is the "expected degree of homogeneity and reliability, at the
lowest possible cost and matched to the requirements of market.
− Quality relating to the value of the degree of perfection with acceptable price and
volatility control at an acceptable cost. Quality is, thus, the cause of changes in
customer requirements, the acceptable level of price or cost of the purchase or
use of the product [Bielawa 2011].
Conclusion
Marketing scales include some guidelines which define how to build a research and an
interview with respondents. There is a special list of questions and scales which can
evaluate results. These methods are useful in brand research, brand perception and brand
awareness. The perception of the brand on a market depends on many conditions. It is very
hard to clearly define how brand A is perceived, and if it is better or worse than brand B. It
is not only the perception of a brand - it applies to specific products or product lines, but
also to the organization as a whole. In addition to functionality, customers expect intangible
assets accompanied by products and services. Brand perception study is carried out using
the greatest possible variety of test methods. This ensures the collection of data from
different sources and perspectives. A research is a multi-step process. The following four
marketing scales - trust in brand, loyalty brand, tolerance for ambiguity and product quality
- are only a few examples of marketing scales.
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1.7. PRACTICAL ASPECTS OF SUPERVISION AND CONTROL SYSTEM
ON ORGANIC PRODUCTION IN POLAND
Introduction
Nowadays consumers are highly careful about food. They are more and more aware of food
safety and pay more attention to quality of bought products and prepared meals. On the
other hand, this interest goes hand in hand with the growing fear of food containing
chemical preservatives, pesticides or GMO. It can be a result of some recent food scandals
in Poland – especially the case of the content of industrial salt in food, horsemeat in beef
products or foul fish offered for sale (http://msp.gov.pl). This is why alternatives such as
organic products become not only popular but also very desirable.
Only one problem has to be solved – consumers have to be sure that products labeled
as organic are made according to particular rules and requirements. Moreover, they need to
know the way of organic food labeling so as not to confuse organic products with others. An
unsure consumer contributes to the reduction of credibility of organic production making it
less reliable and trustworthy, meanwhile consumer knowledge can be the key to expansion
of organic production [Healy, Figurska 2013].
1.

Organic production – theory and statistics

Organic production is an overall system of farm management and food production which
puts the highest emphasis on environmental protection and, with regard to livestock
production, animal welfare considerations. It avoids or largely reduces the use of synthetic
chemical inputs such as fertilizers, pesticides, additives and medical products. Organic
farming combines best environmental practices, a high level of biodiversity and the
preservation of natural resources as well as the application of high animal welfare standards
and a production method in line with the preference of certain consumers for products
produced using natural substances and processes. The organic production method, thus,
plays a dual societal role as on the one hand it provides for a specific market responding to a
consumer demand for organic products, and, on the other hand, it delivers public goods
contributing to the protection of the environment and animal welfare as well as to rural
development [Fossel 2014; Hansen 2010; Darnfofer et al. 2010].
Organic farming is one of the fastest growing sectors of agriculture in the European
Union. This trend is clearly visible in Poland, too. We can notice a constant growth rate in
the number of areas used by organic farms. This is reflected by the increase in the supply of
high quality organic agricultural products.
In 2002 in Poland the share of organic farming in the total area of agricultural crops
was only about 0.3%, while the average for the countries of 'the old' EU was 3,3%. The
share of organic farmland in Poland currently has risen to 4%.
In the period 2003-2013 the number of organic farms in Poland increased more than
11 times from 2,286 in 2003 to nearly 26,600 in 2013 (Fig. 1.7.1). In 2013 the number of
organic farms was 26 598, most of which being organic farms in the regions of Warmia and
Mazury
(4235),
Zachodniopomorskie
(3640)
and
Podlaskie
(3407)
(http://www.minrol.gov.pl/Jakosc-zywnosci/Rolnictwo-ekologiczne).
According to the available data by the Eurostat, in 2012 Poland took the 3rd place in
the European Union in terms of the number of organic farms. In the first place was Italy –
43,852 farms in the organic farming system - and then Spain - 30,462 farms. Just behind
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Poland the following countries could be found: France - 24,425 farms, Greece - 23,433,
Germany 23,032 and Austria 21,843 (http://appsso.eurostat.ec.europa.eu).
30000
25944 26598 26251
25000

23449
20956

20000

17423
15206

15000
12121
9194

10000
7182
3760

5000
2286
0
2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

Figure 1.7.1. Number of farms in organic agriculture system in Poland in the years 2003 -2014
2014
Source: Based on (http://www.minrol.gov.pl/Jakosc
http://www.minrol.gov.pl/Jakosc-zywnosci/Rolnictwo-ekologiczne)

In 2012 the average size of an organic farm in Poland varied regionally and ranged
from 10.01 ha inn the Malopolska province to 42.59 ha in Wielkopolska. In 2013 the average
size of an organic farm was 25.19 ha.
In the period 2003-2013
2013 ecological lands increased 11 times from 61,000 ha in 2003
to nearly 670,000 ha in 2013. The area used in accordance with
with the rules on organic farming
in 2013 amounted to a total of nearly 675,000 ha (http://www.minrol.gov.pl/Jakosc
http://www.minrol.gov.pl/Jakosczywnosci/ Rolnictwo-ekologiczne
ekologiczne).
In the structure of agricultural land in 2012 dominated meadows and pastures
(35.3%), fodder crops (33.7%) cereals
cereals (18.6%), fruit and berry (8.9%), vegetables (1.4%),
legumes for dry seeds (0.9%), industrial crops (0.5%), potatoes (0.4%) and other crops
(0.3%).
In the period 2003-2013
2013 the number of organic processing plants increased more
than 18 times from 22 inn 2003 to 407 in 2013. It should be noticed that the number of
organic processing plants in Poland is very low if compared with the number of organic
processing plants in Western European countries, e.g. in Germany the number of organic
factories is 9183, France - 8957, Italy - 5873, Spain – 3697, the UK - 2052 and the
Netherlands – 1035 (http://appsso.eurostat.ec.europa.eu
http://appsso.eurostat.ec.europa.eu).
Most organic farmers operating in Poland in 2012 were involved in the processing of
fruit and vegetables - 31.60% and in the production
production related to the milling of cereals - 23.6%,
in processing meat - 7% - and milk - 4.7%.
According to the data from 30 November 2014 in Poland there were 26 251 organic
producers under the control of the certifying units. The number includes 25 613 farms. It is
about a 1% increase in the land and about 3% increase in the number of farms if compared
to 2012 (http://www.minrol.gov.pl/Jakosc
http://www.minrol.gov.pl/Jakosc-zywnosci/Rolnictwo-ekologiczne
ekologiczne).
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Big time-consumption and little productivity in organic farming does not encourage
a shift to the mode of production in spite of the growing demand for the organic food
market. A farmer or processor with ecological features has a smaller range of means of
production, and bears significant risk of producing that food. It may, however, be
minimized by the introduction of new green technologies and proven systems to take action
at the national level. Such a document is the Framework Action Plan for Organic Food and
Farming in Poland in the years 2014-2020. As it clarifies the prospects for the development
of organic farming system and actions that should be taken in order to enhance the
competitiveness of organic farming in Poland. The document is also supposed to contribute
to an increase in the supply and availability of organic foods on the market. The authorities
responsible for the realization of this plan are the Ministry of Agriculture and Rural
Development and the units subordinated to or supervised in order to achieve its objectives.
The determinants of development of organic farming in Poland include:
− increasing the competitiveness of organic farming and developing the supply of
organic food on the market,
− stimulating the development of the processing of organic products,
− diversifying and strengthening the distribution channels for organic products,
− increasing consumer awareness about organic farming and organic food,
− increasing the level of cooperation between operators in the sector of organic
farming,
− including bodies of central and local government in the development of the
organic farming sector,
− maintaining a high level of control and certification of organic products
(http://www.minrol.gov.pl/Jakosc-zywnosci/Rolnictwo-ekologiczne).
Their effective implementation in practice will influence and shape the future of organic
production in Poland.
2.

Legal framework on organic production

2.1. Council Regulation (EC) No 834/2007 of 28 June 2007
The main document defining the principles of organic farming in European Union (EU) is
Council Regulation (EC) No 834/2007 of 28 June 2007 on organic production and labeling
of organic products and repealing Regulation (EEC) No 2092/91. It defines the aim, scope
and definitions, objectives and principles for organic production, production rules, labeling,
controls, trade with third countries, final and transitional rules. There are four main
objectives which can be specified [Council Regulation (EC) No 834/2007]:
− sustainable development of organic production,
− effective functioning of the internal market,
− fair competition,
− protecting consumer interests.
2.2. Commission Regulation (EC) No 889/2008 of 5 September 2008
The detailed rules for the implementation of Regulation (EC) No 834/2007 are contained in
Commission Regulation (EC) No 889/2008 of 5 September 2008 laying down detailed rules
for the implementation of Council Regulation (EC) No 834/2007 on organic production and
labeling of organic products with regard to organic production, labeling and control. The
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regulation determines the rules of collection, production, processing, packaging, transport
and storage of products. It details also conversion and exceptional production rules, the
principles of labeling, controls and transmission of information to the Commission
[Commission Regulation (EC) No 889/2008]. Detailed rules for the import of organic
products from third countries are detailed in a separate regulation.
2.3. Act of 25 June 2009 on organic farming
Since Poland accessed the EU, the implementation of EU regulation on organic farming
have been obligatory. The Polish Act on organic farming was released on 25 June 2009 and
was last amended on 28th January 2015. The aim of the Polish Act on organic farming is to
define the tasks and responsibilities of public authorities and agencies for organic farming in
the area of implementing the Regulation (EC) No 834/2007 [Babicz et al. 2014].
3.

Supervision of organic production in Poland

3.1. The Minister of Agriculture and Rural Development
The control and certification system on organic farming in Poland includes The Minister of
Agriculture and Rural Development (MARD), Agricultural and Food Quality Inspection
and authorized certification control bodies (http://www.ijhar-s.gov.pl). MARD is mainly
responsible for the authorization of the control bodies in Poland at their request. The
decision declares the scope of the authorization and informs about the identification number
assigned. Certification bodies can be authorized to conduct controls and to issue and revoke
certificates on six different fields:
− organic plants and livestock production,
− collection of wild plants,
− beekeeping,
− aquaculture and seaweeds production,
− processed products and feed or yeast production,
− placing products on the market including products imported from third countries.
If a certification body does not meet the requirements, MARD is obligated to deny a
request for an authorization or to revoke an authorization [Act of 25 June 2009].
3.2. Agricultural and Food Quality Inspection
The Agricultural and Food Quality Inspection (AFQI) is subject to MARD. It is divided into
central and voivodeship level in accordance to the structure presented in Figure 1.7.2
[AFQI].
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Chief Inspector of
Agricultural and
Food Quality

Chief Execute
Officer

Substantial Units

Deputy Chief
Inspector (2)

Voivodeship
Inspector (16)

Substantial Units

Substantial Units
Central Laboratory
in Poznań + 5
Specialized
Laboratories

Figure 1.7.2. Structure of the Agricultural and Food Quality Inspection
Source: [AFQI]

One of statutory tasks of the Inspection is the supervision of the organic farming
system in Poland. This responsibility includes the supervision of the authorized organic
certification control bodies and of organic production. In the case of any incompatibility or
irregularity the Chief Inspector requires the implementation of appropriate corrective
actions and may demand any further information as well as data relating to the supervision
the Chief Inspector is responsible for. The AFQI has also other duties, e.g. organizing
exams for organic farming inspectors [Act of 25 June 2009].
There are some authorities that cooperate with the AFQI in the supervision of
certification bodies and organic production:
− Trade Inspection,
− Veterinary Inspection,
− Main Inspectorate of Plant Health and Seed Inspection,
− Authorized and accredited certification bodies for organic agriculture
(http://www.minrol.gov.pl).
3.3. Authorized certification bodies for organic production
Every operator who produces, prepares, stores or imports products from third countries or
which places such product on the market shall, prior to placing any products as organic or in
conversion to organic on the market must notify of their activity to the competent authorities
of the Member State where the activity is carried out [Council Regulation (EC) No
834/2007]. According to the Polish Act on organic farming those competent authorities in
Poland are certification bodies.
To have the right to conduct controls, issue and revoke certificates, a certification
body not only has to be authorized by MARD but also is obligated to be accredited by The
Polish Centre for Accreditation. In the past certification bodies had to fulfill the rules of the
standard entitled PN-EN 45011:2000 General requirements for bodies operating product
certification systems to gain the accreditation,. In September 2012 the new standard was
published: ISO/IEC 17065. It replaced EN 45011 and ISO Guide 65 according to which the
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accreditation was granted. The International Accreditation Forum has agreed on the
transition period as three years [http://www.ukas.com, 2015]. As a result of the agreement
The Polish Centre for Accreditation published a statement on 24th July 2013 on changes in
accreditation requirements for product certification bodies resulting from the publication of
the new PN-EN ISO/IEC 17065:2013 standard. A deadline for the adjustment process was
established to 15 of September 2015 (https://www.pca.gov.pl). By that time every
certification body is required to implement the requirements of the new standard. Since 14
of May 2014 there have been ten certification bodies authorized by MARD. They are
presented in a table 1.7.1.
Table 1.7.1 Authorized certification bodies list
Scope of the authorization
Placing
products on
Processed
the market
Organic
Aquaculture
The
The name of a
Collection
products
plants and
and
including
body certification body
of wild Beekeeping
and feed or
livestock
seaweeds
products
number
plants
yeast
production
imported
production
production
from third
countries
PL- EKOGWARANCJA
X
X
X
X
X
X
EKO-01 PTRE Sp. z o.o.
PLPNG Sp. z o.o.
X
X
X
X
X
X
EKO-02
PLCOBICO Sp. z o.o.
X
X
X
X
X
EKO-03
PLBIOEKSPERT
X
X
X
EKO-04
Sp. z o.o.
BIOCERT
PLMAŁOPOLSKA
X
X
X
X
X
X
EKO-05
Sp. z o.o.
Polskie Centrum
Badań i Certyfikacji
PLS.A.
X
X
X
X
X
X
EKO-06
Oddział Badań i
Certyfikacji w Pile
PLAGRO BIO TEST
X
X
X
X
EKO-07
Sp. z o.o.
PLTÜV Rheinland
X
X
X
X
X
X
EKO-08 Polska Sp. z o.o.
PLCentrum Jakości
X
X
X
X
X
X
EKO-09 AgroEko Sp. z o.o.
X
(excluding
placing on the
PLSGS Polska
market organic
X
X
X
EKO-10
Sp. z o.o.
products
imported from
third
countries)
Source: (https://bip.minrol.gov.pl)
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4.

Non-compliant products – information exchange system

4.1. Measures used in the case of suspicion of infringements and irregularity
There are specified regulations in the case of a suspicion of any irregularity connected with
organic products. Member States are obligated to take whatever measures and sanctions are
required to prevent fraudulent use of terms referring to organic production. Every time an
operator considers or even suspects that a product is not in compliance with organic
production rules they shall initiate a proper procedure. A dubious product cannot be offered
for sale as an organic product – it applies to every product that they had produced, prepared,
imported or received from another operator. There are two ways of solving the problem: the
procedure should lead to withdrawal from the product any reference to the organic
production method or to separate and identify the product. Every time a suspicion takes
place the operator is obligated to inform the proper control body. It is one of the most
important element of the supervision system. On the other hand, any time a control body has
a substantiated suspicion of the operator’s intention to place on the market a product which
is not in compliance with the organic production rules labeled as organic, the control body
can set a period of time the operator may provisionally not market a product with a
reference to organic production method [Commission Regulation (EC) No 889/2008].
All Member States are obligated to establish documented procedures in order to
enable information exchange between all control bodies and authorities including a
procedure of verifying documentary evidence. Control bodies and other competent
authorities are obligated to exchange the relevant information in some specified situations:
when the operator or subcontractors are under control of different certification bodies, when
an operator changes a certification body or withdraws from the control system. The similar
procedure is executed when a certification body finds irregularities or infringements which
may affect the organic status of products – the information has to be handed on to AFQI
which may require any other information needed. [Commission Regulation (EC) No
889/2008].
Exchanging information is very important not only within every EU country, but
also between different Member States and the Commission. That is why all Member States
are obligated to establish a computer system enabling electronic exchange of documents and
information. In case of a irregularity or infringement found by a Member State referring to a
product with an indication indicating the organic production method which came from
another Member State, or referring to a product imported in accordance with Article 33(2)
or (3) of Council Regulation (EC) No 834/2007, the system should be used to inform other
authorities (including European Commission) without any delay. When a Member State
receives this kind of notification it shall take appropriate action immediately and investigate
the origin of the irregularity [Commission Regulation (EC) No 889/2008].
4.2. Examples of exchange information system working
Organic products can be contaminated with substances not approved for use in organic
farming or unacceptable in food or feed in general. Two of these examples are presented
below.
At the end of 2014 there was a problem with baby food produced by Holle Baby
Food Gmbh Serviceburo. According to Chief Sanitary Inspectorate’s announcement from
17 December 2014 the contamination was found in five types of organic porridges which
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were contaminated with atropine and scopolamine – undesirable natural plant toxins. Those
chemicals are tropane – alkaloids which may naturally occur in some plants, but their
presence in food products is unacceptable (even in conventional food). The ingestion of
these substances may have negative impact on human health as it may lead to dilated pupils,
changes in heart rate, dryness of the mouth, constipation, urinary retention and flushed skin.
However, they are said not to cause long term risk (http://www.foodsafetywatch.org).
After the contamination was found the German producer and distributor started a
procedure to withdraw the organic products from the market. The entrepreneur has
published online a warning about the contaminated products. The Chief Sanitary
Inspectorate has published a list of receivers and distributors of these contaminated products
in Poland. They were offered for sale by 21 different distributors all over Poland, but could
also be sold by other intermediaries or online. The consumers have been warned that these
products cannot be consumed and have to be returned or destroyed (http://www.gis.gov.pl).
In the beginning the way on how atropine and scopolamine had gotten into the
organic products was not confirmed. But later the explanation of the procedure helped to
solve the problem. German authorities used the Rapid Alert System for Food and Feed
(RASFF) to publish the results of the investigation. It was found that the source of the
contamination was millet flour manufactured in Germany with Austrian millet. As it turned
out in the millet provided by the Austrian trader some seeds of datura were found– a
poisonous vespertine flowering plant. These seeds are very similar to the millet seeds, thus,
the separation of these seeds was impossible during sieving process. To prevent such
contamination in the future German manufacturer has started to use a photodetector to
check if there are datura seeds in raw materials and, if necessary, to separate them.
Furthermore, the producer has decided to test every millet flour batch for the content of
tropane alkaloids. The raw materials control was increased by using a binocular by the
trained personnel (http://www.gis.gov.pl).
Almost in the same time, at the end of December 2014 the MARD was informed by
the German authority about the contamination of organic feed with metalaxyl-M, whose
ISO common name is methyl N-(methoxyacetyl)-N-(2,6-xylyl)-D-alaninate. The substance
is used as fungicide for the control of oomycete pathogen. It is approved for use in many
countries (also in Poland), but unacceptable in organic farming [EFSA Journal 2011].
A Polish organic feed distributor bought some part of the contaminated feed.
According to the structure of the supervision system, MARD forwarded this information to
the AFQI and to the certification body responsible for the distributor’s certification process.
The certification body took further control actions immediately – an additional control was
carried out, the use of contaminated feed was banned, and it was recommended to inform all
producers who had bought the product that it is contaminated and unacceptable for use in
organic farming. The whole situation was described by the Undersecretary of State,
Ministry of Agriculture and Rural Development in the speech at the meeting no 87 of the
Polish Parliament on 19 February 2015. The Undersecretary of State said that everything
had indicated that the case was only incidental and had related only to one batch number.
The information was published also in the Polish internal notification system (EKO2) and it
was available for all certification bodies. All of them have launched appropriate procedures
(http://sis.sejm.gov.pl/).
It was the first case in Poland with contaminated organic feed and some lessons have
to be drawn in order to check the accuracy of the information system. When a product is
contaminated with a substance unacceptable for use in organic farming (but approved in
conventional production) the procedure is more complicated – RASFF cannot be used
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because the product is not dangerous for human or animals as it is only non-organic. As in
the example shown above once an irregularity is detected the information is published and
forwarded to the appropriate authority of the country involved.
Conclusion
The share of the organic agricultural sector is on the increase in Poland and in the European
Union in general. It is a response to the changing structure of demand in the food market
and increased interest in natural products. The number of processing plants as well as
commercially available range of organic products reflects it well. Poles want to buy organic
food and usually pay a higher price for it than for conventional products.
Although the contamination can be found in both organic and non-organic food the
organic market is more vulnerable to the appearance of such incidents. Once consumers’
trust is dented it is very hard to earn it again. The warranty of market transparency and
proper functioning is the supervision and control system which should work correctly and
effectively. In the era of globalization, especially the appropriate exchange information
system is important. Every time any suspicion of an irregularity or infringement takes place
the adequate procedure has to be taken. There are two most important interest groups –
producers (or operators) and consumers. Both of them need to be protected and informed. It
means that at every level of the supervision system structure competent authorities have to
be engaged and aware of big responsibility within the scope of their duties and
responsibilities. The supervision and control system in this sector has to be developed and
improved.
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CHAPTER 2
CONCEPTS IN MANAGEMENT SCIENCE SUPPORTING QUALITY
IN AN ENTERPRISE
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2.1. OPTIMIZING PROCESSES BASED ON DIFFERENTIATED CONCEPTS OF
MANAGEMENT
Introduction
Changing economic and political environment, the growing demands of society and the
increasing development of technology cause the situation in which today's companies in
order to survive and to be competitive must supervise and follow these changes. Enterprises’
life cycle analysis [Lisiński, Ostrowski 2006] shows that the vast majority of organizations
are experiencing difficulties that may be overcome by introducing the improvement actions
which are intended to enhance and optimize business processes. These activities may relate
to the entire company or certain aspects of its business, may be spread over time or
extremely intense. Changes implemented in the company assume the form of adaptive
changes in order to adapt to changing environmental or innovative conditions. The aim of
implementing the latter is to obtain a competitive advantage. The nature, scope and rate of
introduction of the planned changes and actions depend, among others, on the following
criteria:
− the economic situation of the company,
− risk appetite,
− previous experience of companies in the field of improvement,
− the involvement of employees,
− the involvement of the top management of companies in the process of change.
The abovementioned criteria are often the basis for the selection of the type and form
of implemented changes. No program of implementing changes is easy or guarantees
success [Luecke 2003]. The present article responds to the concern of many organizations
which is to choose the appropriate concept to optimize the processes of the enterprise’s
management. Therefore, the aim of this paper is to compare the approach with the
optimization and improvement of business processes in the context of the selected concepts
of management. In this article the author discusses the assumptions related to selected
management concepts with the emphasis on process orientation in order to facilitate the
choice of the correct approach.
1.

The necessity of process optimization in the face of changes in the business
environment

Expressions such as a process, process optimization, a process approach and process
orientation were permanently in the minds of managers of most companies. While the
traditional functional orientation in management based on division of labor and
specialization resulting from it [Kunasz 2011] ceased to play such an important role, process
orientation is included in all modern concepts of management. One of the first management
concepts placing great emphasis on process management was the quality management
system described in the ISO 9001:2000 standard (ISO 9001: 2000). Management based on
processes became the basis of the most popular management system in the world which has
been certified more than 1 129 000 times (ISO survey 2013).
PWN Encyclopedia explains the process as an aimed series of events following each
other which are stages, phases, stages of development or transformations [Zawistowski
2001]. Matuszak-Flejszman and Łuczak [2007] defining a process pay particular attention to
the achievement of the purpose and define it as a series of repetitive steps performed by the
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organization in order to achieve the desired effect. Kunasz [2011] stresses the importance of
the use of resources and customer satisfaction process. One of the most frequently quoted
process definitions is the one used in the standards of the International Organization for
Standardization describing management systems, among others, the already mentioned
quality management system ISO 9001. The ISO 9000:2005 Standard defines a process as a
(ISO 9000:2005), a set of interrelated activities or other interacting, which convert the input
into the output. The analysis of numerous definitions of this term shows that they are
characterized by the common aspects that are fundamental for the approach to process
management in an organization. To sum up, a process can be defined as a sequence of
repetitive steps by which the input elements are converted into the output elements to obtain
the desired effect and with the use of certain resources.
The organization in the process approach is considered as a sequence of interacting
processes creating a system focused on creating value for the customer. By contrast to the
traditional approach to management based on the vertical structure and division of labor,
processes extend across organizational structure [Olszewska 2004].

Figure 2.1.1. The functional and process approach in the enterprise
Source: [Gabryelczyk 2006]

It is necessary to be conscious of the fact that there are processes in the organization
regardless of the business management method and leadership awareness. It depends on the
fact whether managers ignore the fact of their existence and will be managed through the
functions and tasks in the hope that everything will go well. The problems of today's
organizations rarely have their source in the imperfections of individual tasks - these are the
problems of the processes and of people who manage the enterprise [Hammer, Champy
1996].
The main goal of any business is to achieve indicators and make profit [Bourne,
Bourne 2011]. To achieve this goal organizations are constantly striving to improve their
competitiveness by improving and streamlining its various components and the whole
processes. The premises for improvement and optimization of processes are usually
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complex and interrelated. They can be discerned in the company’s both internal and
external conditions [Łobejko, Pierścionek 2011]. Among the internal premises of the
processes optimization the following most frequently occur:
− the rapid growth of the company - a change of scale,
− extending the range of products,
− inefficient resource management,
− the high cost of manufacture and storage,
− overgrown administration,
− faulty production planning system,
− an ineffective quality assurance system,
− the inadequate organizational structure,
− business equipment unsuitable to the needs.
The environment in which the company is by no means is stable. Its constant
changes result in the need to adapt to the new conditions by the organization. External
environment changes may relate, inter alia, to [Jurek-Stępień 2011]:
− globalization,
− political changes,
− the development of science and technology,
− the explosive growth of major competitors,
− changes in preferences and requirements of the customers,
− the appearance of substitutes for offered products,
− changes in currency exchange rates,
− opening external markets.
These changes have an impact on the internal processes of the organization, because
it is necessary to adjust all aspects of the business to current conditions. External changes
and their consequences are usually the original source of the need for change, improvement
activities and processes reorganization are. These changes may be permanent or temporary,
therefore, the flexibility of the company is becoming an increasingly important aspect of its
competitiveness in the market.
Among these conditions for process optimization a very important issue has not been
mentioned. Many companies want to improve their processes not due to changes in the
environment or internal problems. For many optimization and improvement is a goal in
itself and at the same time a means of achieving the overriding objective which is to work
out profit. These organizations usually excel in their industries, are leaders and are one step
ahead of the competition. Because of the great diversity of management approaches which
take into account the process orientation it is necessary to discuss and compare them in
order to choose this approach which corresponds to the real needs of the organization. The
following parts of this paper present selected commonly used approaches to management.
2.

Total Quality Management - TQM

Total quality management is a philosophy which similarly to the management system
approach gained its popularity in the late eighties and early nineties of the twentieth century.
This concept is defined in the literature as an approach to the management of the
organization based on continuous improvement of processes grounded on data collected
from the environment and inside the organization [Bramorski et al. 1998]. TQM is an
approach that brings together existing knowledge and experience of the development of
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quality systems, focusing its attention on the client. Quality is achieved thanks to smooth
operation of all processes in the organization, which contribute to the creation products and
services. Processes are a very important element in total quality management, and managing
them is one of the eight fundamental principles of quality management [Łańcucki 2001]:
− customer orientation,
− leadership,
− employee commitment
− process approach,
− system approach to management,
− continuous improvement,
− decision based on the facts,
− mutual beneficial relationships with suppliers.
The beginnings of process management can be discerned much earlier as the
fundamentals of TQM as well as other improvement systems and quality assurance have
their origin in considerations W. E. Deming, P. Crosbyand J. Juran. One of the basic
principles on which the discussed model is based is the principle of continuous
improvement presented by Deming in the form of PDCA circle sometimes called the
Deming cycle (see Figure 2.1.2).

Act

Plan

Check

Do

Figure 2.1.2. PDCA Diagram
Source: [Matuszak-Flejszman, Łuczak 2007]

Total Quality Management is a concept that started the development of system
improvement of the organization as well as their processes. As a result of the popularization
of this management philosophy the management of the organization in the form of the
process became something natural. A reflection of the growing popularity of the concept of
quality management taking into account the process orientation was the increasing number
of certificates of compliance with ISO standards. Today this approach to management does
not have so many supporters, but as it was argued by A. Blikle, a former CEO of Blikle,
when we stop talking about TQM as a unique management method it will become an
obvious standard for most organizations.
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3.

Normalized management
ement systems

International Organization for Standardization (ISO) in 1987 published a standard for
describing the quality management system which was to become in the coming years the
world's most recognized management system. The amendment of the standard
standar conducted in
2000 resulted in the necessity to introduce significant changes in the functioning quality
management systems [Wolniak, Skotnicka 2006]. The third (2000) and fourth (2008)
versions of the standard stressed the importance of the process approach
approach in management so
that to the management system began to be seen as a whole. The quality management
system according to ISO 9001: 2000 was based on past experiences with management of the
organization. In the introduction and the first parts of this standard
standard detailed descriptions
related to process approach and the PDCA model are included. The ISO 9000 management
system is based on process approach (ISO 9001: 2008 p. 0.2), the identification of processes
(ISO 9001: 2008 p. 4.1), the measurement of process
process (ISO 9001: 2008 v. 4.1, 8.2.3) and
their mutual connection (ISO 9001: 2008 p. 0.2, p. 4.2.2). The combination of previous
experiences in the field of process management along with many advantages of the
certification of implemented systems has contributed
contributed to the growth of its popularity. Pacana
and Stadnicka [2009] as well as A. Stabryła [2001] in the benefits of a quality management
system among other things include improving management through the introduction of
process approach and reducing internal costs
c
of quality.

Figure 2.1.3.
3. Popularity certificated quality system based on ISO 9001
Source: (ISO Survey 2013)

The quality management system described in ISO 9001 started a series of
international standards whose basis became process approach. To the
t most commonly
implemented management systems belong the ones developed by the ISO:
− ISO 9001:2008 – Quality management system,
− ISO 14001:2004 – Environmental management systems,
− ISO 22000:2005 – Food safety management system,
− ISO 27001:2013 – Information security management system,
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− ISO/TS 16949:2009 – Quality management systems for automotive industry,
− ISO 13485 – Medical devices – quality management system.
Naturally, management systems that emphasize the importance of process approach
are not only the standards developed by the International Organization for Standardization.
There are many standards, both international and domestic, whose popularity continues to
grow:
− BRC – Global Standard for Food Safety,
− IFS – International Food Standard,
− HACCP - Hazard Analysis and Critical Control Point,
− WSK – Internal control system,
− IRIS - International Railway Industry Standard.
Management and optimization of processes for over ten years are permanently
inscribed in management standards developed by the International Organization for
Standardization. A huge number of worldwide implemented and certified standards based
on process approach have contributed to the growing popularity of process orientation and,
hence, the methods, techniques, and entire management philosophies focused on process
optimization. One of the first and simultaneously most radical concepts is reengineering
which reached its peak of popularity in 1996 through J. Champy M. Hammer publication
"Re-engineering the Corporation: A Manifesto for Business Revolution" which became a
best-seller that was sold in more than two million copies.
4.

Business Process Reengineering - BPR

In 1990s the concept of reengineering became very popular and a lot of attention was paid
to it in both theory and practice of management. As already mentioned, it happened mainly
due to M. Hammer and his best-seller. M. Hammer defined reengineering as rethinking
from the ground up and redesigning of existing processes in the organization in order to
achieve substantial improvement including reduction of costs, increased quality, services
and reducing the time of processes [Hammer, Champy 1994]. Muller and Rupper[2000]
clarifying the role of BPR stress the role of increasing the quality of services, reducing costs
and the duration of tasks. They also point out that reengineering enables us to achieve
productivity growth which is impossible to achieve in the short-term perspectivew, and that
is strategic because of its scope. Hammer [1990] stresses the importance of reengineering in
the following aspects:
− reduction of cycle time,
− the increase in the quality of products,
− reducing the time of supply,
− reducing the cost of production and storage.
Business Process Reengineering and TQM gained popularity among managers at the
same time. Practitioners divided themselves between supporters of slow, but systematic
improvements, and those who prefer to introduce significant changes the effects of which
could be seen in a short time. The Figure 2.1.4 shows the dynamics of in companies using
TQM and reengineering.
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TQM

Time
Figure 2.1.4.
4. The results of process improvement using TQM and BPR
Source: [Hamrol, Musiał 2000]

BPR

Time

BPR is a more radical method the effects of which are more visible because it
focuses not on improving existing processes such as TQM, but asks for their radical
reconstruction and emphasizes the important role of information technology
technol
[Lisiński,
Ostrowski 2006]. Reorganization and reconstruction of processes in a relatively short time,
became a showcase of this management concept which is perceived also as the American
approach to improvement. Another proposal originated from American
Americ industry, more
specifically from Motorola, the Six Sigma system based on meticulous statistical analysis.
5.

Six Sigma

Six Sigma is defined as a program [Eckes 2001], strategy [Lisiński,
[Lisiński, Ostrowski 2006]
a concept [Grudowski, Leseure 2013] which was developed
developed in 1980s in Motorola, but
gained popularity due to the successive deployments, inter alia, at AlliedSignal and General
Electric. This concept is based on precise measurements of processes occurring in the
organization and statistical analysis that have
hav two main objectives:
− The elimination of process variation,
− The elimination of waste occurring in the process.
To meet these objectives several improvement projects in key processes of the
organization are carried out [Lisiński,
[Lisi ski, Ostrowski 2006]. Improvement projects are expected
to lead to the quality assurance at the level of six sigma, the elimination of bottlenecks
bottlene
and
increase profitability and customer satisfaction using the DMAIC cycle (see Figure 2.1.5).

Figure 2.1.5. DMAIC cycle
Source: [Matuszak-Flejszman,, Łuczak 2007]
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− Define – to define the problem, process measurement, describing it,
− Measure – process measurement based on selected criteria, process data
collection,
− Analyze – statistical analysis of the collected data to identify the sources of
problems and bottlenecks,
− Improve – improvement identified areas, the introduction of improvement
activities,
− Control – verification.
Improvement projects play an important role, however, the awareness of employees,
the division of responsibilities and structure of Six Sigma projects are placed in the first
place. An example of the structure of Six Sigma programs is presented in Figure 2.1.6.

Figure 2.1.6. Responsibilities in Six Sigma projects
Source: [Eckes 2001]

The Six Sigma concept is often used to optimize and reduce the variability of
processes, which has been recognized by managers from around the world. A competitive
concept is the Japanese philosophy of process improvement whose attention is focused on
small steps and rational approach to management – Lean Management.
6.

Lean Management

In professional literature there are many indications of Japanese management philosophy,
among others, lean management [Locher 2012], lean thinking [Womack, Jones 1997], lean
production, Toyota Production System - TPS. The origins of lean management could be
observed in the period after World War II when the best executives of Toyota - Taiichi
Ohno, Shigeo Shingo and Eiji Toyoda - using a number of concepts, methods and
management principles developed the original Toyota Production System. In 1980s
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researchers at the Massachusetts Institute of Technology from the US conducted an
automotive industry research focusing, among others, on the effectiveness of Toyota. The
results of their research were surprising [Womack, Jones, Roos 1990]. At that time Toyota
needed:
− half the labor consumption,
− half the production area,
− half the stocks,
− half the time to prepare for production.
Simultaneously, Toyota cars were characterized by a much lower failure rate and the
number of models produced was higher. Therefore, the system was called lean.
Lean management focuses its attention around "muda" which means a waste in the
Japanese language, and all used methods seek to eliminate it. Muda’s greatest enemy and at
the same time one of the best directors of Toyota Taiichi Ohno identified seven types of
waste [Fabrizio, Tapping 2010]:
− defects,
− overproduction,
− inventories awaiting further processing or consumption,
− unnecessary over-processing,
− unnecessary motion of employees,
− unnecessary transport,
− waiting.
Lean management through a set of methods and techniques of manufacturing and
administrative processes optimization seeks the elimination of waste, simplification and
automation of processes in order to [Womack, Jones 2010]:
− comprehensivele solve the customer's problem,
− avoid wasting the customer's time,
− deliver exactly what the client expects,
− provide value exactly where the customer wants,
− provide value when it is necessary,
− provide products without defects,
− deliver products at the lowest cost.
The main principle of which lean management is guided by beyond the already
mentioned elimination of waste is the pursuit to achieve a continuous flow in the process so
called "One piece flow". Continuous flow is defined by the Lean Lexicon [Lean Enterprise
Institute 2008] as producing and moving one item at a time (or a small and consistent batch
of items) through a set of processing steps as continuously as possible with every step
making just what is required by the next step. Continuous flow facilitates rapid
identification of waste and emerging errors as well as reduces the flow time from raw
material to the finished product that contributes to the overall increase of the
company performance.
7.

Comparison of process optimization conceptions

The contemporary market became a customer market of high expectations concerning
quality, speed of delivery and personalization of the product. The market forces companies
to undertake new initiatives aimed at improving the organization and, hence, processes
occurring in it, in order to meet customers' needs in a better way.
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Table 2.1.1. Similarities and differences between conceptions of process optimization
Aspect

TQM

ISO
standards

BPR

Six Sigma

Lean Management

ORIGIN

Evolution of
Japanese
quality
systems

Development
of domestic
management
systems

Process
management
evolution in
USA

Management
system in
Motorola
company

Toyota Production
System

METHODOLOGY

Cycle of
continuous
improvement
(PDCA)

Cycle of
continuous
improvement
(PDCA)

Reorganization
of processes

DMAIC
cycle

Customer value,
continuous flow,
stream value, muda

PROCESS
APPROACH

Improve and
uniform
processes

Improve,
measure, and
uniform
processes

Processes
reorganization
and mapping

Improve flow and
reduce waste

TOOLS

Analytical
and statistical
tools

Analytical and
statistical
tools, internal
audits,

Process
modeling and
simulation

EFFECTS

Increase
customer
satisfaction
and loyalty.
Improves
performance

Save money,
improves
performance

WEAKNESSES

Resourcedemanding,
unclear
methodology,
No tangible
improvements

Increase
customer
satisfaction
and loyalty,
achieve goals,
be a company
with
predictable
quality
No tangible
improvements,
certificate is
not a
guarantee of
quality or
efficiency

Reduce
variation,
measure and
analyze
processes
data
Advanced
statistical,
analytical
and
informational
tools
Save money,
achieve
business
goals and
improves
financial
performance

Improvements
are difficult to
maintain,
resourcedemanding,

Does not
have a
system view,
does not
engage all
employees,
difficult
conception consultant
required

5S, SMED, TPM,
JIT, Heijunka,
VSM

reduce amount of
inventory and
storage area, reduce
cost, improve
quality, reduce lead
time

Tough to
implement in
services, confusion
concerning which
methods are
included in lean
management

While the success with lean management at Toyota and Six Sigma at Motorola and
GE is the main reason for these conceptions no organization was the origin to the terms of
reengineering and TQM. ISO 9001 and other standards were developed by a group of
scientists in International Organization for Standardization, but there was no evidence of its
effectiveness. The main common feature of proposed concepts is the change of the
traditional approach to optimization by enhancing the efficiency and productivity of a single
post, to optimizing and improving entire processes running across the organizational
structure. Similarity, in most of the concepts the importance of employee involvement in the
process improvement through workshops, internal audits, systems for notifying the ideas
(kaizen) are also emphasized. All the compared concepts are focused on delivering value to
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the customer which is particularly noticeable in Lean Management which aims to eliminate
“muda” from processes.
All concepts are based on continual improvement techniques, but in TQM and ISO
standards the improvement cycle is the most widespread methodology. The improvement
cycle is also the basis for Six Sigma improvement projects and in comparison with TQM
consists of 5 steps (DMAIC). The methodology of TQM, ISO standards and Six Sigma are
similar and based on the improvement cycle which in Six Sigma was slightly enlarged.
Reengineering and lean management do not have explicit methodology, but the principle of
continuous improvement and process analysis form the basis of these approaches. Lean
management emphasizes the principles which can be considered as methodologies. These
include value stream, quality at each step, pull system and customer satisfaction.
Process approach since 2000 has become the basis of ISO standards implemented
worldwide. Both the ISO standards and TQM attach importance to the identification,
measurement and determine the interrelationships between processes, however, do not
contain any tools. Improvement projects in Six Sigma are based on the selected processes in
the organization aiming to reduce variation and limit costs while reengineering assumes a
comprehensive rebuilding of business processes. Reengineering and Six Sigma projects
have visible beginning and ending, whereas improving processes using standards ISO, TQM
and Lean Management are continuous in nature. All systems beyond Six Sigma seek to
engage all employees of the organization in delivering customer value and improvements.
Only Six Sigma use managers’ language where financial goals are the most important things
in improvements.
These concepts used a variety of different methods, hence, it is impossible to discuss
all of them in a single publication. These tools serve primarily to identify errors of processes,
waste and the potential for improvement. Their use depends on the scale of the problem, its
causes and potential consequences, for this purpose both analytical, statistical methods and
information technology are used. A variety of available methods allow us to divide them
into tools for planning, implementation, inspection and evaluation of activities. The
complexity of the methods and techniques is also very diverse, ranging from simple
methods, such as 5S till SPC - Statistical Process Control, to more complex ones. While
most approaches have clearly defined tools in TQM it is not clear. However, many
practitioners claim that in TQM a set of methods from a variety of management concepts is
used. The methods used in ISO standards, Lean Management and reengineering are
analytical by their nature whereas TQM, and especially Six Sigma, are based on statistical
methods.
The effectiveness of various approaches for the improvement is not the same. It
greatly depends on the choice of the concept corresponding to the needs of organizations
and then the right tools. The main objectives of used approaches are the optimization of
processes, customer satisfaction and product quality. There is a strong relationship between
quality, customer satisfaction, its locality, and efficient operating processes in the
organization. Among the presented approaches in terms of achieved results Six Sigma and
Lean Management stand out. While the goal of most methods is to increase customer value,
in Six Sigma projects the main objective is to reduce costs and increase the profitability of
the company. These projects are closely linked with the business objectives of the
organization. The effectiveness of Lean Management to a large extent depends on the
broadly understood organizational culture and employee awareness. The reduction of lead
time, the use of pull system, just in time rule and methods of improvement by small steps
contribute to achieving both financial targets in the form of cost reduction and an increase in
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customer satisfaction. The speed of obtaining the results can be very varied and depends on
various factors, however, when it comes to reengineering and Six Sigma projects usually
effects are more spectacular as they are achieved in a shorter period of time.
Conclusion
There is no doubt that today the market belongs to the customer and the only way to achieve
a competitive advantage is the continuous improvement of the organization. Process
management has already taken its roots in companies that now face the challenge of how to
ensure customer satisfaction and loyalty while achieving business goals. But the question
arises, as there are plenty of processes improvement concepts, related to the choice of the
view which would be appropriate for company. The presented concepts have many
similarities regarding methodology, approach to processes and achieving results. However,
they are concentrated on some different business areas. Choosing the right approach is not
easy because as long as the ISO 9001 standard has become an obvious element of many
industries, and many believe that TQM has become obsolete, there are in fact only a few
companies using even such simple tools like PDCA cycle, gauges of processes or internal
audit that underpin of the above concepts. Six Sigma and Lean Management are currently
leading concepts of process optimization that lived to see the combined named LSS - Lean
Six Sigma. Six Sigma offers cost reduction, business goals and management based on hard
data. Even though Lean was initially developed for the manufacturing sector, more and
more often it is possible to encounter successful implementations in the service sector. This
concept does not reject the basic assumptions of continuous improvement introduced by the
standards of ISO and TQM, Lean replaces them with a range of methods and techniques of
improvement as well as introduces principles of management oriented on customer value.
Proper process management and process improvement is essential for sustainable
development of company. It could be easier if the company decides to implement one of the
admitted concepts. Naturally, none of the concepts of process optimization compared in this
article is perfect, but it is important to know them. To conclude, it is evident that
organizations must focus their attention on improving processes based on customerorientated activities as this is the only way to ensure the survival and competitiveness in the
market.
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2.2. THE ROLE OF NORMALIZED MANAGEMENT SYSTEMS IN
INFORMATION SECURITY MANAGEMENT
Introduction
The popularity of using the information and computer technology in every organization has
led to the situation in which there are no barriers to information exchange. The
technological development has allowed both rapid and accurate collection, storage,
processing and transmission of information. This makes information the most coveted
resource in today's world which, consequently, affects its value. Information as the greatest
asset of some companies has become a widespread and true definition. The interception of
information to competitors or media has become a common and real problem, thus, the final
costs of such incidents can be horrendous. The loss of information is not only caused by the
lack of staff competence, but also by the neglect of organizational culture as well as the
application of safeguards which are inadequate to the value of assets.
Information security is a concept that affects issues bordering on technology,
organization and law. Enterprises, despite extensive efforts to protect data, faced with
information security incidents. This is mainly due to the lack of understanding that the
protection of assets affect not only technical factors.
Information security management is a standardized way of reducing the risk of
losing its basic attributes - confidentiality, integrity and availability. It also avoids the
situation in which the organization is exposed to the consequences of failure related to
compliance with the law.
1.

Information as the most valuable asset of today's organizations

Information has been and will be a specific good which may always be distinguished among
other goods. This unique asset has an unusual feature of being able to be shared without
depriving others entities of information. Consequently, the disclosure of information may be
unnoticed or does not cause loss to the organization by itself.
Liderman enumerates three main arguments for which information requires a
specific level of protection without being relative to the entity which it belongs to.First,
information is a commodity of strategic importance. Since the dawn of times people who
owned the necessary information won wars or achieved market success. Similarly, today
information is a commodity that can be bought. Furthermore, it can contribute to the
efficiency and needs to be protected. The author notes that information is a fundamental
element of business processes in any organization. Moreover, the basis for functioning of
almost all corporations is efficient flow of information. Interruptions or falsified information
flow causes a potentially sizable loss for a company. The last aspect of protecting
information is related to laws and the content of agreements between entities [Liderman
2008].
1.1. The essence of information security
Security is a term which is commonly used to define the state of confidence, calm and lack
of external and internal threats. According to the theory of Abraham Maslow, security or
safety is the second most essential human need. Maslow divides safety into two categories
basing on the source of possible threats:
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− internal security which refers to stability and harmony of an organism or entity,
− external security which stands for the absence of risk of other entities or
external factors [Liedel 2005].
The hierarchy of needs theory is the most famous concept regarding the issue of
development, self-fulfillment and human motivation. According to Maslow, there are five
levels of needs: physiological needs, safety needs, needs of belonging and love, needs of
recognition and self-realization. All of those needs are arranged in a pyramid-like scheme,
hence the name - Maslow’s pyramid. The essence of the theory is the fact that a person is
not able to go up the ladder of needs without meeting the needs on the previous level. In this
case it seems to be reasonable to transfer the relationship between the human body and the
psychological background to an organization’s structure, economy and business.
According to Wong and Watt an apt definition of the security of an organization is
the protection of the well-being of an organization in conducting its business affairs and
activities. Security means also the protection of business systems and their data against any
accidental or deliberate risk related to their integrity, accuracy and timeliness [Wong, Watt
1990]. The protection of information is a broad topic and is generally associated with
information security embracing all forms of exchange (including verbal), storage and
processing of information. The so-called teleinformation security concerns narrower forms
of exchange, store and process information is limited to the technical means of
communication - by landline and mobile phones, radios, networks and computer systems.
Teleinformation security concerns information transmitted, stored and processed in
networks and telecommunication systems [Liderman 2008].
It is extremely rare nowadays to run a business without using information
technologies. This could range from a small one-person business based on personal
computer to a large multinational corporation where every element of its numerous business
activities is supported by computer technology [Wong, Watt 1990].
The rapid development of algorithmization processes is observed in fields related to
the broad concept of management. Management responsible for the organization's policies is
forced to make decisions in an increasingly shorter time span. Assistance in the decisionmaking process is based on support programs, access to communication tools or network
resources. Assuming that the management process of the organization is a set of processes,
policies, laws and institutions affecting the way the company is managed, directed and
controlled, the role of research in management becomes essential [Wilczyńska 2010].
1.2. Characteristics of information – information attributes
Both international standards and literature embrace some characteristics of information
which enables their appreciation for the organization in terms of their sensitivity and
criticality. These features are called the attributes of information and according to the
ISO/IEC 27701 standard include:
− confidentiality – the property that information is not made available or disclosed
to unauthorized individuals, entities, or process,
− integrity - the property of safeguarding the accuracy and completeness of assets,
− availability – the property of being accessible and usable upon demand by an
authorized entity.
Confidentiality may also be expressed as the ability to share information for
common use by many individuals and institutions that have a need to use this information
and also the ability not to disclose it to people or institutions which do not have an
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authorized access to the asset. Confidentiality must be maintained during the whole life
cycle of information ranging from collection process, dissemination, storage to the
destruction process. Different types of information require different levels of confidentiality.
It is caused by the fact that only some of the information are owned by a company which
produced them, while others are only held by the organization, therefore, confidentiality
must be maintained by the law.
Integrity of information comprises of two areas. The first issue is the onset of action
with reliable, verifiable information coming from a familiar and trusted source. Integrity is
also assured, i.e. the information is not distorted, degraded or modified by an unauthorized
person. Information integrity is an essential factor in making the right business decisions,
monitoring processes as well as ensuring proper perception and the image of the
organization based on the revealed information.
Availability is also defined as the presence of information and information resources
to ensure suitability for business purposes. Business information must be available only to
those who have a permit granted by the owners of this information [Pipkin 2002].
2.

Information security management systems

Implementation of the Information Security Management System based on the requirements
of ISO/IEC 27001 standard is intended to provide long-term and proper functioning of the
organization in the area of asset management information regardless of the changes taking
place both in the interior and environment.
Organizations which undertake the implementation of standardized management
systems based on the requirements of ISO/IEC 27001 are obliged to apply adequate
organizational and technical solutions and also implement and maintain documented
policies and procedures as a basis of an effective management system.
The basic assumption of this standard is to assess the risk of losing information
security. This allows to develop and apply adequate safeguards aimed at preventing,
protecting and preparing appropriate standards to respond in the event of unauthorized
access to data or alteration of information. The standard applies to all categories of
information, whether communicated inside and outside the organization. The standard also
applies to all types of information: written on paper, transmitted orally, graphically or in a
digital form. ISO/IEC 27001 can be used by any organization regardless of the specific
nature of its business, size, legal status or its processes.
An effective way to ensure the effective protection of information is the
identification and classification of assets which will be protected and to determine the extent
to which it should be protected. The organization must also diagnose the risks that may
result in the loss of basic attributes and estimate the probability of their occurrence, i.e. it
must conduct risk assessment. Assets are not only information, regardless of media type, but
can also be observed as fixed assets and knowledgeable staff. The standard specifies
different ways of monitoring and control of information security. This allows organizations
to choose the most appropriate safeguards with respect to the specificity of their business as
well as to market environment.
2.1. Normalized information security management system – ISO/IEC 27001
The origins of the work on a normalized standard for information security management date
back to the late 80’s of the 20th century in the UK. In 1993 the standard entitled BS PD 0003
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Code of Practice for Information Security Management was published by the British
Standards Institution and the Department of Trade and Industry. The solution from the
outset attracted great interest from representatives of many organizations.
organiza
In 1995 the next issue of the standard was published - BS 7799-1. It
comprehensively dealt with the issue of safety. This study was initiated by 17 corporations
from IT, financial and telecommunications sectors.
The version of the standard BS 7799-2
7799 published in 2002 was another breakthrough.
The new edition of the standard was developed to harmonize it with other management
standards such as ISO 9001 (which is the basis for implementing quality management
systems) and ISO 14001 (environmental management
management system). The most significant change
consisted in the obligation imposed on the organization to conduct a careful assessment of
business risks based on the following indicated factors: loss of data, access of unauthorized
persons, attack by viruses, links
inks to electronic components, breaking into the system and
recovery of lost data. The new version of the standard also introduced the PDCA model as a
part of the approach to creating, implementation, and increase the efficiency of information
security management
agement system in the organization.
The emergence of new versions of the standard in the market is the result of the
work on the development of the system and the desire to popularize the worldwide
information security management system as international standard.
standard. The new designation is
not a consequence of previous versions due to the plan to create a family of ISO security
standards of ISO 27000 series
eries [Łuczak, Tyburski 2010].
The current version of ISO/IEC 27001 Information technology - Security techniques
- Information security management systems - Requirements was published in 2013. The
following graph demonstrates that the number of organizations
organizations certified for compliance
with the requirements of the standard has been increasing. The number of certificates issued
between 2006 and 2013 quadrupled and amounted to more than 22 000 certificates.
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Figure 2.2.1.
1. Worldwide growth of the number of ISO/IEC
ISO/
27001 certificates
Source: Based on (ISO Survey 2013)

The table 2.2.1 depicts more detailed information related to the number of
certificates issued in different regions of the world.
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Table 2.2.1. Number of ISO/IEC 27001 certified Information Security Management Systems on each region
Region

2006

2007

2008

2009

2010

2011

2012

2013

Africa

6

10

16

47

46

40

64

99

Central / South
America

18

38

72

100

117

150

203

272

North America

79

112

212

322

329

435

552

712

Europe

1064

1432

2172

3563

4800

5289

6379

7950

4210

5550

5807

7394

8788

9665

10422

10748

383

519

839

1303

1328

1497

1668

2061

37

71

128

206

218

279

332

451

East Asia and
Pacific
Central and
South Asia
Middle East

Source: Based on (ISO Survey 2013)

The ISO/IEC 27001 standard is divided into two main areas of application. The main
part of the standard, which allows easy integration with other ISO norms, brings various
system requirements which were grouped in the following chapters:
− Information security management system,
− Leadership and commitment,
− Internal audit,
− Management review,
− Improvement.
The second part of the standard, which is attached as the Annex A – Reference
control objectives and controls contains several requirements which allow the organization
to implement effective Information Security Management System grouped in 14 areas:
− information security policies,
− organization of information security,
− human resource security,
− asset management,
− access control,
− cryptography,
− physical and environmental security,
− operations security,
− communications security,
− system acquisition, development and maintenance,
− supplier relationships,
− information security incident management,
− information security aspects of business continuity management,
− compliance [Łuczak 2014].

91

2.2. Risk analysis as the foundation of information security management system
Risk analysis and risk management considerations should begin with explaining what
exactly risk is. The literature on the subject contains numerous definitions of risk. However,
most of them may be expressed as the size or value resulted in multiplying both the
numerical probability of an event and the value of its consequences or effects.
Risk analysis is a multidimensional concept found in many areas of business
activity. The analysis is carried out, among other things prior to the implementation of large
investment projects or mergers during the design and construction of complex products,
diagnostics and maintenance of equipment as well as insurance activities. All types of risk
analysis boil down to one thing – to studying the impact of various factors, dependent or
independent of each other, the occurrence of adverse events causing potential damage that
may even be fatal crash.
Risk acceptability assessment methods may be divided into three categories based on
the advancement of the process:
− revealed preference – a measure of the acceptability of the new risk associated
with an enterprise are risks existing in the society or other companies. A person
who is involved in the decision-making process needs to have all the available
information related to the risk in order to make a successful decision. For
example, the likelihood of losing money from a bank account is about one in a
million, thus for the customers of the bank the risk is acceptable.
− expressed preferences – various people (aware of both the risks and benefits of
the problem) are asked directly about the acceptability of a particular risk.
− risk and benefits analysis – it is typically an economic procedure which may be
expressed in monetary units based on the relationship between potential benefits
and losses of some actions [Liderman 2000].
The risk management process in information security is to determine the significance
of risks in order to identify the ones that are not acceptable. Subsequently at this stage
specific actions are taken with the view to reduce the probability or the effect of threats.
Therefore, the results of risk assessment depend on the further process of establishing and
functioning future information security management system [Brudlak, Sobczak 2014].
The following graph illustrates the relationship between certain risk management
elements. Information systems consist of the resources that should be protected. All
resources have certain vulnerabilities which may be used by threats. Risk in this case may
be defined as the probability of undesirable use of susceptibility. In order to minimize the
risk safeguards as procedures, good practices, physical protection, software protection and
risk reduction mechanisms are applied. However, none of them guarantees information
security as there always remain residual risks. It may also turn out that a given susceptibility
has no threat that it could be used by [Łuczak 2014].
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Figure 2.2.2. The relationship between the elements of information security risk management
Source: Based on [Białas 2006]

All of the requirements included in the standard in the context of risk management
may be divided into four main categories. Primarily – defining the risk assessment approach
in an organization. In this regard it is essential to:
− indicate the risk assessment method, relevant to the ISMS; define information
security in the context of the organization’s activity as well as legal and
monitoring requirements,
requiremen
− develop criteria of risk acceptance and define the acceptable risk level,
− select the risk assessment method which should assure that the assessment brings
comparable and consistent results.
The second area of risk assessment is linked with the need for an inventory of
information assets held by the organization. The company which wants to prove compliance
with the requirements of this standard should:
− define assets embraced by the ISMS scope and their owners,
− define risks for the assets,
− define susceptibility
bility which may be used by the treats,
− define results of the loss of confidentiality, integrity and availability in relation to
given assets.
Another step required by the standard is to conduct the analysis and assessment of
risk. It is essential to:
− estimate
imate possible damages and business losses in the organization which may
result from an information security violation,
− estimate real likelihood of security violation in the context of significant threats
and susceptibility as well as consequences associated
associated with assets and recently
implemented safeguards,
− define risk levels,
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− decide whether the risk is acceptable or calls for action.
The final step is to identify and evaluate variations of risk treatment. The decision
related to risk treatment may be reduced to:
− application of proper safeguards,
− exploration and acceptance of risk in a conscious and objective way,
− avoiding risk,
− transferring business risks to other participants e.g. insurance companies or
suppliers.
Conclusion
During the construction and implementation of an information security management system
in every organization it is possible to use different methods and source documents – ranging
from corporate documents, collections of "Best practices" to international standards. In the
majority of cases the most attractive option is to build the system on the basis of the
guidelines of international standard. Consequently, the organization ensures that during
creating a system it uses proven and reliable guidance and experience of experts from
around the world. An example of such a standard is the ISO / IEC 27001 international
standard.
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2.3. EFFECTIVENESS OF LEAN MANUFACTURING IMPLEMENTATION
Introduction
The purpose and aim of the Lean Manufacturing concept is to eliminate or reduce
manufacturing waste and, thus, to improve operational efficiency of processes in the
organization. It can be applied to both manufacturing industry as well as to service-oriented
companies.
The Lean Manufacturing is based on rules created in 50’s and 60’s by Toyota Motor
Corporation and is also known as Toyota Production System. Nowadays, the Lean
Manufacturing principles and tools related to this management philosophy are used in many
manufacturing and service organizations in the whole world. Therefore, it is crucial to
evaluate the effectiveness of its implementation.
1.

Lean Manufacturing

According to the Lean Manufacturing concept the improvement of each process starts from
identifying activities which are part of value-adding working from the ones which non-value
adding work consists of [Shingo 1989]. These activities which consume time or resources,
but do not add any value to the product or service can be classified into seven different
categories like: overproduction, inventory, over processing, waiting, defects, transport and
motion [Liker 2004].
Table 2.3.1. Seven forms of waste
Using the capacity beyond the present service or product requirement. An example of
Overproduction this kind of waste is processing before it is actually required, producing too much than
required or faster than needed.
Maintaining inventory that is not directly required for current customers orders.
Inventory
All activities which add more value than customers require– value that a customer is
not willing to pay for. These are examples of activities which can be considered as this
Over-processing kind of waste, because they are performed beyond the expectations: excessive
packaging, packaging semi-finished products, painting areas that never will be seen,
gathering information that never will be used, quality inspection tasks.
An elapsed time between the end of value-adding step or activity and the beginning of
another. A typical example of waiting is the time when workstations are stopped and
workers wait for approving quality of the product by a quality inspector, wait for
Waiting
material delivery from warehouse or other workstations, wait for repairing a machine
after a breakdown.
All defective products or incorrect services which require additional time, cost or work
Defects
to correct it.
Transport
Motion

An unnecessary transport of materials [raw materials, work in progress, finished
products] from one place to another.
An unnecessary physical movement of people or equipment before or after valueadding step like walking, reaching, banding or looking for something.

Source: Based on [Ohno 1988; Dennis 2007]

All activities which your customer is willing to pay for should be considered as
value-adding work. In most cases as a result of these activities products and services have a
new function or a feature that the customer requires. In Lean Manufacturing concept they
have to be “done right the first time” [McIntyre 2009] and this is one of the factors of
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success implementation. There is also a group of activities which are not needed by the
customer, but have to be done to comply with organizational policies or external
regulations. During Lean Manufacturing implementation in this area companies should
focus on improvement, simplification and the reduction of their time if they do not want and
cannot eliminate them. Employee training, preventive maintenance, cleaning and
disinfection, health and safety task are examples of these activities.
Although a lot of companies started implementing Lean Manufacturing and lot of
tools and techniques are available to improve operational performance, there is no single
commonly accepted model illustrating effectiveness.
2.

Effectiveness Evaluation

Effective practice can be defined as an activity whose main aim is to lead to achieving the
intended effect, to a certain extent, i.e. practice which enables or makes it easier to reach the
target or leads to fully or partially achieved goals [Kotarbiński 1959]. Claiming the
implementation of Lean Manufacturing concept as effective is conditioned to achieving
goals intended for particular tools and rules of the Lean Manufacturing philosophy; that is
why the key issue of the effectiveness evaluation is to choose appropriate goals. To assure
that the goals are measurable, clear and concise the SMART method may be used and goals
should be:
− specific – be clearly set out in a specific manner,
− measurable – the results must be measurable in units or in any other exact way,
− achievable – the goal must be realistic in what it sets out to achieve with the
available resources and timeframes,
− relevant – the goal must be relevant to the people responsible for achieving them,
− time bound – the goal must have a due date by when it should be achieved
[Bhandari, Verma 2013].
Lack of measurable goals for the implementation process makes the effectiveness
evaluation impossible to be conducted and then only the general scale of changes in the
organization can be observed. It should be acknowledged that the definition of effectiveness
does not include costs of undertaken actions and processes; therefore, performing the
effectiveness evaluation does not answer the question if the implementation of new
procedures pays off [Mouzas 2005]. This kind of data can be provided by running an
efficiency analysis which measures the ratio between the input that was made to introduce
the new activities, for example the working time which employees dedicate to plan and
perform it, and noticeable achievements accomplished within the company thanks to the
changes [Adamczyk 1995; ISO 9000:2005].
Even though both the effectiveness and efficiency evaluation take into account the
results of undertaken procedures there is no direct relation between those two
characteristics, because of the fact that the implementation process evaluated as effective
might be at the same time considered as inefficient and the other way around, i.e. an
ineffective project can be assessed as efficient. The correlation between effectiveness and
efficiency is shown in Figure 2.3.1.
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Goals
Effectiveness

Results

Efficiency

Resources
Figure 2.3.1. Correlation between effectiveness and efficiency

Planning the effects of introduced changes through identifying measurable goals and
final evaluation is a necessary element of effectiveness analysis of Lean Manufacturing
system and its tools implementation. Although Lean Manufacturing is oriented toward the
improvement of the company’s production capacities the typical indicators of production
and quality, such as: materials performance, work efficiency, work in progress, claims’
value or PPM indicator [parts rejected per million] are able to only partially present the
effects of implementing the concept [Khadem et al. 2008]. This is why it is recommended to
use indicators specific for the Lean Manufacturing system, which allow performing more
in-depth analysis of the elimination process for wastage and mismanagement within the
organization. Additionally, there is no single generally accepted model of correct
implementation of the Lean Manufacturing principles and tools [Amin 2013]. Lean
production can be seen as a combination of tools and practices, some of which were
developed under different management approach such as Total Quality Management and
Just-in-time. The practices include solutions like Kaizen, Pull system, Single Minute
Exchange of Die, Standardized Work, Total Productive Maintenance, Visual Management,
Jidoka, Value Stream Mapping, problem solving tools e.g. cause-and-effect diagram,
histogram or Pareto chart and statistical process control tools e.g. control charts. Obviously
Lean Manufacturing should not be considered a simple set of tools and practices, but a
holistic approach or a culture [Liker 2004] of which implementation also includes training
systems, internal communication, motivation systems, management leadership and many
more. In practice it means that each implementation is unique, as selection of tools and
procedures and the order in which they are introduced is conditioned by the organization’s
specification, its existing problems, wastes and management priorities. This specificity of
the Lean Manufacturing implementation procedures makes it impossible to identify one set
of indicators creating the systematic methodology for evaluating the effectiveness of the
concept which could be applied to each organization [Vienazindiene, Ciarniene 2013].
Effective system for measuring and evaluating the effectiveness of Lean
Manufacturing tools implementation should be oriented towards identified goals for each of
the tools. The starting point for selecting quantitative indicators and demonstrating benefits

97

of the implementation should be problems and issues which lead to choosing the specific
tool. While preparing and selecting the appropriate indicators it is also important to adjust
them to the organization’s current situation and industry specifications. A limitation, which
needs to be taken under consideration, is the necessity of collecting certain data, including
compulsory measurements for assessing the level of accomplishments, so costs of collecting
the data will not exceed the benefits coming from them. Based on the types of chosen
indicators goals should be established which describes the target level of the selected
indicators. In order to do so data from other companies (if they have been made accessible)
or data on initial state of the organization itself can be used as a benchmark for setting the
target levels. Because of the abovementioned specificity of the Lean Manufacturing
indicators this information should be assessed prior to introducing the changes to the
organization. Another important factor influencing the process of setting the aims and
targets for changes coming with the Lean Manufacturing concept is the existence of a cause
and effect relation between the implementation process of particular tools and intended
results. It needs to be examined if the introduced solutions really affect the chosen
measurable target. Obviously the identified goals need to be clear and precise,
comprehensible in light of the final results and creating trust towards reliability and
accuracy of the initial data used for the evaluation. Therefore, the reliability of the final
evaluation is conditioned by the right choice of appropriate indicators (suitable for applied
procedures and tools) and setting levels expected for the indicators to reach. These
expectations create a base for the ultimate goals, which if compared with the assessment of
changes that occurred in the organization, enable undertaking the effectiveness evaluation.
3.

Indicators which can be used for the effectiveness evaluation

The implementation of the Lean Manufacturing concept includes the use of a number of
special indicators which help to present and monitor planned changes within the
organization. Some of them allow for evaluation of an overall status of an enterprise, others
are more targeted towards measuring the effects of the elimination process for certain types
of wastes or introducing particular tools.
First Time Through Indicator [FFT]
FTT indicator presents the level of wastes related to the quality of products by showing the
percentage of products which were manufactured without any rework, repair, retesting,
recalibration or the scrap [Maskell et al. 2011]. The expected and desirable value of this
indicator is 100%, what in practice means that all products manufactured within a certain
period of the time did not required additional work like fixing, reprocessing, retesting, nor
went for scrap. The FTT indicator can be applied to the quality level of products as well as
services. Tools which can be evaluated through this indicator are, inter alia, standardized
work Jidoka rules or Andon system. The FTT indicator can be used for the whole processes
but also for chosen parts of them or for particular positions within the organization.
Dock to Dock Time indicator [DTD]
This indicator measures the period of time from unloading of raw materials to the release of
finished goods for shipment by showing the flow of materials through the organization and
indirectly highlighting wastes connected with material handling and storage [Gamage et al.,
2012]. The indicator is based on the information about the approximate time of storing raw
materials, production time and the approximate time of storing the final products which all
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added up give an approximate time, in hours or days, during which the raw materials flow
through the organization of the production. In order to be able to use this indicator as a part
of the Effectiveness Evaluation the defined target for this indicator should be the reduction
of that time in comparison to the initial data prior the implementation. This indicator shows
wastes caused by material handling and storage but only in regards to production process. It
indicates the relation of the amount of materials and semi-finished products at various
stages of the production process to approximate daily demand. It is important, while using
this indicator as a part of the effectives evaluation, to consider the materials and semi-final
product quantity instead of their value which is a common mistake. This is due to the fact
that improvements connected to Lean Manufacturing are targeted at decreasing wastes
caused by the material storage irrespectively from their value.
Floor Space Indicator
This indicator measures the area occupied by production equipment, storage and
maintenance [Gamage et al. 2012] and it can be used for the effectiveness evaluation of 5S
method and pull system implementation. For this evaluation the goal needs to be identified
as expected reduction of this indicator in comparison to the result achieved before the
implementation of the new systems.
Overall equipment effectiveness indicator [OEE]
The OEE indicator is used for estimating wastes related to the performance of machines and
tools e.g. breakdowns, needed setup and adjustments, reduced speed, start-up wastes,
production rejects or minor stops [Maskell et al. 2011]. OEE breaks the performance of a
manufacturing unit into three separate but measurable components: availability,
performance, and quality.
The availability indicator takes into account down time wastes which includes any
events such as machine failures and changeover time that stop planned production for a
measurable length of time. Availability stands for the ratio of planned production time,
minus break down and recalibration time (Operating Time) to planned production time.
100% Availability means the process has been running without any recorded stops. The
performance indicator takes into account speed loss which includes cases when the machine
cannot perform at its maximum speed. Performance indicates the ratio of Operating Time,
lowered by estimate difference in time gained thanks to machine operating at the maximum
speed (Net Operating time) to actual Operating Time. 100% Performance means the process
has been consistently running at its theoretical maximum speed. The quality indicator
measures quality loss which accounts for produced pieces that do not meet quality standards
including pieces that require rework of any kind. Quality is the ratio of Net Operating Time
minus the estimated time, which would take machine to produce only full quality products,
to Net Operating Time. Quality means there have been no rejected or reworked pieces.
The OEE indicator, as well as any of its components, might be the base for setting
goals for the Lean Manufacturing implementation process; therefore, they can be used for
their effectiveness evaluation. The expected and desirable value of this indicator is 100%,
which represents perfect production, i.e. manufacturing only good parts, as fast as possible,
with no down-time. A world-class OEE value is considered to be 85% or higher [Stamatis
2011].
OEE may be applied to particular workstations, departments or it can be used for the
organization as a whole. Tools that are evaluated through this indicator are, inter alia, Total
Productive Maintenance, Single Minute Exchange of Die, Standardized Work and Jidoka
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Andon system. Mean Time ratio to failure Mean Time to Repair Time is an additional
indicator for the Total Productive Maintenance tool.
Table 2.3.1. Examples of the OEE indicator use
General data
Planned shutdown data
1 shift - 480 minutes [8
maintenance and cleaning
hours]
- 60 minutes
Fastest possible cycle
work break - 15 minutes,
time - 2 minutes
morning production
meeting - 5 minutes
Availability [Av]
400 – 90/400 *100%
= 77.5%

Performance [P]
124/310/2 * 100%
= 80%

Downtime time data
Downtime time – 45
minutes
Changeover and setup
time – 45 minutes

Results
Quality [Q]
93/124 * 100%
= 75%

Quality data
All pieces - 124
Good pieces - 93
Rejected pieces – 1
Reworked pieces - 30

OEE
AxPxQ
= 46.5%

Conclusion
Lean Manufacturing is a continuous improvement methodology focused on identifying and
reducing or elimination the waste of time, labor or material, space or other resources. It
helps to reduce costs in an organization enabling to maintain or lower the prices of offered
products or services, thereby remain profitable. Despite the changing of the organization’s
culture every Lean Manufacturing implementation is based on the same tools and
techniques which enable companies to achieve success. These tools and techniques can be
implemented in any configuration or sequence. When it comes to the Lean Manufacturing
philosophy its tools and principles are very often described in detail in professional
literature. However, the effectiveness evaluation of the concept and particular procedures
are much less frequently discussed by researchers. There is no single model which can fully
measure the effectiveness the Lean Manufacturing procedures. The aim of this paper was to
present chosen indicators which can be used for the effectiveness evaluation of the
implementation of Lean Manufacturing. It is important that the selection of used indicators
need to guarantee coherence with the whole project, as certain tools and practices as well as
the abovementioned indicators affect each other. And even though managers know the
implementation Lena Manufacturing concept is infinite and that the continuous
improvement is the only constant element in this process it is necessary to conduct the
effectiveness evaluation of those activities.
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2.4. SUSTAINABLE LOGISTICS AS THE BASIC MODEL OF A MODERN
PRODUCTION ENTERPRISE
Introduction
In the era of globalization, the paradigm of growth of the consumptive-industrial civilization
reigns supreme. As a result of this phenomenon, man has achieved unprecedented success in
civilizational progress, but at the cost of destroying the environment in which he lives. The
problem of overexploitation of natural resources, pollution, and environmental degradation,
as well as the deepening gap between rich and poor (specifically the countries of the Third
World) and the highly developed countries has long been widely known [Zegar 2007]. One
attempt to restore the characteristic balance of our world was the creation of the concept of
sustainable development, the aim of which is to find a compromise between civilizational
and technological progress. In short, sustainable development can be described as the
economically viable, socially desirable and environmentally acceptable development
(growth) of the economy. This development can be translated to almost all areas of human
economic activity, including the logistics of large production enterprises [Kryk 2004].
1.

The essence of sustainable development

The problem of environmental overexploitation was raised for the first time at the global
level in the 1970’s at the UN conference in Stockholm. The conference led to the creation of
the Declaration of the United Nations Conference on the Human Environment, as a result of
which work was undertaken to define the concept of “sustainable development” in the
economic, legal, social and ecological contexts.
This declaration defines the concept of sustainable development as the right to meet
the developmental needs of the present generation without limiting the rights of future
generations to meet their developmental needs. This definition also indicates that the
civilizational and economic development of the present generation should not come at the
expense of the consumption of non-renewable resources and the degradation of the
environment – for the benefit of future generations which will also have opportunities for
their development [Płaczek 2011].
The official conception of sustainable development was approved during the Second
United Nations Conference “Environment and Development” held in 1992 in Rio de
Janeiro. During the second “Earth Summit” two documents were adopted: the Rio
Declaration on Environment and Development – representing the general philosophy of
sustainable development, and Agenda21– a document setting out the principles and practical
ways to implement the principles adopted at the summit (the contents of both documents are
described in Table 2.4.1.) The keynote of both documents was to achieve three basic goals
of sustainable development:
1. Ecological objective: limiting environmental degradation and removing existing
as well as potential threats to it.
2. Economic objective: satisfaction of basic human material needs, using the latest
technology, without degrading the environment.
3. Humanitarian and social objective – meeting basic human needs (physiological –
such as the elimination of hunger, poverty and misery; providing a sense of
security, healthcare, and the development of culture and education).
The objectives set out in both documents were the basis for the formulation of the basic
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objectives of sustainable development, as described below. These objectives are
complementary to the objectives of development in the traditional sense.
Economic objectives include:
1. Achieving economic stability for the entities which constitute the economy based
on sustainable development.
2. Achieving business profitability.
3. Honest, open, uniform rules for the management of the world’s largest economic
entities (for example: large corporations, global companies etc.)
4. Risk management.
5. The battle against corruption. Fair competition.
Environmental objectives include:
1. Protection of the environment.
2. Pollution prevention.
3. Recovery of waste products. Recycling.
4. Reduction of CO2.
5. Sustainable production and logistics.
6. Control of chemicals.
7. Management of resources and raw materials.
The social objectives can be classified as:
1. The political stabilization of the state.
2. Social solidarity. Business cooperation with local communities.
3. Respect for human rights. Equality.
4. Compliance with labor laws. Fair employment.
5. Safety and health at work.
6. Establishing an appropriate corporate culture [Płaczek 2012].
Table 2.4.1. Description of the issues addressed during the Second United Nations Conference in Rio de
Janeiro
Rio Declaration 1. Establishment of a new, just global partnership through the creation of new forms
of cooperation between states, nationalities and social groups.
2. The set of 27 principles of sustainable development, of which the most important
concern mainly:
− the right of states to use their natural resources,
− ensuring that the activities of any one of the countries that have adopted the
declaration does not adversely affect the environment of another state, or the
area outside the jurisdiction of the state,
− a combination of developmental processes in the state with environmental
protection,
− combatting models of consumption and production that are contrary to
sustainable development,
− promoting appropriate demographic policies,
− the application of an effective environmental law and its enforcement, allowing
for criminal responsibility for the adverse effects of environmental pollution,
− transgenic pollution prevention,
− implementation of the principle according to which the entity polluter pays for
the degradation of the environment,
− implementation of environmental impact assessments, which will facilitate
proper decision-making at the appropriate levels of authority,
− the right of citizens to participate in environmental protection, including access
to information about its condition.
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Agenda 21

1.
2.

Collection of recommendations for governments and international organizations
aimed at integrating global politics with their decisions.
Global program of action for environmental protection, adopted for implementation
in the years 1993-2000. The document consists of 40 chapters and addresses the
following issues:
− social and economic aspects of environmental protection,
− management of natural resources,
− the possibility of implementation of the provisions and principles
of sustainable development.

Source: [Bukowski 2005]

The documents described in the table above are not legally binding. Nevertheless,
they have set forth the appropriate course of action for the implementation of the principles
of sustainable development at the international, national and local levels. Another result of
the second “Earth Summit” were institutional and program changes which organizations
participating in the conference decided to implement, as well as the creation of a new arm of
the UN – the Commission on Sustainable Development (CSD), aimed at coordinating and
monitoring activities related to the implementation of the provisions contained in the
Agenda 21 and preparation of a report on this matter by the end of 1996.
The results of the provisions adopted in Rio were presented in 1997 during a special
session of the General Assembly of the United Nations “Rio +5.” It was revealed that the
majority of member states do not comply with the provisions of Agenda 21. In addition, it
was agreed that further action supporting the ideology of sustainable development should
not be abandoned. In subsequent years, regular events were organized, aimed at solving the
problem of sustainable development. Such events include:
1. Special Millennium General Assembly of the United Nations in New York in
2000, on global security, human rights, the special needs of Africa and
strengthening the institutions of the United Nations.
2. The World Summit on Sustainable Development in Johannesburg in 2002, during
which were adopted two new documents: Implementation Plan and Declaration
on Sustainable Development.
3. UN World Summit on climate change held in Copenhagen in 2009, during which
a global agreement on reducing greenhouse gas emissions was developed.
During the Summit the member states were unable to reach a consensus;
therefore, another Summit was convened, this time in Germany.
4. The United Nations Conference on Sustainable Development “Rio+20”, held in
Rio de Janeiro in 2012, 20 years after 1992’s historic UN conferences. During
the conference the resolutions of the second “Earth Summit” were reaffirmed,
and a global discussion on building a “green economy” and on improving the
coordination of the international system in the field of sustainable development
was launched.
All these developments point to the development and gradual implementation of the
principles of sustainable development [Szadziewska 2010].
Expanding the definition already given to sustainable development, it is a concept
the main idea of which is to preserve the environment and natural resources for future
generations, not only through widely understood environmental protection, but mainly by
changing the model of the development of civilization consisting in developing a more
environmentally friendly model of consumption, changing the system of human values and
such a method of management and development which would allow us to leave the

105

environment in which we live for future generations in a condition no worse than at the start
of our generation. The term “sustainable development” builds on the previously used term
“ecodevelopment”” which was limited to environmental aspects without addressing the social
aspect. In Polish scientific literature sustainable development is also translated as permanent
development, permanent and sustainable development, and also self-sustaining
development. Whatever the terminology, the essence of the term remains the same [Zegar
2007].
The concept of sustainable development is a long-term
long term process, combining 3
elements, each with equal impact on the others: economic development, social development
and environmental protection.

Figure 2.4.1. Components of sustainable development functioning as a whole.
Source: (http://upload.wikimedia.org))

Each of these elements
ements of sustainable development must cooperate with the others, because
despite the fact that clean environment is very important, when it has been achieved at the
cost of higher unemployment or through the creation of a totally new kind of social conflict
confli
it will not be consistent with the concept of sustainable development [Pawłowski 2006]. The
same refers to profit maximization which is the basis of a company’s activities, because the
achievement of economic objectives is a prerequisite for economic and social activity
[Szadziewska 2010].
2.

Sustainable development in logistics of production companies

Sustainable logistics, along with sustainable production, has been cited as one of the most
important areas of concern for sustainable development (point 5 of
of environmental objectives
described in the first part of this article) [Płaczek 2011]. This is not devoid of reason.
Logistics, which is essential to the process of exchanging goods and information, generates
negative side effects associated with environmental
environmental degradation, in addition to generating
financial benefits [Gołębska
ębska
bska 2004]. The scope of sustainable logistics, as an extended
version of traditional logistics, covers all enterprise and operations planning, implementing
and controlling the efficient and effective flow of raw materials, semi-finished
semi finished and finished
products, supplemented by the appropriate flow of information and traditional management
of natural resources and waste, all while taking into account social needs and conditions
[Płaczek 2012].
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The social aspect of sustainable logistics is not particularly different from the social
aspects found in other sectors of company activities. The variable factors are the entities to
which the factors relate. For production logistics, for example, will include production
workers, forklift operators, drivers, warehouse staff, and managers at various levels, except
for suppliers, business partners or other companies’ employees. Therefore, these factors
may be considered in terms of a broader scope – as the social aspects of the entire supply
chain, as well as for the entire enterprise. Corporate social activity can be divided according
to the following criteria:
1. Conducting fair labor practices – respect for human rights and labor rights, the
principles of equality, fair and timely compensation of employees, compliance
with and enforcement of safety and health regulations at work, conducting social
care for employees (bonuses, subsidizing life insurance, medical care, multisport
cards, vouchers and other gift cards), or anti-corruption and anti-discrimination
practices.
2. Conducting practices aimed at cooperating with the local community –
participation in local events, organizing events for employees and/or the local
community, sponsoring charitable activities, or other social projects (e.g. bridge
construction, road construction, financing training courses, vocational training
for the unemployed).
Specific support for corporations’ social activities comes from ethical standards
based on the notion of Corporate Social Responsibility (CSR) applicable to all companies
(such as ISO 26000), or more specific relating to supply chain management: SA 8000,
Ethical Trade Initiatives (ETI), IQNet SR10, BSCI, ICS, WCA [Gruszecka-Tieśluk 2013].
Logistics, like virtually all human activity, is a threat to the environment. Logistics
areas considered environmentally harmful are undoubtedly transport, storage, packaging
and waste management. Thus, the most important challenges for sustainable logistics are:
1. Minimization or elimination of harmful effects on the environment.
2. Prevention of pollution.
3. Efficient management of resources and raw materials.
4. Minimization of the amount of generated waste.
5. Recycling of waste.
In order to meet the above-mentioned assumptions, production enterprises use
modern environmental technologies and modern management concepts.
The concept of the modern environmental technologies (treated as factors of
production) is understood to mean technologies that are relatively less burdensome to the
environment in comparison with other competing technologies. Less burdensome means
generating smaller amounts of pollution, efficient use of raw materials and other resources,
renewed management of waste, and when this is not possible – their safe degradation.
Environmental technologies include not only tools, machines, products and packaging, but
also know-how or the activities/processes, procedures, and instructions based on it. The
application of modern environmental technologies depends on the industry/field that the
company functions in. An example of an environmental technology for the oil industry is
biofuel. Taking into account the phases of the product life cycle and the structure of the
logistics chain, environmental technologies may be divided into the following categories:
1. Acquisition of raw materials (including minerals’ extraction) as a starting
element.
2. Prevention of climate change (e.g. the greenhouse effect) as a secondary process
that occurs at each stage of the chain.
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3. The protection of air, water and soil as a secondary process that occurs at each
stage of the chain.
4. Sustainable production as one of the main processes.
5. Sustainable utilization of waste as a secondary process that occurs at each stage
of the chain [Kurpanek, Skowrońska 2006].
Modern management concepts include any actions (ideology, methods and
techniques) in order to minimize costs, reduce the amount of resources used with effective
time management during work. All of this is to maximize the company’s profit. Currently
the most popular and most frequently used concept in the management of the production
company is Lean Management (Lean Production). In addition to the most important
economic factor, the other important factor of lean management is its beneficial impact on
the environment. Moreover, despite the initial resistance of a large number of employees
(mainly manufacturing, for example production managers do not want to reduce inventory),
there is also some improvement in the social mood and work atmosphere.
The abovementioned subject areas of environmental technologies must be
complemented by issues related to just lean management, i.e.:
1. Lean Manufacturing as a concept supporting sustainable production.
2. Sustainable logistics occurring between the main processes.
3. Lean logistics as a concept supporting sustainable logistics.
4. Collaboration with suppliers and other business partners.
5. Sustainable consumption as a starting point [Płaczek 2012].
Only a combination of the two elements within Responsible Supply Chain
Management (RSCM) enables the achievement of the enterprise’s economic, environmental
and social goals. The short RSCM can be defined as „the management of economic,
environmental and social impacts of the delivery process”. A schematic of the
sustainable logistics chain is shown in Figure 2.4.2. Due to the nature of their work, some
participants in the chain delivery process (sales, wholesalers, retailers and others) were
omitted [Gruszecka-Tieśluk 2013].

Figure 2.4.2. Diagram of a sustainable supply chain
Source: Based on [Ciesielski 2002; Gruszecka-Tieśluk 2013]

Sustainable logistics of the production company can be built on solutions that aim to
disseminate and support actions in the field of sustainable development. Below the author
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presents the most effective and the most widely used methods. The first seven include tools
used both in the concept of lean manufacturing and lean logistics (lean logistics
management). The implementation of these solutions in the manufacturing company has a
direct impact on all aspects of sustainable logistics. The subsequent five are the tools used to
achieve the environmental objectives of sustainable logistics.
1. Elimination of 8 kinds of MUDA (Eng. Waste), elimination of all activities,
actions and things which do not create added value for the internal or external
customer. Eight types of losses can be specified: waste of overproduction, waste
of inventory, waste of defects, waste of waiting, waste of over-processing, waste
of transportation, waste of motion, waste of unutilized employee skills). The
basic tool used to identify waste is value stream mapping (VSM).
2. Just in Time (JIT) – delivery on time, based on reducing inventory of components
(parts), materials and resources to a minimum; production planning based on
immediate requirements. The main benefits of the implementation of the Just in
Time are a freeing of storage space (in the form of frozen assets), reduction of
lead time to a minimum and waste reduction.
3. Just in Sequence (JIS) –sequential delivery, means the supply of raw materials,
semi-finished products and other parts in the correct sequence directly to the
assembly line. Similarly to JIT reduces the required storage space both in stores
and directly on the assembly line and reduces waste.
4. Method 5S – Sort, Set in order, Sweep, Standardize, Sustain; is a tool that
supports the analysis of the processes occurring in the workplace. Its result is the
effective organization of the work, simplifying the work environment, the
elimination of losses/waste, implementing and maintaining order during
production and in the warehouse.
5. Kanban – manufacturing process control method based solely on actual
consumption of materials. Kanban can reduce inventories in the production hall
which are required for optimized performance production. The aim of the system
is to control and reduce the cost of the storage of materials, increasing the
availability of materials and eliminating downtime caused by the lack of required
materials. Kanban tools such as Kanban signals, containers and Kanban cards are
used for this purpose.
6. Teamwork and draw on the experience of employees – the greatest impact on the
success of lean logistics is the involvement of employees and their willingness to
change. Workers are the most knowledgeable about deficiencies and inefficient
processes; thus, the concepts of lean logistics and sustainable logistics take
advantage of teamwork and experience to constantly improve the quality of work
and to eliminate waste [Kubis 2005].
7. Quick Response (QR) – a system that aims to identify the most accurate real
demand/need for final goods produced as well as changes in that demand. In this
way, it is possible to significantly reduce overproduction and inventory, and to
more economically manage limited inventory.
8. Ecomap – a tool designed to identify areas and processes which pose a threat to
the environment (for example: business location, water and sewage, soil and
storage of materials, emissions of odors to the air, noise and dust, energy, waste
management) in the enterprise. Ecomapping is based on a thorough analysis of
the environmental impact of individual processes or other activities performed in
the company which helps in predicting the risks and designing adequate
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measures for their prevention. Ecomapping contributes to three types of
activities: small improvements and new working practices, improving the
environmental issues in a relatively short period of time, investment and
implementation of new environmental technologies.
9. Sustainable logistics chains (SLC) – also referred to as feedback chains, or
chains of waste. They are seen as processes in which the use of environmentally
friendly resources and the products which are a result of those processes after the
end of life are subject to disposal and then reprocessed and reused. Sustainable
logistics chains, compared with traditional logistics chains, are based on the
relationship depending on the model created in the ecosystem functioning.
Participants of a sustainable logistics chain should be located as close as possible
to each other, so as to combine the use of the waste generated in the production
of one company, as a raw material for the production of the second company. In
SLCs, additional processes-not found in the traditional logistics chain--can be
distinguished: gathering, retrieval, sorting, processing and re-use of production
materials. In addition to its environmental benefits, economic benefits include
reducing consumption of resources and raw materials, and reducing the time and
cost of transport.
10. Clean logistics processes – the philosophy according to which processes of
demand, production, distribution and transportation include and provide a
responsible approach to the ways and dimensions of the use of available natural
resources, and through the control and continuous improvement of technology,
supply, manufacture and distribution provide mutual realization of objectives of
each supply chain.
11. Intelligent Transport Systems – systems based on the use of telematics tools
(telecommunications, computer science or information solutions) for transport
(e.g. automatic vehicle identification, autopilots, electronic security ties between
the vehicle and the transport service provider).
12. Logistics centers – are places where most often supply chains intersect. In
logistics centers, in addition to the supply process, other operations for supply
chain participants are also held by logistics operators: carriage of goods,
loadings, transshipment, warehousing, consolidation, complementation and other
services for the planning and production support and other activities related to
logistics distribution based on orders, or long-term contracts with suppliers.
Logistics centers make it possible to purchase logistics services, so thatit is
possible to save space, time, materials, energy and maximize the effectiveness of
their use by customers of these centers [Skowrońska 2008].
Specially prepared management systems based on the requirements of ISO 9001
(Quality management system, ISO 14001 (environmental management system), OHSAS
18001 (Occupational Health and Safety Management System) and EMAS (Eco-Management
and Audit Scheme) can help the company to better understand environmental problems and
the flow of materials and resources. The opinions and the observations of employees as well
as the local community will also be helpful [Łańcucki 2014].
There is no denying that, of all areas of logistics, the most harmful effects on the
environment causes transport, primarily due to the emission of greenhouse gases (carbon
dioxide, methane, CFCs and nitrous oxide) to the atmosphere. Therefore, a separate
paragraph is devoted to this matter.
In the scientific literature on sustainable development one can find two mutually
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intertwined notions: sustainable transport and sustainable transport development. The
concept of sustainable transport is used alternately with the environmentally sustainable
system and environmentally sustainable transport. It occurs most frequently in national and
international strategic documents for the development of transport as well as various kinds
of declarations of this type created and supervised by organizations such as the European
Union (EU), Organization for Economic Co-operation and Development (OECD) and the
National Center for Sustainable Transportation (NCST). The concept of sustainable
transport is defined as a system capable of safely meeting transport needs without
jeopardizing human health and life as well as the environment of the present and future
generations. It is cost-effective, functional, offering alternate and cooperating with each
other different means of transport and supports economic development at the national and
regional/local levels. It limits exhaust emission and waste generation within the ability of
the environment to absorb them, limits the use of renewable resources to the level of their
renewal, reduces the consumption of non-renewable sources while replacing them with
alternative sources of energy, and minimizes the use of land and noise pollution.
The sustainable development of transport is the process of changes in the transport sector
indicating increasing sustainability (increased mobility, availability) reflecting equally the
various economic, environmental and social goals.
In order to limit or eliminate the negative effects of transport (continuing to refer to
transport in the production company), we can highlight some actions aimed at reducing the
burden of transport for both society and the environment through:
1. Fleet management systems coupled with ERP systems (e.g. SAP), used for
example to eliminate empty runs → optimizing truck loading.
2. Creating logistics centers. The introduction of electronic versions of documents
(eliminating 3,6 thousand paper invoices → 1 saved tree).
3. Supporting (disseminating and promoting) alternative forms of transport to road
and air transport, in particular the development of rail transport, water (inland
and marine) transport and multi- and intermodal transport. For example, the
spread of rail transit cars carrying vehicles on railway platforms. The use of
“green” modes of transport also brings tangible economic benefits.
4. Integration of transport systems.
5. Linking primary economic centers using modern transport corridors.
6. The construction of sea motorways [Zegar 2007; Płaczek 2012].
7. Support (dissemination and promotion) of alternative sources of energy (e.g.
LPG, CNG, biodiesel electricity, methanol), for example: electric forklifts in the
warehouse.
8. The tightening of emissions standards.
9. The use of qualitative and quantitative measures of sustainable transport (for
example, transport energy consumption broken down by means of transport).
10. Education and training of drivers on eco-driving (safe and economical driving
techniques). Regular checks on vehicles.
These eco-solutions in the field of transport should be supplemented with ecological
activities in the production area, i.e. regular maintenance of machinery and equipment,
disposal of hazardous waste, the use of energy-efficient equipment, multilevel folding carts
and closed water circuits [Przybyłowski 2013].
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Conclusion
The basic difficulty in the implementation of enterprise solutions based on the concept of
sustainable development is to convince the management board as to the fairness and costeffectiveness of these measures in combination with the primary objective of profit
maximization. Initially a compromise seems difficult that is why in the present article the
author presents a solution how to minimize the production costs, improve the organization
and management of production and logistics as well as environmental protection. The
Management Board seeing the effects of such “sustainable development” will be more
willing to invest in other solutions in this area (modern environmental technologies, staff
training and already proven ecological solutions and also economic management).
Presenting symptoms of the positive effects of the implementation of sustainable
development one cannot miss other benefits resulting from the change in strategy and policy
for sustainable business. Presenting a company pointing out the results of „sustainable
logistics” adds significant value to the company by improving its image and building a
stronger market position, thereby, increasing the competitive advantage of the company.
Customers, suppliers, local administration and the increasingly environmentally conscious
society appreciate the fact of presenting reliable information which increases their
confidence in the business. Many customers treat sustainable policy of the company as
value added to the product they acquire. The implementation of environmental innovation
helps to gain and retain “talents” in the company as well as to improve the quality of our
products. This also leads to the optimization of costs in the long run, for example: reducing
costs resulting from the reduction of waste and saving energy and water. Due to
implementing eco-innovation new opportunities to obtain subsidies for initiated investments
open up for the company [Gruszecka-Tieśluk 2013]. Many currently operating on the
market manufacturing companies recognized the potential that involves implementation of
the concept of sustainable development long time ago. This constantly increasing number of
companies already include such enterprises as Coca-Cola, Procter & Gamble, Unilever,
Samsung, Henkel and Polish Grupa Azoty. On the websites of each of these companies you
can read information on sustainable business strategy or policy as well as on the applied
ecological solutions including logistic1. The concept of sustainable development is currently
considered on a micro-level which means treating the company development strategy on the
basis of three aspects (through the economic, environmental and social goals). The fact is
that the companies do influence the environment in which they operate, having very often
negative influence and causing conflicts among different groups of interested parties.
Therefore, they should take responsibility for their activity and participate in solving
emerging environmental and social problems. For the benefit of the present and future
generations [Płaczek 2011].

1

Coca-Cola: http://www.cocacola.com.pl/zrownowazony-rozwoj.html, Procter&Gamble:
https://www.pg.com/pl_PL/zrownowazony_rozwoj/strategie.shtml, http://ekorynek.com/csr/777zrownowazona-logistyka-w-procter-gamble, Unilever: http://www.unilever.pl/dlamediow/aktualnosci/2012/marco-polo-ultralogistik.aspx, Samsung:
http://www.samsung.com/pl/aboutsamsung/citizenship/oursustainabilityreports.html, Henkel:
http://www.henkel.pl/zrownowazony-rozwoj-102.htm, Grupa Azoty:
http://grupaazoty.com/pl/rozwoj/produkcja.html
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2.5. IMPACT OF ORGANIZATIONAL AMBIDEXTERITY ON PERFORMANCE
Introduction
There are many types of dilemmas that organizations are attempting to address. One of them
is exploration and exploitation dilemma – "one of the most appealing concepts in
management and organization studies“ [Frigotto et al. 2014, p. 15].
It was Robert Duncan [1976] who first proposed the term ambidextrous organization
to name management structures many companies held to deal with mutually exclusive tasks.
Fifteen years later James March [1991, p. 71] explained that it is essential for organizations
to achieve balance between two kinds of different behaviours - exploration that „includes
things captured by terms such as search, variation, risk taking, experimentation, play,
flexibility, discovery, innovation’ and exploitation which „includes such things as
refinement, choice, production, efficiency, selection, implementation, execution”.
Since then researchers have been using the term organizational ambidexterity as a
capability of an organization to „do different things at the same time” referring usually to
exploration and exploitation [Simsek 2009, p. 599]. Although specifc definitions and
approaches vary depending on their authors, there exists common understanding that
achieving the state of ogranizational ambidexterity (balance between exploration and
exploitation) should be beneficial for organizations [Birkinshaw, Gupta 2013]. Focusing
only on exploration may lead to suffering experimentation costs without receiving many
benefits. On the other hand, if organization commits to exploitation with the neglection of
exploration, the development and growth might be stopped [March 1991].
Yet it should be noted that „although near consensus exists on the need for balance,
there is considerably less clarity on how this balance can be achieved” [Gupta et al.
2006, p. 697]. It seems natural that depending on organization background (e.g.,
industry, resources, corporate culture) ways to achieve ambidexterity may differ. There is
also a question about real impact of ambidexterity on firm performance.
The purpose of this article is to verify two hypotheses. The first assumes that there
are different viable methods of achieving organizational ambidexterity. The second claims
that attaining the status of an ambidextrous organization can influence the company’s
performance. The study draws mainly on organizational ambidexterity and explorationexploitation dilemma literature. In the first section scholars’ views on mechanism of
achievieng state of ambidexterity are presented. The second section presents a review of
literature concerning the relationship between organizational ambidexterity and firm
performance.
1.

Ambidextrous organization

Organizational ambidexterity can be defined as „an organization's capacity to address two
organizationally incompatible objectives equally well” [Birkinshaw, Gupta 2013, p. 291].
Since March’s research [1991] organizational ambidexterity has been discussed mostly in
the context of exploration - exploitation dilemma [Almahendra, Ambos 2015].
The core of this discussion is built around the position that explorative and
exploitative processes are very different and yet they compete for the same limited
organizational resources. [March 1991; Gupta et al. 2006]. The trade-off between
exploration and exploitation is perceived as unavoidable and this dilemma has to be
managed to achieve balance between the two [Cao et al. 2009]. On the other hand, some
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researchers treat exploration and exploitation as two independent objects and suggest that
firms can engage in both activities simultaneously instead of managing trade-offs between
them [Gupta et al. 2006].
Therefore, many studies indicate the need for firms to achieve balance between
exploration and exploitation [March 1991; He, Wong 2004; Gupta et al. 2006]. Tushman
and O’Reilly [1996, p. 11] used the term „juggler” to describe the ability to simultaneously
manage different organizational dilemmas. They believe that focusing only on exploration
or exploitation may lead to a short-term success, but in the long term that strategy will fail.
Further studies attempt to address that point of view. There are three main streams of
research concerning how organizations can achieve balance between exploration and
exploitations: sequential approach, structural approach and contextual approach [Simsek
2009; O’Reilly, Tushman 2013]. This section presents a short review of literature
concerning balancing mechanisms in ambidextrous organizations.
1.1. Sequential approach
The sequential approach focuses upon the method of temporal separation in which
corporations alternate between periods of exploration and exploitation [Goossen, Bazazzian
2012]. There is some theoretical background that shifting phases of exploration end
exploitation can secure the balance between them. The core of this strategy is the
assumption that companies pass through periods of extensive exploration and exploitation
while maintaing balance in the long run [Chen, Katila 2008]. In opposition to other
balancing mechanisms there is no equilibrium at each particular moment in time.
There are some advantages of the sequential approach comparing to other techniques.
First, it is easier to concentrate only on one strategy at given moment. The opposing
demands of exploration and exploitation for resources require more complex procedures
and structures. Focusing on one dimension of ambidexterity at a time overcomes these
issues [Chen, Katila, 2008]. Second, there is no need for managers or employees to be
ambidextrous as well (in contrary to other mechanisms). Sequential approach enables them
to specialize in only one type of activities [Goossen, Bazazzian 2012].
In short, the sequential approach excels in dealing with bounded rationality and
allows the structure to remain more flexible. Sequential ambidexterity may be better suited
for stable environments (like service companies’ environment) and for firms that do not
have enough resources to pursue simultaneous ambidexterity [O’Reilly, Tushman 2013].
1.2. Structural approach
The second mechanism to achieve organizational ambidexterity thanks to which the balance
between the exploration/exploitation trade-off is reached „through the simultaneous pursuit
of both using separate subunits [O’Reilly, Tushman 2013, p. 327].
O’Reilly and Tushman [1996] suggested that organizational ambidexterity can be
acquired by establishing two separate structures within organizations. Each of them should
possess its own competences, processess and cultures. An example of such a structure can
be a company with the R&D department that focuses on seeking new opportunities and
knowledge (exploration), and with sales team or manufacturing unit that is responsible for
efficiency-oriented work (exploitation) [Birkinshaw, Gupta 2013].
From this perspective the key to ambidexterity is the ability of the organization to
pursue exploration and exploitation simultaneusly and not through changing their focus as
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in the sequential approach. It is then the task of top managers to develop appropriate
strategies and secure satisfactory outcomes [Jansen et al. 2009]. There are also other
characteristics of the structural approach. For example, several authors examined structural
ambidexterity not only in the intra-organizational context but also from the perspective of
cooperation between different organizations. Rothaermel and Deeds [2004] conducted the
study of 325 biotech firms and proved that alliances with other companies may have
positive effect on both exploration and exploitation. Other sholars pointed out that units
responsible for exploitation are larger and more centralized while exploratory strucures are
responsible only for creating innovations. Accordingly, the latter tend to be smaller and
more flexible [Lavie et al. 2010].
In conclusion, structural ambidexterity mighy be best suited for companies with
abundance of resources, experienced as well as well-trained senior managers and
willingness to cooparate with others.
1.3. Contextual approach
Gibson and Birkinshaw [2004] have developed the third approach to balancing exploration
and exploitation in an ambidextrous organization. They put ambidexterity in an organization
context which „encourages individuals to make their own choices as to how they divide
their time between alignment and adaptability oriented activities.” [Gibson, Birkinshaw
2004, p. 221]. Contextual approach differs greatly from the concepts of structural and
sequential ambidexterity. While the structural approach recommends creation of dual
independent structures for simultaneous chase after ambidexterity, the contextual approach
proposes creation of systems and processes that may enable individuals to consider both
exploitative and explorative aspects of their work [Simsek 2009]. Contextual ambidexterity
“involves creating an organizational context and the organizational stimuli that inspire,
guide, and reward people to act in a certain way” [McCarthy, Gordon 2011, p. 241]. The
structural approach expects that senior executives or subunit top managers will make all
important choices while the contextual approach allows almost every individual to make his
own judgement whether to focus on exploration or exploitation tasks.
One of the example of the contextual approach might be Toyota’s production system
described by Adler, Goldoftas and Levine [1999]. In Toyota employees perform routine
tasks such as automobile assembly (exploitation), but are also encouraged to change their
jobs frequently and seek new experiences to become more productive (exploration). It is the
management system of the company which encourages employees to engage in exploration
and exploitation, and assumes that it is mostly an individual’s decision how to pursue new
knowledge.
2.

Ambidexterity and performance

“Perhaps the most important question addressed by the empirical research is whether
organizational ambidexterity is, as the original theory suggests, associated with firm
performance” [O’Reilly, Tushman 2013, p. 325].
Many organizational ambidextrity studies consider the hypothesis that companies
which underline both exploration and exploitation have better performance than those which
take only one dimension into account [Raisch, Birkinshaw 2008; Tushman, O'Reilly 1996].
Focusing on exploitation may lead to a success trap when company does not explore new
ideas and does not adapt to the changing environment. In the long run it may reuslt in poor
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performance. On the other hand, if a company focuses too much on exploration, it may find
itself in a failure trap, because instead of innovations it develops only new ideas which do
not have the chance to increase company's revenues [Levinthal, March 1993].
On the theoretical level positive influence of organizational ambidexterity seems to
be acceptable. However, operationalization of the concept is not easy since many scholars
provided different definitions and measures. Generally, there are two main categories of
performance measurements in ambidexterity literature - objective (e.g. profitability, sales
growth) and perceptive (e.g. a CEO’s opinion of firm performance) [Junni et al. 2013]. This
section presents researchers’ valuable findings concernig the impact of ambidexterity on
performance.
2.1. Objective measures
He and Wong [2004] empirically tested the ambidexterity hypothesis by answering the
question whether exploration and exploitation can influence firm sales growth. The aim of
their paper was to analyze companies' approach to technological innovation and to test
ambidexterity hypothesis basing on the results. In order to check the ratio of firms'
investment in technological innovation in relation to explorative versus exploitative
objectives and the effects of this strategy on companies' performance, the authors conducted
the research in 206 manufacturing firms. The two strategies – explorative and exploitative have different influence on firm's performance. Two main conclusions can be reached on
the basis of this research. If there is an interaction between explorative and exlpoitative
strategies of the company, it influences sales growth rate positively. On the other hand, if
there is some asymmetry in balance between explorative and exploitative strategies, it has a
negative impact on sales growth rate.
Lin, Yang and Demirkan [2007] moved to another level of study and took into
consideration alliances of firms as one of the forms of exploration and exploitation.
Alliances allow partners to exploit complementary resources, reduce risks and become more
stable. At the same time there is a possibility that allied companies acquire new knowledge
from each other, explore new markets, discover new technologies and adapt together to
technological changes. To answer the question when the ambidexterity in alliance formation
will improve parent firm performance, they used the method of combining empirical
investigation and computational simulation. As a measure of performance the authors used
net sales over current assests. The outcomes of the research proved that large companies in
alliance gain benefits of ambidexterity and increase company’s performance. Secondly, the
outcomes support the argument that positive effects of ambidexterity on performance are
strong for companies in ambiguous environments where they have to be efficient and
flexible at the same time.
Another example of positive impact of ambidexterity on company’s performance
was presented by Auh and Menguc [2005]. They took into account effectiveness and
efficiency as two dimensions of a company's performance. Effectiveness measurements
were profit growth, sales growth and market share growth. The company's efficiency was
measured on the basis of profitability, return-on-investments and return-on-assets. For data
collection they gathered 260 questionnaires from CEOs and senior executives from
companies from different industries (e.g. mining, automotive, chemicals). The averege
company size was 676 employees. The results of the research confirmed that companies
should find the balance between exploration and exploitation, especially in adverse
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environment. The authors underlined the importance of the well-balanced position as costs
associated with neglecting one dimension can weaken the firm’s performance.
In their research Mary Han and Nikhil Celly [2008, p. 335] focused on the
performance of the so-called „international new ventures” (INVs) which are companies that
„are young and internationalize early”. Their drew on a „strategic ambidexterity” concept
proposed by Han [2007]. Strategic ambidexterity is defined as „a capability that enables a
firm to carry out inherently paradoxical strategies that embody and manifest two main
strategic objectives. These objectives carry tensions, tradeoffs, and performance dilemmas”
[Han, Celly 2008, p. 337]. The authors extended the concept of strategic ambidexterity by
developing new dimensions, and moved to the operational level in the context of INVs. The
hypothesis was tested on 70 Canadian INCVs. According to the research, INVs which are
strategically ambidextrous achieve higher performance levels than others. Contrary to the
existing professional literature, new ventures are able to copy the strategies of larger firms
despite of the limited resources.
2.2. Perceptive measures
Perceptive measures are based mostly on insights of company management and/or
employees about organization’s performance rather than objective data gathered from
financial statements.
This approach to ambidexterity measurements was used in Gibson and Birkinshaw
[2004] study. The purpose of the research was to examine a large group of employees to
rate their business units in terms of ambidexterity. Next the authors gathered their responses
in order to present unit-level measures. The research methods were interviews with top
executives and surveys among other employees. Ten multinational firms were taken into
account with 41 business units which resulted in 4 195 respondents. The authors measured
the performance based on four items that required senior and middle management
employees to reflect on performance in the last 5 years by indicating on how much they
agreed with the presented statements [Gibson, Birkinshaw 2004]. The hypothesis predicted
that ambidexterity (defined as „multiplicative interaction of alignment and adaptability”)
will be positively related to performance [Gibson, Birkinshaw 2004, p. 219]. Presented
results supported this hypothesis.
An interesting point of view was proposed in work of Qing Cao, Eric Gedajlovic and
Hongping Zhang [2009]. The authors divided the concept of organizational ambidexterity
into two dimensions – the balance dimension of ambidexterity (BD) and the combined
dimension (CD). BD corresponds to maintaing a close relation between exploration and
exploitation while CD corresponds to the combined magnitude of both. The authors proved
that the connection between ambidexterity and the performance of the company is more
complex than it had been previously thought, because BD and CD dimensions influence a
firm's performance through different specific processes. The researchers examined 200
technology firms in three high-tech parks in China. They conducted surveys in technology
firms from transitional economy, because in that kind of environment companies are facing
high levels of technological and institutional uncertainty. Therefore, strategic choices of the
management were expected to differ significantly between firms with different degrees of
engagement in exploation and exploitation. The CEOs from the examined firms were asked
to assess their companies’ performance in the previous 12 months on a 1-7 Likert scale,
taking into account sales growth, profit growth, market share growth, operational efficiency,
cash flow from market operations and market reputation. The results proved that availability
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of resources plays the crucial role in evaluating whether there is a trade-off which requires
the balance of exploration and exploitation. According to the research, companies with
limited resources can benefit more from the close balance of exploration and exploitation
(i.e. high BD). On the other hand, small companies with high CD (i.e. high levels of both
exploitation and exploration) have lower performance. This study proved that in companies
with limited resources the trade-off dilemma seems to be relevant. For smaller firms the
close balance of exploration and exploitation has bigger impact than for big organizations.
On the other hand, a higher level of both exploration and exploitation (CD) has positive
impact on performance in larger firms and for those exisiting in more liberal environment.
Conclusions
Initially, the mechanisms of achievieng ambidexerity described above were proposed as
separate ways of combining exploration and exploitation in the company. However, the
evidence proves that each of them might be viable for different types of organization. The
choice of the way to attain ambidexterity should depend on characteristics of the market,
company size and available resources. For instance, on dynamic markets a structural
approach may be more adequate, because the company has to quickly adjust to changing
conditions. On the other hand, on more stable markets it is the sequentional approach that
might be more effective. There is also a possibility that all three mechanisms may coexist
within a single organization [Kaupilla 2010]. Therefore, the hypothesis that there are
different ways of acquiring organizational ambidexterity can be considered as positively
verified. None of the approaches is inherently superior.
There is also strong evidence in literature for supporting the second hypothesis that
the positive impact of organizational ambidexterity on company’s performance does exist.
Ambidexterity can effectively influence sales growth, different ratings of performance and
innovation. Ambidexterity has been shown to be positively associated with both objective
measurements as well as perceptive ratings of performance. Under the conditions of market
and technological uncertainty it typically has a positive effect on a firm’s performance.
However, it is important to note that studies on organizational ambidexterity have
been conducted using different measurements, research designs and levels of analysis. Thus,
it is important to remember that druing the practical application of ambidexterity theory
organizations should always consider their own specific circumstances.
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2.6. PURCHASING STRATEGIES AS AN ASPECT OF ENTERPRISES
DOMINATION
Introduction
Purchases are one of the basic functions of the organization and they have a strategic
importance for it. Not always, however, the role of the purchases in the organization was
duly appreciated. Currently the competitiveness of enterprises does not only relate to global
rivals, but also to their supply chains. In the past companies considered the cooperation with
suppliers operating on the local market as sufficient, but now enterprises search for worldclass contractors regardless of where their location. The people responsible for management
in the company should pay more attention to the approach to purchasing management, and
choose the right purchasing strategy, because of the fact that the company often must
compete and make purchases globally. For this purpose the companies should observe the
purchases through the prism of global connections, and determine the strength of the
company in the supply chain. The purchasing process of the goods and services links
individual participants in the supply chain and allows obtaining the desired quality, because
the quality of materials and services provided by suppliers shapes the quality of the final
product offered to the customer. The purchasers and the suppliers in the supply chain are
some of the entities of the logistics network, based on the coordination. There are three
forms of network coordination. The first is the market coordination based on the price. The
second form is a hierarchical coordination based on the commands. The third form is social
coordination which is based on trust. In practice the coordination forms are interdependent
and their selection as well as linking is an intentional action. Czakon describes multiple
network coordination which is based on the simultaneous use of many coordination forms
[Czakon 2008]. In the light of the purchasing strategies coordination described in this article
is understood in the context of domination as both suppliers and purchasers try to select
such a combination of coordination forms so as they can achieve a dominant position and
use the possessed power to maximize achieved benefits.
Purchases are an area of business activity through which it is possible not only to
significantly reduce the total operating expenses, but also their efficient management
contributes to the development and increasing the profitability of businesses as well as the
achievement of the competitive advantage. It should be emphasized that the purchases
within an organization are a significant part of the total costs shaping the company's revenue.
In addition, any amount of money saved through the efficient purchasing process
contributes directly to the company’s profit growth. According to the research published in
the Journal of Applied Business Research, the company’s purchasing transactions amount to
the average of 55% of annual income [Pleschenko 2011]. Whereas the report published by
KPMG shows that the share of expenditure on purchases in different types of companies
ranges from 26% to 65% of the enterprise’s profits [Pleschenko 2011]. Even higher
numbers were published in the magazine "The McKinsay Quarterly". They indicate that the
cost of purchased goods and services is from 50% up to 80% of total costs in an enterprise
[Pleschenko 2011]. The table 2.6.1 shows how significant the share of the cost of
purchasing materials is in total costs on the company depending on the industry.
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Table 2.6.1. The share of the purchasing materials cost in costs of enterprises in general
Type of business
The share of materials in total costs of enterprises
FMCG
53.50%
Furniture and related products
45.80%
Chemicals
46.20%
Rubber and plastics
49%
Metals
45.30%
Computers and electronics
42.80%
Transportation equipment
60.50%
All manufacturers
52.50%
Source: [Bozarth, Handfield 2007]

To make purchases effectively in the company it is essential to select the right
purchasing strategy. The survey of leading European companies conducted by
benchmarking specialist PIMS Associates and the Chartered Institute of Purchasing and
Supply (CIPS) showed that an effective purchasing strategy can contribute up to 4%
increase in sales or 30% increase in profitability. This research also showed that still not so
many companies invest in the development and purchasing [Thompson 1996]. For efficient
purchasing it is necessary not only to conduct various types of analysis, but also to
determine the force that the company may exert on the entire supply chain. The analysis of
different purchasing strategies and the verification the hypothesis that purchasing strategies
are based on the domination of enterprises in the supply chain was the goal of this paper.
H: Purchasing strategies are based on enterprise dominance in the supply chain.
The study draws mainly on the literature of purchasing strategies theory and corporate
domination strategy.
1.

Theoretical approach

1.1. Theory of corporate domination
For people who manage the company and for its owners as well as stakeholders corporate
dominantion represents a certain force that can exert in the supply chain and in the economy,
and which can be used to be positively verified by the market. To verify the hypothesis that
the purchasing strategies are based on domination, firstly we must be look at one of the
theories of enterprises which is the theory of the dominance of the company derived
primarily from the work of Perroux relating to the dominance phenomenon often created by
organizations. The theory of corporate dominance was established in the late 1940’s and
was developed for 30 years. Many economists considered it an attractive idea for
performing the analyses of companies in the economy due to the fact that the force that at its
disposal is determined by many factors. The theory of corporate dominance is based on the
power. In fact its maximizing forms the institutional and organizational boundaries between
the market, the company and the household. A significant role in the coordination of the
economy plays a force being reserved not only for the state but also - to varying degrees the companies. This power derives not only from market structures such as market share,
competences or resources, but from different domination effects and influence which other
companies the ability to exert power not only over other companies, but also over the whole
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economy. This is due to the role of the company in a supply chain, in a region, in the
structure of the material and the kind of economy. The border of the company constitutes
the force resistance to the other organizations, but every organization strives for gaining the
best strength in the economy as well as in the supply chain and for domination of other
companies. Companies create a strong asymmetric structure in the economy. In comparison
with other companies, the organization has a dominant or dominated position, which is
related to their different strengths [Noga 2011]. The largest power in the economy gain the
most managerially advanced enterprises, and, therefore, also the ones which have
introduced effective purchasing strategies in their supply chain.
1.2. Supply logistics
The supply is the first link in the supply chain within the enterprise [Abt 1998]. Coyle,
Bardi and Langley defined it as "the process of acquiring goods and services for the
company" [Coyle et al. 2002]. According to the logistics approach to the processes and
systems, within the company there can be identified three main areas which create a value:
sourcing, production and distribution. These areas interwoven and overlap, creating a chain
of interdependences which allows to move objects. The functional division of logistics
systems in the enterprise described above is built in such way that the supply logistics and
production logistics create a common subsystem known as materials management. Its main
goal is the realization of the enterprise’s material requirement associated with its activities
and refers to the components of the finished product. This requirement should be exactly
defined on the basis of data on demand, product specification, material consumption norms,
amount of the inventory and effort of performed preparatory and production work. Supply
logistics and distribution logistics are reffered to as marketing logistics, because of their
direct contact with the external companies such as suppliers, subcontractors and customers.
Supply logistics is also separated in value chain model created by M.E. Porter as not only
the primary but also the secondary phase of the company's activities creating value and
benefiting in the form of competitive advantage. It allows to acquire all the materials needed
to produce the own product or sell the goods to the next links in the supply chain
[Grzybowska 2011]. Supply logistics task is also to integrate the supply chain’s entities as
well as to ensure the desired quality produced by suppliers. Supply logistics is a very broad
concept which takes into account all operations and activities associated with the term
logistics [Coyle et al. 2002]. Supply logistics has also certain tasks to fulfill in the context of
being a part of materials management of the company such as improving quality, reducing
costs, selecting suppliers and maintaining a business relationship with them, monitoring and
maintaining an appropriate level of inventory, ensuring the flow of goods and cooperation
with all areas of the company. In a narrower sense as an act of purchase supply logistics is
understood as purchases [Grzybowska 2011].
1.3. Purchases and their subject
According to the modern definition purchases mean "giving the resources available to the
company that meet its production needs at the optimal costs, using all market opportunities"
[Gasser 1996]. Purchases are one of the stage of supply logistics in the enterprise and mean
buying goods and services [Lysons 2004]. Purchasing managers should be involved in the
decision-making process at all phases associated with the product formation process in the
company [Gasser 1996]. Purchasing in the company should be preceded by the selection
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and verification of the supplier as well as negotiating with them the most favorable trading
conditions for the company using the strength of the company [Grzybowska 2011].
Purchases are an exchange transaction of goods or services on the gratification for the
supplier [Kowalska 2005].
Two main types of the purchases can be distinguished in the company. The first kind
consists of purchases whose purpose is the resale of goods. They concern mainly
wholesalers and retailers. The second type of purchases is industrial purchasing which is
destined to be worn or transformed. They can be divided into manufacturing goods, that is,
which are used by the company to produce both consumer and other manufacturing goods
and to acquire goods relating to the company assets, but their acquisition is not the task of
the purchasing department [Grzybowska 2011].
1.4. The concept of the buyer
In any enterprise, regardless of its activity profile, the purchasing process is present. The
person or entity that makes purchases in the company is defined as a buyer or a purchaser
[Ward 2010]. Moreover, the purchasing process is carried out by the final customer. Due to
the destiny of purchased goods buyers are divided into two categories [Grzybowska 2011]:
− an institutional buyer, i.e an organization which purchases material goods for
manufacturing purposes, for the needs arising from a company’s business entity;
manufacturing companies, retailers, non-profit institutions and individuals, and
public administration organizations can be assigned to this group of buyers,
− an individual buyer, i.e. an individual person or a household.
1.5. The purchase price and the cost price
A price is an amount of money for which the good can be directly purchased [Begg et al.
2003]. Two price concepts can be distinguished in the context of purchases: purchase price
and cost price. Purchase price is the subject of negotiations between the buyer and the
supplier. This is the cost price increased by incidental costs that are directly related to the
purchase of the asset and its launching on the market. These costs can include, inter alia, the
transportation costs, the loading costs, the storage costs etc. As the cost price is determined
the price paid by the purchaser for the purchased goods which is reduced by the amount of
tax on goods and services. In the case of import of the goods, the cost price is increased
additionally by customs, customs duties and excise duties. This price is additionally reduced
by discounts and reductions obtained from the supplier. The cost price is always shown in
the documentation of the purchase [Grzybowska 2011].
Fixing prices and analyzing the prices offered by potential suppliers the people
engaged in the purchasing process in the enterprise use generally four basic methods. The
first of them is the analysis of commodity markets that exist for the majority of basic raw
materials. The prices on these markets are determined by forces of supply and demand. The
established prices are dictated by suppliers to buyers. Due to increasing the demand for a
defined raw material or reducing the supply the prices are raised. Another method is the
price catalogs of the companies including prices made public. They contain both the product
descriptions and the prices. These are often the starting prices, from which are calculated the
discounts for the buyers dependent on their purchasing power and market position. The third
method is to analyze the price offer, which can be used both for standard and special
products. It allows to stimulate further competition between potential suppliers. The
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analysis of the quotation is the complex process that begins with sending the inquiry to the
potential suppliers containing the product specification, the cooperation terms and the
forecasted quantities. After collecting the responses, the buyer performs the analysis of them
and selects the most advantageous offer. When the methods described above fail or do not
apply negotiations with potential suppliers remain as the effective solution. It is the
especially recommended method when in the case of long-term cooperation. It is a timeconsuming method, but it is able to bring significant benefits according to the price and the
quality level. It should be kept in mind that the purpose of the purchasing process is the
acquisition of the goods and the services at the best price and that does not necessarily mean
the lowest offered price per unit. The final price should be evaluated in the context of the
total purchasing cost and should include all additionally incurred costs which concerns
mainly companies operating globally [Coyle et al. 2002].
2.

Purchasing process in the enterprise

2.1. Stages of the purchasing process in the enterprise
The purchasing process in the company requires undertaking responsible tasks and sharing
the responsibility with other functional areas of the company [Ward 2010]. This process
consists of seven stages [Grzybowska 2011]. The first step should be to identify the
purchasing need in the enterprise, because, according to the thesis presented in the book
written by Coyle, Bardi and Langley, the purchasing transaction is formed in the response to
a new or currently existing user’s need, both the person or the department within the
company [Coyle et al. 2002]. To correctly determine the purchasing needs of the company,
it is necessary to have production and sales forecasts prepared by the sales, marketing,
planning, production and distribution departments. On their basis purchasing specifications
and purchasing plans are created. During the first stage the make or buy analysis of the
purchasing process should also be performed. For this purpose the algorithm of making
decisions and the reasons which are arguments in favor of its own production and purchase
of finished goods and services is used [Grzybowska 2011]. It should be remembered that no
company is an expert in any field. The increasing need for the improved efficiency of
companies’ operations forces them to focus on their core competences and on
externalization of less important functions to other companies [Svahn, Westerlund 2001].
The table 2.5.2 shows the disadvantages and the advantages of insourcing and outsourcing.
Table 2.5.2. Advantages and disadvantages of insourcing and outsourcing
Insourcing
Advantges
Disadvantages
a high level of control
reduced strategic flexibility
ability to supervise the whole process
the need to make large investments
loss of access to better quality products and services offered by
economies of scale and scope
external suppliers
Outsourcing
Advantges
Disadvantages
high efficiency strategy
the risk of selecting the wrong supplier
low investment risk
loss of control over the process and key technologies
improved cash flow
problems with communication and coordination of cooperation
access to leading-edge products and
"drainage" of the company
services
Source: [Bozarth, Handfield 2007]
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The decision should be made at the earliest possible stage of product development and
should be made along with the purchasing department and by the production department
[Gasser 1996]. The next step in the purchasing process is to analyze carefully the market
and the potential suppliers. At this stage the requirements and information regarding the
desired product or service should be specified and expecting trading conditions should be
determined. This allows to eliminate from the database suppliers which do not meet the
desired criteria. At this stage the company’s purchasing strategy in view of the number of
suppliers should also be specified and the market position as well as the strength of potential
suppliers should be determined. The next step is to assess the capabilities of the suppliers
and to make the decision who to cooperate with. In this phase an analysis of the submitted
bids is performed and the potential of the suppliers, their opinion, infrastructure, resources
should be evaluated, and often the trial order is placed. The conditions for the future
collaboration and conditions of long-term cooperation are also developed. The next step is
to determine the purchasing conditions in accordance with the negotiations between the
supplier and the buyer. After obtaining conditions acceptable by both sides, they can move
on to the development of a single order or to the purchasing schedule. Then the order is
placed or an agreement is signed. Next it comes to buying and selling transaction. The
collection of the purchased goods is followed by their evaluation according to established
criteria. If it is positive the purchasing process is often placed again with the same supplier
[Grzybowska 2011].
2.2. The tasks and the role of the purchases in the enterprise
The purchasing department spends usually on avarage 50% to 70% of the company’s
revenue on raw materials and services [Kulkarni 1996]. That is the reason why since the
1970’s the significance of the purchases for the company has been growing. Globalization,
international competition tightening, price competition and quality pressure caused that
managers have begun to pay more attention to the importance of purchasing area in the
enterprise [Grzybowska 2011]. The main task of the purchases in the company is to meet
the material needs at optimal costs. The main goal from the management point of view
consists of the two components [Sujova, Sopkova 2011]:
− a technical target which refers to the assurance of necessary goods in the right
quantity, in the appropriate quality, in the right place and at the right time,
− an economic target which is the purchase and storage of inventory at the lowest
possible cost.
G. Ward adds to the technical targets the acquisition of the raw materials from the
relevant supplier [Ward 2010]. The importance of the purchasing role in the company
depends on the availability of goods sought by them. The greater the difficulty in obtaining
them, the more strategic becomes the purchase. In case the required goods are standard and
generally available, the importance of purchases for the company decreases. The importance
of purchases in the company also increases in the situation when it has located a significant
part of the capital in the materials. The cost of maintaining the stocks is high and effective
purchasing management have a positive effect on better capital management of the company
as well as contributes to greater savings. The purchases also play a strategic role in the
situation where the purchasing cost is a substantial part of the total costs. The companies
operate on an unstable market where the price fluctuations take place, but they are adjusted
to the innovation or there is a strong competition for the final goods. The purchases play a
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role in the company at the following three levels: tactical, raising the cost-effectiveness of
the organization, and operational through reactive activities and strategical. It should be
noted that the purchasing’s importance differs with respect to the type of the enterprise. The
biggest importance of the purchasing area for the company's activities is attributed in the
manufacturing companies, smaller in the service companies, and the lowest in trading
enterprises [Grzybowska 2011]. Currently the role of purchasing in companies relies more
than ever on making accurate decisions that relate to predicting future trends on the market
[Gasser 1996].
2.3. Operational and strategic perceptions of the purchases
The purchases in the company are considered in the subject literature in two ways. The first
of them relates to the company activities and is associated with the purchasing realization in
the company at the operational level and is seen in the functional sense. This way of
purchases’ perception refers to the range of activities, tasks and actions that are carried out
by junior and middle management staff such as managers and specialists with relevant
competences. The functional character of the purchases in the company results from the
performing of the activities established in the dealing procedure. In turn the second method
concerns the strategy and is preferred by management. This method is engaged in the
formulation, implementation and evaluation of the company’s purchasing strategy in order
to achieve the objectives intended in purchasing area [Grzybowska 2011].
2.4. Purchasing strategy
The purchases in the enterprise are planned at the operational and strategic levels. As a
result of a top-down process, which involves identifying the vision, mission and strategic
objectives as well as analysis and strategic planning, the deliberate strategy is developed
also for purchases. In order to achieve strategic objectives they should be translated into
actions and specific tasks, i.e. they should move from the strategic to operational level. A
properly developed and implemented purchasing strategy contributes to the development of
the company and the achievement of competitive advantage [Grzybowska 2011]. It should
be stressed that an effective purchasing strategy can improve the quality of the supplier’s
services not only in terms of product, delivery, lead time and customer service, but also with
regard to the price. Moreover, the implementation of an appropriate strategy for poorly
managed products and services purchases can contribute to the savings at the level between
20% and 40% of the current costs [Thompson 1996]. Choosing the right purchasing strategy
should be preceded by the analysis of the enterprise’s position on the market, its flexibility
and the ability to act on specific markets. The most suitable for this purpose is the portfolio
analysis in the purchasing area as it allows to compare the market power of the buyer with
the market power of the supplier. The process consists of several phases: classification of
the intermediate goods, the impact specification of the specific goods on the company’s
result and the risk specification associated with the purchase of specific goods. As the result
we may create a division of intermediate goods into four classes according to which
different ways of dealing with the implementation of their purchase are used [Abt 1998]:
− strategic articles, having a significant impact on the economic performance of the
purchaser, and characterized by a significant risk,
− "bottleneck" articles, having little importance for the company’s activity, but a
high supply risk,
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− "lever" articles, having a big impact on company’s operations results and a low
supply risk,
− other articles, having a minor impact on company’s performance and low supply
risk.
The correct choice of purchasing strategy depends also on the product's life cycle, so it
should be identified at which development stage the specific product is currently. At the
first two stages the supplier has a dominant position, because the product is new, there are
often no substitutes, it requires promotional activities, what translates into a high price and
high profit for the supplier. In the first phase of the product’s life the purchaser should seek
to establish a stable business relationship with the supplier, so the purchasing strategy
should also be based on the partner purchasing model. In the next phase of the product’s life
the growth phase the supplier is also a dominant player as it has an efficient supply chain
and production system, but, on the other hand, the product begins to be copied by other
companies and the buyer has the ability to change the supplier, i.e. the buyer begins to take
a dominant position over the supplier. At the maturity stage the purchaser dominates,
because of the market saturation - the suppliers must lower the price and standardize
procedures for cooperation with the buyer. The market competition is intensifying and the
way to gain a competitive advantage is the price. Price is also the key factor in the decline
phase. The sales decrease causes the termination of the collaboration with suppliers which
want to get rid of the inventory by lowering the price significantly. To make the correct
choice of purchasing strategy it is also necessary to determine the strength of the supplier
and the buyer on the market as they have a significant impact on it. The bargaining power of
suppliers increases when on the market therea are not many competitive enterprises when
they are strategic partners for the buyer and their goods are crucial for the buyer’s
production proces. Then the supplier has more profitable and prestigious buyers. Also in
case when suppliers seek to forward vertical integration or products sales directly on the
market omitting a purchaser their dominance position increases. It is also the case when the
cost of changing the supplier for the buyer is higher than the cost of changing the buyer for
the supplier. For the purchasers it is difficult to influence suppliers with high bargaining
power as they have in this situation the impact on costs and respond to the market changes.
On the other hand, the purchasers may also have significant bargaining power influencing
the choice of purchasing strategy and the possibility of dominance in determining the
cooperation terms with the supplier. The bargaining power of buyers is high when on the
market there are many suppliers for the goods with similar characteristics, quality and price,
and the market is not concentrated. The large amount of purchased goods and the possibility
of backward vertical integration are also significant [Grzybowska 2011].
2.5. Trends in supply logistics management
The changes in the purchasing area are as significant as those occurring in the whole
business. Their main aim is to look continuously for opportunities in order to reduce costs
and achieve competitive advantage. One of them is the increase in the number of signed
long-term contracts in the total number of concluded contracts between the suppliers and the
buyers. This is due to the need to reduce costs as a long-term contract allows to reduce the
costs associated with maintaining a business relationship between the contract parties.
Companies generally establish long-term relationships with a number of selected suppliers,
which have met their requirements to the full extent and have achieved the best results,
while they cease cooperating with others. This practice helps to significantly reduce the
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number of suppliers. In the future further increase in the number of long-term contracts in
the total number of contracts can be expected, because they are a prerequisite that must be
fulfilled in order to take actions to strengthen the collaboration. The examples of such
actions may be the involvement of the suppliers at the early stage of a product’s
development and the implementation of EDI.
Another trend is related to consolidating orders which is accompanied by an increase
in the number of long-term contracts. It is based on a recieved orders, not only from
different functional areas of the company, but also from other companies. It allows to
increase the purchasing power and to reduce the costs [Bozarth, Hendfield 2007]. Another
trend that can be observed in the changes taking place in the purchasing area is the reduction
of the number of suppliers, particularly in the case of large corporations. A smaller number
of suppliers means a reduction of the transaction costs and lower prices due to the larger
number of ordered goods from one contractor and greater purchasing power [Pleschenko
2011]. It should be noted that often the reduced suppliers are lamong the first-tier suppliers,
because the purchaser establishes cooperation with smaller subcontractors providing the
whole sub-systems to the enterprises. The importance of import also increases for purchases
which is associated with the search for the opportunities to reduce costs and to have global
access to appropriate technologies and goods. An increase in the level of requirements
regarding an acceptable level of supplier performance and an increase in the number of
companies that use a formal evaluation systems of this performance can also be observed.
Companies also allow the situation in which the degree of their dependence on technologies
of products manufacturing and process technologies that they purchase from suppliers will
increase significantly. This is due to the development of key competences of companies,
outsourcing of less important tasks, cost-reduction orientation, quality improvement,
continuous pressure to improve productivity and introducing innovations in the most
important areas of activity and the pace of all these processes.
The information technology development is also important for the purchasing
development as buyers assume that in the next few years most of the documents related to
the purchasing process will be sent directly to the suppliers via EDI system. It has also been
foreseen that the growth of online B2B exchanges will aim at facilitating contacts between
buyers and suppliers. According to the forecasts, in the future purchasing specialists will
focus mainly on strategic activities such as the selection and evaluation of suppliers, the
development of new products and their acquisition, instead of accomplishing daily tasks
associated with purchasing products and services. The use of modern information systems
will be helpful in this context as they will reduce the scope of office work [Bozarth,
Handfield 2007].
It should be added that the purchasing area will develop in companies which are
prepared to invest in skilled employees with the vision that may enter an appropriate
purchasing strategy and implement it, both internally and in cooperation with the supplier
[Thompson 1996].
3.

Purchasing strategies

3.1. Purchasing strategies due to the number of suppliers
The next step after making the decision about the purchasing products and services from
external sources is to determine the purchasing strategy [Bozath, Handfield 2007].
Purchasers can choose the cooperation with one supplier or more for one kind of the product.
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The advantage of having a single source of supply is the increased involvement of both
parties in the long-term cooperation, because it leads also to investments, such as EDI,
which motivate suppliers to achieve better results. The result of the reduced number of
suppliers is the lower purchase price, increased product quality, decreased transactional
costs and reduced inventory [Janda, Seshadri 2001].
Companies decide to cooperate with a single supplier when they are focused on
achieving the economies of scale, and when the particular good is crucial for the company
[Svahn, Westerlund 2009]. When purchasing products from a single supplier the buyer can
use a significant purchasing volume as an argument in price negotiations which cause a
situation when suppliers are willing to start the cooperation despite the low margin in order
to gain the large-scale orders [Kulkarni 1996]. In the case of this strategy usually the
dominant position has the purchaser, because due to the significant value of orders the
supplier is dependent on its company, because the revenue generated by the purchaser’s
orders represents a substantial part of the supplier’s income. Suppliers often design their
factories’ infrastructure only to receive the orders from the purchaser. Finding a new supply
source by the purchaser would be a great loss to the supplier that is why they often must
accept the cooperation terms imposed by the purchaser [Grzybowska 2011].
The sole sourcing should also be distinguished as a particular variation of single
sourcing. It is a form of cooperation with only one supplier on the market caused not by
purchasers’ choice, but by the lack of the competition on the market. This strategy is
characterized by a high level of the purchaser’s dependence on the supplier and the
supplier`s domination over the purchaser [Gasser 1996]. The sole sourcing is the result of
ownership of patents, copyright, having the exclusive right to a particular raw material, a
market, production technology, having significant capital or the existence of high entry
barriers or legal-administrative barriers for the market [Cox et al. 2002]. The supplier which
is a monopolist controls and shapes not only the sales price, but also controls the amount of
available goods. The objective is to maximize the profits. Purchasers do not have the
strength to change the existing situation or the possibility of changing the supplier.
Monopoly suppliers often join unions forming the so-called oligopolies. Within the union
there is a lack of price competition, and the price is determined by the dominant company
which is the cost leader [Grzybowska 2011]. On the other hand, some companies decide to
cooperate with a number of suppliers for each type of products and services. The key
advantage of the cooperation with multiple suppliers is independence of one particular
contractor which ensures the supply reliability. It should be noted that many companies
prefer to have a backup supplier in order to avoid dependence and domination [Svahn,
Westerlund 2009]. In the case of this strategy the purchaser still has a dominant position as
it has the ease to change supplier at any time and its orders are still attractive to the supplier.
Moreover, the intermediate solution should be distinguished, i.e. the so-called crosspurchasing strategy. This strategy consists in purchasing goods and services from one
supplier for one area of business activity, while for other areas similar goods are bought
from a different supplier with similar production capacity. In this case the second contractor
also serves as a backup supplier in the situation when the first one is not able to provide the
desired quantities.
Double sourcing is a similar strategy. In this case two suppliers provide the same
product or service for the company at different or the same percentage of total volume
which enforces constant competition between the suppliers and, consequently, efficiency
improvement [Bozarth, Handfield 2007]. Domination in this case is also on the buyer’s side,
because the company having two supply sources is able to terminate its needs for the
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services of one supplier at any time by increasing the orders’ scale from the second supplier,
and then making it even more dependent on the purchaser as well as at the same time being
able to dictate new terms.
3.2. Purchasing strategies due to the object of purchase
Due to the object of purchase purchasing strategies can be divided into individual
components purchasing strategies and modular purchasing strategies. The individual
components purchasing strategies are used by manufacturers which buy simple elements
needed for manufacturing their own products. The purchaser often gathers around itself a
very significant number of suppliers for goods needed for its own production. The premise
of this strategy is a high vertical integration degree and a low production outsourcing degree
[Grzybowska 2011]. This leads to a hierarchical coordination focused on the use of control
structures and systems [Czakon 2008]. In the case of this strategy the dominant party is a
buyer by dint of controlling and gathering suppliers around itself. The buyer purchases from
them simple elements, so it has the possibility of cooperation termination with the supplier
at any time, because the level of dependence on the supplier is low and the ability for
changing the supplier is substantial. The buyer can use a significant purchasing volume as
an argument which makes suppliers willing to cooperate and accept the cooperation terms
dictated by the purchaser in order to gain large-scale orders [Kulkarni 1996].
The second strategy due to the object of the purchase is the modular purchasing
strategy whose aim is reducing the complexity of the production process. It is preferred by
companies which want to outsource selected production processes in a significant range.
The company buys the whole modules or components that are delivered to its production
lines. Instead of raw materials and single elements partial or total products are purchased
with a high degree of complexity which are later built into the final product. The benefits
arising from the application of modular purchasing strategy may include reducing of the
number of suppliers, reducing the product range, demanding a purchasing process use and
storage, focusing on core competences and the ability to use modular production.
Furthermore, this strategy leads to a high level of interdependence between the supplier and
the buyer, thus, it entails increased reliance on suppliers and the purchasing risk. It can also
result in the loss of some competences [Grzybowska 2011]. Due to the high degree of the
buyer’s reliance on the supplier and the difficulty of changing suppliers at any time or often
the number of suppliers reduced to a sole one cause the situation in which the dominant
position of the buyer is limited. In the case of modular purchasing strategy the best
purchasing model due to the relationship between the supplier and the purchaser seems to be
the partnership purchasing strategy, because the process is very demanding and complex,
requires investment of both sides and mutual trust building.
3.3. Purchasing strategies extracted according to the geographical penetration area
According to the geographical area in which the purchases are made by the company
purchasing strategies can be divided into three categories. The first category is local
purchasing strategy involving the deliberate search for suppliers and business partners in the
immediate vicinity. The proximity of the supplier is intended to eliminate the risks
associated with the supply cycle and the ability to deliver the product as soon as possible
[Grzybowska 2011]. The advantages of this strategy may also include better transparency of
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the purchasing process, reducing transportation costs, reducing purchasing risk and
supporting local businesses [Coyle et al. 2002].
The second type of purchasing strategies according to the geographical area is
domestic purchasing strategy. Goods and services in accordance with this strategy are
sourced on the domestic market. The third strategy is global purchasing strategy. The
companies adapting this strategy use global sources of supply and are not limited to a local
or national market; thus, may seek for the best offers all over the world. This strategy is a
good choice when the labor cost accounts for a large part of the cost of the good. It allows
making the purchase in the countries where this cost is lower. It should be noted that the
main selection criterion for a supplier for this strategy is the price, not the quality. Whereas
the unquestioned advantage in this context is greater availability of resources, so far it has
often been unattainable locally. Among the disadvantages of this strategy the following
obstacles can be mentioned: high qualification requirements for employees, currency
fluctuations, long lead time, lack of complete control over the timely delivery of the order
and the costs, such as customs, transport, etc. which may increase the initially low purchase
price [Grzybowska 2011]. This strategy also requires gathering more information and the
awareness of occurrence the cultural differences as well as different competition conditions
[Gasser 1996].
In the case of these three strategies the purchaser is the dominant party as it holds a
significant purchasing power and gathers around itself other suppliers interested in largescale orders regardless of the location [Kulkarni 1996]. The exception may be when the
supplier owns patents or exclusive rights to raw materials or the raw material is very rare then it can dictate its cooperation terms to the buyer.
3.4. Purchasing strategies due to the purchasing entity
The buyer is a purchasing entity. It can make purchases in two ways: either individually or
as a part of purchasing group formed with other companies. Individual purchases represent a
typical solution for businesses purchasing for their own use and relying mainly on
replenishing stocks after exceeding the set level of inventories. They allow for reduction of
capital tied up in stock [Grzybowska 2011]. A different kind of individual purchases is
observation and responding to the current demand. In this case the supply chain link which
is the closest to the outlet should report about the demand to the supplier. On the one hand,
this allows for rapid response to sudden demand changes, but, on the other hand, it causes
the loss of coordination ability of demand reported by different distribution network links as
orders are generated on the basis of the stock level in a specific location.
Another option of individual purchases are the purchases based on projected demand
values. They are made on the basis of the short and medium-term production plans in
accordance with which purchasing plans are created. It should be noted that due to forecast
errors and variations from the actual value it is not a reliable solution [Cyplik 2005]. In this
case the buyer should try to use its purchasing power and optimize orders in order to induce
the supplier to accept its imposed price, non-price cooperation terms and occupy the
dominant position. From the point of view of the supplier a very large scale of orders
despite a low margin may often be an attractive contract [Kulkarni 1996]. The second way
of purchasing is group purchasing. A group of companies is formed and is represented by
one common entity, summing up the individual orders into one consolidated with a greater
volume.
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These groups can be created by individual enterprises acting in concert without
separated organizational units or may be formed by organizations integrating purchasers.
Their goal is to obtain better cooperation and purchasing terms, both price and non-price,
through the use of high collective buying power and occupy the dominant position. The
dominance of a purchasing group over the supplier in order to obtain the desired benefits is
often the main reason for their creation. This solution also allows for integration in the trade
[Grzybowska 2011]. On the other hand, the barrier of creating a purchasing group may be a
companie’s fear of sharing information about the needs and forecasts for their production as
it may be uses by potential competitors within the group [Nowicka 2009].
3.5. Purchasing strategies due to the supplier–buyer relation model
Due to the model of the relationship between the supplier and the purchaser there are two
purchasing strategies to be distinguished: the transactional purchasing strategy and the
partner purchasing strategy. The transactional purchasing strategy is focused on creating
short-term relationships with suppliers, gaining competitive advantage and maximizing the
benefits of only one party without taking into account the benefits of the other party. Every
company aims at achieving the dominant position. The link between the purchaser and the
supplier is based solely on the implementation of the concluded transaction and is purely
economic. A signed agreement often contains only general supply conditions. This
relationship model between the supplier and the buyer reflects the desire of enterprises to
dominate in the supply chain and to transfer the risk to their business partners [Grzybowska
2011]. This strategy is based on pure domination and dictation of cooperation terms. The
buyer’s power often is exercised over the supplier [Janda, Seshadri 2001].
In some cases the supplier is also able to exercise their power over the buyer. In fact
the use of transactional strategy based on the continuous dominance and implementation of
own benefits at the cost of a business partner can lead to conflicts, manipulation and
collaboration termination. Another strategy is the partner purchasing strategy focused on a
long-term cooperation and achieving mutual benefits. The premise of this concept is the
creation of relationships based on trust as well as developing individual relationships with
strategic suppliers and establishing a network of connections between the supplier and the
purchaser at the various stages of the supply chain. Moreover, the strategy includes creating
lean goods movement. The transition from the transactional purchasing strategy to the
partner purchasing strategy is a long-term process caused by repeated cooperation based on
repetitive transactions. Properly ongoing cooperation develops trust between the partners as
well as develops the social and economic connections [Grzybowska 2001]. The partnership
purchasing strategy with selected suppliers is often caused by the need to constantly ensure
the adequate supply of high-quality goods for the optimal total purchasing cost [Coyle et al.
2002]. Moreover, close relationship between the buyer and the supplier can restrain price
rises to the level below market norms [Thompson 1996]. It should be added that the
purchaser and the supplier can succeed if they are able to achieve their assumptions related
profits and cost reduction under the partnership terms, because the jointly achieved success
translates to the strengthen of the links between contractors [Gasser 1996]. It should be
stressed that the most valuable asset of the company is its business relationships as because
of them it can achieve high performance and efficiency in its operations. However, one
party always has more power than the other, so when actions are aimed at maximizing
productivity it tries to control the supply chain or supply network [Svahn, Westerlund 2009].
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Conclusion
Purchasing processes are a very important aspect of business operations as the share of the
costs generated by them in the total costs is very high and can amount to even up to 80%.
Therefore, it is so important to select an appropriate purchasing strategy that will allow to
maximize the company’s benefits by increasing its profits and competitive advantage. The
selection of a purchasing strategy depends not only on the overall situation on the market,
but also on the balance of power present on it. Bargaining power refers to both the supplier
and the purchaser, and its increase will secure more favorable conditions for the company in
relation to improving the company’s profitability. When verifying the thesis formulated at
the beginning of the present paper it must be stated that purchasing strategies base on the
domination, because each company in comparison with other companies occupies a
dominant or dominated position which is linked with their different powers. People
responsible for the purchasing process in the company should be aware, however, that the
most valuable company’s asset is its business relationships, and actually often the
relationships based on partnership, not on domination, favor the increase of the
effectiveness and efficiency not only of the supplier’s company, but also of the purchaser’s
company, because they contribute to the success of both sides in the long term.
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2.7. CALCULATION METHODS OF TRANSFER PRICING IN POLAND
Introduction
The term of transfer pricing has been known since 1960’s. Jeck Hischleifer is the first
philosopher who defined transfer pricing as a point of balance between the marginal cost
and the marginal gross profit of its acquisition [Wołosz 2013; Hirschleifer 1956].
Transfer pricing is a term which refers to the valuation of mutual transfers of goods
and services between business entities and other related parties. Prices determined for those
products are defined as “transfer pricing” [King 2009].
Moreover, the attention to transfer pricing is growing, especially when the headquarters of a
related party are located in jurisdictions using harmful competition. The diversification of
tax systems is a big incentive for companies to transfer income from countries with higher
tax burdens to the countries which use preferential arrangements. In order to reduce the free
transfer of income between companies, many countries (including Poland) introduce
solutions for controlling transactions between interested parties [Sojak 2001].
According to Article 9a of the Polish Corporate Income Tax Act of February 15
1992, a person who makes a transaction with related parties is obliged to prepare tax
documentation. The documentation is supposed to include details on the following parts:
− the exact description of the transaction,
− the characteristics of parties taking part in the transaction,
− the description of the benefits of the transaction,
− the terms of the transaction,
− the description of the comparability of the company which adopted the method
of transfer pricing calculation.
In the case of the absence of the obligatory documentation required by the law, or if
this documentation is incomplete as well as unreliable, the tax of 50% will be charged on
the value of the estimated size of the income [Corncrake 2013].
According to the OECD guidelines, the price between the parties must comply with
the principles of the transfer. Therefore, a number of methods should be identified to
facilitate the taxpayer’s compliance with these requirements. The aim of this paper is to
present an overview of methods for estimating transfer pricing for tax purposes used in
Poland with an indication of the hierarchy of their application. It has to be noted that the
primary task of estimating the value of transfer pricing is to set the price at the market price
level. It means that the estimated value of the income has to reflect the value of the income
that the enterprise would not accrue, if the relationship did not exist [Marciniak 2013].
1.

Transfer pricing - division criteria

International Tax Dictionary defines transfer price as a price of goods, services, intangibles
and fees applied between related companies which differ from the prices negotiated on the
open market included in transactions on comparable conditions by non-related parties
[Mika 2014].
Transfer pricing is an effective tool which is used to shift income between related
parties. The main purpose of this action is to achieve the lowest level of the effective tax
rate in the whole group. Action Plan on Base Erosion and Profit Shifting adopted in 2013 by
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OECD prepares and develops new tools which will be effectively used by tax
administrations in order to prevent income shifting [Wiśniewski, Komer 2015].
One of the main classification criterion of transfer pricing is the basis of valuation,
but the most popular criterion is the responsibility center for which transfer pricing is
established. There are four basic types of responsibility centers [Barfield, Rainborn 1991]:
− the center responsible for costs (cost centers),
− the center responsible for generating revenue (revenue centers),
− the center responsible for profits (profit centers),
− the center responsible for investment (investment centers).
These centers mostly influence the choice of the transfer pricing method. The profit
centers take market prices, costs, less price negotiation or double price as the basis for
determining transfer prices. On the other hand, cost center exclusively take into account
costs as the basis for the evaluation. Figure 2.7.1 presents the details of transfer pricing
[Williams 2009].
Properly set transfer prices meet two basic conditions:
− the maximum value of the transfer price should not exceed the lowest market
price,
− the minimum value of the transfer price should not be higher than the sum of the
marginal cost of production incurred by the sales entity increased with the
opportunity cost.

Transfer pricing formulas

Profit center

Cost center

Market price

Variable
costs

Standard
Actual

Costs plus lost profits m

Standard

Negotiated

Total costs
Actual

Double
Breakdown of gross
margin
Marginal costs
Costs plus markup
margin
Figure 2.7.1. Division of transfer pricing formulas
Source: [Sojak 2001]
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2.

Tax Calculation methods of transfer pricing in Poland

Nowadays we may observe numerous transfer pricing methods, however, most countries
(including Poland) present an individual catalog of methods for tax purposes. The diversity
of these methods is primarily due to the pursuit of maximal profit in the company and
minimal tax liabilities.
The specificity of the tax methods used in Poland (Figure 2.7.2.) has been defined in
Art. 11.2 & 3 of the CIT Act, in Art. 25.2 & 3 of the Personal Income Tax Act as well as the
Regulation of the Ministry of Finance on Transfer Pricing. Among these methods there are
two main groups - basic methods (traditional), which take into account the arm's length
principle, and transactional profit methods [http://www.cenytransferowe.org/metody].
Transfer Pricing Methods

Traditional Transaction Methods

Transactional Profit Methods

Transactional Profit Split
Method
Comparable Uncontrolled
Price Method

Transactional Net Margin
Method

Resale Price Method

Cost Plus Method
Figure 2.7.2. Methods for determining transfer prices

Comparable uncontrolled price method (CUP)
The comparable uncontrolled price method is based on a comparison of the transaction price
established in the transactions between related parties and the price used in comparable
transactions used by independent parties. Moreover, the price is determined on the basis of
the market value of the subject of transaction between related parties. The comparison
mentioned in paragraph 1 of the Regulation is made on the grounds of prices used for a
given entity or of comparable market transactions with unrelated entities (the internal
comparison of prices), or on the basis of prices that apply in comparable transactions and
other independent parties (the external comparison of prices) [Article 12.2 Regulation of the
Minister of Finance, 2009]. Figure 2.7.3 presents this situation.
The comparable uncontrolled price method is the easiest of all tax methods.
Nevertheless, it is necessary to have relevant data from the market or comparative data. This
comparability has to be understood as the absence of differences between comparable
transactions, or between entities setting up those transactions, which could materially affect
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the price of the transaction on the open market. [Feinschreiber 2004; Wiśniewski, Komer
2012].
The comparable uncontrolled price method is particularly applicable in the case of
non-differentiated products, commodities and raw materials. Moreover, this method is also
used for the valuation of financial transactions e.g. credits, loans and copyright, i.e. when
the subject of transaction is a trademark. The problem arises when transactions take place at
a different level of the market e.g. wholesale instead of retail. Then other methods for
estimating income should be used. It is important that operators in comparable transactions
have
similar
functions
and
incur
comparable
risks
[Mika
2014;
http://www.cenytransferowe.org/podatki].

Producer

Transfer Pricing

Market Price (1)

Related Distributor

Independent Distributor

Market Price (2)
Independent Producer

Independent Distributor

(1) The internal comparable uncontrolled price
(2) The outer comparable uncontrolled price
Figure 2.7.3. Comparison between the internal and external independent entities within the CUP method
Source: [Majdański 2011]

Resale price method - RPM
Article 13.1 of the Regulation of the Minister of Finance of September 10 2009 states that
the resale price method is based on reducing the price specified in the transactions between
non-related entities for goods or services previously acquired by a given entity from a
different entity by the markup of the resale prices. The price established in this way can be
considered as the market price specified in the transaction between an entity and an
unrelated entity.
According to the Regulation, the price calculated with the use of this method is the
price agreed between a related entity and an independent entity reduced by the resale price
margin. The resale price margin includes direct costs as well as indirect costs incurred by
the entity as a result of the transaction and the appropriate return rate [Wiśniewski, Komer
2012]. While defining the size of the resale price margin the following elements must be
taken into account:
− factors related to the passage of time between the original purchase and the
resale e.g. inflation, changes in currency exchange rates,
− the change and usage of things or rights which are the subject of the transaction,
− the exclusive right to sell particular resale items or rights which may influence
the decision to change the margins.
This method is mostly used when the traders act as producers or distributors [ŁasińskiSulecki 2014; Feinschreiber 2004].
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Cost plus method – CPM
The cost plus method is based on the selling price of goods and rights. The method also
embraces the provision of services in a particular transaction with a related party of the
entity at the sum of the cost base and overhead profit comparable to the cost base as well as
the profit markup agreed between independent entities. Moreover, it takes into consideration
comparable functions, risks and expenses linked with assets [Article 14.1 Regulation of the
Minister of Finance, 2009].
The CPM is similar to the resale price method. In order to determine the appropriate
prices it is necessary to establish the cost base, e.g. the sum of the direct and indirect costs,
which represent the value of a transaction with a third object and the profit margin [Mika
2014]. According to the OECD, the appropriate overhead cost should be added to the
incurred expenses with the view to register the proper profit earned in market conditions.
The price obtained in this way is considered to be in line with the arm's length principle
[Wyciślok 2014; Wizner 2007]. This method is especially useful for long-term transactions.
Profit split method – PSM
In accordance with Article 17.1 of the Regulation, the profit split method is based on
determining the total income, which in connection with a transaction (transactions) reached
affiliates, and the distribution of income between the parties in proportions established by
independent entities. According to this principle, the following two principles of profit
distribution can be distinguished:
− residual analysis – based on dividing total amount of profits resulting from
transactions made between related parties at two stages. At the first stage, each
company involved in the transaction is assigned a minimal profit corresponding
to the amount of the profit achieved by independent entities. At the second stage,
the remaining profits are divided between the parties in accordance with the
principles established by independent entities involved in such a situation
[Wizner 2007],
− participation analysis - based on profit sharing according to relative merits of the
actions that have been taken by each entity separately. First, the functions
performed by the parties within the transaction have to be defined. Second, the
system for determining the appropriate shares of various activities for each entity
involved in the transaction is used.
The profit sharing method is the only method which uses transactions between
related parties which do not need to be based on comparable data [Mika 2014]. It is useful
for the valuation of individual transactions as well as combined transactions. It refers to the
distribution of profits which actually have been achieved by the related parties. This method
is most often used by Japan and Canada [Wyciślok 2014; Kuan 2004].
Transactional net margin method – TNMM
The TNMM examines the net profit margin obtained by an entity in a transaction or
transactions with another related entity. It also determines the margin level received by the
same entity in transactions with unrelated entities as well as profit margins in comparable
transactions of independent entities [Article 18.1 Regulation of the Minister of Finance,
2009].
The aim of this method is to compare the net margin which the entity obtains as the
result of a transaction with a related party with the net margin obtained from transactions
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with unrelated entity. The transactional net margin is calculated by deducting generated
costs incurred in order to achieve this income from revenues. The cost of additional
overhead, which also contains the transactional net margin after covering the costs of
manufacturing the product, should also be noted [Wiśniewski, Komer 2015]. This method is
used when it is not possible to use the abovementioned methods of calculating transfer
prices. It is based on the mechanism of the method of cost plus and resale price method
[Mika 2014].
3.

The hierarchy of the valuation method selection

A taxpayer wishing to measure the related object transactions is not required to use the tax
methods for this purpose as they can conduct profit calculation using other methods. This
obligation arises only if tax authorities engage in examining the validity of the size of
transfer pricing used by the company.
The profit calculation method selection refers to the following groups of factors:
− the source of comparative data - the data to develop a method of calculation are
derived from two types of transactions e.g. internal comparable transactions
entered into by the taxpayer with third parties and externally comparable
transactions; internal data should be analyzed in the first place, because they are
characterized by the greatest degree of comparability in relation to data on
transactions with related parties; comparability refers not only to finances, but
also the gross margin and overhead; the external data have lower values if
compared to earlier comparability; the external data most commonly relate to
financial results achieved by comparable entities operating within the same
industry,
− the degree of comparability - it is closely compatible with the data source,
because it allows determining the level of certainty whether juxtaposed
transactions are similar or not; according to the characteristics of comparable
data sources, a higher degree of comparability is characteristic of traditional
methods; on the other hand, a lower level of comparability is achieved with the
use of transactional profit methods,
− the method of analysis – it is based on the conducted analysis, e.g. prices, net
overhead, gross margin, or other indicators of profitability; it is recommended to
choose an appropriate method for calculating the value of the transfer price
[http://www.cenytransferowe.org; Wiśniewski, Komer 2015].
Figure 2.7.4 presents the procedure for selecting the method of transfer pricing.
Choosing a suitable method for determining income tax payers in transactions with related
parties is crucial, because it is connected with measurable financial consequences as well as
it protects against the harmful effects of fiscal controls. According to the principle of
freedom of contract, included in Art. 353 of the Civil Code, the taxpayer has a free choice of
valuation method. However, the taxpayer must be aware of obligation to develop the
appropriate documentation of such transactions with related parties.
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of calculation
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RPM
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net margin

TNMM

other indicators
of profitability

PS

Figure 2.7.4. Algorithm selection of transfer pricing method
Source: [Wiśniewski, Komer 2015]

Nevertheless, if the taxpayer has calculated the market value of the subject of the
transaction on the basis of one of the traditional methods, they may present the data to the
tax authorities on the basis of which the price calculation was performed on the condition
that the reliability and objectivity of the data do not raise reasonable doubt. Therefore, these
authorities have to determine the market value of the transactions involving the entity using
the method previously adopted by the taxpayer, unless the authorities use a different method
which is clearly more appropriate in the light of the available data (Article 4 MF 4 of the
Regulation on Transfer Pricing).
In this case tax authorities while choosing the method based on the available selection
criteria by the OECD take into consideration:
− the course of the transaction e.g. functions, risk incurred,
− the availability and reliability of the information,
− the degree of comparability of transactions [http://www.kpmg.com].
When checking the validity of the calculation used, the traditional methods have
precedence over transactional profit methods. Only in the absence of the former, the Act
provides for calculating income using the method of determining the distribution of profit or
transactional net margin method. Transactional profit methods, as opposed to the basic
methods, require less detailed information for a more general financial performance of
comparable entities. The correct and proper use of a given method protects the taxpayer
from estimating the income conducted by tax authorities [Wiśniewski, Komer 2015;
Łasiński-Sulecki 2014].
Conclusions
Since the transaction methods are most popular due to their high performance, they have a
huge impact on the conditions of transactions between related parties in compliance with the
arm's length principle. Nevertheless, it is not always possible to use such a method.
Transactional profit methods are an alternative to traditional methods. These methods are
most commonly used when there are insufficient data on uncontrolled transactions or when
such data are considered unreliable.
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It must noted despite the existence of transfer pricing calculation methods appointed
by the legislature, Polish taxpayers are not obliged to use only them to determine transaction
prices. It is important that the calculation is properly documented and the transfer price is
possibly close to the market price.
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2.8. CSR ROLE IN CREATING COMPETITIVE ADVANTAGE
Introduction
Nowadays most enterprises are aware of the fact that their operations and strategy have
enormous influence on the environment, quality of life and their employees’ efficiency.
They also bear in mind that if they want to survive they must be competitive and find the
right way to prosper and develop businesses in the increasingly competitive global market
they have to consider more than only meeting the needs of clients. Modern management
trends are based on creating competitive advantage by maintaining the appropriate balance
between – the economic, social and environmental aspects. Companies engage in CSR as it
is considered to be a tool used to enhance competitive advantage as well as relations
between stakeholders and the firm. Corporate units over the two past decades have been
aware of the fact that the implementation of CSR activities results in adding the value to
enterprises by creating better internal and external environment. Many initiatives connected
with CSR which companies are undertaking carry on positive feedback they got from
stakeholders. Clients, employees and society perceive these companies as reliable business
partners and certainly more environment - friendly which has got significant influence on a
company’s reputation. Quoting M. Porter “Today’s companies ought to invest in corporate
social responsibility as part of their business strategy to become more competitive”
[European Business Forum 2003].
1.

CSR essence

The concept of CSR was announced while introducing The Lisbon Strategy in 2000 during
the European Summit in Lisbon. It has been getting more and more popular mainly due to
the European Commission’s actions connected with creating the Green Paper which refers
to internal and external dimensions of social responsibility in enterprises.
The internal dimension requires from companies more human capital investments,
observation of human rights and ethical rules and elimination of discrimination. It is about
the company’s behavior and culture. The external dimension refers to local communities
and stakeholders (suppliers, clients, organizations etc.) and their interactions [Zapłata,
Kaźmierczak 2011].
Shortly after the Green Paper was initiated the White Paper was introduced. The aim
of the White Paper was diffusion of social responsibility rules at business environment in
the European Union member states as well as the identification of four main areas for taking
further actions in solving issues related to CSR [Olejniczak 2012]. The four problematic
areas refer to: the level of education, the instruments of corporate social responsibility,
stakeholders relations and the integration of corporate social responsibility with all EU
policies. According to the European Commission, the CSR concept in a company’s business
strategy is gradually becoming a necessity because of growing competitive strength and due
to new regulations which determine firms’ development directions [European Commission
2011].
1.1.

Recognition of the CSR theoretical concept

There are many different definitions of the CSR notion which has been exhaustively
discussed in literature. The concept of CSR has been evaluating since Lisbon Strategy and
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until today there is no clear-cut definition although the first initial CSR marks were noticed
in literature in 1950’s when Howard R. Bowen contemplated in his book Social
Responsibilities of the Businessman the issue of good strategic management and retaining
social responsibility and business ethics at the same time. The main reason for perpetual
evaluation of the CSR notion is dynamic and changeable environment and concurrent
definitions adjusting. The definitions of CSR depend on the areas of management which
they describe. The idea of CSR is marked by its multidimensionality [Kaźmierczak 2014],
which can be characterized by many factors such as: the level of competition, globalization,
companies’ risk awareness and social awareness. Among multiple definitions in use there
are few which are precise in terms of describing corporate social responsibility:
− the European Commission: the Green Paper – defines CSR as a concept in which
companies take into account social and environmental issues as well as welfare
and stakeholders interests while doing businesses [European Commission 2001],
− World Business Council for Sustainable Development – "Corporate Social
Responsibility is the continuing commitment by business to contribute to
economic development while improving the quality of life of the workforce and
their families as well as of the community and society at large" [World Business
Council 1998],
− McWilliams, Siegel and Wright – we are dealing with CSR when an enterprise
goes beyond just doing the businesses and law observation. CSR is observed
once companies get involved in projects whose aim is general welfare
[McWilliams et al. 2006],
− Joseph W. McGuire “The idea of social responsibility supposes that the
corporation has not only economic and legal obligations, but also certain
responsibilities to society which extend beyond these obligations” [Carroll,
Buchholtz 2015],
− Maurice Strong – “Sustainability means running the global environment – Earth
Inc. – like a corporation: with depreciation, amortization and maintenance
accounts. In other words, keeping the asset whole, rather than undermining your
natural capital” [Carroll, Buchholtz 2015],
− and the last definition which accurately describes the overall idea of CSR: B.R.
Kuc – “Companies whose only goal is to gain money profits, do not deal in
financial terms as well as those that have adopted a broader set of values” [Kuc
2004].
Apart from the abovementioned one of the clearest CSR definitions was presented
by Archie B. Carroll. According to the professor the complete CSR model is based on
Maslov’s hierarchy of needs as presented in the form of a pyramid in Figure 2.8.1.
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Figure 2.8.1. CSR Model based on Maslov Hierarchy
Source: [Carroll, Buchholtz 2015]

Archie B. Carrol proposed a four-part definition of CSR which is focused on the
types of social responsibilities a given business has. Economic responsibilities are related to
obtaining producing goods & services in order to fulfill customers needs, generating
financial profits and effectiveness as well as providing work places. Legal responsibilities
means simply that businesses are obliged to operate within the law and that there is some
“codified ethics” consisting of rules to be followed – obeying the labor law is one of them.
Ethical responsibilities refer to all companies operations which are conducted in compliance
with stakeholders’ moral rights. Philanthropic responsibilities are related to amending the
social quality of life by business voluntary actions, charity and donations. It is important
that this type of actions is not guaranteed by the law – it is expected and desired by the
public as businesses are likely to be perceived as “giving back”. This dimension of CSR can
be interpreted as a part of social contract between the society and enterprises [Carroll,
Buchholtz 2015].
The best know theory against CSR was created by Milton Friedman in 1970. He
attacked the idea saying that companies’ aim is to earn profits and employees’ responsibility
is to meet employers’ desire which also consists in gaining profits [Campbell, Miller 2004]
Fortunately, Friedmans’ arguments failed and in the following decades the idea of socially
responsible business has spread, and companies started taking notice of positive aspects of
CSR implementation.
1.2.

Development of CSR

According to B. Kożuch the 20th century’s transitions had impact on developing the CSR
idea [Kaźmierczak 2014]. Pollution, energy, water and paper wasting as well as ethical
issues caused by the economic activity of enterprises contributed to increased expectations
towards corporations behavior. Summing up, the most significant world changes which lead
to increased interest in CSR are:
− degradation of natural environment,
− progressive globalization processes,

149

− increasing stakeholders’ awareness – identifying the positive and negative
impact of the business activity by the society,
− new investors approach to business – apart from financial/economic
performance, growing importance of an audience perception,
− growing importance of intangible corporate assets for example reputation,
− economic freedom,
− bigger competitiveness.
1.3.

The Triple Bottom Line

The triple bottom line was first mentioned in 1994 by John Elkington, the co-founder of
SustainAbility – consultancy. According to B. Rok it comprises three “Ps”: people, profit
and planet, and refers to the sustainable company mission. Companies should perform their
actions taking into consideration the highest possible efficiency in three areas: economy,
environment and society what in short is described as three “Ps”. A company should also be
aware of the fact that in the long-term perspective they have to focus on gaining profits as
well as providing products without harming the environment and societies [Godlewska
2013]. During the Word Summit on Social Development in 2005 three main goals of
sustainable development were recognized: economy, society and environment [World
Summit Outcome 2005]. As presented in Figure 2.8.2 these three dimensions overlap.
Companies are successful in the CSR policy when all the sustainable development
components are implemented at the same time and they are complementary.

Figure 2.8.2. Three dimensions of CSR – the Triple Bottom Line
Source: (http://allbooksillustrated.com/about-us/social-responsibility/)
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2.

CSR and sustainable competitive advantage

T.J. Dąbrowski claims that there is a pressure from the society on companies to become
more sustainable and environmentally sensitive. Consumers are nowadays more demanding
and companies are aware of the fact that their actions are rated critically by the public,
which leads to the growing transparency of companies. In effect, societies are powerful
because they are able to spread information about irresponsible companies relatively fast so
that a company’s legitimacy of business can fall down. For that reason enterprises see CSR
as a tool which enables them to keep the business legitimacy at a proper level [Czubała
2011].
Companies perceive CSR as a new strategy leading to gaining economic profits
which can be achieved by conducting socially responsible activities inside and outside the
company. By implementing CSR and performing sustainability related actions and using
their resources, enterprises build their innovative strategies and new relations with
stakeholders which form the source of competitive advantage [Bartkowiak 2011].
2.1.

The core of gaining competitive advantage

There is a close relationship between competitiveness, competition and competitive
advantage. According to J. Harasim “Striving to increase the competitiveness is therefore
the result of a strategic approach to the competition and its aim is to gain an advantage over
other market participants, which is the construction of competitive advantage” [Harasim
2009].
There are many definitions of a competitive advantage in literature. According to
M.J. Stankiewicz a competitive advantage is an effect of advantage potential of a firm
which allows it to generate competitive market bids by using effective market-based tools
[Stankiewicz 2005]. Another explanation proposed by H. Kurt Christensen says that
“Competitive advantage is whatever value a business provides that motivates its customers
(or end users) to purchase its products or services rather than those of its competitors and
that poses impediments to imitation by actual or potential direct competitors” [Abraham
2012]. According to M. Porter “Competitive advantage is the soul of business performance
in competitive markets” [Porter 1985].
On the ground of the definitions presented above it can be assumed that a
competitive advantage is an inherent element of a contemporary company’s economic
activity and a competitive advantage is therefore the desired impact of the company’s
activity in the global market. It can be assumed that gaining competitive advantage by
enterprises is the source of value creation [Harasim 2009].
Attaining the competitive advantage position is highly desirable by firms as it gives
a chance for success and for becoming the market leader. While investigating gaining
competitive advantage it should be mentioned what advantages are taken into account:
− the improvement of the company’s financial status,
− the expansion of the firm’s product share in the market,
− the improvement of the company’s image and reputation,
− the spreading of the company’s know-how,
− the strengthening of firm market position,
− the use of innovative processes and solutions in organizing work [Olejniczak
2012].
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2.2.

Corporate social strategy as a new tool for gaining competitive advantage

CSR is now widely considered to combine the company’s brilliant work as well as
a new possibility for creating new corporate value by enhancing competitive advantage
[Arnold 2010].
The implementation of CSR strategy certainly generates additional costs for firms,
but taking into account the long-term perspective it brings to the firm many benefits which
can be considered the source of competitive advantage [Olejniczak 2012].
Table 2.8.1. Benefits of implementing the CSR strategy
Company’s benefits
Social benefits
Internal

External

Financial benefits: decrease of
Operation costs & administration
costs, growth of revenues

Positive corporate image among
stakeholders and prestige in
business sector

Company active participation
in resolving social problems

Operational benefits: increase of
productivity, innovative processes,
decrease on wastes generating

Increase in the number of
customers

Environmental protection

Organizational culture: increase in
employees’ job satisfaction, higher
motivation, growth of identification
with workplace

Bring awareness of new investors,
new possibilities for international
success

Activation of local
communities

Marketing benefits: growth of
philanthropic activities supporting
marketing

Increase competitiveness

Numerous training programs
for inhabitants

Source: Based on [Godlewska 2013]

Although it is not proved that implementing CSR in the company’s strategy brings
economic profits it is obvious that it carries a wide range of benefits as described in the
Table 2.8.1. To perform corporate social actions companies should fit social responsibility
to the whole business strategy. Areas linked by CSR in business strategy which can have
impact on gaining competitive advantage are presented in Figures 2.8.3 i 2.8.4.

152

Weronika Kuras

Figure 2.8.3.
3. Traditional view of business strategy and CSR
Source: [Husted, Allen 2010]

Figure 2.8.4.
4. Integrated view of business strategy and CSR
Source: [Husted, Allen 2010]

The old view of business strategy concerns not including social strategy into the
business strategy which cannot bring the result in the form of social and economic
economi value
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creation. To gain competitive advantage companies should create a model of corporate
strategy consisting of four elements:
− market environment,
− nonmarket environment,
− resources,
− corporate values.
The aim is to integrate corporate strategy with business and the best solution for companies
is to focus on social activities which suit the firm’s success strategy the best. That is the
most appropriate way to make social commitment and to bring outcomes to social problems
[Husted, Allen 2010].
According to J.D. Margolis and J.P. Walsh there is a relationship between corporate
social responsibility and economic performance of enterprises, and there are two theories
proposed on how CSR will prove profitable for companies. The first theory says that well
treated employees are more efficient and valuable for firms and that is definitively a benefit.
The second theory relates to reducing costs and says that limited pollution and waste lead to
avoiding penalties and thereupon they contribute to companies savings [Idowu et al. 2010].
The importance of human capital is described below. Regarding the second theory which
relates to the allocation of a company’s resources – it brings profits (reduces costs) by
efficient management strategy.
Nowadays the CSR idea is getting more popular as many companies find benefits
from being socially responsible, however, it cannot be considered at the macro level. Based
on the research conducted in the last decade it can be concluded that adopting social action
programs into a firm’s strategy creates economic and social values although it is not as easy
as it seems to be. Companies apart from gaining profits can encounter also unpleasant
comments on their actions like that firms want to get much, but they do not want to give
back anything to society. On the other hand, there are companies performing some activities
in a right way with positive impact on the environment and society, but at the same time
they can perform fewer affirmative actions so they are not perceived well. Another
undesirable effect of adopting social corporate activities is financial loss. It is accompanied
by the lack of experience in top management as gaining competitive advantage from CSR
requires a well-organized CSR strategy and stakeholders commitment on every level
[Husted, Allen 2010].
There are two main reasons advised by M. Porter and Kramer why companies fail to
gain the economic advantage: first, they put business against society while both are
interdependent; second, companies do not think about CSR in a strategic way. The issue
connected with strategic CSR according to Bryan W. Husted and David Bruce Allen leads
to the following problem: “If the motivation for social action is a profit, then it is not social
action but simply good business. If the motivation for social action is doing good, then the
aim is not doing business but simply social problems but at the same time to become
profitable and give money. Companies should create corporate social strategies with social
objectives in order to create competitive advantage” [Husted, Allen 2010].
2.3.

Stakeholders’ role in creating competitive advantage

When the relation between the company’s business strategy and CSR is identified then the
firm should determine the areas which will be affected by CSR implementation. One of the
most critical elements of a successive CSR strategy is human capital [Kaźmierczak 2009].
Human capital is a broad notion in the CSR context as it relates to stakeholders in general.
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Freeman defines stakeholders as “... any group or individual who can affect the achievement
of the firm's objectives” [Furrer 2011]. According to this definition it is any group or entity
to which the achievement of this goal may be affected. Freeman divided stakeholders into
two groups:
− internal stakeholders: finance party, clients, suppliers, employees,
− external stakeholders: administration, environmentalist, NGOs, media [Stoner et
al. 1998].
Both internal and external groups have influence on the CSR strategy. Gaining
competitive advantage is based on trust between each group of stakeholders. To reach it it is
required to maintain a dialog with stakeholders, which simply means that the company
should ask its stakeholders to comment on its performance and listen to stakeholders’
expectations. Although the dialog method is not yet popular among Polish companies the
advantages it brings are worth mentioning:
− a better understanding of customers needs and requirements,
− an increase of clients’ loyalty,
− greater enthusiasm for work,
− much higher efficiency of work,
− a better reputation of the company based on employees’ and clients’ references,
− supporting innovative actions and projects,
− social responsibility promotion,
− local communities’ problem solving.
It is crucial for a socially responsible business to engage in a dialog with stakeholders
in order to activate them and to make them feel important. According to Panek-Owsiańska:
“Dialog with stakeholders is the essence of CSR. (...) inviting stakeholders to talk and to
take seriously their opinions is already an act of courage on the part of the company (...) But
through a dialog it can be found out what motivates employees to volunteer work or what
are the specific needs of customers - mothers of young children [Panek-Owsiańska 2012].
Taking into account the abovementioned definition it can be assumed that the dialog with
stakeholders can be considered an appropriate way of gaining competitive advantage as it
fosters the exchange of ideas and experiences. It can also inspire modern business solutions
as well as lead to brainstorming.
M. Armstrong also underlines the significant role of human resources in a company’s
value creating. The important role within human resources management is assigned to top
management who should keep the appropriate level of intangible company assets like skills,
abilities and attitude. Taking care of partner relations and providing training possibilities is
one of the basic ideas for keeping employees’ well-being and job satisfaction at the same
time. Creating competitive advantage is possible once employers:
− know how to manage their employees in order to observe an increase in
employees motivation – it is possible when employees know their value and
contribution for the company,
− allow employees to participate in decision-making process,
− understand a variety of personalities and characters in a team,
− take care of ethical management: fair play,
− accept the right to keep the balance between social and work life [Kaźmierczak
2009].
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2.4.

Regulations and CSR - based competitive advantage

There are some other
her factors which can influence the role of CSR in creating business and
corporate advantage, e.g. regulations. There is an undisputed relation between regulations
and CSR- based advantage creation. “CSR does not exist independently of CSR regulation
because a firm always operates
tes within a regulatory space” [Williamson
[Williamson et al. 2010]. The
relationship is directly proportional which means that there is a growth in CSR operations
observed while the volume of regulations is increasing. The Figure 2.8.5.
2.8 presents the
general relationship between regulations and CSR.
CSR

Figure 2.8.5.
5. Regulation and CSR activity
Source: [Williamson et al. 2010]

According to the Figure 2.8.5
2.8 it can be deduced how companies achieve competitive
advantage. The possible combinations of CSR and regulations are as follows:
− Low regulation – low CSR activity. There are no regulations set so that firm do
not feel obliged to implement CSR as it is not required.
− High regulation – high CSR activity. Situation typical for highly visible
companies where the framework of CSR regulations and activity is at the
appropriate level of development.
− Low regulation – high CSR activity. This situation should not exist as there are
no regulations to spread CSR.
− High regulation – low CSR activity. This situation
situation should not exist as companies
have to take into account stakeholders’ requirements and they should meet their
expectations.
On the grounds of the Figure
igure 2.8.5 the outcome is clear. Competitive advantage from
CSR can be afforded by firms which act in the area with both high regulations and high
CSR activity [Williamson et al. 2010]. There are numerous regulations regarding the
environment or labor requirements in Poland which determine the CSR activity. If the aim
of a company is to minimize pollution and decrease environment degradation, it means that
it is an action highly desired which guarantees gaining competitive advantage if it goes
along with the economic growth. CSR, as a popular competitive advantage generator, gives
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a good motivation for the implementation of new strategies. The more regulations regarding
CSR are introduced, the wider possibilities companies have to use CSR not only to meet the
demands of the law, but also to gain competitive advantage.
Conclusion
As CSR is mainly about employees and human rights, environmental protection,
stakeholder relations and community involvement it becomes easier to make the business
units profitable and competitive in the global market nowadays. To optimize the business
and its value it is crucial to make sure that the firm’s activities are conducted in cooperation
with communities, stakeholders and environmental needs.
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3.1. THE HOFSTEDE’S DIMENSION OF POWER DISTANCE AND THE
EFFECTIVENESS OF RELATIONSHIP MARKETING
Introduction
The interconnectedness of global economy is constantly growing. This process can be seen
in terms of sheer numbers as the world merchandise export grew by 2% in value terms in
2013 and the export of commercial services increased by 6% [WTO 2014]. However, at the
same time there is a need to understand the fact that complexity of interactions is growing
because emerging markets are rapidly catching up with advanced economies [Primorac
2012] and they bring along cultures with different kinds of perception of trust, commitment
and power relations. At the same time in the area of marketing studies there is a general
consensus that relationship marketing (RM) enhances performance of business [Palmatier et
al. 2006; Hanley, Leahy 2008]. As for the studies of economic relations for some time the
role of power in relationships has been either overlooked or dealt with as a side issue
[Hingley 2005]. Nevertheless, power should be in the centre of any study of buyer–seller
relationships [Cox et al. 2003].
Therefore, taking those three factors into consideration – that is growing
interconnectedness of the global economy, increasing research into RM and the importance
of power in buyer-seller relationship – it is important to conduct research at multiple
different levels of power distance among national cultures’ influence on the effectiveness of
relationship marketing.
The author of this article aims to synthesize previous theoretical and empirical
research in the effect of power distance on relationship marketing effectiveness. The
objective is also to propose directions for further research.
1.

Relationship marketing

Relationship marketing has been defined by many authors. Each of them aims to coin a
definition which would capture the essence of relationship marketing. The term itself was
first introduced by Leonard L. Berry [1983]. He defined RM as marketing activities that
attract, maintain and enhance customer relationships. Most of the succeeding definitions
follow the same path. For example, Robert M. Morgan and Shelby D. Hunt [1994 p. 22]
referred to RM as all marketing activities directed toward establishing, developing, and
maintaining successful relational exchanges.
Surely the abovementioned definitions do not exhaust the topic. According to
Christian Grönroos [1994] marketing is to establish, maintain, and enhance relationships
with customers and other partners, at a profit, so that the objectives of the parties involved
are reached. This is achieved by a mutual exchange and fulfillment of promises [p. 355].
Grönroos therefore points out to the mutual character of the relation. The same could be said
about Robert A. Peterson’s definition. While discussing different definitions of RM,
Peterson stresses the fact that both parties in the relationship benefit [Peterson 2001].
The abovementioned scholars aim to incorporate all important elements into their
definitions of relationship marketing. However, some researchers find those definitions too
broad or too general. One of the examples may be found in an article by Jagdish N. Sheth
and Atul Parvatiyar [1995]. Those scholars aimed at finding the answer to the question of
why customers engage in relationships with marketers. Coming from this perspective Sheth
and Parvatiyar defined RM as follows: relationship marketing connotes an ongoing
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cooperative market behavior between the marketer and consumer [Sheth, Parvatiyar 1995, p.
256].
As said at the beginning, despite the fact that definitions of RM found in the
literature may differ in scope and elements brought forward, it is at the same time
reasonable to say that they all share some common ideas. Firstly, to talk about relationship
marketing there must be some kind of a relationship. Sides of this relationship can be equal
in form – that is firm to a firm (B2B, business-to-business). On the other hand, they can be
different and involve a firm and a consumer (B2C, business-to-consumer).
In general for a relationship to be successful the customer must be prone to engage.
Arnold and Bianchi [2001] call this a relational orientation. It is worth mentioning that the
levels of this relational orientation may differ from country to country influencing the
effectiveness of relationship marketing tools in general. This, however, will not be the
subject of this article. Moreover, relationship marketing should be considered in terms of
being a strategy used to gain a competitive advantage. In contrast to transactions, relational
exchanges are generally longer and should be seen as a process and not as a one-time event.
Relationship marketing strategy implies a long-term focus on both sides [Arnold, Bianchi
2001].
2.

Hofstede’s dimensions of culture

In evaluating the effectiveness of relationship marketing in different cultures Geert
Hofstede’s cultural dimensions theory is one of the most frequently applied. Due to the fact
it is widely use and generally accepted and for the purpose of discourse clarity only research
using this theory will be analyzed.
Hofstede's cultural dimensions theory describes the effects of a giving society's
culture on the values of its members. It also explains in what way the given culture
influences the behavior of members of the society in question.
The theory originated from a large survey study conuducted by Hofstede between
1968 and 1972. Hofstede studied national differences in national values between employees
of IBM corporation in 72 countries. Answers of 116,000 IBM employees were gathered and
compared [Hofstede 2001, p. XIX].
These data allowed – by the means of statistical analysis – to reveal five main
dimensions on which cultures differed from one another. By the term of culture Hofstede
meant the collective programming of the mind distinguishing the members of one group or
category of people from another [2015]. In Hofstede’s vision the term category can be
understood as nations, regions (not only within, but also across nations), ethnicities,
religions, occupations, organizations or the genders.
The four dimensions were the following:
− Power distance – PDI,
− Uncertainty avoidance – UAI,
− Individualism-collectivism – IDV,
− Masculinity-femininity – MAS.
In his book Culture’s consequences Hofstede defines power distance as follows: The
power distance between a boss B and a subordinate S in a hierarchy is the difference
between the extent to which B can determine the behavior of S and the extent to which S can
determine the behavior of B [Hofstede 2001, p. 83].
At his official website Hofstede elaborates on this dimension by writing that it is also
the extent to which the less powerful members of institutions and organizations within a

162

Piotr Skoczylas

country expect and accept that power is distributed unequally [Hofstede 2015]. Therefore, it
is not only about the real possibility of forcing the intended behavior but also about the
people perceptions and expectations of the above. The term “power distance” was borrowed
from the Dutch social psychologist Mauk Mulder – the author of power-distance reduction
theory [Lawler 1979].
In low power distance cultures in organization the ideal boss should be a democrat
while in high power distance cultures the best boss is the one who is an autocrat. Power
distance dimension can be observed not in only in work places. In low PDI cultures in terms
of societal norms people believe that inequality in society should be minimized, all should
have equal rights and when something is wrong it is because of the organization of system.
PDI reaches as deep as the way people bring up their children – for example, in high PDI
cultures parents in general put greater emphasis on their children’s obedience and do not
treat them as equal until they reach a certain age. However, even when this parent-child
relation persists as children are obliged to provide security for their elderly parents
[Hofstede 2001].
Another dimension of culture is called uncertainty avoidance. It refers to the extent
to which people feel threatened by ambiguous situations, and have created beliefs as well as
institutions that try to avoid these [Hofstede 2001, p. 161]. The term itself derives from a
book A Behavioral Theory of the Firm by Richard M. Cyert and James G. March. These
American organization theorists researched how organizations function to avoid uncertainty
which surrounds them. Hofstede describes this dimension which is present in members of
society regardless of the fact that they make decisions at work, in family or among friends.
One of the most distinctive differences between cultures with low UAI and with high UAI is
that people representing the former have in general greater hope of success while members
of the latter cope with fear of failure. Furthermore, the truth in cultures of low UAI appears
to be relative, whereas members of cultures which could be characterized in terms of high
UAI represent a view in which there can be only one truth. However, the difference which
could be the most important from the point of view of economics is that workers are less
bounded to their employers and change jobs more easily in low UAI cultures than in high
UAI [Hofstede 2001, p. 169].
Next cultural dimension is called collectivism-individualism and abbreviated as IDV.
Hofstede defines collectivism as a situation in which people belong to in-groups or
collectivities which are supposed to look after them in exchange for loyalty. At the other
pole of this dimension individualism is a situation in which ties between people are loose.
Each and every member of the society is supposed to look after themselves and their
immediate family exclusively [Hofstede 2001]. The correlation between national wealth and
the level of IDV should be noticed. However, regardless of the level of wealth societies with
low IDV share similar characteristics. People spend their life close to family members
caring for older relatives and paying homage to their ancestors. What people do is dictated
by their social role. Hofstede notes even such details as the fact that cultures with low IDV
are characterized by slower walking [Hofstede 2001, p. 236]. As for the work situations in
low IDV cultures personal relationships win over the company. In cultures of group
importance it is also common in business situations to make decisions collectively and not
unilaterally.
The fourth dimension is masculinity-femininity – MAS. The briefest definition of
this dimension is that masculinity stands for a society in which social gender roles are
clearly distinct while femininity represents a population in which those roles overlap.
Hofstede claims that in high MAS cultures men are expected to be strong and aimed at
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material success in life. Whereas women are supposed to be more humble, delicate and
burdened with a care over the quality of life. On the contrary, in low MAS cultures both
males and females should be concerned with the quality of life and modesty as well as
tenderness is expected from both genders. In terms of consumer behavior in low MAS
cultures buying decisions are shared between partners. In low MAS cultures people in
general also show bigger doubt in relation to advertisements [Hofstede 2001, p. 312].
The fifth dimension called long- versus short-term orientation (LTO) was introduced
by Michael Harris Bond. It was added after reviewing the answers of the Chinese Value
Survey. The survey was conducted in 1985 on the sample from 23 countries. In 2010
additional research by Michael Minkov allowed to enlarge the number of country number to
93. Long term orientation is defined as characterizing a culture which members cultivate
virtues directed toward future rewards. On the contrary, in short term orientation there is
greater orientation towards past and present – for example, respect for tradition [Hofstede
2001, p. 359].
The sixth dimension – introduced in 2010 – was based on the data from World
Values Survey1. Minkov proved that measures of life control and importance of leisure are
the best predictors of levels of happiness. These three variables form a strong dimension of
national culture, which he labeled as indulgence versus restraint. This dimension had no
equivalent in Hofstede’s model. In light of this discovery Hofstede and Minkov added
indulgence versus restraint as a sixth dimension in their book Cultures and Organizations:
Software of the Mind [Minkov, Hofstede, 2011]. Indulgence versus restraint – IND –
focuses on aspects known from literature as the so-called “happiness research”. Indulgence
stands for a society that allows relatively free gratification of basic and natural human
desires related to enjoying life and having fun. Restraint denominates in a society that
controls gratification of needs and regulates it by enforcing strict social norms on their
members [Hofstede 2011].
Even though some scholars point out to the culture’s net effect on RM effectiveness
[Samaha et al. 2014] it is most likely that the power distance index variable has the most
influence.
3.

Examples of research

By 2001 scholars had acknowledged the need for adding cultural contexts to the research on
consumer relationship marketing [Arnold, Bianchi 2001]. Most research at that time was
based on theoretical frameworks developed in western cultures. However, it was estimated
that the profits received from firm-consumer relationships might be significantly different
when the same tools are used in national cultures other than American [Arnold, Bianchi
2001].
The 2001 paper by Kara A. Arnold and Constanza Bianchi presented a conceptual
framework that proposed gender identity and culture as variables that have impact on the
success of a relationship marketing strategy. Their scheme dealt with business-to-consumer
relations. In terms of power distance being one of the factors influencing RM they have
proposed that consumers belonging to low PDI societies are more keen to engage in
relational market behavior with companies, products or brands, and that consumers from
high PDI cultures are less likely to do that [Arnold, Bianchi 2001].
1

The World Values Survey is a global network gathering social scientists. Members of WVS aim to study the
changing of values and the way it impacts life on very level (e.g. social, political).
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One of the most valuable empirical studies was the work of Chanthika Pornpitakpan
and June N.P. Francis. These scholars conducted a study on groups of students in Canada
and in Thailand. Researchers wanted to answer the questions of how does different levels of
power distance, uncertainty avoidance and individualism-collectivism influence (by
decreasing or enhancing) source expertise and argument strength in persuasion
[Pornpitakpan, Francis 2001]. Source expertise and argument strength are important
antecedents of relationship marketing [Samaha et al. 2014].
It should also be stated that Pornpitakpan and Francis’ study was partially inspired
by findings of Niraj Dawar, Philip M. Parker and Lydia J. Price. In a research which took
into account 11 nationalities they explored the question of how culture influences
consumers' opinion exchange behavior. They found out that the cultural dimensions of
power distance and uncertainty avoidance influence the focus of consumers' product
information search activities. However, their tendencies to share product-related opinions
with others did not differ between cultures [Dawar et al. 1996].
As for the Canadian-Thai study one of the Pornpitakpan and Francis’ hypotheses
was that individuals from low power distance, low uncertainty avoidance, and individualist
cultures will be more influenced by argument strength than in the case of individuals from
high power distance, high uncertainty avoidance and collectivist cultures.
Table 3.1.1. Comparison of Hofstede’s cultural dimension scores for Canada and Thailand
Culture dimension
Canada
Thailand
PDI

39

64

IDV

80

20

MAS

52

34

UAI

48

64

LTO

36

32

68

45

IND
Source: (http://geert-hofstede.com/canada.html)

It was observed that for Thai participants both source expertise and argument
strength were significant predictors of attitudes toward the brand. Moreover, strong
arguments generated more favorable attitudes toward the brand than the weak ones.
However, for Canadians only argument strength was the indicative predictor of attitudes
toward the brand. These results confirmed the hypothesis that individuals from high power
distance, high uncertainty avoidance, and collectivist cultures (i.e., Thais) will be more
influenced by source expertise than individuals from low power distance, low uncertainty
avoidance, and individualist cultures (i.e., Canadians) [Pornpitakpan, Francis 2001, p. 93]
The researchers faced significant problems while detaching the dimensions of power
distance and individualism-collectivism. In operationalizing cultural differences, based on
Hofstede’s dimensions, it is a challenge to find cultures that do not vary on these two
dimensions. For instance, as for the dimension of the individualism-collectivism, the United
States, Great Britain and Australia all score from 89 to 91. At the same time their results on
the power distance indicator vary from 35 to 40 [Pornpitakpan, Francis 2001, p. 96]. The
countries, which could provide an opportunity to distinguish both dimensions, would be
Denmark (PDI – 18, IDV – 74) and New Zealand (PDI – 22, IDV – 79).
Another interesting study was conducted in 2009 by Desmond Lam, Alvin Lee and
Richard Mizerski. It was the first study to investigate the effects of consumers’ cultural
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values on their word-of-mouth behavior [Lam et al. 2009]. Authors of this study defined
word-of-mouth (WOM) advertising as an oral, person-to-person communication between a
receiver and a communicator whom the receiver perceives as non-commercial, regarding a
brand, product, or service [Lam et al. 2009, p. 56].
Lam, Lee and Mizerski based their study on several findings. Firstly, they used
research of Peter B. Smith, Fons Trompenaars and Shaun Dugan. These scholars proved that
cultures with low individualism and high power distance tend to have a lower internal locus
of control (external). Given the findings by Lam and Mizerski [2005] that externals are
more likely to engage in in-group2 WOM. Consequently, their hypothesis consisted in the
assumption that the high power distance is positively associated with in-group WOM and
negatively related to out-group WOM.
As it was explained before in cultures with high power distance dimension, people
approve inequalities between members of a society. This encourages the acceptance of the
fact that information is also shared unequally. People of high status are expected to maintain
more information than people of lesser position in the society. Those who score low in
power distance are more likely to be less eager in expressing their opinions to others
because they tend to view everyone as equal. On the contrary, representatives of high power
distance are more wary in their group exchanges, especially when being in contact with
people who are (or are being thought of as) more powerful. Inequality in power encourages
members with different power levels to belong to different groups. This situation prompts
more interaction with the ones who are at the same power level. Expectations enumerated
above pushed the scholars to propose the following hypothesis:
The more a consumer values high power distance, compared with those who value
low power distance, the more likely she or he is to engage in WOM with (a) an in-group and
(b) an out-group [Lam et al. 2009, p. 59].
After conducting a thorough analysis scholars concluded that high power distance
dimension had a significant positive effect on in-group WOM. Their findings supported the
first part of the hypothesis. However, for the second part of the hypothesis the results
yielded were opposite to the ones hypothesized [Lam et al. 2009].
Conclusion
This paper synthesizes previous theoretical and empirical research in the effect of power
distance on relationship marketing effectiveness. Firstly, the general foundations for
relationship marketing were elaborated on. Then Hofstede’s theory of cultural dimensions
was presented and its implications for RM research were discussed. As it was shown in the
field of research in culture effects on RM there were valuable theoretical and empirical
studies conducted. Although researchers often deal with many limitations concerning, for
example the access to respondents from cultures whose answers could provide most
valuable data. Nevertheless, hitherto findings on the connection between the level of power
distance and the effectiveness of different elements of RM show significant positive
correlations.

2

In-group refers to the people who the customer knows personally and to a group to which the customer feels
a member of. Out-group is a group with which the customer does not identify themselves.
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3.2. RISK-AVERSION IN BEHAVIORAL THEORY OF THE FIRM
Introduction
Risk is broadly recognized as reflecting variation in the distribution of possible outcomes,
their probabilities, and their subjective values, measured by nonlinearities in the revealed
utility for money or by the variance of the probability distribution of possible gains and
losses associated with a particular alternative [March, Shapira 1987]. Strategic management
research has been dominated by a few measures of risk implemented from other sciences
that aren’t difficult to calculate and thus, theories in general has been focused narrowly on
variance avoidance while central concerns of managers and strategists remained neglected
[Ruefli et al. 1999]. Behavioral Theory of The Firm has been highly influential in the fields
of organizational theory and strategic management since its central concepts became
foundational to both research and practice concerning organizational phenomena. Together
with Expected Utility Theory, Prospect Theory, and Agency Theory, the School constitutes
a behavioral research approach postulated as one of the pillars of strategic management
theory [Światowiec-Szczepańska 2012; Gavetti, Greve 2012; Powell et al. 2011; Gavetti et
al. 2007].
1.

Behavioral approach to strategic management

1.1. Behavioral strategy
The strategic management theory stands on three pillars based on the issue of organization
heterogeneity: Bainian market power, Penrosian resource-based theory, and Schumpeterian
theories of evolution and innovation. The current knowledge about human cognition,
emotions, learning, social interactions and institutions cannot support the assumption that
economic barriers constitute a core of organization heterogeneity. Therefore, the
achievement of empirical fidelity requires establishing a behavioral subfield that could serve
as the fourth pillar [Powell et al. 2011; Powell 2014].
The definition of behavioral strategy was specified in 2011 in the Special Issue of
Strategic Management Journal as a strategy that “merges cognitive and social psychology
with strategic management theory and practice. Behavioral strategy aims to bring realistic
assumptions about human cognition, emotions, and social behavior to the strategic
management of organizations and, thereby, to enrich strategy theory, empirical research,
and real-world practice”. The strategy is based on two assumptions:
− the subfield ought to be rigorously grounded theoretically in cognitive and social
psychology with methodological diversity,
− the implementation of psychology has to be aimed at bringing strategic theory
closer to empirical facts and its integration with strategy practice [Powell et al.
2011].
Rigor in theoretical grounding allows logical consistency and feasibility of scholarly
debates crucial for the outcome of intelligible empirical results. It was defined by Bromiley
[2005] as three conventional scholarly standards:
− logical consistency and falsifiability with correctly described constructs and clear
mechanisms by which they interact,
− clear tights between theory and empirical work (if performed),
− appropriate procedures of analyses and measures.
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Rigorous strategy research excludes assumptions of rationality and equilibrium as
inconsistent, as models depicting managers as optimal decision-makers rule out the
possibility for improvement of their actions [Bromiley 2005]. The implementation of
rigorous methods from other sciences applies to both personal and impersonal realm of
strategic management, i.e. physiology, neuroscience, geography and randomness for
impersonal and social behavior or emotions for personal. These methods may include:
experiments, mathematical modeling, simulations, brain imaging, field studies, ethnography,
textual analysis [Powell et al.2011; Powell 2014].
Behavioral strategy aims at behavioral deviations from market efficiency that keeps
organizations away from superior performance. However, there are voices that sharp
distinctions between behavioral and rational strategy might be inappropriate and unhelpful –
the process of rational choice requires a priori problem framing before calculations can be
carried out [Gavetti 2012; Levinthal 2011].
1.2. Schools of behavioral approach to strategic management
The behavioral approach to studies of risk in management decision-making is represented
by four schools: von Neumann and Morgenstern’s Expected Utility Theory (EUT),
Kahneman and Tversky’s Prospect Theory (PT) and Agency Theory (AT). The common
point of these schools is a concern that managers in general fail to respond to risk in
reference to classical decision models – their perception of risk plays much more active and
complicated role in the process [Światowiec-Szczepańska 2012; Holmes 2011].
BTOF and PT gained more attention in recent years in theory of strategic choice
together with managers perceiving risk management as one of the most important of core
competences – these theories constitute a framework of risk management involving
uncertainty. At present, it is considered unreasonable to research management risk taking
using variability analysis in operational risk. Distinction between these two approaches to
theory of strategic management is justified since research gave support to the hypothesis
that organizational risk is determined by management risk – organizational risk makes up a
sum of risks taken by management [Światowiec-Szczepańska 2012].
BTOF and PT are similar, although differ in some important ways. The main
difference is that PT is a theory of individual behavior, while the BTOF is focused on
organizations, thus, they emphasize different subject matters. Both schools predict behavior,
however, PT rather does not touch upon the underlying cognitive processes. BTOF specifies
many constructs (e.g. organizational slack and routines) that do not correspond with those
from PT [Holmes et al. 2011].
2.

The Behavioral Theory of the Firm (BTOF)

2.1. Framework
The BTOF or “Carnegie school” from the mid-20th century intellectual movement on
Carnegie Mellon University has been highly influential in the fields of organizational theory
and strategic management since its central concepts became foundational to both research
and practice concerning organizational phenomena. Three publications constitute its
scientific study of organization behavior and administration: Simon’s “Administrative
Behavior” [1947], March and Simon’s “Organizations” [1958] and Cyert and March’s “A
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Behavioral theory of the firm” 1963]. The last one is considered the most mature of the
School’s early stage of development [Gavetti, Greve 2012].
The School’s defining mission and identity were strongly committed to three
premises: organizations as the ultimate object of study, decision-making as the privileged
channel for studying organizations, and behavioral plausibility as a core principle
underlying theory building. Although these defining premises are simple the School as a
whole was not dogmatic in its theoretical manifestations [Gavetti et al. 2007].
Insights from the Carnegie School have been incorporated into a variety of
theoretical approaches to organizations not traditionally associated with the Carnegie School,
including agency theory, economic sociology, institutional theory, population ecology,
strategic choice and contingency theory. The School’s creation of a constellation of closely
related ideas rather than a narrow paradigm with strong closure properties certainly helped it
to flourish and spread. This lack of closure has enhanced the adaptability of the Schools’
ideas, thus, enabling some of its basic premises to become embodied as foundational
principles in several research programs in organizational studies, sociology, economics and
strategy. The flip side of this same phenomenon is that the Carnegie School’s influence and
its constellation of ideas have been, however, broad rather than deep. Out of the citations to
the core Carnegie School books, only 3% cite all three volumes suggesting that scholars
selectively attend to some Carnegie School assumptions while ignoring other aspects
[Gavetti et al.2007].
In the late 1970s and early 1980s the Carnegie School focused increasingly on the
environment and less on organizations. During the late 1980s and 1990s, organizational
learning, change and adaptation became more central topics [Gavetti et al. 2007].
There are four classical pillars of BTOF. Each of them focusing on particular aspects
of the complex reality of decision-making in organizations: bounded rationality, routinebased behavior and learning, the role of specialized decision-making structures and the role
of conflicts of interest and cooperation among organizational members. Over time, the last
two had been neglected or absorbed into other theories [Gavetti et al. 2007].
Decision-making is the focal point of the School’s perspective on organizations,
given its centrality to organizational actions and outcomes. At the individual level
psychological constraints, especially cognitive ones, are paramount. At the organizational
level the key concern of the Carnegie School is the relationship between individual and
organizational goals, and one of the School’s key assumptions is that organizations generate
a set of economic, political and social mechanisms to reconcile individual as well as
organizational goals. It should be noted, however, that the reconciliation is imperfect
[Gavetti et al. 2007].
2.2. BTOF perspective on risk
From behavioral perspective decision-makers bear a specific view on risk which is focused
on negative consequences. The fear of loss unleashes a backlash significantly stronger than
expected profit gratification, therefore, makes it simple to establish a risk management
system focused on reducing these effects. Risk taking is not a game of chance, measured
neither by standard deviation, nor by the variance of probability distribution – it cannot be
ontologically separated from the idea of uncertainty [Światowiec-Szczepańska 2012].
Behavioral instruments are sometimes labeled the “soft” variables of management
[Szczepański, Światowiec-Szczepańska 2011]. The transition from “technical”, measurable
and static perspective of risk to the psychological one strips it from the delusion of
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objectivity. A manager is located in the center as a person dependent on his social, political
and historical views. Hence, risk becomes a subjectively viewed interaction of chance and
the results may vary among decision-makers [Światowiec-Szczepańska 2012].
The BTOF assumption on risk considers the relation between organization
performance and aspiration level used by decision-makers for its evaluation. It affects the
scope of preferences ranging from risk-aversion to risk-seeking depending on how much
performance outstrips aspirations. Dependent on managerial perspective over the threat of
the organization’s survival the BTOF predicts whether low-performance organizations’ riskpreference is closer to aversion or seeking [March, Shapira 1987; 1992].
The idea of risk is essential in strategic management, however, its evaluation is
predominately based on measures and techniques borrowed from adjacent disciplines,
especially from financial economics and statistical decision theory. Although generally
accepted in the literature, the implementation of those measures is arguable and has seen
some critics from BTOF, e.g. the lack of face validity or conceptual validity. BTOF argue
that managers utilize conceptualizations of risk which are substantially different from those
developed by decision theorists. Managers tend not to perceive the risk of an alternative to
be equivalent to the dispersion of the outcomes of that alternative [Ruefli et al. 1999].
Performance above the aspiration level results in the situation in which the increase
in performance decreases risk taking. However, the effect of changes in performance when
performance falls below the aspiration level remains the subject of scholarly debate with
two opposing arguments:
− performance below the aspiration level increases awareness of needs for
improvement and stimulates risk taking,
− performance below the aspiration level raises awareness of danger and leads to
risk-aversion [Audia, Greve 2006].
BTOF’s defining mission and identity were strongly committed to the following
three assumptions: organizations as the ultimate object of study, decision-making as the
privileged channel for studying organizations, and behavioral plausibility as a core principle
underlying theory building. Due to the simplicity of these assumptions, the School was not
dogmatic in its theoretical manifestations [Gavetti et al. 2007].
3.

References to BTOF risk-aversion in modern papers

In order to prove vitality of the School’s classical approach to risk, I have searched and
described some of recent studies in the subject. From the broad literature I have chosen:
− McKinley, Latham and Braun’s [2014] scenarios of turnaround,
− Hu, Blettner and Bettis’ [2011] three-reference-point risk preference function,
− Audia and Greve’s [2006] organizational resource endowment effect on risk
perception.
3.1. Scenarios of turnaround
Facing organizational decline managers can take one of two possible positions which are
based on two opposite assumptions that the decline is a driver or the impediment of
adaptation and innovation, and that necessity is the “mother” of invention or rigidity. The
scholarly debate over the efficiency of both outcomes for the future states of growth or
decline leaves the topic ambiguous [Audia, Greve 2006; Mone, McKinley, Barker 1998;
Ocasio 1995; McKinley et al. 2014].
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McKinley, Latham, and Braun [2014] specified four scenarios in relation to the issue
(Figure 3.2.1): two for invention and two for rigidity. Scenarios considering necessity as the
mother of invention are: turnaround through innovation (flexible and inflexible), and
downward spiral through innovation. The opposite scenarios for necessity as mother of
rigidity are: downward spiral through rigidity, and turnaround through risk avoidance.

Figure 3.2.1. Scenarios of turnaround
Source: [McKinley, Latham, Braun 2014]

General definition of organizational decline is “a condition in which a substantial,
absolute decrease in an organization’s resource base occurs over a specified period of time”
[Cameron et al. 1987; McKinley et al. 2014]. McKinley, Latham, and Braun’s [2014] view
aggregates the necessary assumption that the successive decrease of organizational
resources should last for a period of at least two years when the process can be identified by
management and reaction can be undertook [Cameron et al. 1987], and that:
− unlike organizational turbulence, understood as rapid and discontinuous
fluctuations, organizational decline downward trend in revenues or resources
remains steady over time [Cameron et al. 1987],
− unlike organizational downsizing, which is a conscious managerial act of labor
reduction, organizational decline of resource reduction is unintended [Freeman,
Cameron 1993],
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− unlike organizational crises, which involve highly ambiguous situations that
threaten an organization’s continued viability, organizational decline differs in
speed at which it occurs and the amount of time for response [Milburn et al.
1983; Pearson, Clair 1998; Shrivastava 1987],
− unlike organizational jolts, which do not indicate that the level of resource losses
threaten organizational survival, organizational decline poses a threat [Meyer
1982],
− unlike organizational stagnation, which is a static condition of low performance,
organizational decline involves successive decrease of resources [Masuch 1985].
Innovation can be defined as a newly developed product, service or production
process significantly different from those existing. It can be flexible or inflexible, depending
on the range of configurations and the velocity of these configurations [McKinley et al.
2014]. Rigidity can be defined as maintenance of previously developed routines in
organization and, thus, as the opposite of innovation, both flexible and inflexible. It can be
increased by managerial initiatives of efficiency, tighter budgets, cost cutting and increased
accountability. Therefore, it may limit the potential for implementation of innovations in
products or services [Staw et al. 1981].
Necessity as the mother of rigidity appears in Staw et al.’s [1981] threat-rigidity
model. Turnaround through rigidity can be achieved by refraining from innovation that
cannot generate revenues, thus, avoiding high, unnecessary costs. Necessity as the mother of
innovation appears in BTOF and PT. Cyert and March [1963] claimed that the more
performance moves below aspirations, the more decision-maker will open to step outside
the established routine in order to reverse this negative gap. The same outcome stems from
the opposite situation when performance is significantly above aspirations – this
phenomenon is called “slack search” [Greve 2003; McKinley et al. 2014].
The influence of BTOF in organizational decline involves a suggestion that failure in
meeting performance goals – frequently associated with decline – encourages innovation in
routines and disrupts rigidity. BTOF has found widespread empirical support, thus, it places
additional credibility to the concept of necessity as the mother of invention [McKinley et al.
2014]. Furthermore, BTOF shows some influence in one of the rigidity-supportive
scenarios: turnaround through risk avoidance, which contrary to the assumption that rigidity
enhances the chances of future decline it may sometimes reduce the probability of future
decline. If the scenario unfolds through additional iterations without changes of sign in the
links, reduced decline (or renewed growth) will stimulate innovation through a type of slack
search. Moreover, innovation will create risks that enhance the prospects of a return to
organizational decline [Cyert, March 1963; McKinley et al. 2014].
The process of slack search was established by Cyert and March [1963], although
labeled this way later by Greve [2003]. It is the “search for innovations that would not be
approved in the face of scarcity but have strong subunit support”. Organizations engage in
slack search when they bear excess resources. In conjunction with the problematic search,
and solutions in the environment slack search determines the range of solutions available for
management.
McKinley, Latham, and Braun [2014] assumed that the scenario of turnaround
through risk avoidance for some scholars can be considered counterintuitive, however, it
constitutes the best choice for managers who are to some extent aiming to wait out
organizational decline of their company. Along with turnaround through innovations this
scenario shares the overall pattern of fluctuation in resource levels or performance which is
relatively stable in preventing downward spirals from development. Sometimes rigidity
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response to threat is the best policy for an organization – environments can change in the
ways that established routines remain overall effective in the long run [Staw et al. 1981].
3.2. Three-reference-point risk preference function
Aspirations can be viewed as reference points that separate regions of gain from regions of
loss. Changes in this area affect risk taking – for non-extreme situations in relation to the
reference point decision-makers tend to be risk-averse above this point and risk-seeking
below it. The empirical investigations of choice by organizations indicate organizational
risk-taking behavior changes significantly at the extremes of performance. The
incorporation of extreme situations requires the extension of previous models to threereference-point risk preference function which results in the reversal of the effectiveness of
adjusting speeds of aspiration levels, and in the introduction of alternative strategies for
setting reference groups [Lopes 1987; March, Shapira 1987; 1992; Hu et al. 2011].
Two opposite models consider the possible result when management go beyond their
survival point:
− threat-rigidity theory assuming that management become risk-averse, engaging
in divestitures rather than acquisitions,
− BTOF assuming that in order to escape the threat to survival the management
becomes risk-seeking through innovation, organizational change and expansion
through acquisition [Staw et al. 1981; Audia, Greve 2006; Hu et al. 2011].
Hu, Blettner, and Bettis [2011] claimed that although being aware of contradictory
findings, relevant research suggests that very high levels of performance in relation to the
aspiration level encourage management to increase risk taking. By contrast with the
previous work in the field considering the population performance average as the reference
point for organizations they proposed three different strategies for setting reference groups:
− conservative, comparing to the average of the industry,
− ambitious, comparing to the best performers from the industry,
− stepwise, comparing to a group seen as having satisfactory performance relative
to the focal organization, rather than to the best performers [Greve 2003;
Knudsen 2008].
The three-reference-point risk preference function involves three points: the survival
point at which performance is extremely low, a success point at which performance is
extremely high, and a standard reference point. It incorporates the features following
(Figure 3.2.2 – the dashed curve):
− performance near the aspiration level, decision-makers are risk-averse above the
aspiration level, and risk-seeking below the aspiration level,
− performance near the survival point, decision-makers are risk-averse,
− performance near the success point, decision-makers are risk-seeking,
− extreme performance can be obtained by managers only with small probability
[Hu et al. 2011].
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Figure 3.2.2. The three-reference-point risk preference function compared to classic single-reference-point
Source: [Hu, Blettner, Bettis 2011]

Hu, Blettner, and Bettis [2011] assumed that the incorporation of the psychological
approach to setting goals, taking risks and establishing adaptive aspirations into the research
and practice of strategic management based on the BTOF can have a positive influence on
the insight into the dynamic causes of performance heterogeneity. Adaptive aspirations, risk
preference functions, and reference groups, although promising in the observation of
performance heterogeneity have yet been significantly absent in empirical strategy research.
3.3. Organizational resource endowment effect on risk perception
The central argument of BTOF considering risky organizational changes is that decisionmakers evaluate performance on the basis of the aspiration level and that the performance
related to the aspiration level influences their attitude towards risk and change. The
framework for this theory involves psychological processes of preferences and risk
perception, and organizational processes of search [Audia, Greve 2006].
Audia and Greve [2006] assumed that studies giving evidence of risk-aversion as a
reaction to performance below the aspiration level outnumber those supporting risk-seeking.
Most of them posit that the relationship of performance and risk behavior is the same when
performance is both above and below the aspiration level. In their study, they make an
attempt to clarify the relationship between performance and risk behavior with the
identification of indispensable organizational conditions by building on March and
Shapira’s [1987; 1992] shifting-focus model of risk taking. They argue that managers’
tolerance of risk depends on the resource endowment of the organization (Figure 3.2.3).
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When performance is falling below the aspiration level, the extending gap between
aspirations and survival point implies that:
− decision-makers managing organizations with greater resource endowment
interpret low performance as a gap that can be bridged by risks-seeking, and,
therefore, focus on the aspiration level,
− decision-makers managing organizations with lesser resource endowment
interpret low performance as a threat of a serious crisis that can be avoided by
risk-aversion, and, therefore, focus on the more proximate survival point.

Figure 3.2.3. Organizational resource endowment effect on risk perception
Source: [Audia, Greve 2006]

In their study Audia and Greve [2006] gave an empirical example of Japanese
shipbuilders on the primary list of the Tokyo and Osaka stock exchanges from 1974 to 1995
in order to test four hypotheses (Table 1). In this industry there is significant importance of
factories as strategic assets due to high fluctuations in demand and the Japanese
shipbuilding industry has approximately 30% of the global market, thus, it is an important
subpopulation within a single national context.
Table 3.2.1. Hypotheses on the effect of performance on management attitude toward risk
When performance is below the aspiration level, performance decreases
HYPOTHESIS 1
leads to more risk taking
HYPOTHESIS 2
HYPOTHESIS 3

When performance is below the aspiration level, performance decreases
leads to less risk taking
When performance is below the aspiration level, performance decreases
leads to less risk taking among small organizations and more risk taking
among large organizations

HYPOTHESIS 4

Organization size decreases risk taking

Source: Based on [Audia, Greve 2006]
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Their study provided evidence in support of the hypotheses of risk-aversion and the
moderating effect of organization size and suggests that the shifting-focus model of risk
taking provides insights that can help to identify when risk-aversion or risk-seeking prevails.
Future research can extend the issue by examining other organizational characteristics that
might affect the attitude of decision-makers, i.e. whether decision-makers view risky
decisions as opportunities to exceed the aspiration level or as threats to survival of the
organization [Audia, Greve 2006].
Conclusion
The main focus in the behavioral approach to strategic management is on how executives
actually define and react to risk, not how they ought to [March, Shapira 1987]. Such
validation remains possible as long as strategic management scholars remain open for multidisciplinary research in order to strive for growth, dynamism and creativity in defining new
research problems and methods. Frontiers are shifting dynamically: from decisions to
complex judgments, from individual biases to choice architecture, and from introspection to
cognitive neuroscience [Powell et al. 2011].
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3.3. BOWMAN PARADOX.
THE RELATIONSHIP BETWEEN RISK AND RETURN IN THE POLISH
BANKING SECTOR
Introduction
Risk management in the banking sector became generally approved after the financial crisis
in 2008. It is well known that risk had been present before the crisis, but its development
has been growing since that time in economies all over the world. Problems with the
financial system, capital markets, funds and insurance companies in all financial firms
including banks imply that risk management was probably incompetent and ineffective.
Although risk has led to many successes further improvement needs to be launched within a
comprehensive knowledge framework. Linking this knowledge from various disciplines
such as management, finance and psychology helps in the research method of observation,
hypothesis, risk predictions based on the Theory of Firm Risk.
The relationship between risk and return in the Polish banking sector is more and
more useful in proper management of banks. Risk and return are two compatible factors.
Without any kind of risk managers cannot expect positive results in economy. Risk is
present in every decisions made by managers. They should try to avoid negative risk and
look for positive ones. Problems connected to risk may be dangerous, thus, effective and
proper risk management should be established at the very first stages of every project in the
companies.
Bowman in his study explained harmful influence on the relationship between risk
and return. This phenomenon has been observed in multiple industries e.g. manufacturing,
food companies, metal industries and more often in banking. The Polish banking sector
becomes more and more approved on the whole global market. The article contains one
specific measure method of return: return on equity (ROE) from 2008 to 2014. The results
of the research provide explanation of the Bowman Paradox as well as its negative
relationship between risk and return which has strong influence on the Polish banking sector.
1.

Risk and return in the Polish banking sector

Risk has existed in all civilizations, but in management it has evolved in the last few
centuries. After every kind of a crisis, but especially in relation to economy and finance, risk
and risk management become very popular.
1.1. Concept of risk
The word risk derived from the Arabic word risq and the Latin word riscum. The Arabic
word risq means: “anything that has been given to you (by God) and from which you draw
profit” [Walker 2013]. On the other hand, the Latin word riscum is a term used to describe
the possibility of danger, especially barriers. The Arabic meaning shows the positive side of
this word, whereas the Latin meaning focuses only on negative consequences. Risk evolved
in Europe with two meanings of this word, positive and negative. The first signs of risk in
European languages appeared in the late seventeenth century. Risk developed as a part of
insurance and shipping terms. Gallati describes risk as a discipline which has adversities of
deviation possibilities from a desired outcome that is expected or hoped for [Dima, Orzea
2009]. Other definitions show that risk can be the combination of performances in the
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environment. The term risk is used with issues like danger or hazard. Many companies face
problems related to economy, finance and others. Within last years the banking market has
undertaken important approaches to funds or savings. Banks have to develop every process
responsible for risk management.
1.2. Types, measurement and strategies for risk in banking sector
1.2.1. Types of risk
The main undertaken types of risks in banking are: credit, interest rate, liquidity and
operational risk. Credit risk arises when banks may not get back money from investments or
loans. Interest rate arises when market value of a bank falls and interest rates rise. Liquidity
risk arises when a bank cannot link the demands of depositors with the needs of borrowers.
Operational risk arises when a bank loses control of operating systems [Dima, Orzea 2009].
Banks have to look for and manage more types of risk. There is more risk than presented in
this article, but the types mentioned occur the most frequently.
1.2.2. Measure of risk and return
Risk is measured in different ways. It depends on the strategic management of researchers.
Brown and Luan (2005) tested the relationship between risk and return:
Risk= ƒ (return, insurer operating and financial characteristics, trend)
Most measures apply accordingly to accounting and stock returns data. Return is measured
by two methods: return on assets (ROA) and return on equity (ROE). The standard
deviation in return is risk.
ROA=
ROE=
ROE has greater importance in the banking sector. During the financial crisis ROE has a
strong impact on decreasing value for shareholders of some larger banks in 28 countries.
Higher ROE means that rents are higher and there is more value creation [Moussu, PetitRomec 2013]. The measure of return can be defined as:
Rit =
Rit = annual return for a common stock of firm i on the day t; Pit= the closing price for a
common stock of firm i on the day t and Pit-365 is the same as Pit, but one year before
[Rodriguez, Nickel 2002].
1.2.3. Strategies for risk
Every bank faces the problem of risk. Banks cannot avoid risk’s performance, but how to
avoid negative risk and increase the positive one? It is well known that good a management
process is needed to succeed. Banks have to develop strategies for risk management (Figure
3.3.1).
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Ways to Conducting Risk Management

Approaches/Actions

Instruments
Hedge/Sell

Eliminate/Avoid
Diversity
Transfer

Insure

Absorb/Manage

Set Policy
Hold Capital

Figure 3.3.1. Strategies for risk management
Source: [Dima., Orzea 2009]

Figure 3.3.1 shows the possible ways of conducting risk management. We can observe
different approaches to risk management. Some risk cannot be avoided, however, the bank
can transfer or absorb it. Most risks play a fundamental role in management and should not
be transferred or avoided.
1.3. Bowman Paradox
The relationship between risk and return is complex, but researchers in this economic area
are focused on searching for new rules and behaviours in every type of companies.
Bowman’s research (1980) is the first study touching upon risk within strategic management.
Bowman explained the negative role of risk within the relationship between corporate risk
and return in industries [Bowman 1980]. His correlation contains several explanations. First
of them is related to the differences in quality, i.e. why some companies achieve lower risk
and higher return than undeveloped companies. Another clarification shows that some less
profitable companies take much more risk than others which are more profitable and avoid
taking risk. The last explanation in linked with the thesis that market may let only one
relation between higher profit and lower risk. Moreover, everything is focused on the roles
of managers, especially their preferences and decisions [Bromile et al. 2006].
Many researchers recognize risk as the core of construction. Everyone should
perceive risk in every possible aspect including economics, finance, psychology and
sociology. The interpretation of Bowman’s study is based on the theory that managers
should not treat risk as clear as theory does, but also in a way that every kind of risk is
caused by people. After two decades researchers and managers know only some facts about
risk in organizations.
On the other hand, we can distinguish another theory proposed by Knight (1921). It
is based on the postulation that risk is a decision of the appearance of probabilities between
zero and one [Bromile et al. 2006]. His proposition defined uncertainty and risk with their
probabilities of occurrence. Furthermore, Bromile, Miller and Rau (2006) claim that Knigt’s
theory is not suitable for strategic management. Baired and Thomas (1990) also contributed
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to the research in risk. They found that the fields of psychology, management, finance and
marketing have numerous uses including “variability of returns, size and nature of outcomes
(…), probability of loss, failure to attain targets, ruin and lack of information” [Bromile et
al. 2006]. Their conviction about strategic management defined risk as finance management
or stock returns. Bowman used only one type of risk measure and it was ROE. He analysed
risk from annual reports over five and nine-year time periods. Other researchers used similar
measures, but based generally on counting returns (Table 3.3.1).
Table 3.3.1. Selection of studies using risk measures
Name of researchers:
Bowman (1980)
Jemison (1987)
Aaker and Jacobson (1987)
Cool, Dierickx and Jemison (1989)
Oviatt and Bauerschmidt (1991)
Deephouse and Wiseman (2000)
Source: Based on [Bromile et al. 2006]

Variance measure:
Variance of ROE
Variance of ROA
Accounting beta using ROE
Standard deviation of ROA and ROS
Variability of ROE around a time trend
Standard deviation of EPS forecasts

Risk management is very important for every kind of enterprises. It helps avoiding
losses in shareholder value from any possible damage. Risk management is also important
in strategy as it guarantees the right level and possible type of risks taken. Business
managers face risk in every kind of situations and ventures. Investments, purchases,
decisions and information involve risk which can put the company in danger. During the
Financial Crisis many banks noticed losses in their book values and were not be able to
provide loans or credits. It has triggered a new view on strategy in risk management. Every
kind of a possible hazard shows new opportunities to fight the negative meaning of risk. The
most extensive clarification for the Bowman Paradox is the consideration of risk and return
relation. The negative role for low outcomes and the positive role for high outcomes derived
from two behavioral theories: the Prospect Theory (Kahneman, Tversky 1979) and the
Behavioral Theory of the Firm (Cyert, March 1963) [Rodriguez, Nickel 2002]. The Prospect
Theory said that outcomes are measured relative to, for example current wealth level.
People make decisions based on the potential value of losses and gain the final outcome.
Behavioral theory of the firm (BTOF) takes the basic unit of analysis. BTOF assumes that behavior
prediction is based on respect to price, output and resource allocation decisions. In this theory companies
have aspiration and performance levels [Bromile et al. 2006].
1.4. The Polish banking sector
Poland’s banking sector is the biggest banking market in the Central and Eastern Europe.
Foreign investors own 70% of the country’s banking sector. The central bank of Poland is
the National Bank of Poland. The primary objective of the NBP’s tasks is to preserve price
stability. Another role of NPB is to maintain monetary policy, issuing currency, payment
systems, reserves, education and information [NBP]. Poland has only one state-owned bank
called Bank Gospodarstwa Krajowego (BGK). BGK provides banking services for the
public finance sector as well as it supports economic and financial government programs.
The most important banks were presented on the Warsaw Stock Exchange and are shown in
Table 3.3.2.
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Table 3.3.2. List of banks on the Warsaw Stock Exchange with market value, 29 March 2015 (mln PLN)
Name of bank
Market value (mln PLN)
Alior Bank S.A.
6076.04
Bank Gospodarki Żywnościowej S.A.
4488.29
Bank Handlowy w Warszawie S.A.
14039.37
BNP Paribas Bank Polska S.A.
1947.30
Bank Ochrony Środowiska S.A.
754.82
Bank BPH S.A.
3388.72
Bank Zachodni WBK S.A.
33193.85
Getin Noble Bank S.A.
4372.74
Getin Holding S.A.
1528.39
ING Bank Śląski S.A.
17693.60
mBank S.A.
18466.94
Bank Millenium S.A.
8067.23
Bank Polska Kasa Opieki S.A.
48215.75
Powszechna Kasa Oszczędności Bank Polski S.A.
42025
Source: Based on (www.gpw.pl)

In general stakes in the banking sector at the end of 2013 were held by investors
from 18 countries, especially from Italy (12.7% assets controlled), Germany (10.6%), the
Netherlands (8.8%), the USA (5.9%), Spain (5.4%) and France (4.8%) [Pawłowska 2014].
From 2008 to 2013 interest income increased by about 4.25% annually and the whole
interest outcome increased by about 6.36% yearly. Operational profit went up by 9.08%
annually, net profit by 8.31% annually and profit accrue to shareholder by 8.55% annually
(Table 3.3.3) (http://www.rsg.pl).
Table 3.3.3. The Polish Banking sector’s cash flow from 2008 to 2013 (in thousand PLN)
2008
2009
2010
2011
2012
28197551 28616686 29359473 29836816 33014416
Interest income
12810172 14515300 13002258 12118265 14226555
Interest costs
15387379 14101386 16357215 17718551 18787861
Interest outcome
9105882
9838844
10838181 10243856 10194694
Charge and percentage
income
1764397
1785234
1822369
1778794
1954934
Charge and percentage
costs
7341485
8053610
9015812
8465062
8239760
Charge and percentage
outcome
-12293630 -14573285 -15748442 -15024611 -15008463
Remaining operational
incomes (costs)
10435234
7581711
9624585
11159002 12019158
Operational profit
171414
112532
139851
92961
110329
Remaining incomes
(costs)
10606648
7694243
9764436
11251963 12129487
Profit before tax
2125347
1462823
1870413
2262322
2403250
Tax
351988
-123
36965
1185214
172836
Profit from abandoned
activity
8833289
6231297
7930988
10714855
9899073
Net profit:
8730062
6147049
7861907
10012543
9842794
Shareholder’s
equity
103227
84248
69081
162312
56279
Minority interest
Source: (http://www.rsg.pl/banki/rachunek_wynikow/analiza_dynamiki/sektor.html)
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2013
32371839
14155966
18215873
10339635
1999811
8339824
-14711465
11844232
111999
11956231
2367202
85418
9674447
9631046
43401

1.5. Empirical
mpirical and theoretical results of research
This research is based on bank data from the National Bank of Poland and other
familiar sources. The role of the research is to show how the financial crisis influenced
banks’ stability and how ROE was changing. Although it helps to answer the question: is
the Bowman Paradox still up to date? The biggest banks in Poland are obligated to report
their annual interest rates, especially in relation to loans and deposits. The interest rates of
banks covered more than 80% of the banking sector assets. The analyzed group consisted of
14 banks (Table 3.3.2)) functioning on the Stock Exchange in Poland. During the financial
crisis Polish banks were mostly affected by mortgages issued in Swiss francs, but in
comparison with other European countries and the whole European Union, Poland’s gross
domestic product was not as unsettled as GDP in other member countries (Table
(T
3.3.4).
Table 3.3.4. Poland’s GDP (Gross Domestic Product) growth and other European Union countries during the
financial crisis
Region/Country
2007
2008
2009
2010
EU
2.9%
0.7%
-4.2%
1.8%
Germany
2.5%
1.3%
-5.0%
3.5%
France
2.3%
0.4%
-2.2%
1.5%
Poland
6.8%
5.0%
Czech Republic
6.1%
2.5%
Source: (European
European Union Economic Forecast, Eurostat)
Eurost

1.7%
-4.8%

3.8%
2.2%

Poland was the only country from the European Union that has escaped recession
since 2009 [Sacchi, Gautier 2014]. In 2008 ROE in Polish banks was extremely high 18.26%
26% during the financial crisis was one of the best achievement of last years. A
noticeable decrease to 10.11%
11% in 2009 reflected the beginning of the crisis. Next years show
moderate stability with 11.83%
83% in 2010,
2010 13.97% in 2011, 13.12%
12% in 2012 and 12.54%
12
in
2013.
20,00%
18,00%
16,00%
14,00%
12,00%
10,00%
8,00%
6,00%
4,00%
2,00%
0,00%
2008

2009

2010

2011

2012

2013

Figure 3.3.2.
2. ROE in Polish banking sector in 2008-2013
2008
Source: Based on: (http://www.rsg.pl/banki/analiza_rentownosci/analiza_wskaznikowa/sektor.html
http://www.rsg.pl/banki/analiza_rentownosci/analiza_wskaznikowa/sektor.html
http://www.rsg.pl/banki/analiza_rentownosci/analiza_wskaznikowa/sektor.html)
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The highest market value has PKO Joint-Stock
Joint Stock Company (March 2015) and it is
estimated at the amount of 48215.75
48215
million PLN (http://www.gpw.pl),
), but its average ROE
is not the highest one - with 15.03%
15 03% it takes the fourth place within five banks with the
highest market value in Poland from 2008 to 2014. First place belongs to BZ WBK SA and
its average ROE is 21.53%,
53%, the second is mBank with ROE of 19.9%,
9%, the third place is
occupied by PKO BP SA: 18.73%
18
and
nd the fifth position belongs to ING Bank Śląski:
14.51% (Figure 3.3.3).
35,00%
30,00%
25,00%

Pekao SA

20,00%

PKO BP SA

15,00%

BZ WBK SA
mBank SA

10,00%

ING Bank Śląski SA

5,00%
0,00%
2008

2009

2010

2011

2012

2013

2014

3. ROE of five banks with the highest market value in Poland in 2008-2014
2008 2014
Figure 3.3.3.
Source: Based on annual economic
nomic and financial reports of NBP, Pekao SA, PKO BP SA, BZ WBK SA,
mBank SA, ING Bank Śląski SA

On the other hand, we should mention banks with the lowest market value. Bank
Ochrony Środowiska
rodowiska SA (BOŚ
(BO SA) has the lowest market value estimated at the amount of
754.82
82 million PLN (March 2015). From 2008 to 2014 the average ROE of BOŚ
BO SA was
11.48% and thee lowest market value within the five banks. Getin Holding SA with the
15.59%
59% average ROE and the lowest market value after BOŚ
BO SA has a reasonable position
within all banks. Banks with the lowest average ROE during research period are: BNP SA:
6.05%, BGŻ: 5.98%
98% and BPH: 4.02%
4
(Figure 3.3.4).
35,00%
30,00%
25,00%
BOŚ SA

20,00%

Getin Holding SA

15,00%

BNP Paribas SA
10,00%

BPH SA

5,00%

BGŻ SA

0,00%
-5,00%

2008

2009

2010

2011

2012

2013

2014

-10,00%
Figure 3.3.4.
4. ROE of five banks with the lowest market value in Poland in 2008-2014
2008
Source: Based
ased on annual economic and financial reports of NBP, BOŚ SA, Getin Holding SA, BNP Paribas
SA, BPH SA, BGŻ SA
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In both last figures the range of the banks depends on market value. In Figure 3.3.3.
the market value is decreasing and in Figure 3.3.4 the market value is increasing. We can
observe that during the financial crisis in 2008-2009 banks with the highest market value
mostly had a high decrease of ROE value. Only one bank from Figure 3.3.3. increased its
ROE (ING Bank Śląski SA). Figure 3.3.4 shows that the bank with the lowest market value
(BOŚ SA) had an extreme increase during the financial crisis. It increased from 18.39% to
27.10% of ROE value. Others banks from the second group went through both an increase
and a decrease of ROE during that time.
Conclusion
The Polish banking sector during the financial crisis was not stable. Banks with a lower
market value were stronger than others. The research shows that external, economic and
financial factors have critical influence on risk management in every kind of companies.
Risk and return in the Bowman Paradox are interconnected. Now it is obvious that without
risk we cannot expect return. Bowman in his research explains that managers in difficult
situations have a huge range of possibilities.
We can observe that banks from the second group (with the lowest market value in
Poland from 2008-2014) are stable now, but during the crisis their ROE was changing. In
the most problematic period - in 2008 - two of them noticed a sizable increase of ROE. On
the other hand, only one bank with the highest market value had a small increase of ROE
from 2008 to 2009. It shows that banks with lower income in bad situations take much more
risk than banks with higher income. It is caused by searching possibilities of coping with
financial problems. Banks’ teams in terrible situations spend much more time on developing
effective risk management. They may find splendid ideas and develop risk management in
different ways. Problems makes them work more actively. Every manager wants to find the
best solution to work harder and see positive results. The change of ROE means that the
whole income of a bank is also changes. We can observe that the Bowman Paradox has a
strong influence on the Polish banking sector, but we cannot say that banks changed
dramatically during research period. Undoubtedly the financial system is still in a state of a
flux, but banks maintain the high level in finance and economy at all times.
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3.4. MEMBERSHIP ORGANIZATIONS IN PERSPECTIVE OF NETWORK
THEORIES
Introduction
Participation in any kind of voluntary social activity is considered to be an indicator of
social capital which is expressed by social trust and civic engagement [Putnam 2000]. As it
has already been proved for individuals it is suggested by the author that this concept is also
valid for businesses which can join several voluntary membership organizations as well,
including bilateral chambers of commerce, trade associations and clusters. Thus,
membership in such organizations can be treated as an expression of civic engagement and
industry responsibility of the businesses.
Social capital is probably the biggest growth area in organizational network research.
It is a concept, which symbiotically helps to catch the attention of the researchers to the
social networks. The simplest way to explain the concept is that it is a value of connections
of an individual or a business involved in interactions with their surrounding [Borgatti,
Foster 2003]. It is possible to list the specific outcomes which may be generated by social
capital which is as follows: leadership [Brass, Krackhardt 1999; Pastor et al. 2002;
Sparrowe, Liden 2001], power [Brass 1984; Brass, Burkhardt 1993; Kilduff, Krackhardt
1994], mobility [Boxman et al. 1991; Burt 1997; Seibert et al. 2001], individual
performance [Baldwin, Bedell 1997; Mehra et al. 2001], individual creativity [Perry-Smith,
Shalley 2003], employment [Fernandez et al. 2000; Krackhardt, Porter 1985; 1986],
entrepreneurship [Baron, Markman 2003; Renzulli et al. 2000; Shane, Stuart 2002] and
team performance [Hansen 1999; Tsai 2001]. Each of those outcomes is valuable for the
individuals and businesses alike. It is also important for management research as the way to
understand how these outcomes are generated is network analysis [Borgatti, Halgin 2011].
Consequently, it is crucial to understand what a network what is or is not, as the term
“social network” is getting more and more popular. According to Borgatii and Halgin
[2011], there has been a tremendous growth in the number of scientific publications which
have touched upon the phrase “social network” in their title since the late 90s. Currently the
term is widely used and attributed to almost everything that is related to connections and
relationships including social media websites such as Facebook as well as trade associations
which are the subject of this paper [Borgatti, Halgin 2011].
The objective of this article is to find a way to classify the membership organizations
based on their mission statements and to put this typology in the context of network
theories. The author will first try to find an answer to the questions of the scope of
membership organizations’ declarations in their mission statements, strategies or objectives
regarding the outcomes listed above and other benefits for the members or participants and
whether they are networks in terms of accepted definitions. Secondly, the author will make
an attempt to classify membership organizations into a 2-dimensional typology. For the
purpose of this paper the author has chosen to analyse 20 out of 134 standard members of
the Polish Chamber of Commerce (Krajowa Izba Gospodarcza, KIG). The organization
consists of 148 members, 134 of whom are standard members and the remaining being
associated members. Standard members comprise 15 bilateral chambers of commerce, 63
industrial associations, 49 local associations and 7 others (See Figure 3.4.1.). As a trade-off
between the typological variety of the researched organizations and sustained structure of
the group the author decided to look into: 5 bilateral chambers of commerce, 7 industry
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associations, 5 local associations and 3 others. The structure of the researched organizations
is illustrated in Figure 3.4.2.
bilateral

industrial

local

others

5% 11%

37%
47%

Figure 3.4.1. Structure of standard members of KIG
Source: Based on the list of members supplied by KIG
bilateral

industrial

local

others

15%
25%

25%
35%

Figure 3.4.2. Structured of the group of organisations selected for the analysis

1.

A Network – What is it?

A network comprises nodes (also called actors) and set of ties of a specified type that link
them. The ties interconnect the nodes through shared end points and create paths that link
even those of the nodes which are not directly tied. It is important to emphasize that it is the
researcher’s role to choose a set of nodes and specify the type of ties which will define the
network [Borgatti, Halgin 2011]. For the purpose of this paper nodes are members of the
selected organizations. The ties are yet to be discovered and this discovery will become one
of the criteria for classifying the membership organizations which is one of this papers
objectives.
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2. Network-related Vocabulary in Mission Statements

Figure 3.4.3. Word cloud comprised the vocabulary from the mission statements of selected organizations.
Original Polish Vocabulary
Source: Own preparation using online tool: http://www.wordle.net/

Making a word cloud out of the joint text of mission statements of the selected
20 organizations shows that there is a lot of content within the network-related vocabulary
including “contacts”, “cooperation, “interests”, “development”, “our”, “industry”,
“protection” appearing in different variations. A deeper look into the content is possible
with the analysis of the frequency of appearance in relation to particular words and
examining the context in which they appear primarily in the mission statements.
Table 3.4.1 presents how frequently each word appears in the text of mission
statements of the selected organizations. The list has been cleared of prepositions and
particles which do not add any meaning to the content and consists only of the words which
occurred at least 3 times in the texts. Vocabulary closely related to network is underlined.
Table 3.4.1. Frequency of occurance of particular words from the texts of mission statements (original Polish
word / English translation)
Filtered wordcount
Occurrences
Filtered wordcount
Occurrences
izby / chamber

25

technicznych / technical

3

członków / members

19

zakresie / in the scope

3

gospodarczych / economic

16

Brazylii / Brazil

3

gospodarczej / economic

13

polskiego / Polish

3

rozwoju / development

12

wspieranie / support

3

działalności / activity

11

wizerunku / image

3

interesów / interests

10

pomocy / help

3

rzecz / sake

9

usług / services

3

Polsce / Poland

8

misji / mission

3
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podmiotów / entities

7

integracja / integration

3

gospodarczego / economic

7

prowadzenie / conduct

3

naszych / our

7

członkostwo / membership

3

regionu / region

6

gospodarczymi / economic

3

poprzez / through

6

organizacji / organization

3

działalność / activity

6

działanie / action

3

środowiska/ environment

6

promocja / promotion

3

firm / firms

6

recyklingu / recycling

3

współpracy / cooperation

6

prawa / right

3

polska / Polish

6

utrwalanie / record

3

kontaktów / contacts

5

swoich / own

3

„teraz / now

5

tworzenia / creating

3

cele / objectives

5

izba / chamber

3

rynku / market

5

członkami / members

3

branży / industry

5

stosunków / relations

3

samorządu / local government

5

udział / share

3

izbie / chamber

5

nieżelaznych / non-iron

3

reprezentowanie / representing

5

między / between

3

ochrona / protection

5

zadań / tasks

3

celem / goal

5

wielkopolski / Greater-Poland

3

przedsiębiorstw / entreprises

5

pomiędzy / in between

3

metali / metals

5

organizacjami / organizations

3

administracji / administration

5

również / as well as

3

misją / mission

4

członkowie / members

3

usługi / services

4

kształtowanie / building

3

możliwość / possibility

4

współpracą / cooperation

3

promowanie / promoting

4

wymiany / exchange

3

zmian / change

4

pośrednictwem / proxy

3

pomoc / help

4

godła / crest

3

polskimi / Polish

4

interesy / interests

3

polskich / Polish

4

produktów / products

3

organów / bodies

4

państwowej / state

3

informacji / information

4

handlowej / commercial

3

polsko / Polish

4

zrzeszonych / united

3

warunków / conditions

4

prawnych / legal

3

firmami / firms

4

granicą / border

4

firmy / firms

4

handlowych / commerce
4
Source: Own preparation using online tool http://www.online-utility.org/text/analyzer.jsp
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Table 3.4.2. List of organizations whose mission statements were analyzed for the purpose of this paper.
No.
1

2

3

4

5

Name of the
organization
(original Polish name
/ English translation)
Cech Rzemieślników i
Przedsiębiorców
/ Guild of Craftsmen
and Entrepreneurs

Dolnośląska Izba
Gospodarcza
/ Lower Silesian
Chamber of
Commerce
Federacja
Stowarzyszeń
NaukowoTechnicznych NOT
/ Federation of
Scientific-Technical
Associations – Major
Technical
Organisation
Fundacja Polskiego
Godła Promocyjnego
/ Foundation of the
Polish Promotional
Logo

Górnicza Izba
PrzemysłowoHandlowa
/ Coal Mining
Chamber of
Commerce and
Industry

City of
residence

Website
address

Biała
Podlaska

www.cechbials
ki.com.pl

Wrocław

www.dig.wroc.
pl

Warszawa

www.not.org.pl

Warszawa

www.terazpols
ka.pl

Katowice

www.giph.com.
pl
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Mission statement (English translation)
The Guild’s goal is to:
− Consolidate the society,
− Consolidate the appropriate approach
congruent with ethic and dignity of the
profession,
− Protect
members’
interests
through
conducting social-, organizing-, cultural-,
educational-, social- and economic activities.
− Represent the interests of the members in
relations with state administration and courts
of law
The mission of the Lower-Silesian Chamber of
Commerce helps its members as well as other
business entities in their field of economic
activities as well as integrates the entrepreneurs’
society
Major Technical Organization as a community of
scientific-technical associations represents the
technical society, integrates the environment of
Polish technicians and engineers, works in favour
of strengthening the role of the technical society co-creator of the civilization and sustainable
growth.

The main goal of the Foundations of Polish
Promotional Logo promotes inland and abroad
products, services and counties. The remaining
goals are:
− informing about the highest quality products
produced and services rendered in Poland,
− informing about the achievements of local
government,
− creating and sustaining the positive image of
firms – beneficiaries of the “Teraz Polska”
Crest,
− initiating and sustaining trust for goods
labeled with the “Teraz Polska” logo,
− integrating the society of “Teraz Polska” prize
winners for the sake of experience exchange,
− educating the “Teraz Polska” contest
participants about modern way of conducting
business,
− promoting products and local governments
labeled “Teraz Polska” inland and abroad,
− adjusting Polish society to changes of the
economic system
− charity.
Our goal is to support and protect interests of Coal
Mining Chamber of Commerce and Industry
members, promotion of their activities inland and
abroad as well as building an appropriate image of
the industries we represent. We deal with matters
which are important not only for the coal mining
industry, but also for all other enterprises.

No.
6

Name of the
organization
(original Polish name
/ English translation)
Izba Gospodarcza
"Wodociągi Polskie"
/ Chamber of
Commerce “Polish
Waterworks”

City of
residence

Website
address

Bydgoszcz

www.igwp.org.
pl

7

Izba Gospodarcza
Gazownictwa
/ The Chamber of the
Natural Gas Industry

Warszawa

www.igg.pl

8

Izba Gospodarcza
Metali Nieżelaznych i
Recyklingu
/ Economic Chamber
of Non-Ferrous Metals
and Recycling

Katowice

www.igmnir.pl
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Mission statement (English translation)
The Chamber is responsible for creating favourable
conditions for operations within the waterworks
sector. The representatives and experts interpret
and valuate current regulations, monitor proposed
changes, participate in creating law for the industry
and in implementing solutions which improve the
industry’s functioning.
We perform consulting, training and publishing
activities. We represent our members inland and
abroad, especially in relations with state
administration. One of our basic tasks is working
for the sake of the natural environment protection.
The priority of our activities is developing and
implementing technical standards. Currently
developed are: “Model solutions in sediment
economy – rules for planning the managing of
sediments in communal sewage treating plants”.
Developing standards for the waterworks industry
is one of the crucial activities of the Chamber,
because of its importance and long term influence
on the operations of the whole sector.
The chamber conducts lobbying activities for the
sake of natural gas industry, integrating the people
related to the industry and promote natural gas as a
modern and environment-friendly fuel. The
Chamber also promotes contemporary economic
and technical knowledge and aims at cooperation
on creating plans for the industry’s development.
Mission of the Non-iron Metals and Recycling
Chamber of Commerce as an organisation of
industry self-government is to support the
development of non-ferrous metals industry and
recycling of metals in Poland. Main tasks
performed by the chamber are:
− representing the interests of member
enterprises in relations with European Union
administration, central-state administration,
local government and administration,
− caring for the development of the non-ferrous
metals industry,
− promoting recycling of metals,
− protection of market interests of the chamber's
members as well as the whole industry's
through
cooperation
with
public
administration of Poland and EU,
− participation in the process of creating
legislation by commenting it's changes,
− preparing industry analyses,
− organising courses and conferences in the
field of industry policy, commerce, tax and
finance, environment projection, law changes,
− education about the problems related with
Poland's access to European Union.
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No.
9

Name of the
organization
(original Polish name
/ English translation)
Izba Gospodarcza
Północnej
Wielkopolski
/ Chamber of
Commerce of the
North Greater-Poland

City of
residence

Website
address

Piła

www.igpw.pila.
pl

10

Izba Projektowania
Budowlanego
/ Chamber of
Construction Design

Warszawa

www.ipb.org.pl

11

Polska Izba Firm
Szkoleniowych
/ Polish Chamber of
Training Companies
Polska Izba
Motoryzacji
/ Polish Chamber of
Automotive Industry
Polsko Brazylijska
Izba Gospodarcza
/ Polish-Brazilian
Chamber of
Commerce

Warszawa

www.pifs.org.
pl

Warszawa

www.pim.pl

Warszawa

www.izbapolbraz.com

12

13
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Mission statement (English translation)
The mission of Chamber of Commerce of the
North Greater-Poland is co-creating the economic
self-governance and developmental policy of the
region.
Goals:
For the sake of our mission, we work to achieve
the following goals:
− working for the members of the Chamber,
− cooperation with other economic selfgovernance organisations,
− cooperation with the local government
− integrating the business society of region and
voivodeship,
− promoting the economic advantages of the
region through promoting local enterprises,
− performing SME-supporting programs,
− initiating economic cooperation with foreign
entities,
− making an offer of business training,
co-creating favourable conditions for education
and possibilities of self-development of the youths
in the region.
Goals of the Chamber's activities are as follows:
− representing, in accordance with the members
will, their interests in relation to state
administration, local government as well as
domestic and foreign organizations,
− helping the members in their business in the
aspects of technology, economy, operations
and law,
− rendering services, spreading information and
consulting for members and other business
entities,
− initiating cooperation with enterprises abroad,
− building opinions about construction design
through initiating research, publishing
activities and training,
− integrating the industry,
− promoting ethical principles of the
construction design engineers.
The mission of the Chamber is working for the
sake of continuous development of competence
and lifelong education through the growth of the
training market with fair rules.
Membership in PIM is above all linked with the
benefits of new business contacts, newest
information regarding the automotive market as
well as the exchange of experience.
Supporting the development of economic and
commercial relations between Polish and Brazilian
businesses. We are interested in cooperation with
Polish firms which seek a business partner in
Brazil or plan to be present on Brazilian market as
well as Brazilian firms which want to establish
contact with Polish firms.
Our activities are focused on promoting our
members in Brazil as well as facilitating their
commercial activities in Brazil. As a PolishBrazilian Chamber we can represent interests of

No.

Name of the
organization
(original Polish name
/ English translation)

City of
residence

Website
address

14

Polsko-Hiszpańska
Izba Gospodarcza
/ Polish-Spanish
Chamber of
Commerce

Warszawa

www.phig.pl

15

Polsko-Kazachstańska
Izba HandlowoPrzemysłowa
/ Polish-Kazakh
Chamber of
Commerce and
Industry

Warszawa

www.pkihp.pl

16

Polsko-Niemiecka
Izba PrzemysłowoHandlowa
/ Polish-German
Chamber of
Commerce and
Industry

Warszawa

www.ahk.pl

17

Polsko-Ukraińska Izba
Gospodarcza
/ Polish-Ukrainian
Chamber of
Commerce

Warszawa

www.polukr.com
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Mission statement (English translation)
our members in relations with state administration
in Brazil and Poland regarding problems with
effective business conduct.
During frequent Brazilian economic missions
which arrive in Poland our members have the
possibility of establishing new business contacts
and setting up appointments with Brazilian
administration.
Our members through the Chamber have the
possibility of acquiring information about the
market in Brazil and Poland as well as of getting
current information about training, seminars and
trade fairs organized in both countries. They can
use our help in organizing business trips to such
events.
Furthermore, on individual orders we intermediate
in seeking business partners and develop analyses
and reports on important economic issues.
Serving for the member firms interested in PolishSpanish cooperation.
We protect and represent interests of our members.
We help in better utilizing the potential of the
members’ enterprises.
We help in finding business partners and spreading
information about the members activities. We cater
for the widest possible variety of information.
We provide market- and financial information for
promoting export and scientific-technical-industrial
cooperation. We propagate global achievements in
the field of science, organization and technology.
The main goals of the Chamber is helping the
member firms interested in Polish-Kazakh
cooperation with establishing mutual contracts,
representing interests of members in relations with
state administration as well as providing
information, consulting and organization of
cooperation between the members.
Our task is among others developing the economic
relations between Poland and Kazakhstan.
Enabling contacts between potential contractors,
organizing commercial missions, conferences and
seminars.
AHK Poland represents intersts of about 1000
member firms and since more than ten years has
been working for the sake of development of
Polish-German economic relations. Membership in
the Chamber is: invitations to numerous business
meetings, access to valuable information,
promoting among the other members and
additional services.
We achieve our goals through:
− professional help for the member firms,
− representing Ukrainian investors in Poland
and Polish investors in Ukraine,
− cooperation with Polish and Ukrainian
business and cultural organisations
− building positive image of Ukraine in Poland
and vice versa.
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No.
18

Name of the
organization
(original Polish name
/ English translation)
Sądecka Izba
Gospodarcza
/ Sądecka Chamber of
Commerce

City of
residence

Website
address

Nowy Sącz

www.sig.org.pl

19

Wielkopolska Izba
PrzemysłowoHandlowa/Greater
Poland Industry and
Commerce Chamber

Poznań

www.wiph.pl

20

Zachodnia Izba
PrzemysłowoHandlowa
/ Western Chamber of
Commerce and
Industry

Gorzów
Wielkopolski

www.ziph.pl

Mission statement (English translation)
Membership in Sądecka Chamber of Commerce is:
− access to free, wide and current business
information,
− enhanced credibility in business relations,
− support and recommendation from the
business society,
− initiating contact with the leading firms of the
region,
− promotion of the firm by the Chamber,
− participation in free seminars,
− possibility of crossing your firms interests
with interests of other members,
− participation in projects conducted by WSBNational-Louis University
− intermediating with state administration,
− possibility of attending meetings with
important people,
− participation in goods and service promotions
which use the effects of scale,
and all other help which we can supply as an
economic organisation.
The Chamber’s goal is:
− representing and protection of interests of its
members,
− cultivating the Greater Poland tradition of
industry, propagating and supporting the
citizens’ entrepreneurship as the base of the
economic development,
− supplying help in solving economic, legal and
organizational problems related to their
business activities,
− cooperation with the state administration in
terms of creating positive conditions for doing
business,
− inspiring international cooperation of the
members,
− guarding the good practice between members
of the chamber,
− performing cultural and educational activities,
training, sport and tourism for the sake of
integration of business society,
− working for the sake of competitiveness of the
Greater Poland region’s businesses.
Mission of the Western Chamber of Commerce
and Industry is helping the members through highquality services in the field of their economic
activity and integration of the business
environment institutions.
Chamber’s goals:
− Protection and representation of the members’
interests in relations with the state
administration,
− Enabling creation of favourable economic
conditions for the members’ activities,
− Promoting the member firms.

Source: Own preparation, based on list of organisations supplied by KIG and websites enlisted in the table
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3.

Types of Membership Organisations, Members of KIG

The analysis of the context in which each of the highlighted words appears shows the point
where it is apparent that most of them are interconnected and we can observe four types of
the membership organizations:
1) Organizations which represent interests of their members,
2) Organizations which facilitate contact between their members,
3) Organizations which mix the two above.
4) Organizations which have other objectives than representing interests and
facilitating contact.

Representation of
members’ interests as a
major objective of the
organization

Objectives other than
representing interests
and facilitating contact

A

B

Facilitation of contact as
a major objective of the
organization

C

Figure 3.4.4. Visual illustration of the types of membership organizations according to the research performed
by the author

Crossing the above-described types of membership organizations with their other
characteristics reveals further patterns. There are 7 organizations which focus on
representing and protecting interests of their members. Three out of them are industrial
associations, two are local associations and the remaining two are of a diferent kind of
organizations.
Three of them clearly define against whom they protect their members’ interests.
Two enumerate local, central and foreign governments as well as international governments
such as the European Union administration. The third one indicates central and local
government administration. Four of them are not precise in relation with whom they
represent their members.
Organizations that focus on facilitating the contact between their members are
present on the list in the number of six. Three of those are bilateral chambers of commerce,
two of them are industrial associations and the remaining one is a local association.
Moreover, two out of those six organizations declare that their objective is to spread
valuable information among members.
There are also five organizations which declare neither representing their members’
interests nor facilitating contact among them. Two out of those are industrial associations,
two are local associations and one of a different kind.
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other
25%

representing
interests of
members
35%

representing
and facilitating
10%
facilitating contact
between members
30%

Figure 3.4.5. Types of membership organisations in the researched group.

4.

Role of the Researched Membership Organizations in Their Networks

The membership organizations play an important role in the networks they created. By dint
of having a typology of such organizations in terms of the objectives that they established
for themselves we are able to find a model of network which will be suitable for them.
The author suggests that they can be described with the use of two models:
negotiation network with unionization similar to the one presented by Borgatti and Halgin
[2011] and a spread network with a centralized position of the membership organization’s
management. Figures 3.4.6 and 3.4.7 depict such models.

A1

A2
E

A3

F

A4

Figure 3.4.6. Negotiation network with unionization of As
A1, A2, A3, A4 are businesses bond with solidarity tie and connected through the membership organization
(E) with the authority (F). This uses a mechanism of virtual amalgamation. This way the network sustains
congruency as the negotiating partners have fewer people involved in the process of negotiation and, thus,
make arrangements faster.
Source: Based on [Borgatti, Halgin 2011]
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J

I

H

F
A5
K

G
A1

A3

A2

E

F

A4

F
Figure 3.4.7. Spread network in which E is a membership organization having the central position with three
structural holes
Source: Based on [Burt 1997]

Conclusion
The goal of achieving the result of dividing membership organizations into two dominant
groups has been accomplished. They may be depicted with the use of diagrams. Surely,
there are limitations to the results which stem from the fact that the analyzed group of
organizations was made up of 20 organizations. This creates space for broadening and
deepening the topic of membership organizations in terms of the network theories as the
author did not confirm, nor disapprove the relation between business activity in such
associations and social capital outcomes enlisted in the introduction of this paper.
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3.5. DETERMINANTS OF THE USE OF PERFORMANCE BUDGETS IN LOCAL
GOVERNMENT UNITS IN POLAND
Introduction
The scope of the 2009 Act on Public Finances obliges public administration units, in
compliance with article 68 of the Act, to implement effective and efficient management
control. The management control of units in the public finance sector amounts to overall
actions taken in order to assure the realization of objectives and tasks in an effective,
economical and prompt way in accordance with the law [Act on Public Finances 2009]. One
of the key pillars of management control is the empirical approach to management including
the implementation of a performance budget based on the system of measuring the
effectiveness and efficiency of particular units.
The obligation to apply performance budgeting embraces the present offices of
governmental administration, but in the future it should also include the most numerous
group of public administration, namely the local government.
The abovementioned tools are based on the philosophy of new public management.
New Public Management is defined by some researchers as a contemporary form of a
manager’s approach to administration. It is characterized mainly by the marketization of
public administration. New Public Management aims at assuring the effectiveness of public
administration’s actions through the application of private sector mechanisms. Some
researchers of administration or management, however, indicate that despite its popularity
in practice it is merely one of public management models [Ochnio 2012].
The evolution of the approach to evaluating actions is also influenced by the fact that
management is oriented not only to legal compliance issues or accordance with internal
regulations, but also to the results of given public units’ activity. The effectiveness of
actions is supposed to be assured by enriching the “legal compliance culture” with the
“result achieving culture” [The Ministry of Finance 2012].In a survey conducted in 2012 the
positive opinion about the influence of the law on management and on assuring the
functioning of a management unit has not been observed among respondents’ answers
[Rydzewska-Włodarczyk 2013]. This evaluation can stem from the lack of proper
awareness or the imperfection of implemented tools including the optional application of
performance budgets at the level of the local government.
1.

Barriers to the implementation of performance budgeting

One of the key problems with implementing a performance budget is the complexity of
creating the catalog of budget tasks. The complexity of the approach to creating this catalog
results from the way the state budget is formed, i.e. from its process (but not functional)
logic of management approach which amounts to the basis for the functioning of relevant
units.
Many local governments, in spite of obstacles and due to their sense of necessity to
enrich management control with the financial aspect, make individual efforts to develop an
effective model of task cataloging which would embrace the specificity of a given local
government. Big units such as city offices with the district rights are dominant among them.
Despite the fact that the application of performance budgets is optional, according to the
research realized by Biuro Analiz Sejmowych, nearly a half of 52 offices declare the
implementation of performance budgets. Moreover, each of the them has some experience
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in process approach within normalized management systems, in strategic planning or risk
management within the established management control system.
According to the research of BAS more than a half of analyzed units declared the
implementation of obligatory performance budgets in local governments within relevant
legal regulations. Furthermore, they most frequently suggest 2015 as a moment since the
law should operate on the condition that “double accounting and reporting be eliminated as
well as the doubts whether the performance system should be obligatorily or optionally
implemented by individual units be dispelled”.
The analyzed units also made an attempt to evaluate performance budgeting by
enumerating its advantages and flaws. Among the former the following may be found:
− “The possibility of evaluating and increasing the effectiveness of expenditure,
reducing expenditure, monitoring achieved results of individual tasks”,
− “Transparency for clients (councilor, residents), enabling a constructive
discussion about the task of a given local government, the possibility of
conducting comprehensive budget analyses”,
− “A tool for management control in local governments, in particular within the
scope of risk evaluation” [Marchewka-Bartkowiak, Szpringer 2013].
The application of process approach in implemented quality management systems
may facilitate the stage of creating a budget task catalog.
The idea of defining budget tasks is usually based on the same logical thinking
which is characteristic of building structures grounded on process approach. Hence, in this
context the idea should improve the weak elements of quality management systems which
refrain from measuring the effectiveness of a given organization’s functioning.
The implementation of accounting management should be comprehensive, i.e. the
indication analysis in organizational areas ought to be reflected in financial analyses as well
as in the applied models of identified costs in the areas they occur. The experiences of a
local government unit in building process structures as well as in process architecture
models functioning or implemented in the past might and should amount to a supportive
element for implementing performance budgets (including task cataloging). The practice of
the way local government units functioned most frequently indicates the lack of analysis
and willingness to integrate subsequent tools which leads to repeated malfunctioning and to
the natural neglect of past actions in favor of new ones. The author of the present paper
believes that taking advantage of a local government unit’s experiences in the area of
building and developing management systems based on process management increases the
effectiveness and efficiency of accounting management elements, and vice versa.
The conception of full integration of a budget task catalog with process architecture is
feasible due to overlapping criteria according to which they are distinguished.
2.

Determinants of the use of performance budgets

The design of process architecture is the key action at the stage of process approach in
managing an organization.A basic action at this stage is making the decision about the
recipient of processes and the level of their comprehensiveness which should be accepted
from the point of view of their further identification. This question is present in a parallel
way during building functional structures, which usually reflect preferences of different
levels within the organization, on the basis of the following criteria:
− the needs of top leadership,
− the needs of leadership of medium level,
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− the needs of an individual work place.
At the level of functional structures organizations differ in having various
departments, branches, sections etc. Similarly, at the stage of building process architecture
we deal with varied approaches to aggregating information in a given organization. A
proper architecture aims at specifying actions within the scope of a process, at
understanding it better and at the comprehensive definition of material and human
resources’ exact locations within the process. The decomposition of processes denotes their
“division” into component parts (Table 3.5.1).
The configuration of process architecture is described with the use of two
parameters:
− the depth of processes defined by process levels,
− a process system at the first level of particularity.
Among many model approaches to the classification of process levels (“depth”) we
may distinguish the structures of decomposition at from two through seven levels depending
on accepted criteria.
The number of levels is conditioned on the one hand by the organization’s needs
within the scope of the information processed at individual levels; on the other hand it
depends on the complexity of realized tasks. That is why we cannot divide all actions of an
organization into the same number of levels according to an exemplary model:
− a context diagram,
− a general diagram,
− a level 1 diagram,
− a level 2 diagram.
The first leading conception in this regard was presented the “fathers” of process
approach – Hammer and Champy. They prove the legitimacy of process mapping at two
levels:
− the first level – a process map of the high level describing main processes,
− the second level – the disintegration of main processes into sub-processes.
Due to the fact that this conception was the first attempt in this area it is based on a
small research sample. Moreover, it is not devoid of flaws and seems to be suitable mainly
for small organizations. Therefore, the subsequent research includes alternative conceptions
presented, inter alia, in the following models:
− Harrington’s conception which has the same number of levels applied as in the
case of the present budget task catalog at the state level; according to Harrington
it is possible to define processes at four levels:
1) main processes (macroprocesses, megaprocesses) which usually embrace
more than one functional area within a given organization,
2) sub-processes which support the main process,
3) activities understood as actions realized within a process or a sub-process,
4) sub-activities which amount to component parts of activities and refer to
the way of realizing particular activities,
− Rummler and Brache’ conception which distinguishes three levels of processes:
1) the super-system level within which the relations between organizational
units and the broadly-understood surrounding are defined,
2) the process level which graphically presents a sequence of processes,
3) the workplace level within which resources, executors, results and
feedback are defined.
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Another conception of creating a configuration of processes is a process system at
the first level of particularity.
This division defines categories of realized actions in an organization and indicates
the essence of these actions frequently by means of embracing the specificity of planning
and the scope of decision-making in individual areas within the organization.
The following may be distinguished among common models of process
categorization conceptions:
− Michael Porter’s conception which indicates two types of activity run by an
organizations:
1) basic activity – the activity embracing all actions by dint of which an
organization adds values into its contribution for clients’ sake who are
ready to pay for achieved results,
2) supportive activity – the activity embracing all actions which support the
basic activity.
− the conception of dividing processes according to their meaning (the importance
of decisions) for an organization:
1) management processes, strategic processes,
2) executive processes, operational processes.
Similarly, budget tasks may be decomposed (for example on the basis of
Harrington’s conception) (see Table 3.5.1).
Table 3.5.1. Budget tasks of Koszalin City Office - example on the basis of Harringoton’s concpetion
Function

Task

Subtask
13.1.1 Supporting persons in danger of
social exclusion

13.1 Support and social
integration

13. Social assurance and
family support

13.1.3 Equalization of opportunities and
social integration of disabled persons
13.1.4 Creating favorable conditions for
proper realization of social support and for
assuring high quality of services
13.4.1 Support for families raising children

13.4 Family support
13.4.2 Foster care

13.5 Public benefit activity

13.5.1 Creating favorable conditions for the
development of business entities running
public benefit activities, for the cooperation
of these entities with public administration
organs as well as for the civil dialog

Similarly to process approach the number of levels within a performance budget
should reflect the size of a given unit as well as the actual management and information
needs of the unit’s leadership and employees.
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Table 3.5.2. Budget tasks with measures
Function
Task
9.1 Protection and
popularization of
national heritage and
identity (the city’s
participation in cofunding a number of
objects)

Subtask

9.1.1 Protection of the tangible
cultural heritage (percentage of
digitalized collections, number
of restoration works)
9.1.2 Preservation, support,
maintenance and management
of monuments (number of
restoration works)

9. Culture
9.2 Artistic activity
which disseminates and
promotes culture
(average cost of an
event/number of
participants in the
events)

9.2.1 Realization and cofunding artistic activity which
disseminates and promotes
culture
(cost of an artistic event,
number of artistic events),
(size of resources acquired by
an institution for co-funding)

Activity
9.1.1.1 Restoration, reconstruction,
storage and digitalization of
cultural goods
9.1.1.2 Popularization and making
cultural goods accessible, and
building national identity
9.1.2.1 Maintenance of monuments
9.1.2.2 Research into monuments
9.2.1.1 Aggregating, describing
and sharing library collections
9.2.1.2 Publishing activity
9.2.1.3 Production and exploitation
of performances
9.2.1.4 Presentation of music and
performing concerts
9.2.1.5 Cultural and educational
activity, and popularizing artistic
activity
9.2.1.6 Supporting artistic activity
which disseminates culture and
promoting artists and persons who
contributed to culture
9.2.1.7 Popularizing cinematic
activity

Source: Based on Koszalin City Office Budget

This approach may amount to a strong tool support in structuring units as well as
building process and organizational structures. It may also be a tool which accounts for risk
management – the decisions made in accordance with the approach include the context and
the possibility of financing a given undertaking.
Surely, at both management control and performance budgeting levels the key to
make effective decisions is the knowledge and awareness of the aim of these decisions. The
knowledge is related to strategic as well as operational objectives, and is expressed in an
empirical way.
The success of implementing a performance budget should be expressed in many
aspects. According to a NIK report within the conception of performance budgeting we may
distinguish the following aspects:
− tasks, understood as a set of methods and techniques applied in order to build, in
compliance with substantive law, the structure of public tasks within the system
of state functions, budget tasks, budget subtasks and activities; the set is also
used in order to define, at each level of the task structure, objectives and
adequate measures of the extent to which they have been achieved or realized;
− finances, understood as a set of methods and techniques applied in order to build
an expenditure plan within the state budget or in order to create an expenditure
plan for a public finance sector unit in relation to achieving planned results; the
plans are built by means of defining necessary costs linked with the realization of
activities included in the task system;
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− management, which presents the application of the conception of task system in
the area of public management within both administrative systems and individual
public finance sector units; the task system is oriented to achieving planned
objectives for public tasks defined at particular levels of the task structure;
− functionality, reflected in organizational solutions through which ministers in
charge of individual areas of governmental administration as well as the heads of
relevant units realize programming, monitoring and reporting processes within
the task system of the state.
While emphasizing the management function of performance budgeting the
academic legitimacy of the accepted model of categorizing costs (including indirect ones)
seems to be of secondary importance. The knowledge and understanding of the accepted
structure in relation to the decisions concerning the allocation of financial resources prove
to be more significant.
That is why during researching various models of units we may come across fewer
indirect costs accounting systems. However, these systems are more sophisticated.
Table 3.5.3. An example of charging indirect costs
Minimalist approach

Complex approach

The expenditure allocation from the
traditional performance budget takes
place at the level of activities.
Employees of organizational cells
should be assigned to activities
(number of planned posts rounded off
to two decimal points according to the
state on January 1st of a given year)
The
structure
of
employment/
remuneration is defined according to
the last day of a given month and is
applicable to property expenditure
accounting in the next month.
Assigned posts amount to the basis for
charging average costs on the scale of
the whole office related to:
▪ remuneration
▪ work place maintenance
▪ functioning of service cells

Categories of costs
1.Indirect costs of activities – costs which cannot be directly
allocated to essential actions, but are borne by the unit in order to
realize these activities (i.e. in the form of providing specific
products or services). Indirect costs mainly result from
maintaining work places related to the realization of budget
tasks.
2. Direct costs of realizing tasks – the direct costs of realizing
activities (realized products and services as a result of internal
orders) within the accepted budget for an activity included in the
budget task; the costs are accounted within a given time period
in compliance with the accrual basis.
3. Direct costs of work place maintenance – the costs of realizing
an activity with the use of the unit’s own staff, i.e. the costs of
maintaining work places for employees who directly realize the
activity (remuneration, derivatives, property expenditure on
maintaining work places).
4. Departmental costs of activity – the costs of realizing
activities resulting from maintaining management posts and
administrative service in the organizational cell in which the
activity is realized.
5.General costs – general costs concerning the whole Kraków
City Office and any municipal organizational unit which cannot
be allocated directly to a given department or activity, e.g. costs
of buildings, costs generated by the functioning of supportive
departments (Financial Department, Organization and Control
Department, Service Department, costs of the board etc.).
6. The total cost of the essential activity – the cost calculated on
the basis on the accepted algorithm for a given unit. The total
cost of activity comprises the direct costs of realizing the activity
and direct maintenance costs.
7.The System of Task Cost Management – the application used
in order to record the working time within the activity/task
system of the City Office.
Source: Based on Koszalin City Office Budget 2013
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Conclusion
The content of a budget does not include expenditure limits exclusively, but also embraces
quantifiable measures of task realization and the achievement of objectives which are the
reason for public expenditure. A budget also comprises the whole mode of planning which
is based on allocating preliminary expenditure according to the defined level of task
realization. The whole procedure of the implementation of the performance budget
conception is not aimed at modifying the content and structure of the budget, but is intended
to trigger deep changes in the procedures related to the functioning of the whole public
administration [Misiąg 2013].
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3.6. BIG DATA – CONDITIONS OF USE AND IMPACT ON BUSINESS AND
SOCIETY
Introduction
Along with the creation of the Internet the amount of produced and collected data began to
grow exponentially. Until now technological constraints did not allow for the analysis of
this information in a finite time. Only in the past few years appropriate tools were developed
which allowed achieving worthy results in just a few seconds. At present the possibilities of
using data generated by people are frequently discussed. This phenomenon has been
identified all over the world as the Big Data [Merv 2011].
The growing interest in the theme of the Big Data, underlines its importance. It can
be evident by doing a simple analysis of the results of the "Big Data" in the search engine
Google which arose in different years. The increase in popularity over time of the “big data”
term can be seen in each successive year, however, the significant increase can be observed
in the last three years. This shows the up-to-date state of the topic in the world. It also
depicts the development of opportunities in this area. The Figure 3.5.1 represents individual
interest about the “big data” term which is presented as a relation to the highest point on the
chart. Data are normalized and presented on a 0-100 scale. Number 100 means the highest
interest.
100
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50
40
30
20
10
0

Figure 3.5.1. Interest over time
Source: [Google 2015]

The aim of this paper is to explore the phenomenon of Big Data, its determinants as
well as relationships in the business world and society. The study draws mainly on the
literature of the Big Data phenomenon and the case study of business early users of Big
Data.
Analysis of the professional literature shows significant role of big data in nowadays
business strategies. The general impact of this technology on the use of information and the
role of the manager in the company is huge. The analysis of numerous researchers shows
that they play an important role in the decision-making process [IDC 2007; Manyika 2011;
Merv 2011; Vasset 2012; Gartner 2013]. Thanks to them all data can be integrated and
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stored which helps to get relevant information and, in the analysis process, gives interesting
knowledge about a company’s situation. The conducted analyses show that it could be
significant in whole area of companies’ activities such as: finance, marketing, customer
relations, production management and logistics.
1.

Definition of Big Data

Big Data is a new phenomenon and, depending on the organization in which these data are
used, its definitions can differ. The volume of data can fluctuate greatly from terabytes to
petabytes. The nature of the data which create Big Data is of great importance. Not only
volume of data, but also their variety, velocity and veracity are significant [Vasset 2012]. It
is noted that the change of data storage form analog media to digital was very important. It
was made possible to collect much more data on ever smaller surface [Hilbert, López 2011].
Along with technological progress and the spread of the Internet the amount of data is
growing and reaching a critical mass in every industry [Manyika 2011]. The development of
Big Data market is determined by many factors. Continuous growth of digital content and
greater penetration of the Internet of Things is forecasted. The amount of devices which are
connected to the Internet greatly exceeds the number of people who use the Internet
[Gartner 2013]. In these circumstances, the data will still be generated with greater intensity.
In addition, organizations want to have more valuable information and are willing to invest
in Big Data solutions. Therefore, it is the development of new technologies based on the
analysis of Big Data is expected [Boyd 2011].
2.

Benefits for business arising from Big Data analysis

It is possible to highlight the benefits from using the Big Data analyzes for individual
sectors of the economy. Big Data can contribute to the next wave of economic growth.
Certainly, organizations which will develop Big Data solutions will be able to achieve
competitive advantage.
Big Data may provide a true wide picture of the company thanks to the integrated
part of historical data from several previous years and numerous data sources. It gives an
enterprise’s view, and this view could be interpreted in some other ways. One set of data has
a few different interpretations and it gives another set of information. It means that the same
data gives information for marketing managers and another for finance managers [Inmon et
al. 2008].
A very important advantage of Big Data is the reduction of time needed for analysis
which supports making quick decisions. It provides the ability to generate all kinds of
reports and to get comprehensive information from them. Moreover, the consolidation of all
data gives an easy access to them. It is possible to model the system to a company’s needs
and to diversify the sources of data [Wyrębek 2011].
Thanks to the deliberate analysis process a company can successfully build its
competitive position and increase its revenue. This system influences all strategic areas:
marketing and sales, revenues management and distribution. Moreover, it has an impact on
company at three decision-making levels: operational, tactical and strategic. Even though
advantages of using these solutions could not be denied, it is very important to build suitable
information infrastructure and provide advanced user trainings. Big Data may generate high
expenditures for implementation and monitoring. The main guideline for managers is to
implement and use these tools wisely [Brynjolfsson, McAffe 2012].

214

Alicja Choma

Big Data allows to analyze data in a variety of areas of the organization, especially
in finance, marketing, customer relations, production management, logistics as well as in the
analysis of wages and personal data. It enables the analysis of financial markets, controlling
costs and revenues. In the area of marketing it could provide the ability to analyze
competition, stock market courses and profitability. Moreover, thanks to the study and
analysis of customer contact it is possible to affect and improve customer service. A
comparison of the results between different departments helps in identifying problems and
allows efficient production management. In the logistics Big Data could be used for
partners’ identification and the management of the whole chain in creation of value added.
In the area of data analysis and statement of the wage components it allows analyzing the
costs from the structure of the company. The users of Big Data can receive great freedom in
building the specific reports which will be used in the areas of finance, marketing, logistics,
production management and customer service [Birst 2012].
The possible positive effects of Big Data cannot be denied, however, taking
advantage of this technology requires the use of relevant methods. The efficiency of data
analytics is based on presenting the information at the appropriate time [Clark et al. 2007].
In consequence, a successful decision process is possible only thanks to access to relevant
both historical and present data provided by Big Data. According to previous researchers
[Dubois 2005; Andriole 2006; Moss and Atre 2007; March and Hevner 2007], the positive
or negative influence of data analytics depends on the scale of data’s integration and its
quality. The considered strategy of gathering and selecting data can be the fundamental base
for decision makers’ success [Ramakrishnan et al. 2012]. Big Data analytics is an
innovative tool as it allows data to become more complex and the analysis to become more
effective.
3.

Influence of Big Data on decision making process

To make the right decision it is necessary to identify and prioritize information. Drucker’s
(1992) observation of executive decisions still present the current situation: “ … not many
executives are information-literate. They know how to get data but most of them still have
to learn how to use it. (…) Fewer still ask: What new tasks can I tackle now that I get all
these data? Which old tasks should I abandon? Which tasks should I do differently?”
[Williams, Williams 2007].
Big Data tools could support decision makers with additional more advanced
information from analyzing data storage inside and outside a given company. It also helps to
visualize, understand and finally find relevant solutions by dint of users’ queries from
numerous data. Thanks to this process managers can gain additional knowledge presented in
patterns, changes, anomalies and structures [Tsai 2013].
Big Data supports decision makers with additional more advanced information from
analyzing data storage in data warehouse. It also helps to visualize, understand and finally
find relevant solutions on users’ queries from numerous data generated outside and inside
the organization.
Due to Big Data it is possible to base management decision on facts from corporate
experience. This technology supports workers with essential information. Big Data analysis
coming from the last decade is one of the most valuable techniques which could support the
decision-making process, as it is agreed by numerous researchers.
It is important to remember that even though these techniques support decision
makers with intelligent platform the capabilities of it are also limited. It is necessary to
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remember that the whole knowledge of a company, both explicit and tactical, has to be
coded for making solutions. In consequence, any of new technologies could not replace
employees’ minds and their knowledge. It is really difficult to spread valuable information
from one person to another and begin the same stage in every case [Drucker 1992].
Adequate managers’ trainings are also essential.
The idea of Big Data should improve the knowledge management in an organization
at three levels of managers’ decisions: organizational, tactical and strategic [Wyrębek
2011]. The table 3.5.1 presents influence of Big Data at these three levels.
Table 3.5.1. Impact on decision makers in decision levels
Big Data analysis
Decision Level
The analysis carried out ad hoc, information about current operations, finance,
Operational
sales, collaboration with suppliers, customers etc.
Tactical

A basis for decision-making in marketing, sales, finance, capital management;
the optimization of future actions and the modification of the financial factors;
the implementation of the technology’s strategic objectives.

The precise objective setting and following the implementation of decisions,
making different comparisons, conducting simulation development forecasting
future performance under certain assumptions
Source: [Liautaud, Hammond 2003; Birst 2012]
Strategic

Big Data could be used at the operational level for ad hoc analyses about the status
of the financial, sales and cooperation with customers as well suppliers. This solution could
assist the tactical level in decision-making in all areas, and can optimize future operations.
In the implementation of the strategic objectives, Big Data could be used in order to modify
the technological and financial factors. At the strategic level they set goals and keep track of
them. Big Data allows making comparisons and forecasting of future performance.
New information and communication technologies require changes in the managerial
approach when handling the business. Big Data differs from existing models of decision
support in different technology and decision support. The synergy of all information creates
an environment for intelligent decision-making in the organization [Wyrębek 2011].
4.

Big Data in business practice

The idea of analyzing Big Data was used by pioneer companies a considerable time ago.
Wal-Mart has been a leading organization which has applied data analytics in its strategy.
This company is pointed as a significant player and a good example of using data in order to
gain competitive advantage by a number of researchers [Westerman 2001; Birst 2012]. In
the beginning this solution was also used in airline industry. American airlines and others
airline key players have gained the knowledge by managing the load factor and by
controlling the number of flights and the percentage of seats. This strategic inventory
management was founded in response to deregulation. These strategies are based on the
analysis of big data. Thanks to this strategy, airlines control the profitability of each seat,
and can gain higher revenues as well as limited costs. [Birst 2012; Amadeus 2012; IATA
2012].
Nowadays it is possible to observe the strategies which exploit the benefits of Big
Data used by companies from several sectors of the economy. Pioneers in this field such as
Google and Amazon can be chosen, but representatives from all sectors are interested in
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exploring opportunities offered by the advanced analysis of Big Data [Cukier, MayerSchönberger 2013].
Considerable activity of the financial industry in finding new solutions and
developing them can be noted. This happens at the same time at global and regional levels.
A few players on the Polish market may emerge as increasingly concerned with finding the
right policy which allows them to use Big Data. The banking industry is looking for new
solutions and models that will enable the creation of more accurate customer profile.
Depending on the organization it involves a better use of own data, non-bank data, or even
the sale of aggregated data about customers’ purchasing behaviors to other companies
[Kearns 2011]. The aim of these solutions is to make better custom-fit offers as well as to
increase the reliability of the customer.
The growing interest in Big Data solutions can also be observed in other industries.
It also includes policies of companies from the tourism sector. Nowadays airline industry is
one of the most influential information branches worldwide. The largest provider of
information technology solutions in this industry is Amadeus. This company collects routs
and booking data about all airlines, and then conducts numerous data analysis for airlines
operators [IATA 2012]. This tool creates interesting information and knowledge for their
users and, in consequence, it influences the airlines’ strategies. These data are explored to
users’ queries and cover the request about a company and their competitors. Thanks to this
information a company can build and emphasize relationships with the most important
tourist agents to boost sale. In 2013 Amadeus published a report which shows the
possibilities related to analyzing Big Data. Most of the solutions on which this sector is
focused are based on industry data from tourism organizers and airlines reservations
systems. They bring a variety of benefits, for example better price transparency of flight
prices, which includes forecasts of future ticket price changes, as well as better
personalization of every tourism offers [Davenport 2013].
The high value changes provided by Big Data could also be observed in healthcare.
The untapped potential can contribute not only to the transparency of information about the
patients’ health, but also to inform relevant institutions on time about the deteriorating
health conditions. Additionally, it may help in predicting the spreading of dangerous
diseases. Thanks to the transparency of information Big Data can reduce costs of R&D. The
potential of Big Data is unlimited and it can be used in all industries [Cukier, MayerSchönberger 2013].
5.

Relation between big data and society

Since the beginning of the Internet data are continuously collected. This practice is not new,
but it has been spreading evenly with the development of the Internet. Current problematic
issue is not literally the creation and storage of data, but the possibilities of the analysis of
these data. In the consequences it is highly associated with protection of people’s privacy.
Until now human beings live without awareness, about the fact that, how many data they are
creating. Internet has created special conditions, and with advances in technology, there are
new opportunities allowing drawing detailed conclusions on the basis of a huge set of
information [Madrigal 2012].
Big Data opens up new horizons, can be used by people and business, and can
become the next evolutionary breakthrough. However, it may only happen if the society has
a sense of control over current processes. Without adequate conditions users will rebel
against the changes rather than take advantage of the profiled information. For this purpose
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it is necessary to ensure appropriate legislation that will regulate the issues of data analysis
and processing. The user should be aware of the processes and should be able to make
appropriate decisions and act properly. Currently there are the provisions of the Data
Protection from 1995. At that time only 1% of the population in Europe used the Internet
[European Commission 2011]. The reality has changed significantly and it is necessary to
adjust the existing rules to it. In 2010, the European Commission presented a strategy to
change these rules. In January 2012 a full reform of them was proposed. After all, quick
governing response is necessary, because the technological progress gets out of the legal
framework [European Commission 2012]. Era in which people were anonymous on the
Internet has already ended. It is becoming a new era in which every person has its digital
profile. Created profiles exactly describe people’s behaviors, so in order to maintain a sense
of self-protection in relation to privacy, it should be under the people’s control.
In the Internet age a lot of issues of privacy arise. A footprint left by the man after
his activity is called a digital shadow. It is produced not only through direct human
activities, but also by processing this information by various tools and organizations [Gantz,
Reinsel 2011]. The possibilities of maintaining privacy in the online world are thin.
Consequently, along with the increasing data creation there is also a growing need for their
adequate protection. Privacy for every human being is one of the most important values.
The analysis repeatedly pointed out that people do not have adequate control over their data.
Therefore, it is necessary to provide the possibility of adequate protection of privacy in the
online world [Madrigal 2012].
Conclusion
Recent years have seen a rapid growth of interest in Big Data. This phenomenon is a
consequence of the Internet and database systems’ presence which are widespread in all
human activities. The impact of the big data on the businesses’ strategies is very significant.
This technology could be used in the number of companies. Big Data can be used in
finance, banking, transport, medicine, insurance, education and commerce. Thanks to it
companies achieve the completeness and integrity of the data and a very rapid response to
users’ queries [Wyrębek 2011]. Moreover, companies would like to get a better insight into
their customers. They collect data about their presence and purchases, which are stored and
give the relevant information about their behaviors [Khan et al. 2012]. It gives a picture of
consumption patterns, trends and possible future customers requisitions [Inmon et al. 2008].
It is also important to focus on appearing barriers in industries and the skeptical attitude of
the society in order to use more and more personal data over which they lose control. There
are challenges that must be overcome in order to fully benefit from the analysis of Big Data.
It is a dawn of the era of Big Data. It is time in which companies, all sorts of
organizations, countries and the whole world are based on information. Humanity has
become an information society which produces huge amounts of new data. With tools
specifically designed for Big Data this information can be intelligently analyzed [Manyika
2011]. It can bring benefits for both the business and society. However, this is the end of
anonymity in the world of the Internet and the beginning of personal privacy expansion in
the digital world [European Commission 2011]. In such circumstances it becomes necessary
to create appropriate conditions to generate benefits for business and simultaneously
provide a sense of security for users of modern technology.

218

Alicja Choma

References
1. Amadeus,
2012,
Amadeus
Airline
Distribution,
Amadeus
IT
Group
SA,
http://www.amadeus.com/airlinedistribution/download/AirlineIT_Distribution_Brochure_AW_Web.
pdf [access: 15.04.2015].
2. Andriole, S.J., 2006, The collaborate/integrate business technology strategy, Communications of the
ACM, vol. 49 (5), pp. 85–90.
3. Birst, 2012, The Big Data Opportunity: Instrumenting Your Business for Competitive Advantage,
Birst,
http://tdwi.org/whitepapers/2012/11/the-big-data-opportunity-instrumenting-your-businessfor-competitive-advantage.aspx [access: 15.04.2015].
4. Boyd C., 2011, The 1st Big Data Insight Group Industry Trends Report, Big Data Insight Group.,
Londyn,
http://www.thebigdatainsightgroup.com/site/article/1st-big-data-insight-group-industrytrends-report [access: 15.03.2015].
5. Brynjolfsson E., McAffe A., 2012, Big Data: The Management Revolution, Harvard Business
Review, hbr.org/2012/10/big-data-the-management-revolution/ar/pr [access: 15.04.2015].
6. Clark T.D., Jones M.C., Armstrong C.P., 2007, The dynamic structure of management support
systems: theory development, research focus, and direction, MIS Quarterly, vol. 31 (3), pp. 579–615.
7. Cukier K., Mayer-Schönberger V., 2013, Big Data Will Transform How We Live, Work, and Think,
Houghton Mifflin Harcourt, Boston, New York.
8. Davenport T.H., 2013, At the Big Data Crossroads: tuming towards a smarter travel experience,
Amadeus,
http://www.bigdata.amadeus.com/assets/pdf/Amadeus_Big_Data.pdf
[access:
15.04.2015].
9. Devlin B., 2010, Beyond business intelligence, Business Intelligence Journal, vol. 15 (2), pp. 7–16.
10. Drucker P.M., 1992, Be Data-Literate: Know What to Know, The Wall Street Journal, 1 (December).
11. Dubois L., 2005, Ten steps to total data quality, Business Intelligence Journal, vol. 10 (2), pp. 57–
62.
12. European Comission, 2011, Attitudes on Data Protection and Electronic Identity in the European
Union,
Special
Eurobarometer,
359,
Brussels,
http://ec.europa.eu/public_opinion/archives/ebs/ebs_359_en.pdf [access: 15.03.2015].
13. European Comission, 2012, Data protection reform: Frequently asked questions, Europa Press
release
database,
http://europa.eu/rapid/press-release_MEMO-12-41_en.htm?locale=fr
[access:17.05.2015].
14. Gantz
J.,
Reinsel
D.,
2011,
Extracting
Value
from
Chaos,
IDC,
http://www.emc.com/collateral/analyst-reports/idc-extracting-value-from-chaos-ar.pdf
[access:
15.03.2015].
15. Gartner, 2013, Gartner Says Worldwide PC, Tablet and Mobile Phone Shipments to Grow 5.9
Percent in 2013 as Anytime-Anywhere-Computing Drives Buyer Behavior, Gartner, Stamford,
http://www.gartner.com/newsroom/id/2525515 [access: 15.03.2015].
16. Google, 2015, Google Trends, http://www.google.pl/trends/explore#q=%22big%20data%22 [access:
15.04.2015].
17. Hilbert M., López P., 2011, The World’s Technological Capacity to Store, Communicate, and
Compute Information, Science, 332 (60), http://www.sciencemag.org/content/332/6025/60 [access:
15.03.2015].
18. IATA, 2012, Annual Review 2012, IATA, http://www.iata.org/about/Documents/annual-review2012.pdf [access: 15.04.2015].
19. IDC, 2007, The Diverse and Exploding Digital Universe: An Updated Forecast of Worldwide
Information Growth Through 2011, IDC, Framingham, http://www.emc.com/collateral/analystreports/diverse-exploding-digital-universe.pdf [access: 15.03.2015].
20. Inmon W.H., Strauss D., Neushloss G., 2008, DW 2.0, Morgan Kaufmann, Burlington.
21. Kearns G., 2011, The Ideas Economy: Information, TheEconomist’s, June 2011 , California,
http://www.economist.com/events-conferences/americas/information-2011 [access: 23.03.2015].
22. Khan A., Ehsan N., Mirza E., Sarwar S.Z., 2012, Integration between Customer Relationship
Management (CRM) and Data Warehousing, Procedia Technology, vol. 1, pp. 239-249.
23. Liautaud B., Hammond M., 2003, e-Business Intelligence: od informacji przez wiedzę do zysków,
Premium Technology, Warsaw.
24. Madrigal A.C., 2012, I'm Being Followed: How Google—and 104 Other Companies—Are Tracking
Me on the Web, The Atlantic, http://www.theatlantic.com/technology/archive/12/02/im-being-

219

25.

26.
27.
28.
29.

30.

31.

32.

33.
34.
35.

followed-how-google-and-104-other-companies-are-tracking-me-on-the-web/253758/
[access:
18.03.2015].
Manyika J., 2011, Big data: The next frontier for innovation, competition, and productivity,
McKinsey
Global
Institute,
http://www.mckinsey.com/insights/business_technology/big_data_the_next_frontier_for_innovation
[access: 15.03.2015].
March S.T., Hevner A.R., 2007, Integrated decision support systems: a data warehousing
perspective, Decision Support Systems, vol. 43, pp. 1031–1043.
Merv A., 2011, Big Data: It’s going mainstream, and it’s your next opportunity, Tradata Magazine,
pp.. 1-5, http://www.teradatamagazine.com/v11n01/Features/Big-Data/ [access: 15.03.2015].
Moss, L., T., Atre, S., 2007, Business Intelligence Roadmap, Pearson Education Inc, Boston.
Patil DJ., 2011, Building Data Science Teams: The Skills, Tools, and Perspectives Behind Great
Data Science Groups, O’Reilly, Sebastopol, http://oreilly.com/data/radarreports/building-datascience-teams.csp [access: 15.03.2015].
Ramakrishnan T., Jones M.C., Sidorova A., 2012, Factors influencing business intelligence (BI)
data collection strategies: An empirical investigation, Decision Support Systems, vol. 52(2) pp. 486496.
Tsai H.H., 2013, Knowledge management vs. data mining: Research trend, forecast and citation
approach, Expert Systems with Applications, http://dx.doi.org/10.1016/j.eswa.2012.12.029 [access:
15.04.2015].
Vasset D., 2012, Worldwide Big Data Technology and Services 2012-2015 Forecast, IDC,
http://download.microsoft.com/download/7/B/8/7B8AC938-2928-4B65-B1B30B523DDFCDC7/IDC%20ReportWorldwide%20Big%20Data%20Technology%20and%20Services.pdf [access: 15.03.2015].
Westerman P., 2001, Data Warehousing, Morgan Kaufmann, San Francisco.
Williams S., Williams N., 2007, The Profit Impact of Business Intelligence, Morgan Kaufmann, San
Francisco.
Wyrębek H., 2011, Meaning of the application Business Intelligence in the enterprise management,
Zeszyty Naukowe Uniwersytetu Przyrodniczo-Humanistycznego w Siedlcach, no. 88, pp. 67-82.

mgr ALICJA CHOMA
Poznań University of Economics

220

Julia Dunai

3.6. FEATURES OF CARRYING OUT MARKET RESEARCHES IN
MANAGEMENT OF THE ENTERPRISE AT AN OCCURRENCE STAGE ON
FOREIGN MARKETS
Introduction
In the conditions of globalization and the increasing competition among enterprises,
information becomes a key resource of any company. While entering international markets
only intuition and experience are not enough – company management has to lean on
professionally collected and processed data. Knowledge of the market allows reducing
uncertainty and increases probability of acceptance of the right decisions. However, the
search of market niches and the offer of the production to consumers, demands from
managers of special sensitivity to the variables appearing in an external environment. There
is a need of obtaining the corresponding data which will become a basis for a successful
marketing strategy in various markets. The tools for collecting the relevant information are
market researches.
As S. Kaczmarczyk notes, market researches connect the enterprise with the market
environment. Organizations conduct researches, collect, analyze and interpret data in order
to facilitate to the management’s understanding of environment, identification of problems
and favorable situations, and also foster development as well as carry out commercial
activity on certain markets [Kaczmarczyk 2002]. The market of a country can usually be
subjected to research. In large companies researches are related to a bigger number of
markets. There is an expansion of geographical parameters and, thus, it is possible to speak
about international market researches which support decision-making concerning marketing
activity at the international level [Kędzior, Karcz 2001].
The purpose of the present paper is to provide the characteristics of the role of
market researches in managing an enterprise, especially on international markets. It
embraces the issue of the possibilities of market researches and their role. Moreover, the
article presents the process of making administrative decisions, the definition of
characteristics of the variables influencing the course of research and the received results.
The effective remedy allowing defining the essence of dependent and independent factors as
well as their correlation among themselves are also depicted. In order to illustrate the
concepts presented here it will be given some practical examples allowing presenting some
moments of carrying out effective market researches in practice.
1.

Features and methods of marketing research on international markets

The role of international market research is primarily to act as an aid to the decision maker.
It is a tool that can help to reduce the risk within the scope of decision making caused by
environmental uncertainties and lack of knowledge on international markets. It ensures that
the manager’s decision is based on the solid foundation of knowledge and strategic thinking
related the needs of the market rather than the product [Hollensen 2009].
One of conditions linked with carrying out market researches in foreign markets is
the correct organization of this activity. According to the principle of specialization and
division of labor, opportunity and actions have to be delegated for execution to specialized
departments or employees responsible for this area of work. These actions allow conducting
this kind of activity at a higher level and with smaller expenses [Bartosik-Purgat, Shroeder
2012]. All collected data have to be properly processed and ordered as well as ready for
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further assessment and use. Market researches have to be a systematic, purposeful and
objective process which includes the collection, analysis and submission of information for
marketing decision-making. Creating dynamics of data and the analysis of tendencies as
well as the directions of development are necessary in this regard. This process may be
divided in component elements and phases as well as has a systematic character. It means
that researches have to be well-organized and planned. Moreover, they must be carried out
on a regular basis as market is a dynamic concept which constantly undergoes changes. In
the field of market research conducted on foreign markets companies use the same tools and
methods as in the conventional market research. The methodology of research does not vary
depending on the destination country. It must be mainly based on the features that exist in
the test environment, i.e. on certain legal rules, established habits and social norms or
specific infrastructure. For instance, at certain stages of the observations as a method of
marketing research it will be considered illegal if it invades a person's privacy. Another
example might be a landline phone in the absence of the intended target audience, and
therefore, telephone interviews would be impossible.
There are methods that are more suitable for other studies abroad. Among them:
comparative analysis, analysis and evaluation of time series as well as cluster analysis
[Żbikowska 2009]. You can also use the model and applied research experience on its
market, but in this case it is necessary to adapt the methods already tested on the new
market. The main barrier is a completely new environment and, in particular, cultural
differences between countries, legal and other features that should be taken into account at
every stage of the research. When it is time to expand the activities of the company on
foreign markets, there is a problem related to finding the necessary information to fill the
lack of knowledge about the new market environment, internal and external environment.
To begin searching for information about a new market, first it is necessary to collect
secondary data.
Secondary data can be defined as information that has already been collected for
other purposes and, thus, is readily available. The major disadvantage is that the data are
often more general and ‘coarse grained’ in nature. The advantages of secondary data are the
low costs and amount of time associated with its collection [Hollensen 2009]. The simplest
examples of secondary data there are data linked with demographics, financial well-being of
the population, the level of wages and other economic indicators which can be obtained in
the State Statistics Service as well as in similar organizations involved in the counting and
processing of basic statistics. There are other sources of information where you can get
some information regarding the scope of the enterprise or industry. Concerning the export
and import of goods and other aspects of foreign economic activity you can access the data
in customs unions or associations. These organizations are typically statistical indicators of
its scope and can provide access to the necessary information. As for data export and
import, given the international nature of the research, in all countries such information is
public, but usually there are some brokerage firms that can provide this information on a
commercial basis.
Search Methods in relation to secondary data can be varied and are directly
dependent on the talent of the researcher to source the necessary information, industry
characteristics and features of the country as well as the market of which the company plans
to enter. It should be noted that when using this type of information with a critical need. The
international aspects of the study should be taken into consideration in order to select the
approach to the calculation of the data or its interpretation. In the analyzed countries it can
be assumed with the principles and methods of calculation which differ from the generally
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accepted norms, such as graduation salary or age limits. In most cases the general idea about
the country, the main socio-demographic and economic data as well as other general
information of secondary data should be sufficient. Secondary data in studies of
international markets should be used as the basis and tool for understanding elementary
processes occurring on the market.
For more in-depth and specialized information related to secondary data is usually
insufficient or is not of the quality that a researcher wants. In this case it is rational to use
other types of information.
Primary data can be defined as information that is first-handedly collected and
generated by the original research which is tailor-made to answer specific current research
questions. The major advantage of primary data is that the information is specific (‘fine
grained’), relevant and up to date. The disadvantages of primary data are, however, the high
costs and amount of time associated with its collection. [Hollensen 2009]. At this stage, a
researcher faces a difficult task to choose the method of research etc. You must be very
careful when selecting the approach to the development of research to find first data. If such
studies were carried out once in the host country, it does not mean that the same effect can
be achieved in another country as social and cultural contradictions as well as other factors
can often affect the course of the study and the obtained results to a great extent. An
example would be the difference in approaches to consumption and market positioning of
whiskey in different countries.
Scotch whisky is consumed globally but is bought for many different reasons. The
right image has to be communicated for each culture without of course losing any of the
product’s core brand values. The key value for Scotch generally is status. In the United
Kingdom this tends to be underplayed, never brash or ‘in-your-face’. In Italy the image is
more tied to machismo and any Scotch ad would have to show a man with a woman on his
arm, flaunting the status the drink confers. In Japan, however, the status value is all about
going with the majority. It is not inspirational to be individualistic in Japan. Thus, the
understated drinker image that might work in the United Kingdom is inappropriate in other
countries [Hollensen 2009]. Naturally, with such a difference in terms of the need to be
developed each individual country has its own unique type of research in terms of target
groups and research methods. According to this at the beginning of the search for the
primary data in a foreign country you must provide all aspects of national characteristics to
initially prevent errors that can completely change the results of the study, and might cause
a complete failure of the research.
It is necessary to clearly understand what factors in a country affect consumers,
which of them are independent and which dependent. It is also necessary to understand that
for the product or service you are bringing to a market, the way it will be used, which forces
are dependent or independent in its provision and which advantages can be drawn from this
or avoided.

+2
Direct link

+1
side connection

0
unknown

Figure 3.6.1. Scale of intensity correlation
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To assist in the planning of research in international markets I have developed a
matrix of relationships dependent and independent variables acting in certain markets. This
matrix in visual form is used to determine the main environmental factors as well their
correlation. The application of the proposed method in the future will help in receiving
reliable and more accurate research results., the scale of the graduation of the intensity of
correlation between the dependent and independent variables was developed on the basis of
Likert scale. If there is a direct relationship between the variables it is rated 2. If the link is
indirect (more "yes" than "no") it is rated 1. If the link is unknown or doubtful, then the
value is set to 0. If there is no direct relationship between the variables it is rated 1 and if
there is no communication it is -2. Thus, with the use of this technology dependent variables
can be traced from each other and create matrix interactions. The main purpose of
evaluating the results of marketing research is to find dependencies between variables and
to define of new relationships. For example, if a survey had found that most men have
income higher than average, and the majority of women - below average, the researcher can
conclude that the relationship between the two variables (gender and income level) is high
[Sokolova, Grechko 2002]. Therefore, an important step is to identify the most important
factors and rate them according to the proposed system. The proposed relative variables are
universal and applicable to the entire block of the Central and Central and Eastern Europe.
If the company plans to enter the markets more of distant cultural or socio - economic
characteristics, then the model must be subject to adjustment in accordance with the realities
of the market. Consequently, it concerns both groups of variables and the assessment of the
correlation between them. In each case the manager must consider the characteristics of the
market and make changes if necessary. Some variables remain universal, and some should
be subject to adjustment, for example, when Asian markets should seriously reconsider the
approach to suit relevant features of a given country.

Sample size

Research methods

Type of information

Staff

Distribution

The level of product price

Marketing costs

The uniqueness

The breadth of the range

Planned sales

Culture, traditions, language
Socio-economic factors
Rules of law
Lines of business(B2B, B2C)
Branch (Industry)
Level Infrastructure
Sales market
Competitor
Product or service
Seasonal factor
Information transparency
Trade (and other) barriers

Target Audience

Independent

Localization

VARIABLES

Dependent

Table 3.6.1. The matrix of dependent and independent variables
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With the diversification of the company, the proposed model finds its application in
the development of market research, assistance in the implementation of complex marketing
activities. The application of this model will help to facilitate the adoption of administrative
decisions, make the situation more transparent and clearer; help the simplest and most direct
way to identify the factors affecting the internal and external environment, to trace the links
that exist on the foreign market.
2.

The importance of defining the problem of Research and its importance for the
effective conduct of business

In a changing market situation there are new opportunities to achieve effects of decisionmaking, and the solutions themselves are characterized by a high degree of uncertainty
about the ability to achieve results. No wonder that in such a situation, the manager wants to
have the information necessary for decision-making in order to minimize risks [Kędzior,
Karcz 2001].
Information gap of a decision maker can be filled with information received as a
result of market research. Marketing research includes diagnostic information related to the
needs of an enterprise, and the definition of the problem as well as the collection, analysis
and interpretation of the data used for making marketing decisions. The usefulness of
market research conducted in relation to the growing uncertainty in the enterprise is also
proven while entering the international market often associated with the very high level of
uncertainty.
The problem is defined as the type of situation that cannot be solved with the
existing data volume and the solution can be offered only by expanding the existing
knowledge based on rational, objective grounds arising from the use of necessary
information [Churchill 2002].In practice a problem or question posed in the survey is
meaningful through explorer task, which is then solved in the decision-making process. In
order to solve the problem the following factors should be taken into account:
1. The decision-makers have a subordinate group of decision makers. The presence
of knowledge and experience as well as the ability to make quick and correct
decision is the basis for decision-making.
2. The set the permissible options for solutions resulting diagnosis of the current
situation. The solutions to the problem can be known (then further selection is
conducted) or unknown (in which case they should be identified and then
undergo further analysis).
3. Criteria for assessing the benefits that the decision can bring. The degree of
achievement of performance goals is also a criterion, because the solution is
always a means to an end. The control system appears outside the goal aimed at
the company's external environment and internal goals aimed at improving the
organization. These objectives are transformed into a criterion within the scope
of decision-making.
4. The environment, the situation is considered as a context which includes factors
affecting the situation regardless of the decision-making entity. The context of
the situation is a set of states of the external environment directly affecting the
result of the decision, but beyond the control of the subject of decision-making.
5. Uncertainty as to which option is the most preferable solution. Uncertainty arises
from incomplete knowledge of the external conditions of a foreign country.
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The decision-making process is the result of following one another in a logical order
of actions that follow cause and effect relationships and whose result is the final decision.
The solution to the problem should be seen as the analysis of the obtained information as a
description of actions to be applied in order to cope with the issue. A characteristic feature
in relation to the task is that it is based on the information from the past and present
research. Depending upon the characteristics of the problem the solutions differ. Most often
these differences are: the location or territorial basis, time period, specific problems arising
in the organization, personal qualities and attitudes to professional decision-making.
Information is a feature present in every process or decision. Surely, the decision
may be based on intuition, but the significance and the information as well its use in the
development of business solutions must be taken into consideration. Sometimes intuition is
not enough to understand the characteristics of the external environment of the organization
and the environment in which business is conducted. Moreover, it is insufficient to
determine the needs and expectations of the client. In addition, the researcher may not be
sufficiently well-versed in the specifics of the foreign market and, consequently, not allow
proper interpretation or distortion of information.
Numerous examples of companies clearly show that the chance of development in an
increasingly competitive environment, which is the main feature of the world economy, can
be seen in the case of companies whose control is based on reliable, proven and objective
information. For example, the experience of Russian Railways (RRW) within the railway
reform was made to optimize the costs of tickets for railroad transportation passenger.
Therefore, there was a need for information linked with the reaction of potential passengers
to a particular price change of a ticket on certain routes. According to the results of the
study new ticket offers have been developed for weekends and evenings when traditionally
the flow of passengers had been smaller causing the company’s losses due to unprofitable
connections. Such measures allow more even distribution of the flow of passengers. Due to
the more flexible pricing policy some passengers began to use the railway connection
instead of other means of transportation. Consequently, passenger traffic and profits were
increased [Nikonova 2007].
The implementation of the decision-making process should be closely linked to the
well-articulated process information - addition to the information intended for the persons
responsible for the decision-making process is provided by market research.
In order to navigate in the environment the understanding of the ongoing processes
is required. It can be related to “mapping”, i.e. carrying out market research. You must find
out what positions are occupied by other companies. In order to conduct research properly
you can imagine the outlines of mind of an average potential client and map it [Ries, Trout
1997].
In this context market research is crucial for the welfare and development of the
enterprise. Employees who make decisions based on the findings and recommendations
arising from marketing research will definitely have a better chance of making the right
decisions. Quality solutions based on rational assumptions will be better than the ones
grounded on intuition. The information obtained as a result of market research will help to
reduce errors if there is a risk of uncertainty in a situation when you need to make the right
decision. The very problem of the study is the concept directly related to the problem of
decision-making. This term is determined by a procedure based on the division of the
underlying problem into its component elements by dint of which the decision will
contribute to the research process. The aim of the research is to specify the analyzed
problem, which can encompass causes, indirect factors influencing the situation and others.
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On the basis of these data the problem will be analyzed and the ways of solving it will be
proposed.
This means that the formulation of the research problem is closely connected with
the problem of decision-making, or in other words: the researcher divides the question that
is the subject of the decision into the number of necessary parts, thus, we can talk about the
transformation of the problem of decision-making into the research problem.
If we want this action to take place the following conditions must be observed:
− the formulation of the problem must be comprehensive and completely cover the
area of our ignorance,
− formulations should contain all the common relationship between the variables,
− the problem should be considered with the use of an empirical and practical
method.
Properly formulated research problem will direct the course of research to helping
the fulfillment of the study objectives based on the obtained conclusions. On the basis of the
content of information it will be possible to use management decisions and act more openly,
because the main purpose of the is to overcome uncertainty in the new market and support
making the right management decisions.
Conclusion
International research requires a lot of experience and sensitivity in relation to each market,
a departure from the accepted norms in the native land and the models based on generally
accepted truths. The work on the project is necessary to use the full range of tools that
marketing research provides, and to adjust them to the needs of the market. In one case you
will be carrying out a large-scale telephone survey, and in another case - a fairly narrow
range of experts to help answer all these questions. In each case the researcher is responsible
for the choice of the most appropriate solution. Each market is unique, and to achieve
positive results all factors associated with external and internal environment must be taken
into account. When conducting international activities necessary to expand the scope of
perception of objects, the situation must be seen from the point of view of local residents
according to their notions and cultural norms. Moreover, it is necessary to take into
consideration the legal and socio-economic factors of the investigated medium. Marketing
research is not an easy task, but well-organized study tasks can clarify disputes, bring an
invaluable contribution to the management decisions and the work of the organization as a
whole. Information collected in the course of marketing research is the foundation on which
the functioning of a foreign business should be built. Furthermore, the success and
profitability will decide about the quality of this information.
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3.7. THE IMPACT OF MACROECONOMIC VARIABLES ON THE CAPITAL
MARKET
Introduction
The capital market and its surroundings are influenced by the large number of
macroeconomic variables which shape the long-term trends on the market (if bullish,
horizontal or bearish market prevails), its scale, the number of market participants, the level
of innovativeness and, in the end, the number of brokerage products (services) offered to
final clients. These factors are described in this article. They have a huge impact on the
market and financial institutions. Such enterprises as brokerage houses are inextricably
connected with the situation on the capital market as well as other variables which decide
about the overall economic situation. Values of these variables cannot be ignored because in
the long-term they are vital to business environment. The aim of this article is to present the
basic macroeconomic variables which have a real influence on the situation on the capital
market. In the article the literature studies have been conducted as well as the comparative
analysis of research outcomes from different sources. The majority of deductions derive
from studies prepared on the basis of the data from emerging markets and developing
countries in years 2007-2014. The structure of the article is as follows: firstly, the financial
market and financial institutions are mentioned in the macroeconomic context. Secondly,
the macroeconomic variables are described and their influence on the capital market – it is
the core essence of the article. Finally it leads to conclusions. So as to get straight to the
point and discuss relations between macroeconomics and its linkage with the topic, at first
the concepts should be defined.
1.

Financial market and institutions

Financial instruments are traded on the financial market. Their prices are set in the wake of
demand and supply equilibrium. On the contrary to the commodities market, instruments on
the financial market do not have any real dimension. In fact, they are a kind of promises that
are usually intangible. It can be compared to a kind of pledge. Therefore, they are
characterized by the high level of instability and they are prone to price fluctuations which
are not caused by the objective economic conditions [Pietrzak et al. 2008, p. 21 - 23]. For
instance, credits given by banks are combined with a cash flow from banks to the borrower
and with his promise that for a certain period he will pay interests and the borrowed capital
systematically to the bank.
On the capital market which is a part of the financial market there are buy and sale
transactions with maturity longer than 1 year. Thus, it mobilizes funds with a middle and
long-term horizon. On the one hand, there are participants aiming at putting their money
aside at possibly high interest rates. But on the other hand, there are entities which want to
obtain a capital for investments and receive higher rate of return than the return on the bank
deposits which makes their investments profitable. The capital market is dependent on
central banks’ decisions indirectly - by contrast with money market directly linked with
central banks by means of instruments of money policy. It is divided into lots of operational
segments, inter alia, public and private market, stock exchange and over the counter (OTC),
the primary and the secondary market [Dębski 2010, p. 91 – 94]. The impact of
macroeconomic factors on the functioning of the financial institutions such as brokerage
houses is also interesting. As a rule, the largest brokerage firms operate in all the
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abovementioned segments. In this context defining macroeconomic issues related to
brokerage seems to be especially difficult due to the complexity of the analysis that should
be conducted.
When describing macroeconomic factors which affect the situation of the capital
market and financial institutions it is advisable to focus on the secondary market – the
turnover on the stock exchanges due to the fact that commissions taken from orders
transferred to exchanges are the most important element in the structure of these entities’
income [UKNF 2013]. Concurrently, it is important to know that the effect of these factors
can be completely different on the primary market and the secondary market.
2.

Macroeconomic variables and the capital market

One of the most important factors influencing the climate for investments are the changes of
the level of Gross Domestic Product (GDP). GDP is a yardstick for the value added
produced in the economy – the pure production. It measures the value of goods and services
bought on the market. The increase in real GDP is described as the economic growth [Begg
et al. 2014, p. 414 – 415]. Economic growth has an impact on the existing trends on the
stock exchange. Upward or downward trend is very often closely linked with periods of
prosperous economy and economic debacle, respectively. Thus, economic growth is one of
the crucial determinants influencing the mood of stock market investors. With surging GDP
the majority of companies listed on the stock exchange have higher profits year by year.
Usually it causes an increase in stock prices after some time. Such a situation is reverted in
recession – revenues and profits of companies fall, thereby, the market is in the reign of
pessimism which leads to the less optimistic valuation of stocks. Increasing GDP (economic
growth) is favorable for the scale of services provided by the brokerage industry. In addition,
the number of investment firms is on increase. Furthermore, the structure of the brokerage
industry also develops and there emerge more and more brokerage houses [Sarniak 2014].
The researches in the influence of macroeconomic variables on the economic
situation are conducted worldwide. Variables most often utilized in researches are as
follows:
− GDP,
− currency reserves,
− exchange rate,
− money aggregates,
− the indicator of industry production,
− inflation rate,
− balance of payments,
− the level of consumers’ and producers’ savings,
− the changes in investment level,
− the unemployment rate,
− the level of interest rates of the central bank,
− the level of government spending,
− retail sale,
− foreign direct investments,
− the level of budget deficit, public debt and their relation with GDP,
− the level of commodity prices (e.g. crude oil, copper).
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Currently there are more and more studies on this topic in emerging markets and
developing countries. This article focuses mainly on researches from these countries
according to the high availability of many studies from the years of the recent global
financial crisis (2007-2009) or after the crisis. Worth quoting are recent studies prepared on
the basis of the data from Saudi Arabian [Al-Abedallat, Al-Shabib 2012; Samontaray et al.
2014] and Istanbul stock exchange [Acikalin et al. 2008]. In some of them the regression
model has been utilized. The independent variable was GDP and the changes in value of
stock indexes served as dependent variables. The relations were statistically important.
Additionally, the multiple regression model was calculated so as to investigate the impact of
investments and GDP on stock market benchmarks. The effect of changes of the investment
level was more significant than the effect of GDP growth. Notwithstanding this, the growth
of both variables influenced the situation on the capital market favorably – it caused hikes in
prices. The research pursued in Pakistan [Mohammad et al. 2009] confirmed the
outstanding meaning of currency reserves and the exchange rate. Interesting information can
be found for the Indian market which after series of reforms in 1990’s started to grow
rapidly. The development process has been backed by the huge inflows of foreign direct
capital. Moreover, it must be stated that stock prices on this market were very volatile.
According to scientists, it was the effect of the changing level of economic activity and
often variations on high political posts. There were also other factors which played an
important role: changes in the level of risk premium, the analysis of the yield curve,
unexpected variations in the level of inflation and changes in forecasted level of inflation in
periods when it was really high. For such states as Philippines, Singapore and Thailand the
reversed statements have been put forward: the relation between the interest rates and return
on stock was different. In another article the authors stated that to create proper
circumstances for a growing trend there is a need for positive changes in terms of interest
rates, production, inflation rate and exchange rate. To point out the relationships between
variables the model of linear regression was calculated [Venkatraja 2014; Ratanapakorn,
Sharma 2007; Chen et al. 1986; Wongbampo, Sharma 2002; Sabunwala 2012]. In another
research [Ahmed 2008] the cointegration tests as well as the Granger causality test have
been conducted. As a result, the existence of the long-term relation between share prices,
the level of foreign direct investment, money supply and industrial production was
established. In the example of the latter the causality with the stock prices appeared.
Conclusions drawn by the author were later supported by Singha [2010], Pal and Mittal
[2011] who indicated that the exchange rate and inflation are also of crucial gravity. It is
important to check what the influence of macroeconomics on stock exchanges in the USA
is. In literature, there is another subject raised, namely, the linkage between economic
cycles and share prices. Smith’s studies [1990] proved the common belief that stock prices
fall shortly before the ongoing recession and go up shortly before its end (the author based
his notices on the monthly data). The studies of Fama [1981; 1990] and Chen [1986; 1991]
showed that the correlation between the profitability of securities and the real economic
variables is strong. The influence of the level of investment, industrial production, the level
of the real Gross Domestic Product, money supply, inflation and interest rate have been
investigated. Chen [1986] proved (for the bond market) the significance of risk premium
connected to holding the security until it expires and the risk premium for the bankruptcy of
an issuer.
It must be noted that there are a lot of studies on this topic discussing the effect of
macroeconomic variables on the capital market. So, it would be very difficult to exhaust
these problems. It should be emphasized that even though in the case of GDP changes in the
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interest rates level or the level of investments on the whole we deal with the same (or very
similar) statements of scientists, in the case of other variables e.g. crude oil – the indications
are more ambiguous. In addition to this, fluctuations of exchange rate result in equivocal
studies in terms of stock quotations. On the example of Nigeria [Osamwonyi, EvbayiroOsagie 2012], it can be stated that the exchange rate has different impact in the short-term
than in the long-term. Nigerian economy is an open economy and is highly dependent on the
trade of crude oil and gas. The weakening of the domestic currency, naira, in short-term
causes growth in export profits which leads to higher incomes of exporting companies
(particularly those from commodity sector) and hikes in their prices. On the other hand, the
slump in the exchange rate deteriorates the balance of payments which is rather a
destabilizing factor in the long-term. This instance shows forcibly that many times so as to
thoroughly study the effect of macroeconomic factors on the capital market both the short
and long-term categories have to be considered.
The subsequent important macroeconomic factor is the level of savings in the
economy. The changes of aggregated level of savings are an essential signal for stock
analysts. In literature the most important theories concerning savings are the life-cycle
hypothesis of Modigliani, the theory of Keynes and the theory of permanent income.
However, without expertise in these theories is this feasible to know why the high level of
savings is so important? The intuitive answer to this question is possible – savings are
significant to economy, and all the more to the capital market because they constitute the
source for financing the investments (both real and financial). In the long run it is not
possible to finance investments (also portfolio investment) by bank loans only. For this
reason the saved capital is necessary which creates new products and innovative solutions.
Increase in value of savings contributes to the surge in number of companies and the scale
of activity on the regulated market and the primary market. With a growing level of the
society’s affluence, the demand for services of alternative trading systems, portfolio
management and investment advisory grows too [Sarniak 2014]. The last two services are
particularly important, especially in the context of the market on which for a long time has
prevailed the horizontal trend and there is no distinct tendency in stock index value changes,
many investors have problems with finding companies which would potentially offer
extraordinary rates of return. Many of them do not have enough expertise in the market and
urge to be the clients of portfolio management services advisory. Thanks to that they do not
have to worry about the proper selection of investment assets as it is done by professionals.
General increase in the savings level in the economy will attract more and more new
investors on the stock exchange. The majority of them would invest in stocks by purchasing
units or investment certificates in mutual funds or by an unassisted investment plan. It is not
necessary to add that higher interest would cause higher turnover, higher commission, and,
thereby, higher chances for premiums and salary rise for financial institutions employees.
One of the most significant macroeconomic factors which has an impact on the stock
exchange is the level of interest rates of the central bank and its changes. First and foremost,
they influence the scale of the activity on the regulated market. When interests rates are
relatively high, investors gladly put money aside in banks in deposits and fixed-term deposit
accounts owing to the fact that these forms of allocations have comparatively high returns.
Such a manner of saving ensures rates of return which are not burdened with (almost) any
risk. However, stock exchange investments generate considerable risk and, in this context,
are relatively less attractive. Surely, it is important to remember that high interest rates
increase costs of credits. Therefore, it will cool the economy down and harm companies
which finance themselves via bank loans. Stock price of these companies will probably fall.
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The risk of a bearish market which deteriorates the position of the brokerage industry is
significantly higher. It is just the opposite situation with the expansive money policy of a
central bank. When interest rates are going to fall, usually the optimism on the stock market
is on the rise. This is because companies bear comparatively less costs of credits.
Additionally, the cost-effectiveness of fixed-term bank deposits slumps and securities are
the real alternative. Investors often choose bonds when interest rates are high. Yet, the
initial public offering (IPO) can be easier and cheaper for entrepreneurs who are willing to
obtain capital [Duwendag et al. 1996; Sarniak 2014]. Bank credits may be more expensive
then. The growth in interest rates increases the supply of stocks but the demand for stock is
decreased. Hence, the downward pressure on stocks can be even stronger. Concurrently, the
income of brokerage houses will fall which could be partly compensated by income from
the organization of IPO process. Advantageous conditions which keep up for at least some
time can remarkably improve the situation of the whole financial industry and bring
extraordinary profits. It makes the situation of employees better in the branch.
The influence of some of the presented factors can be generalized on the impact of
budget and monetary policy on the stock market. Łon [2011, p. 88] proposed creating the
model of links between the budget, monetary policy, stock market and economic growth.
The premise has been taken about the lags between different macroeconomic characteristics
within this model. Budget policy has strong influence on the shape of the activity process in
the economy. On the other hand, the money policy has the greatest influence on the
behavior of stock prices. This model can be considered ambiguously: favorably (in bullish
market) and unfavorably (in bearish market).
Another important factor is the overall situation on the capital market. Above all it is
influenced by other variables, in particular those abovementioned in the article. It is very
important factor because a good economic situation attracts different types of investors:
institutional, foreign, individual and companies which want to invest excessive funds. It
leads to higher brokerage commissions. On the other hand, the revenues of market makers
operating within brokerage houses is a rather neutral factor. Paradoxically, the market
makers of stocks can have even higher revenues during the downward trend because the
investors’ interest is proportionately lower. As a consequence, the level of liquidity falls.
Decline in turnover can affect particularly smaller enterprises which even before the crisis
were not liquid. The market maker charges commission as a spread between bid and ask
price. When the liquidity is too low, the services of market makers are necessary so as to
increase chances of buying or selling stocks at a given moment. The investment advisory
during the bearish market can note quite good results due to the fact that it is more difficult
to find growing shares and investors are more willing to use professional services. Another
interesting issue is the fact that a weak economic situation supports innovativeness and the
development of new products in brokerage branch. Then, new services are introduced e.g.
the access to Forex (Foreign Exchange). It is connected with the urge to compensate lost
commission revenue with regard to decreased turnover on the main market. By launching
new products and services the potential customers can be urged which increases the demand
and creates new sources of income. While the bullish market prevails, the scale of services
grows [Sarniak 2014].
The unemployment rate is another very crucial factor influencing the situation on the
capital market. It is defined as the percentage share of the unemployed in the total number
of the workforce (the population in the productive age who would be ready to work if they
had a job) [Begg et al. 1993, p. 47]. With the high rate of unemployment the society
becomes impoverished. Moreover, relatively fewer people have enough savings which
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would be invested on the capital market. Then, the demand for shares is likely to be
weakened. Simultaneously the strength of this variable should not be overrated. It is
important to emphasize that individual investors on the Warsaw Stock Exchange in the first
half of 2014 addressed only 13% of the total turnover of stocks on the regulated market. In
the same period institutional investors and foreign investment companies executed trades
amounting to 38% and 49% of the trade value [GPW 2015]. Investors need to be aware of
the significance of the prolonged unemployment and its consequences. In the long run due
to impoverished society might allot less amount of capital for investments which would lead
to the decrease in demand for the services of financial institutions (e.g. mutual funds), so
this effect would also be adverse. However, it also should not be overestimated as the share
of individual investors in the total turnover is not of the highest significance.
The attention of investors is focused on the industrial production indicator and the
level of retail sale. These 2 ratios present consumer’s and productive processes in the
economy. On their basis a relative accurate forecast can be devised, particularly in terms of
the speed of economic development (GDP growth rate in the next period). The correlation
between these two indicators and the main stock market index WIG20 in 1999-2012 was
positive and comparatively strong. They can be treated as indicators supporting investment
decisions. For instance, when a bearish tendency on the market prevails, the sudden surge in
industrial production and retail sale may indicate a turning point in the current trend – it
might suggest that prices will probably not continue to fall and will tend to rise in next
quarters [Wiśniewski 2014, p. 18-19].
Another important matter is the effect of the capital market on the economy, i.e. the
reversed channel. In this place it is worth saying that many scientists claim that well
developed stock markets are essential to hold the dynamic economic development [Garcia,
Liu 1999, p. 30].
Furthermore, one of the basic methods of making investment decisions is the
fundamental analysis. It consists of several stages. From the point of view of this article, the
analysis of macro-environment is the most important– it is often the first stage of
conducting the fundamental analysis. It embraces a report preparation including legal,
political, economic and institutional aspects which have influence on the functioning of a
sector or a company [Ritchie 1997; Alior Bank]. Hence, on this example the meaning of the
analysis of macro-environment is clearly visible as well as the ability to use it in practice by
financial institutions.
Conclusion
The article showed the way macroeconomic variables can influence the situation of the
capital market and financial institutions. It occurred that such variables as the GDP growth
rate, the unemployment rate, the interest rates, commodity prices, the exchange rate, money
supply etc. have a strong impact on the capital market. Consequently, investors should be
aware of such findings, study and keep track of the macroeconomic situation to take
advantage of better decisions. Thus, this paper has a practical value for people or institutions
interested in stock exchange. However, it is obvious that it presented only a fraction of the
researches on the subject and is not fully described. So, in the future research it would be
advisable to broaden the scope of the literature analysis of the issues related to
macroeconomics and the capital market.
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