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EDITORIAL

We are happy to announcethe first issuein third volume of our journal. In
this edition of the Journal of Economic and SocialDevelopment we present
the bed quality papers from two conferences: the 10th International
Scentific Conkrence on Economicand SocialDevelopment that was held
on 25th Septemler in Miami Fl. and the 11th International Scentific
Conkrence on Economic and Social Development - Buiding Reslient
Socety, that washeld on 17th and 18th December in Zageb, Craatia. From
total of 96 papers,the best16 papersare sdectedfor this edition.

The topics that are induded in this edition are actual isaues in different
cultural and economic environmentswith emphasison ethical behavior in
busnessactivities. Several casekom America, Europe, Thailand, Turkey,
Pakistan and Saudi Arabia show variety of authors' origin, as well as their
different approachto the recent global stuation.

In the third volume of our journalwe welcomeMarina Klacmer Calopaas a
new co-editor of JED.

Marijan Cirgula
Editor
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ABSTRACT
Srategic thinking capability isinteresting part of the cognitive development of each entrepreneur. This
paper develops on notion that there a number of demographic variablesthat shgpe the behavior of
each particular elements of entrepreneurial orientation and strategiccomporent of eachentrepreneur.
The demographic variable that have significant role will take the role of moderator in further research.
Shceboth corstructs are multidimensional, the demographic variablesare not influencing them in the
same way. The empirical research has been performed on IT firms in Croatia in 2014. Indivdual
entrepreneurial orientation is measured by the corstruct developed by Bdton and Lane® (2012)
individual entrepreneurial orientation instrument. The instrument is grounded in the seminal work of
Miller (1983),Cavin and Skvin (1986; 1988; 1989), Lunpkin and Dess (1996)and Covin and Wales
(2011); cosisting of three dimensions ¢ risk-taking, innovation, and proactiveness. Srategic thinking
was measured by Pisapia@ (2009) Srategic thinking questionnaire (STQ. The STQ asked respondents
to rate how often they use sygemsthinking, reframing, and reflecting skils. Within the framework of
individual entrepreneurial orientation the following demographic variables shape the trends: age,
gender, education abroad and previous experience. Entrepreneurs between 40-60 yearsold are less
proneto risk,female entrepreneurs are more proactive than men, education abroad provides with the
additional proactiveness and the entrepreneur with previous experience is prone to higher risk,
proactiveness and innovativeness. Within the framework of strategic thinking capability the following
demographic variables shape the trends: age, gender, education and experience. Entrepreneurs older
than 60 score high on sygem thinking as well as females, females also score higher on reframing.
Entrepreneurswith PhD degree score lower on reframing, while managers working more than 20 years
score high on reframing. All the relevant demographic variables can be introduced later on as
moderators investigating individual entrepreneurial orientation and strategic thinking capability
relation.
Keywords: Qoatia, demographic variables, individual entrepreneurial orientation, strategic thinking
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GThe mostvaluable 100 peopleto bringinto a deteriorating society would not
be economists, or politicians, or engineers, it rather 100 entrepreneura €
Abraham Maslow

1. INTRODWCTION

The researchof entrepreneurial orientation is well established in literature. The expending
researchbridges toward strategic entrepreneurship and toward strategic management or
more refining strategic thinking using cognition and contextual setting in order to expain
phenomenaof entrepreneur establishing, growing, failingand sustining her/his business.The
essence of entrepreneurs,is as suggested by Bolton & Thompson (2000, p.J, as peoplewho
habitually creates and innovates to build something of recognized value around percived
opportunities. Theyare a particular type of personwhose isk-taking and inno\ative prowess
lendsitself to identifying and expoiting proftable opportunities resulting in organizational
and economic growth (Kuratko, 2007; Lumpkin & Dess,1996). In our earler study, we usea
previoudy unstudied element of the cognitive frame (strategic thinking capability) and
individual entrepreneurnal orientation. Our larger reseach agenda will attempt to link
individual entrepeneurial orientation with firm EO and thento firm performance.

Resits from that study indicaed that strategic thirking capability (STC) was positively
assocated individual entrepreneurial behavior. This meansthat entrepreneurs whoused
these thinking skills more often also exhibited individual entrepreneurial behasiors more
often than entrepreneurswho usethesethinking skills lessoften. Furthermoee, proactiveness
waspositively assocated with reflecting, reframing, sygemsthinking, and STC; meaning that
the more often the entrepreneursusethesestrategic thinking skills the higher is their score
on proactivenes. Two other dimensions of STC - Systems thinking and reframing - were
positvely assogated with risk-taking, meaningthat the more often the entrepreneurs use
these ills the more risk they are willing to assure. Interestingly, only reframing was
significartly assogated with innovativeness.

The current study asks are these relationships moderaed by alterable and unalterable
demographicand contextual variables.Both the initial and the current studies were basedon
the premisethat eachof the construcs- individualentrepreneurial orientation and strategic
thinking capability - were mutidimendonal constructs based on elements that act
independently and in concert with one another. This paper further investigates this premise
by devdoping the notion that there a number of demographic \ariables that shape the
behavior of eachparticular elements of entrepreneurial orientation and strategic component
of eachentrepreneur. Bemographic variables that demondrate that they play a significant
moderaingrole are identified andwill be used infurther research.

The studyis significant becauseit delvesinto variablesthat have not been studied previoudy.
Frst, it ispossilde that we cangan indght into how entrepreneursthink and how use of these
thinking skills relates to their own entrepreneurial orientation. This linkage has not been
studied thusfar. Additionally, it also providesinsght asto how demographicvariablescanbe
consdered as moderators in the relation between individual entrepreneurnal orientation and
strategic thinking.
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2. THEORYDEVH.CPMENT

Theorydevdopmentis discusedin the following paragraphsdiscussedrom point of view of
two constructs;individual entrepreneurnal orientation and strategic thinking. The paper also
expores ways demographics influence both constructs of individual entrepreneurial
orientation and strategicthinking capabilities.

Individual entrepreneurial orientation

Individual entrepreneunal orientation derives from a vast entrepreneurnal orientation
literature easly groupedin four dfferent groupsof research.

The entrepreneural orientation (EO) tradition measues a ¥ A NXidk@tion toward
entrepreneurial behaviors. It has been referred to as an entrepreneurial mindset, climate, or
strategic orientation and has been de<cribed by Taulbert (2013) as the heart and soul of
sustainable, long-term successin any industry. The EO construct has been applied at the
individuallevel (Bolton & Lane, 2012); but more often as an antecedent to firm performance
(Hult & Ketchen, 2001; Lee, Lee & Pennngs, 2001). Fewstudies have usedfirm level EO as a
dependent variable (Cool & Van Den Broed, 2007; Poon et al., 2006). Numerous studies
attempting to link EO as an antecedent to firm performance yidded conflicting resuts (see
Auger et al., 2003; Lumpkin & Dess,1996; Rauch etal., 2004; Wiklund, 1998).

The individual tradition is based on the study of entrepreneunal attributes, attitudes and

persordlity traits that relate to a LJS NJ Ikefitadl of beginring a busness(Raposoet al.,

2008) and entrepreneural orientation. Froman attitudinal perspective, the extant literature

characterizes entepreneursas individualswith: a need for achievement (McQelland, 1965;
Miner, 2000), an internal locusof control (Brockhaus, 1980; Kes de Vries,et. al., 1989),arisk-
taker (Brockhaus, 1980; Covin & Sévin, 1991; Kuratko, 2007; Meyer, Waker, & Litwin, 1961),
pasgon, dedre to innovate, intention on becoming an entrepreneur @Bolton & Lane, 2012;
Covin & Skvin, 1991; Kuratko, 2007; Lumpkin & Dess, 1996; Miller, 1983). Yd, only two
persorality traits, opennessto experience and consci@tiousness are assodated with
entrepreneurial intentions (Zhaoet al., 2010).

The top management teams tradition examires antecedents suggested by upper echelon
theory (Hambrick & Mason, 1984). According to Covin and Skvin (1991), Tarabishy et al.
(2005),and Wiklund (1998) the entrepreneurial orientation of an organization is established
at the uppermost level of leaderslhip and resuts in stimulating risk taking and proactive
behaviors from employees. For insdnce, all imply that firm EO resits from Ybid managers
having entrepreneural management sté f @®Rin, & Skvin 1998), or reflecti & anképfs
capabilityQAvlonitis, & Salavou, 2007), or, determined by executive on the basis of their goals
and temperaments(Miller & Friesen 1982). Thesestudies reinforce the implication that EO is
based on the individual entrepreneud orientations of the Sy (i NS LINGSd/ tBediyhl) &
management teams(e.g. Chaston 2000; Guth & Ginsbeg, 1990; Lumpkin & Dess,1996; Vitale
etal., 2003.

The cognitive tradition rests on the assumpton that entrepreneurs think differently (e.g.
Baron, 1998; Buselitz & Barney, 197; Gools & Van Den Broeck, 2007; D N&ird, Corbett, &
McMullen, 2QL1; Kickul & Krueger, 2004; Nuntamanop, Kauranen, & Igel, 2013; Nutt, 1990;
Palich & Bagby 1995). Canitively oriented studies suggest that entrepreneurs ely on
cognitive skillsto gain insght, and make assesments,judgments,or dedsions involving new
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opportunity evaluation, venture ceation, and growth (Mitchell et al. 2002, pp. 8-10; Haynie,
Shepherd& Patzelt, 2012). However, theseskills are seldom extracted.

In summay, attempts to identify specific traits entrepreneurs possesshave proven
incongstent. Numerous studies have attempted to link EO to firm performance wth
conflictingresuts. However,as Cal & Van Den Broeck (2007)report the mostpromising traits
indude, internal locus of control, achievement motivation, tolerance for ambiguity, sdf-
efficagy, and possesig a persuasive pasorelity. Frm level EO has been usedextensvely as
an antecedent to firm performance and few studies have used firm level EO as a dependent
variable (Caol & Van Den Broeck, 2007; Lumpkin and Edogan, 2004; Poon et al., 2006).
However, usng these traits as antecedents to firm performance remains unsecured in the
literature (Gol & Van Den Broeck, 2007) and led to the searchfor additional dispositionsand
behaviors flying under the banner of entrepreneurial orientation. Entrepreneurnal orientation
measuresan organizall A 20yAQ/AR A Dikcinelibnftaard entrepreneurial behaviors. It can
be referred to as a firm or individuaf C(eatrepreneuial mindset, climate, or strategic
orientation. This paper builds on the entrepreneurial orientation grounded on the individual
leve. The constructhas beenapplied at both the firm andindvidual level(Bolton & Lane,2012)
as an antecedents to individual and firm performance (Hult & Ketchen, 2001, p. 901), or
induded within the constdlation of strategic orientation which includes market orientation
(Kohli & Jaworski, 1990; Jaworski & Kohli, 1993, 1996, Jaworski et al. 2002; Voss& Voss,2000),
learning orientation (Anderson,Covin, & Skvin, 2009; Baker & Sirkula, 1999; Gbb, 1997;
Rowley, 2000), and entrepreneurial orientation. The literature is rather clear that the
elements of entrepreneurial orientation indude proactivity, risk-taking, and innovativeness
(Miller (1983; Morris, Schndehutte & LaForge, 2004: 92), and competitive aggessvenes,
(Lumpkin & Dess, D96) and autonomy (Lumpkin & Dess,1996; Ruherford and Hadt (2007).
Innovativeness and risk taking are perhaps the most characteristic attributes of
entrepreneurdhip in general (Covin & Sévin, 191; Kreiser, Marino, & Weaver, 2002a,2002b,
2002c; Lumpkin & Dess, 1996). The link between EO and firm performance has been studied
often (Wickham, 2004), However, the role of antecedents remains unsecured (Gol & Van
Den Broeck, 2007) Most investigtions been conductedat the firm level as an antecedent or
medator exgaining firm performance (e.g. Covin and Skvin, 1989); Lee, Lee & Penrngs,
2001; Osiyevsky, Agawal, Ndubig, 2013; Vitale et al., 2003; Wales, Parida, Patel, 2013;
Wickham, 2004; Wiklund, 1999; Zahra, 1991; Zahra et al., 2000). The link has not been
securely fashioned through emperical studies. While a recent meta-analysisof 53 samples
from 51 published studies bears out the positive correlation between the most common
measuresof EO and variousfirm performance metrics(averager = 0.24)(Rauch et al., 2004).
Othershave reported inconsstent findings regarding EO as a performance-mediating variable
(e.g., Auger et al., 2003; Lumpkin & Dess, 1996; Smart & Corant, 1994; Wiklund (1998:222-
236).

Srategicthinking

Kébacoff (2013)reported in Hanard BusinessRevew a studyin which 97 percent of a group
of 10,000 serior executivessaid strategic thinking is the most critical leadership skill for an
organization's suaess.In another study (Kabacoff, 2013) 60,000 managers and executivesin
morethan 140countriesrated a strategic approachto leaderslhip as more effective than other
attributesindudinginnovation, persuasion, commuricaion, and resuts orientation. Strategic
thinking is recognized as the scaresneeded capability that is unreplaceable in every firm.
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Strategic thinking (Jlenc, 2009) is recognized as a process in which a personis perceiving,
reflecting, feeling, redizing and acknowledgingsignsthat impact the future of the firm, giving
them meaningand acting upon them by shaping the impressons, perspective and behavior
accordingly. Whenever unexpected events and/or researchfindings happen, people see it
either because of the supremacy of strategic thinking or its lack. Eventhough the factors,
causespr blameison somebodyor somethngelse,the strategic manager labelsit as strategic
thinking. When looking closdy at what strategic thinking really meansit could be quite
perplexingto find out that strategic thinkingisa syrmnymfor almostall the conceptsthat have
strategc as their first word. Due to the problem of articulating the cognitive character of
strategicthinking, it isveryelusveto define, measurefrain or learnhow to think strategicaly.
Therefore, there are many mydificaions and interpretations of its meaning. Yet, it is
important to realize that the lack of strategic thinking capability is recognized as the major
detractor of economic performance. The general condusion isthat strategic thinking has been
under-theorized. The first attemptsat defining the term and the main elements of strategic
thinking skills camefrom Bonn (2001),Liedtka (1998),Jacobs(1994)Mintzberg (1991).Slaan
(2013)idertified five critical attributes of strategic thinking: imagnation, broad perspective,
juggle, no control over and desre to win. Jeknc (2009),and Jeknc and Swercz (2011)
proposed sygsems thinking, hypotheds generation and testing, focusedintent, time,
profesgonal capability, conaptual flexibility, future vision, political sersitivity, intuition and
uncertainty/paradox/disequilibrium as the essencesof strategic thinking sills. Most of these
skills are found in Pisapia (2009) and Pisapia, Reyes-Guerra, and Coukos-SemméQ §2005)
strategic thinking ills (sysems thnking, reframing, and reflecion).

3. METHODOLGBY

Sample. The sample congsted of information techndogy (IT) firmsoperating in Croatia. ITis
an industry operating in the global business context, fdlowing newest global trends and
meeting international demand for their products (Vddaliso, 2011). Therefore, IT firms in
Craatia are nested in the national business context serving global markets and facing
international competitors.The list of the IT sector firms operating in Craatia was generated
from the Amadeusdatabase accordingto the status of firmsin March 2014. The list conssted
of registered firms (NACE Rev. 2) with the dominant code of deding with computer
programming, consiltancy and related activities (code 62). The firms dealing with IT trade
were excludedfrom the list. The remaining sample conssted of 2,129 firms. Cortact data from
the database were updated by the data from the Craatian Gourt Register. After filtering the
non-active firms due to legal reasons,the final sample consisted of 1,465 ITfirms actively
doingbugnessin Croatia. After two wavesof filed researchwe received 146 valid responses.
After applying the two validity indicaors recommended by FPisapia (2009) for sdf-report
instruments, 10 cases were excluded from the study due to the degree of response
inconsstency. Findly, we ended up with 136 casego analyze, representing 9.2%of the total
populaion of IT frmsin Craitia.

Measurement. Individual entrepreneurial orientation is measured by the construct
devdopedby Bolton and Lay” S @@l 2)individualentrepreneurial orientation instrument. The
instrument is groundedin the seminal work of Miller (1983), Covin and Skvin (1986; 1988;

1989), Lumpkin and Dess(1996)and Covin and Wales (2011)and adjustedto the individual
level of measuing individual entrepreneurial orientation. Individual entrepreneurial
orientation congsts of three dimensions ¢ risktaking, innovation, and proactiveness
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measuredon the Likert scak. Strategic thinking is measuredby PisapiaQ §009) Strategic
thinking quesionnaire (STQ). The STQ asked respondentgo rate how often they usesystems
thinking, reframing, and reflecing skills when confronted with problems, dilemmas, and/ or
opportunities on a five point Likert-type scad. The STQ was psychometicaly validated by
Fisapia, Morris, Cavanaugh, and Ellngton (2011). Both scles were trandated from their
originallanguage (Emglish) into Craatian. Then, they were back trandated to ensure that all
items were adequaely formulated. Measuresof validity and reliability of both constructs
were performed. In regard to strategi thinking capability, a Princdpal Axis Factor Analysis.
Rotation Method: Oblimin rotation. Rotation conveaged in 6 iterations) extracted three
elements of strategic thinking explaining 52 % of variances (ronbach h =. 81) as theoretical
background suggested; sysem thinking, reflections and reframing. In regard to individual
entrepreneurial orientation a Piincipal Component Analysiswith a varimax rotation wasused.
Rotation conveged in 5 iterations) named three elements; 1isk, proactiveness and
innovativenesswhich expain 63 %of the variances (Cilonbachh =.76). We useddemographic
variables found in previous studies to impact the use of strategic thinking capability and
individualentrepreneurial orientation. A numberof demographicalvariableswere indudedin
line with previous research wich found them to be an important determinant of
organizational process and/or performance for both individual entrepreneurial orientation
and strategic thinking. They are: gender (Blanchflower, 2004; Davidson and Honig, 2003;
Minniti and Nardone, 2007), age (Bonte, et al., 2007; Lanotte and Colove, 2013; Lebret, 2014;
Levesqueand Minniti, 2006; Stam and Efring, 2008 ), experience (Higich,1990; Lebret, 2014;
Lee and Tsang, 2001), and education levels (Chow et al., 2003; Davidssonand Honig, 2003).
Organizational size is also mentioned in the literature as a variable in sewral studies
(e.g.Baumetal., 2001; Sam and Hfring, 2008; Zhang Yang et al. 200).

4. REBBULTS
The demographicresuts of the sample are presented in Teble 1. The average responderwas

male, between 41 and 50 years old, earned higher educaion diploma, with previous
entrepreneurial experience, between 6 and 19 years of experience, with no education abroad
and empgoysup to 10 employees.

(Table following on the next page)
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Number (N)  Percent (%) Number (N)  Percent (%)
Gencer Previous entrepreneurial
Female 16 12 experience
Yes 77 57
Male 120 88 No 59 43
Age Work Experience
-30 9 ! -1 year S 3
31-40 47 34 1-5years 33 25
41-50 50 37 6-19years 71 52
51-60 28 21 20- 29 years 26 19
61- 2 1 =>30years 1 1
Education Education abroad
High school 29 21 Yes 31 23
Higher education 85 63 No 105 77
Magder studies 18 13 Empgoyees
0 8 6
PhD 4 3 -10 99 73
11-50 18 13
51-250 5 4
251> 6 4

Takde 1:Demogaphicresults of the emprical research

As seen on Table 2, the relationship between strategic thinking capability and individual
entrepreneurial orientation is influenced by entrepreneur age, gender, education abroad,
and previous experience. Entrepreneur in the category 40-60 years old (.5 = 4,124 p<0,05) are
prone to riskin muchlower degreethan entrepreneursyounger than 40 and older than 60
yearsold, whichreflects on the general entrepreneurial orientation. Reslts showthat female
entrepreneurs (r.. = 9,268, p<0,05) &€ More proactive than man entrepreneurs. Educdion
ganed abroad brings entrepreneurs higher level of proactiveness(R1 135 = 3,974, p<0,05)n
comparisonwith entrepreneurswhich did not had the opportunity to study abroad. Prevous
experience is a good control variable for individual entrepreneurial orientation.
Entrepreneurs wth previousexperience in entrepreneurial activities and projects are more
familiar with the businesssetting and prone to higher risk (r..s =0,8708 p<0,05), higher level of
innovativeness (ru.uss =4558, p<005), proactiveness (r.zs = 4678 p<005) and conseqiently
entrepreneurial orientation (r.5=11765p<0,01). When analyzing constructof strategic thinking
capability there are smilar condusions. Strategic thinking capability isinfluenced by following
demographic factors; age, gender, education, and experience. Entrepreneurs oler than 60
score higher on the sysem thinking (K135 = 5,231, p<0,05)than younger entrepreneurs.
Femaleentrepreneurs score higher on sygem thinking (r113s =6251, p<005), 0On reframing
(Fa13s = 6511, poos) and therefore in general in strategic thinking (r(1135) =6303 p<0,05)-
Entrepreneurs wth PhDlevel of education have lower level of reframing (rF(1135) = 2,124 p<0,05)
from all other entrepreneurs wth lower level of education. Entrepreneurswith managerial
experience working for more than 20 years scorehigher on reframing (ru.s =2467, p<0,05) than
those with less managerial experience. Frm size and performance dd not relate to any
demographic \ariable. This could be expained by the smallsample size and specificsin the
Craatian entrepreneurial practicethat has not been taken into consderation. The ideasfor
elaborating demographic variables are environment and motivation of working in IT sector.
It couldbe that envronmentis not pronefor entrepreneurs and thoseregionswithin Craatia
have a different treatment. The other things are that workingin IT sector couldbe just a job
and areer and not the entrepreneurial call rather an exstential optionto earnmoney.
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A Significance at the 0.10 level
*. Significance at the 0.05 level

**_Significance at the 0.01 level
(Table avaibble at request)
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5. DISIJUSSIOMIND CONCQUSION

Lumpkin & Dess (1996, 2001) and Miller (2001)suggested that elements of entrepreneurial
orientation may vary independently, depending on the environmental and organizaional
context (p. 137). Therefore the constructof strategic thinking and individualentrepreneurial
orientation are consdered in the context of Craatian IT firms and for each subconstiact
sepagtely and put in relation with demographic variablesthat made a dfference in previous
research.

Entrepreneurs, prone to risk, are people younger than 40 in their career booster period or
peopleolder than 60 who already established a stable finandal resource and have experience
with managng risk very well. Gender biings difference in being proactive, while in risk and
innovativeness gender does not seems to bring any difference. Women lave devdoped
ability to understand the comgexity of sygem and the ways it can be understood and
perceived dfferently. Stuwly abroad is having an impact on level of proactiveness of
entrepreneurs.Previousentrepreneurial experienceis a generator and sourceof learningfor
deepening the readinessto accept higher risk, involve deeper in innovativeness and being
proactive. Therefore the first experiencesin entrepreneurial project are crucial for peopleto
engage their passon, motivation and willingness toaskfor more.

Inthe sygemthinking cgpability, it seemsthat experience and age older than 60 brings better
resuts in understanding sydem thinking. PhDlevel of educaion within the populaion of
entrepreneurscan bring lower resuts to reframing while they have been trained according
to the standard sdentific method differing from reframing modesof thinking needed in
busnesscontext. Managerial experience for entrepreneurs, who work more than 20 years,
can benefit in improving the level of their reframing ability. Riskis lower for the middle
generation (40-60 years old), and rising up as entrepreneurs have previous experience as
entrepreneur. Innovativenessis rising by previousentrepreneurial experience. Proactiveness
Isthe ability found more with womenentrepreneursand generally with peoplewith previous
experienceand entrepreneursstudying abroad.

Systemthinkingis an ability developedby entrepreneurs older than 60 and womenno matter
of age. Thesefindings are according to resuts of researchperformed by Pisapia, Morris,
Cavanagh, and Ellngton (2011).Reflect did not found any relation with any of the presented
demographicvariable. Rérameisthe ability that womendo muchbetter than men.PhDlevel
of education will lower the possibility for reframing. Entrepreneurs that have more than 20
years of manayerial experienceare muchbetter in reframing.

The further researchis directed toward the relevant demographic variables which are
candiddesfor acting as moderaing variable when looking closdy relation between individual
entrepreneurial orientation and strategic thinking capability.
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ABSTRACT
This study examines the service quality of cultural tourism experience perceved by tourists on their
satisfaction and further explores the relationships between perceived value, appraisal emotion, and
customer satisfaction. A total of 327 respondents conmpleted a survey condicted at two cultural
festivals in Thailand. Using stuctural equation modeling (SEM) échnique, the results reveal the direct
and positive effects of the service quality on perceved value, appraisal emotion, and customer
satisfaction. This study summarizes the findings and offers some interesting implications for
practiti oners and researchers.
Keywords. Qultural tourism, Saisfaction, Servicequality

1. INTRODWCTION

Cdtural tourism has become a critical part in establishing the attractivenessof tourism
destinations (Nolan and Nolan, 1992; Harison, 1997; Prenice, 2001, Rchards, 2002;
McKecher et al., 2005). According to Richards (1997), cultural tourism defined as all
movements ofpersonsfor essentially cultural motivations with the intention to gather new
information and experiencesto satisfy their cultural needs. Thus, cultural tourismis traveling
undertakenwith historic sites, museums, the visualarts, and/or the performing arts suchas
study tours, performing arts and other cultural tours, travel to festivals and other cultural
events,vidt to sites and monumentstravel to study nature, folklore or art or pilgrimages
(Tighe, 1991; World TourismOrganization, 1985). Asan industry, cultural tourismis extremely
service drivenin which rvice quality isa major issue.This gudy takesa marketing approach
to allow a focuson someof the main drivesof customersatisfaction in cultural tourism.From
amarketing perspective, service quality playsan extremely important role in determiningthe
tourist satisfaction which is the aim that both private and public cultural tourism providers
strive to achieve (Voon and Lee, 2009). Undersiandingof service quality viewed by customers
canprovide ingghts on how to highlight quality as critical objectives forrevitalising tourism
industry. As such,service quality has becomethe centre of attention in all sectors of cultural
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tourism as greater understanding of tourists is essential to achieve more effective
devdopmentand marketing of cultural tourism(Craik, 1997).

Although previous researches has been widely discussedhe conept of service quality by
tourism researclers (Otto and Ritche, 1996; Petrick and Backman, 2002; Al-Sabbahy, Eknci
and Riey, 2004; Tam, 2004; Petrick, 2004; Galarza and Saura, 2006; Sanchez et al., 2006;
Molineret al., 2007; Ryu, Hanand Kim, 2008), only a limited numberof empirical studies have
attemptedto comprehensively investigated touria (isitiSiaction in cultural attractions.Gven
the importance of the aspect of service quality in all facetsof the tourismindustty, this study
addresseshis gep in the literature by empiricaly investigating touria (isiti§iaction in cultural
tourismthrough festivals in Thailand. Spedficaly, this studyfocuses on satisfaction perceived
by touria (i &x@eriences and also expbres the relationships between cutural tourism
experiences. A better understanding of these relationships enable service providers and
researclers gain insghts into knowingt2 dzNJpéraidedvaue and appraisl emotion, and
adjusttheir sevicesto meet t2 dzNAafistaétich. &

2. THEORETICAL BACKGROUND AND HYPOTHESESDEVE.CPMENT

T2 dzNJsdisiaétioh with their experience has become important for contempoiary tourists

in cultural tourism (Poria, Rachel and Biran,2006; Reisinger and Staner, 2006; Yeoman, Brass
and McMahon-Beattie, 2007). In marketing perspective, sitisfaction is the attitude
conseqgence from the comparison of the expectation of performance and the perceived
performance of the service experience (Oliver, 1980). Cansidering tourists as customer,
customersatisfaction is primarily referred to as afunction of pre-travel expectationsand pog-
travel experiences. Further, @, Bydma and Ouschan(2007) and Ryu, Han and Kim (2008)
exporedthat perceivedvalue may be a better predictor of behavioural intentionsthan either
satisfaction or quality. Value refersto the mental estimate that consuners make of the travel
product, where perceptions of value are drawn from a persoral cost/benefit assessnent
(Morrison, 1989). As such, the time or money spentin a trip is compared with touria @
experiences ganedfrom that visit. In this sense perceivedvalue elicits form an assessent of
the product or services purchased at the destnation (Seven, 192). In this study, service is
what is that cultural tourists buy when they consumean experience, participate in an event
(Lehman, Wickham and Filis, 2014). When experiences caonpared to expectations resut in
feelings of gratification, the tourist is satisfied. Tourist experience is also an important factor
for increasingtouria Gsitistaction with the visted site (Tung& Richie, 2011). Furthertouria G
positive experience with the place visited enhancestheir satisfaction by enhandng their
positive attitude toward the visted site (Mosardo, 1996; Pearce, 209). Fiep and Deery
(2010) indicaed that tourists can experience postive emotions such as joy, interest and
contentment duringtheir onsite activities and touria (ih&pRinessis likely to produce positive
satisfaction (Pearce, 2009).

Drawing on the cognitive appraisal theory form the marketing and tourism literature, this
studyattemptsto illuminate the impactof touria (p&rived value of service quality through
their experience on overall satisfaction. More specificdly, this study focuses on the
relationship between tourists and places as a determinant of satisfaction by examinng the
extent to which satisfaction varies across a cultural tourism through festivals on-site
experience (hen, Prayang and Moital, 2014). Prevousresearches have also suggested that
perceptions of service quality and value affect satisfaction (e.g., Oliver, 1980; Forndl, 1992;
De Rojas and Camarero, 2008). In the study of Suand Hsu (2013),service quality, which

QX

QX
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comprisesof pheripheral and coreservice quality, isan antecedent of touria 4 8 Q O2 y & dzY LJi
emotions that in turn influence satisfadion in the contextof cultural tourism. If tourists

perceived something beyond their expectation, a feeling of unexpected surprisewill arise and

in turn enhancetheir emotional experience (Tung and Ritchie, 2011). In this serse, appraisal
emotionhelpsto producea positive tourismexperience of some persoral emotional thoughts

(Wang, 1999). To enhance tourid { ge@eived value and their appraisal emotion with the

vidgted site, both peripheral and core service quality are required for comprehensve
examindion of specific factorsfor ertirely of the experience andits augmentations (Lovelock

and Gummesson, 2004).

Customerderive \alue from the exchanges and the purchasesthey make from factors such
as convenence, from price savings, fom emotional outcomes, fromextra customer service
and added extras. The benrefit received by customers forthe price of the service exchanged
affects to emotion outcomes(Jonesand Suh,2000). As a result, the pleasure dmension of
emotionsresuts in customersatisfaction. Given all these theories, touria (p&ceived value
should result in their appraisal emotion and satisfaction of the site. Thus, a coneptual
relationship model of this studyis proposed (seeFigurel) and four hypotheses are made as
follows.

H1 Peiipheral senice quality has adirect and positive relationship to perceivedvalue.
H2 Coreservice quality has adirect and positive relationship to perceivedvalue.

H3 Perceivedvalue has adirect and positive relationship to appraisal emotion.

H4 Appraisal emotion has adirect and positive relationship to customersaisfaction.

Peipheral
Servee Quality Hy

{ CoreServee

Peceived @ Appraisal Hy - Cugomer
Enption Sdisfaction

Quality Hz

Figure 1: Concepual model

3. REEFEARCHMETHOD

3.1. Sample and data collection

This studywasconductedon-site in the travel stage. The target populaion wasall the tourists.
A sdf-administrated questonnaire survey was conductedto collect empirical data from
touristswho vigt in the traditional festival (1) The Gindle Festval (Hae Thian), the traditional
parading of elaborate candes to celebrate the largest religious ceremony, is held in Ubon
Ratchathani, North Eastern, Thailand, and (2) The GhostFestval (Phi Ta Khon), the traditional



20 Journal ofeconomicand Social Development, Vd. 3,No. 1, 2016

parading of wearing ghost marks, is held in Dan Sai, Loei province, North Eastern, Thailand.
Daa cdlection wascaried out over a period of two monthsfrom Juneto July2014. Fromthe
sample size of 327 respondents 58%are femaletouristsand about 51%are aged between 20
to 35 years old, while the majority (71%)of the respondentsare single and around 58%hold
auniversity degree.

3.2.Measurement of constructs

The quesionnaire wasdedgnedbasedon areview of the literature and specific characteristics
of cultural tourism and was pre-tested and revised to ensue content validity. The research
instrument congsted of items dealng with peripheral service quality, core service quality,
perceived value, appraisal emotion and customer satisfaction plus a number of items that
capuresdemagraphicvariable.

All items were tailored for wording to fit the cultural tourism context. Peiipheral savice
quality was measured viathe 6-item scade devdoped by Zeithaml, Berry and Parasuraman
(1996). Core service quality was measued via the 7-item scaleadapted from the industry
structure scaleoriginally devdoped by Murphy, Piitchard an dSmth (2000)and Dareher and
Mattsson (1994).Perceived value was measured viahe 7-item scaledevdoped by Murphy,
Pritchard and Smith (2000),Balton and Drew (1991). Appraisal emotionwasmeasuredviathe
6-item scde devdoped by Westbrook and Oliver (1991),De Rojas and Camarero (2008), and
Hume and Mort (2010). Finaly, custamer satisfaction was measured viathe 3-item scale
devdoped by Oliver (1980) and De Rojas and Camarero (2008). Apart from respondent
information measued by a cdegorical scag, all items of the constructsare measuredby a 5-
point Likert-type scale fNB Y onglifdisadpllS S to P aghBNE S o0Tlp v Q@

Exploratory factor analysis (EA) and confirmatory factor analysis (CHR) are used torefine the
measuresand to assss the construct validity. Both statistical approaches are used to
investigate the theoretical constructs,or factorsthat might be represented by a set of items.
Fist, the principlS acBmponentanalysis was usedto decide on the number of factors by
examinng Egenvaluesoutput. All factorswith Egenvaluesgreater than 1 were selectedusing
the Kaser-Guttman rule (Tabachnick and Ficell, 2000). Orthogonal rotation usng Varimax
extraction method was then usedto discoverthe factor structure internal reliability. Scae
indusion was determined using the reliability measureof CrontaO K &gha (Miller, 1970).
Thus, all variables were consdered aaceptable as they exceed .60, indicaing tolerable
reliability.

All factor loadings are statisticaly significant (p-value >.01)and the compositereliabilities of
eachconstructexceed .80, well-above the usual .60 benchmark(Hair et al., 2006). Thus,these
measuresdemondrate adequate convegent validity and reliability. To assess disaiminant
validity, this study examineswhether the average variance extracted (AVE)for each construct
Is greater than its highest shared variance with other constructs(Fornell and Larker, 1981).
Overdl, theseresuts showthat all itemsloaded appropriately onto their respective factorsas
showin Table I. Thus,the measuresin this study possesadequéte reliability and validity and
the preliminary analysisindicaed that the psychometic properties of the measures were
acceptable to examinethe hypotheses.
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Table 1: Preliminary analyds
Conposite | Gronbach :
AVE | celiability | Alpha | L02dings

Perpheral senicequality (6 items) 575 | .889 .851

01. Rrkingaccessibility 722

02. Travel convenience .795

03. Information venue availability 797

04. Comforable accommodition .818

05. od cleaniness 747

06. Sfety sydgem .659

Cae service quality (7 items) 463 | .857 .809

07. Cecorative costume atractiononthe .705
parade

08. Haborate traditional parading .720

09. Potrayingscenesfrom culture of the 617
parade

10. Traditionally asaibingto the origins .689
of the parade

11. Fuly providingthe details of the .627
festival

12. Enichingvalue of the knowledgeon .697
the festival

13. Offering distinctive traditional .699
ambience

Perceved value (7 items) 476 | .863 .814

14. Well deservingtrip 755

15. Worthfor money 774

16. Worthfor effort 756

17. Worthfor otherrelative attractive .679
place

18. Worthfor time 553

19. Worthfor experience received .648

20. Good deision madeto vigt .678

Appraisalemotion (6 items) .580 |.892 .853

21. Conented .701

22. Enterained 712

23. Impresed .813

24. dyful .808

25. Exitement 811

26. Spedcular 712

Qustomer satisfaction (3 items) .606 |.821 .673

27. Fulillingadegdre .704

28. Above expectation .810

29. Positivdeelings .817
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4. THEFINDINGS

The partial least squares (PLS) methodology for the measurement of structural equation
models (SEM) wasusedto perform the analysis.SEMenabksthe simultaneousassessnent of
both the path (structural) and factor (measurement) modes in one modd. Snart-PLS2.0 M3
tool was usedto analysethe data to test the hypotheses. Table Il provides expganation of
target endogenousvariable variance and inner model path coefficient Szes and significance.
The codfficient of determination (R square) is 0.571 for the endagenous latent variable
(cusbmer satisfaction). This means tlat the four latent variables (peipheral service quality,
coreservice quality, perceived value, and appraisal emotion) moderaely expgain 57.1%of the
variancein customersatisfaction. While R sqare is 0.429for the endogenouslatent variable
(appraisal emotion) which means tlat the three latent variables (peripheral service quality,
core service quality, and perceived \alue) moderaely explain 42.9% of the variance in
appraisal emotion. Finaly, peripheral service quality and core service quality together expain
42.6%0f the varianceof perceivedvalue.

The path cosdfficients swggeststhat appraisal emotion has the strongest effect on customer
satisfaction (0.755), followed by perceived value (0.655), core service quality (0.406), and
peripheral service quality (0.302) respectively. All the hypothesized path relationships
(between peripheral service quality and perceived \alue, between coreservice quality and
perceived value, between perceived \alue and appraisal emotion, and between appraisal
emotion and cusobmer stisfaction) are statisticaly significant as their standardized path
codficientishigherthan 0.1.Thus,the resuts canbe conduded that AEand PVare both highly
strong predictors of customer satisfaction. While core service quality is moderaely strong
predictors of custamer satisfaction, and peripheral service quality is lessstrong predictors of
customersaisfaction.

Table 2: Pattial leastsquaresresults for the conceptualmodel
Predicted variables  Predictor variables Hypothesis Beta R Sagare Citical

ratio
Peiipheral service Perceivedvalue H1 302 - 2.240*
quality
Coreservicequality  Perceivedvalue H2 406 .426 2.98*
Perceivedvalue Appraisal emotion H3 .655 429 12.228*
Appraisal emotion Customer H4 755 571 17.310*

satisfaction
Note: *Indicatesmeets or exaedsminimum acceptable levels

5. CONSLUSION

Undemstanding the relationship between cultural tourism experience and customer
satisfaction is likely to assst cultural service providers in determining those aspects of a
service that shouldbe measuredwhich proceduesshouldbe usedin suchmeasurenent, and
which factorsare mostlikely bestto predict the satisfaction of the tourists. The resuts of this
study confirm that customer stisfaction is enhancedby appraisal emotion derived from
service quality in cultural tourism. In the area of marketing applied to cultural tourism,
stimulating tourid (i a&t@ities are fundamentaly awakening burid (i idteest and increasing
their knowledge about a specific matter so that the tourists will experience pleasure. Both
private and pubic cultural tourismproviders strive to achievetourist stisfaction. This means
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that cultural tourism providers shouldpay attention not only to improving the quality of
service attributes,but alsoto improvingthe perceivedvalue on appraisal emotionthat tourists
obtain from their service experience. However, core service quality was consdered more
important than peripheral service quality. The unique traditional architecture ofthe cultural
tourism servesas the key factor for attraction. The extra or peripheral service that leadsto
perceived value will further enhancevistor satisfaction. Their costume, @nces, handicrafts,
language and cultural activities canbe very attractive for satisfying tourist. This study shows
when tourists participate in an event and consumethe value inherent in the experiences
offered affects in their satisfaction. Understandingthe different levds of would provide useul
insight into the nature of the cultural tourism experience. Thus, if a cultural tourism provider
ignoresthe psychobgical envronment of the cultural tourism service experience, the resut
will be an incomgdete understanding of the core tourism experience. Cdtural tourism
processesshouldbe managed around the emotion encounters which impactsignificartly on
overall tourist satisfaction. The researchfindings offered some interesting implicaions for
practitioners and further research.Frstly, it provides service providers and policy decision
makers an insight into the tourid (i éx@ctations and emotion. Secondly,policy decision
makers have to devdop activities taillored to meet needs of the tourists. Finally, the policy
decision makers must allocate resources and devdop attractive policiestowardsthe cultural
tourismthrough festivals.

LITRATURE

1. Al-Sabbahy,H.Z, Ekind, Y. and Riey, M.(2004. & h investigtion of perceived \alue
dimensions:implications for hospiélity reseaNJO Kdiral of Travel Researd, 42(3),
226¢234.

2. Bolton, RN. and Dew, JH.(1991) A multi-stage modelof Odza 12 YSNBR Q |

service quality and vaf  dzSdarizal of Consumer Researd, 17(4),375-384.

3. Cohen, 3\, Prayang, G.and Maital, M. (2014) «Consumebehaviour in tourisn:
Conceptsinfluencesand opporii dzy’ A QuiveBtasséuEsn Taurism, 17(10),872-909.

4. Crak, J (1997) & lée culture of touria Y ¢n Touring cultures: Transformationsof travel
and theory, Rojek C.and J Urry (Eds)Rautledge: London.

5. Dargher, RJ.and Mattsson,J. (1994) cQumulative encounter satisfaction in the hotel
confererce pro@ss, International Jounal of Servicelndustry Managemert, 5(4), 69-80.

6. DeRojas, Cand Camarero, C(2008) dvVisitors' experience, mood and satisfactionin a
heritage cortext: evicencefrom an interpretation centa€ TourismManagemeri, 29(3),
525537.

7. Fiep, Sand Deery, M. (2011 GTowards a picture of tourists'halLJLIJA Y $odrigng >
Analysis, 15(4),399-410.

8. Forndl, C.(1992)3A national customer stisfaction barometer: the Svedish
experience¢ Jaurnal of Marketing, 56(1),6-21.

9. Forndl, C.and Lacker, D.F(1981) ¢Evaluating structural equation modds with
unobsenable \ariables andneasurenS y (i SINiE ofl BlaXketing Researk, 18(1),
39-50.

10.Galarza, M.G.and Saura, I.G. (2006) &Value dmensions, gerceived \alue, saisfaction
and loyalty: an investigation of university studenii dr&el bera@ A 2 Tatidbnt
Management27(3),437¢452.

aSaa



24 Journal ofeconomicand Social Development, Vd. 3,No. 1, 2016

11.Gll, D.,Bysima,B.andOuschanR (2007) éCustomer pereived \alue in acellar door
vigt: the impacton behavioural intenti2 Yy dndéefnational Journal of Wine Business
Researd, 19(4),257-275.

12. Hair J&, Black, W.C, Babin, B.J, Anderson, RE and Taham, RL (2006)Multivariate
data analysis. 4" ed. Prenice Hall: New Jrsey.

13. Harrison,J (1997) Museuns and touristicexpectil A 2 #haafs & Tourism Rseard,
24(1),23¢40.

14.Hume,M. and Mort, GS.(2010) dThe consequece of appeisal emotion, serice quality,
perceived value andcustomer séisfaction on repurcheseintent in the peformingaNJi & ¢ =
The Journal of ServicesMarketing, 24(2),10-182.

15. Jones,M.A. and Suh,J (2000) dTransaction-specific saisfaction and overallsatisfaction:
an emgricalanalysist¢ Jaurnal of ServicesMarketing, 14(2),147-59.

16.Lehman, K, Wickham, M. and Fllis, 1.(2014) 6A cultural tourism researchagendz,
Annals of Tourism Researd, 49(6),156-158.

17. Lovelock, C.H.and Gummesson, E(2004). & 2 K A U iiGebdarkefng? In search of a
new paradigm and fresh erspectivS & Jonal of Service Researd, 7(1), 20-41.

18.McKecher, B, Ho,P.SY. and CrosD.H. Q005). dRelationship between tourismand
cultural heritage management: evidencefrom HongKonge TPourismManagement,
26(4),539¢548.

19. Miller, D.C(1970) Handbook of ResearchDesgn and Sodal Measuremert. 2" ed., David
McKay, New York, NY.

20.Moliner, AM., Sanchez,J, Rodriguez, RM. and Glllarisa, L (2007) dRdationship quality
with atravelagency: the influence of the postpurchase pereivedvalue of atourism
packagS £€Taurism and Hospitality Research, 7(3): 194-211.

21.Morrison,A.M. (1989) Hospitality and tourism maketing. Albany, N.Y.: Ddmar.

22.Mosardo, G.(1996) & andful Msitors: Heritage andt2 dzNJA Anhnéals of Tourism
Researd, 23(2),376-397.

23.Murphy, P.,Pritchard, M.P.and Smith B. (2000) The destinaion productand itsimpact
ontraveller pecepti2 y aléuism Managemert, 21(1),43¢52.

24.Nolan,M.L.and Nolan, S.(1992) éRdigious sites asourismattractions inEdzNR LJS ¢ =
Annals of Tourism Feseard, 19(1),68¢78.

25. Oliver, RL (1980) 6A cognitive modelof the antecedentsand conseqences of
satisfaction decisiona &Jarnal of Marketing Research, 17(4),460-469.

26.0tto, JE.and RitchHe, JRB. (1996) dThe srvice experience in touria Y dokirism
Managemert, 17(3),165¢174.

27.Pearce, P2009) a de relationship between positive psycholgy and tourist behavior
studiea €TaurismAnalysis, 14(1),37¢48.

28. Petrick, JF.(2004) oFrsttimerd &d repeaters pereived \aluS £J&irnal of Travel
Researd, 43(1),29¢38.

29. Petrick, JF.and Backman, SJ.(2002) & h examinaion of the determnants of golf
trad S f SiNtciby Alarnal of Travel Researd, 40(3), 252-258.

30.Poria,Y., Reichel, A and Biran, A.(2006) & | rifage ste perceptionsand maivationsto
vigt.€ Jaurnal of Travel Researdt, 44(3),318-26.

31.Prenice, R.(2001) ¢Experiential cutural tourism: Museumsnd the narketing of the
new romanticismof evokedauthenticityé BluseumManagementand Quratorship,
19(1),5¢26.



QULTURAL TOURISV EXPEFINCEON QUSTOMERSATISFACTION: EMDENCE FROM
THAILAND 25

32.Rasinger, Y., and C.Steiner(2006) dReconeptualising interpretation: the role of tour
guidesin authentictouria Y @&rent Issuesn Taurism, 9(6), 481-98.

33.Rrhards, G(1997) & lée social contextof cutural tourida Y én Riclards, G(ed.) Qultural
Tourismin Europe. Wallingford: CAB International.

34.Rchards, G(2002). GTourismattraction sysems: Exgoring cultural beha@ A 2ANdISof
Tourism Researd), 29(4), 1048-1064.

35.Ryu. K.,Han. H.and Kim. T-H. (2008) & I¢e relationshipsamongoverall quick-causl
restaurantimage, perceived \alue, cusbmer satisfaction, and betavioural intenti2 y" a € =
International Jounal of Hospitality Managemert, 27(3),459¢4609.

36.Sanchez, J, Callarisa, L, Rodriguez, RM. andMoliner, M.A. (20n ¢ Berogived \alue of
the purchase of douria Y  LINERTBudstiManagemert, 27(3), 394¢409.

37.StevensB.F. (1992)Piice Value Peceptionsof Trad S f S dtkaEoF Travel Research,
31(2),44-48.

38.Su,LJ and HsuM.K.(2013) & { SéNEirkess, Consumptionnibtions, Sdisfaction, and
Belavioral Intentions: The Experierce of ClineseHeritage Touria (i dadrral of Travel
and Taurism Marketing, 30(8),786-805.

39. Tabachnick, B.G.and Ficell, LS.(2000). Usng Multivariate Satistics, 4" ed.,Harper-
Colins,New York, NY.

40.Tam, JLM. (2004)éCustomer atisfaction, service quality and perceived \alue: an
integrative moddé Jaurnal of Marketing Managemert, 20(7),897¢917

41.Tighe, A (1991)dRes@rchon cutural tourismin the United Sl S &réavél and Tairism
ResearchAssaciation Procesdings, 387-391.

42.Tung, V.W.S.and Richie, JRB.(2011) dnvestigating the memorable experencesof the
serior travel market: an examinaion of the reminiseencS 6 dzYalrdalof Travel &
TourismMarketing, 28(3),331-343.

43.Voon, B.H.and Lee, N. (2009) ddentifyingdimensonsof tourist satisfaction for a
cultural destirail A 2lrfeénational Jounal of Business and Society, 10(1),65-82.

44.Wang, N. (1999) oRethinking authenticity in tourismexpeience¢ Annals of Tourism
Researd, 26(2),349-370.

45. World TourismOrganization (1985) Therole of recreation managementin the
developmentof active holidaysand spedal interest tourismand the consequent
enrichmentof the holiday experiene. Madrid: World TourismOrganization.

46. Westbrook, RA. and Qliver, RL (1991) dThe dmensionality of consumption emabn
patternsand consimer satisfaction¢, Jaurnal of Consimer Research, 18(1),84-91.

47.Yeoman, |., D.Brassand U, McMahon-Beattie (2007).¢ / dzNNX iA tourignd thedzS
authentictouria (ITeoufismManagemen, 28(4)1128¢1138.

48. Zathaml, V.A., Berry, LL.and Parasuraman, A. (1996)d lée behavioral conseqences of
seavice qualitye Jaurnal of Marketing, 60(2), 31-46.



26 Journal ofeconomicand Social Development, Vd. 3,No. 1, 2016

ANAMERICANBASES TUDYEXAM INING THERBEATION3HIPBETWHEEN
PARTICPANTX2 NsCGIGRAPHICPROFLESAND ATTITUDESREGARING
BUINESSOUTSOURANGTECHNIQUESANDSTRATEGS

LucindaParmer

Miami Universty, U.SA.
parmerl@miamiohedu

ABSTRACT

The world is aglobal marketplace, however much inquiry has been createdregarding American-based
companies relocating departmental operations offshore to foreign territories. Keating (2012) indicated
that popular areas for companiesto repostion operations include customer service, information
techndogy, and salesservices. The main reasonfor moving offshore isto cut costsand to maximize on
cheaper labor poals in the host cowuntry. There are cultural and language barriers that compicate
matters, as well as, the media, as reported by Dobbs (2004) in the United Sates (U.S) brings
supposition by broadasting the jobs lost by U.S employees, as well as, home country power
diminishingby stronger global players rising and thriving, such as, Brazil, The Philippines, and Mexico.
This study quantifiably examined the relationship between participanta @emographic profiles and
attit udesregarding businessoutsourcing techniquesand strategies utilizing the Chi-Sjuare and Fisher@
Exact tests,to gain a greater understanding of what these Ameri@n-based beliefstruly are, in relation
to, the sample corfined within this study. Areas of concern examined attit udes towards managers, as
well as, the U.S.governmert, regarding engaging in businessoutsourcing endeavors, enforcing policies
to keep jobs in Amerta, operating with a global mindset, helping people in both the home and host
cowntries, competence factors associatd with the capabilities to head outsourcing efforts based upon
gender, and the training needed to successfully move operations offshore, for example. Sgnificant
differenceswere found in all of the demographic variablesof ethnicity, gender, number of children (e g.
family size), age education le\el, marital status,andannual household income.

Keywords globalization, offshore outsourcing, strategic management

1. INTRODUCTION

Deciding to ousource a comy” € PfX@uctsor services ofshore to another country isnot a
casuwal decision for any busnessto make. Furthermoe, these offshore operational decisions
posechalengesfor company executives,employees, and their residingcommunitiesat large.
Numerous factors go into consderation when determining to move overseasa portion of a
compay” € Q aaniz&idmdA processes. Whitfield and VanHorsenn (2008) conwed that the
mostcommon éements that make up this compex decision to relocate are comprised of the
differing cultural sets and larguagesspoken in the foreign country, as well as, piracy, political
instabilities,andlocal governancedifferencesin the host courtries.

Americanbased businessesstrugdge with the reality of saving money by moving particular
operationsoverseasand by keepingproductsand servicesmadein the United States.Halzack
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(2013) stated that manufacturing jobs in America have diminished due to asembly line
automation and jobs moving overseas to expoit cheaper labor teams. Additionally, many
Americans express dscontent by having busness operations moved overseasdue to this
taking jobs, as well as opportunities, away from the American people.This paper examired
the relationship between participay (i de@ographic profles and their attitudes regarding
busnessoutsourang techniquesand strategies to gain a better understanding of American
employeea Oelief sygems, in regards to, busnessesengagng in outsouréng opeations,
particularly offshore outsourang operations. In this paper numerous strategic dimensions of
sourdng and shoring technques and strategies are defined, however, doutsourcingg is the
term that is commonly usedin this study to refer to any one of thesetechniques.Dolgui and
Prah (2013)defined outsourdng, das the act of obtaining semi-finished products, finished
productsor servicesfrom an outside company if theseactivitieswere traditionally performed
internalé €pp. 6769).

2. LITRATUREREVIEWNV

2.1. Srategicdimensions of sourcing and shoring techniques

There is a mutitude of strategic dimensionsassodated with sourang and shoringtechniques
in the marketplace, conductingbusnessabroad, and conducting business dhe home front,
or near the home place. These strategic dmensions include (a) domesic outsourdng (b)
insourang (c) backsourdng (d) offshoring (e) offshore outsourang (f) onshoring ()
nearshoring(h) strategic ousourang (i) busnessprocessoutsourang (BPO) and (j) offshore
sevice providers (OSP% These sourdng and shoring techniques and strategies canbe
comgicaedto understand, but are outlined in this following section. Koku (2009)stated that
domesticoutsourcing iswhen a company decidesto let go of an in-housejob to go to another
domesic company to perform. Nodoushani and McKnight(2012)specified that insourcing is
bringing back work internaly that was previouslyoutsourced. Chadee and Ramen (2009),and
Koku (2009)indicaed that backsourcing is resandingthe productor service backto the home
country where it came from originaly. Offshoring is when a company from one country
outsouras workwith busnessesn another country by either conducing operationsin the
foreign country, or subcontracting this work out through outsource providers who then
transfer this workoverseas

Additionally, Koku (2009) reported that offshore outsourcing is a hybrid of domesic
outsourang and offshoring, in which a company totally transfers jobs to another company
that is foreign-basedwhich has norelation whatsoeverto the domesic affiliate, for exampeg,
Delta Airlinesis contracting out its reservation servicesto a call center in Manila, Philippines.
Bodamer (2012)declared that onshoring is bringing jobsback to the home country, whereas,
Worley (2012) accentuated that nearshoring is offshore outsourdng a percentage of a
busy S &apdaiionsto anearbycountry. Ikerionwu, et al., (2014), and Ahmed, et al., (2014)
expained that strategc outsourang is the useof multiple vendorsfor short run contracts.
Busnessprocess outsourdng (BPO) is indicative ofa when aparticular busnessfunction of a
company is outsourced, for exampe, research& devdopment (R&D), or payroll. Offshore
senice poviders (OSPs) are companies that manage, facilitate, and administer an
organizail A 2offstioée operations. TheseOSPxanspecialize in a certain busnessfunction or
be considered a universal agent for companie.
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2.2. Advantagesand disadvantagesof outsourcing

Koku (2009)conveyed that the advantagesof outsourcing are cost benefits, flexibility with
operational options, simplification of busnessprocesses, aacessbility of newer equipment
and techndogy, reductions in the payroll and overhead costs, €onomic and busness
devdopment in the host country, enhancedglobal relations, and freed up captal for core
investmentsrom offshoresavings.The disadvantages assogated with outsourang are lossof
control over certain functons within the organization, the releasing of senstive subject
matter, suchas trade secrets, lossof jobs fromhome country employees, and backlashin the
homepace community. Additionally an abundant amount of time is needed in order to get
the outsouraed provider equippedand fully functioning.

Works Management (2009) found that the U.S economic recession prompted many
companies to outsource non-core competendes, suchas customer sevice cdl centers.
Sharma (2001)reported that consuners, when analyzing product and service quality, typicaly
sautinize the supeiority of the productor service by way of questioningpersoral satisfaction
leves, determining repeat purclase motives, evaluating problems or comgaints assodated
with the product or service, consdering brand image effects, and individual brand loyalty
intentions. All of these factors canaffect a company positvely, or negatively, when a
consuner has tointeract with acall center representative from another country.

Sharma (2001 )further found that customerswvho are high on consuner ethnocentrism tend
to be more concerned about the overall quality of the cusiomer service offered by offshore
service representatives. Ehnocentrism is judging another culture based on the values and
standards of on€'s own culture. Consumers who are high on ethnocentismwill typicaly have
greater dissdisfaction leveds with his/her experience while talking to a foreign call center
employee, which in turn spursan increasein consuner complaints, as well as, a decreasein
repeatpurchases.

Sohn(2011) sated that the reason many American-based companies decide to outsourcea
portion of their operations is that the redity of running a busnesssinglehancedly is not an
easytask, so outsourcing is a viable option for these organizaions. Moreover, ousourdng
helpsto control costs.Nevertheless, certain American-basedcompaniesdo try to stay within
the perimeters ofthe U.S working off the cultural belief that it makes good global senseto
outsourcewithin the U.S.,as opposed to aforeign country, mainly due tothe hugetime zone
differencesassogated when doingbusinessabroad.

2.3. Typesof businessoperations outsourced

Keating (2012) eported that the outsourcing services that are most common today are
accounting, finandal, customerservice, manufacturing, information technology, engireering,
human resoures, R&D,data processing, and sales services. Through the outcomes of
globalizaion, aswell as,companieseager to obtain impressve shoit-term resuts, outsourdng
has becomea practicalalternative.

2.4. Topoffshore outsourcing destinations

Keating(2012)foundthat Indiawasoriginaly the go-to placefor globalized callcenter setups.
Curently, Braal, the Phlippines,Mexico,and Vietnam are gaining market share over Indiafor
outsourdng call centers. Indiahas fallen from having 80%to 60%of the overall call center
market share. Brazl isnow a new hot spot destination for offshoreoutsourang for American-
basedbudnessesBraalian-basedcustamer supportservicesover American-basedcompanies
grew at acompoundannual growth rate of approximately 27%during 2005 ¢ 2010, compared



ANAMERCAN-BASEDSTUD YEXAMININGT HE RELATIONSHIP BETWHEEN
PARTICPANT SDEMOGRAPHIC FROHLESAND ATTITUDESREGARDINGBUSNESS
OUTOURCINGTECHNIQUESANDSTRATEGES 29

to 21%from other regions.The costper agent is cheaper in Brazl in comparisonto India,the
Phlippines,and Canada, where the costsare rising.

Daamonitor (2006)reported that the main problem with utilizing Brazl asan outsourcinghub
is the language barrier. @nsicderably, parts of the world are not confident in Braziian-based
callcentersbeing able to effectively handle additional languageswhen deaing with customer
support services. The perception of the stability of the government assocgated with Brazl is
additionally low which compounds problems even further for Brazl being seen as a
sustinable player in outsourang efforts. However, the number of Lain-American contact
center agents servicing of'shoreclients nearlytripled from 16,200in 2005 to 44,900 in 2010,
and are still growingtoday.

2.5. Offshare outsourcing and tradebarriers

Jones(2009)conveyed that marketing goods and servicesabroad is not a stress fee taskfor
any organization. Negative global relations canimpactinternational trade in times of inter-
country feuding. This canspill over into neighboringcountries that are not evenat oddswith
one another due to the outsourang bugness activities taking fdace. Consequeny, top
executive leadersneed to take into congderation the consequences of cross-country clashing,
and how this canimpact a conpay” € @rafit, and international trade relations, in general.
Jones(2009)further stated that conducing busnessabroad, although may save the company
money on production costs, or service costs,in the shott-run, it adds another compdling
dimension when different culturesand languagesare thrown into the mix. With the decline in
trade barriers, and the useof the Internet, it is easer, and more cog-effective, to outsource
into foreign countries today. Externalfactors cancontribute to the overall sucess, or failure,
of the outsourang busnessventure. The type of techndogy used,type of market targeted,
geographiclocation of the outsourcing busines, and the amount of experience of the peope
involved in the outsourdng operations cangreatly impactthe suaess, or failure, of the new
strategic direction. Ghandiet al., (2012) found that the global marketplace has become
smaler and highly competitivein part dueto cheaper labor costs and operating expenditures.
Numerous peoplein the U.S have a strong criticism towards ousourdng due to American
workers losing jobs to workers overseas. It has become a highly controversial topic. The
Internet has made communicding with people acrossthe globe fast, simple, and easy. This
has further added to the global marketplace becoming a more tempting field to conduct
busness infor Americanbasedcompanies.

2.6. Attitudestowards outsourcing

Mansfield and Mutz (2013)stated that typicaly the decision to outsourceis based upon
production constraints, whereas compnies outsource tolower these production costsand
then pass onthe price savingsto consuners. Nevertheless, nearly 69%o0f Americansfeel that
outsourang hurts the U.S economy, compared to only 17% of Americanswho actually
thought that outsourcing helps the American economic structure. There is an & dz&efsus
K S Yientaity that shapesAmericarsCattitudestowardsoutsourcing, whereas economists
refer to outsourcingasinternational trade; Americanstypicallyhave a diferent view on this.

2.7.American media, and political relationswith the reporting of outsourcing efforts

For years, media and political relations in the U.S tended to shed a negative light on
outsourang throughout the American public. Dobbs(2004) reported that the shipment of
Americanjobsto low-costforeign labor marketsthreatened millionsof workers,their families,
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and the American way of life. Kerry (2004) criticized President George Bushfor giving tax
breaks to American-based compnies that outsourced part of their busness operations
outside of the countryinstead of makingnew jobsfor Americans. Williams(2015)claimedthat
neary everyoutsourcingjob doescomewith layoffs to the Americanworkers.

3. METHODOLGsBY

3.1.Sample and procedure

ThisstudyQ sample basewascompiisedof 209working professionalsfrom the Housbn, Texas
metropolitan area. Thedata was cadllected electronicaly utilizing a web-basedsurveycreated
at www.surveymolikey.comduring the yearsof 2013 and 2014. The participants were invited
by e-mail to participate in the study. The full demographic daracteristicsare summarized in
Table 1.

3.1.Instrument design

The instrument despn for this study congsted of 38 items. There were sevendemaographic
quesions, as well as, one informed consentquesion at the beginnng of the survey. The
remaining 30 quesions aimed to identify AmerA O | aftd&ufes, perceptions, beliefs, and
opinions towards businessoutsourang techniquesand strategies. The 30 outsourcing based
quesions with responsesare disgayedin Table 2.

3.2. Satistical analysis

The demographic characteristics of the sample were summarized as frequercies and
percentages, and the responsesto each item were derived from a 5-point Likert scde
summarizeds percentages.

Responseswvere then dichotomized into thosewho ageed with the statement (comprising of
agee and strongly agee responseson the Likert sca€) and those that did not agee (e.g.
neutral, dsagee, or strongly disagee responses).The percentage of respondents who
indicaed ageement with eachitem wasthencompared acrossdemographic groups usingthe
Ch-square or C A & Ke&diIestwhere appropriate. Dueto the numberof itemsin the study,
only those for which the responsesdiffer significartly between demographic groups were
displayed. Analysiswas conductedusing Stata 11MP and p-values < 0.05 were consdered
statisticaly significant. P-values<0.05are indicadedas*, < .0las **,<.001as ***.

3.3.Results

The demographic characteristics of respondentsare summarized in Table 1. A total of 209
respondentscompeted the surwy, and the profiles are as follows, underthe age of 25
(26.9%), 26 35 years old (39.9%), 36 45 years old (22.6%, and 46 years or older (10.6%).
The highest ethnic group was whte (41.6%), with Hispanics being the second highest ethnic
group (24.9%)African-Americanrespondentscamein third highest(13.9%)whereas, Cther,
and Asian ethnicgroups folowed (11.5%and 8.1% respetively). The 6Ol K S Ndic gréup i
consdered to be primarily of Middle Eastern descent. The majority of the respandentswere
female (62.9%) Nearly half of the respondentswere collegeeducated with a4 - year cdlege
degreeor higher (44%).Justover half of the participants were married (536%), while just
under half had nochildren (45.24).


http://www.surveymonkey.com/
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Lastly, the strongest annual householdincome was reported as $35,000 - $74,999 (37.5%),
and the respondentswithin the incomebracket of $125,000 or more wasthe lowest reported
(14.4%).The participants who sdf-disdosed an annual incomewithin $75,000 - $124,999 was
the 2" highest (31.7%9), and lastly, respondents sdf-disclosing income of lessthan $35,000
wasthe 3 most popular (16.4%).

Table 1: Denpgraphic prdiles(part 1 of 2)

N* %
Age
18-25 56 26.9
26-35 83 39.9
36-45 47 22.6
46+ 22 10.6
Bhnicity
White 87 41.6
Hispanic 52 24.9
Asian 17 8.1
AfricanrAmerican 29 13.9
Cther 24 11.5
Gender
Female 129 62.9
Male 76 37.1
Levelof education
High school/®me college 49 23.4
2 - year collegedegree 68 325
4 - year colegedegeeor above 92 44.0
Marital status
Single 60 28.7
Married 112 53.6
Divorced 14 6.7
Rdationship/domestic partnership 23 11.0
Number of children
None 94 45.2
1-2 83 39.9
30rmore 31 14.9
Annual household income
Lessthan $35,000 34 16.4
$35,000- $74,999 78 37.5
$75,000- $124,999 66 31.7
$125,000 or more 30 14.4

*Comgpete data only

The responsesto each item in the questonnaire are summarizedbelow in Teble 2. The
majority of respondeits strongly agreed that offshore outsourang hdps forign countriea Q
economies (60.0%),helps the peope in the foreign country be able to have a job (66.8%),
allowsapersonin ahostcountryto better him/herself (556%),that doingbusnesswith other
countries is necessary in orderto strenghenties globally (60.1%)and to stay competitivein
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the marketplace (48.1%).However, the majority also strongy ageed that a manager who
outsourasislookingto cut costs(55.6%)however,he/sheis operating with a global mindset
when doing so (48.3%)jt takesjobs away from peoplein existing companies (54.3%)and it
takes jobs away from Americans (447%). Americans do strongly agee with having a
preference in certain countries over otherswhen it comesto outsourcing efforts (39.6%), but
would not have a problem working with a company that engages in outsourang busness
strategies (40.7%).The majority feels that if a manager does engage in offshore activities
he/she shouldearnthe language and/or culture of the hostcountry (45.6%).

The majority of the respondentsdisageed that offshore outsourang doesnot have a huge
impacton the Americaneconomy (56.3%)as well as, a nanager who outsoureesin a foreign
countryis more concerned with the welfare of the peoplein that country as opposedto the
welfare of the people in his/her own country (54.1%).The respondentsdisageed that when
a manager engages in offshore outsourcing it helps to make America strorger (67.7%).The
respondentsalso disageed that there is really no need to educate the offshore outsourcing
sites on American cultures or languages other than the people who work in the call center
(50.2%).Additionally, the respondents disageed that a manager who engagesin offshore
outsourdng doesnot care about the well-being of his/herexisting employeea Q @& &itaras
(52.7%).The respondentsalso disageed (44.4%)that when a manager ergagesin offshore
outsourang, he/sheis admired and respected more, as well as, they disageed that a male
manager is more adept to headoffshoreoutsourang operations (34%).The majority believed
(38.5%) that it is actually the US govS NJ/ Y Sfyult @& permitting American-based
companiesthe opportunity to outsourceoperations.

Americansare neutral when it comes to whether Brazl is the next rising star for offshare
outsourdng destinations(57.3%)jf Indiastill maintainsthe best place for offshorecall center
activities (40.6%),as well as, whether or not a manager is better if he/she participates in
domesic outsourdng efforts, as opposed to offshore outsourcing endeavors (41.1%).The
respondentswere also neutral to the statement regarding how offshore outsourang allows
foreign countriesto get an upperhand on global operations, whichin turn couldhave adverse
effects to the American e&onomy (58.5%).Lastly, the respondentsare neutral regarding
whether a manager who participates in any type of outsourcing is probably just doing what
he/shehasbeen told to do by his/herboss (32.5%)and offshoreoutsourangisthe way of the
future, and Americancompaniesneedto get on board before they get left behind (36.5%).

(Table following on the next page)
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Table 2: Attitudesconcening offshore outsourcang (part 1 of 2)

SD D N A SA

Offshore ousourdnghelps acompany in thelong
run

Offshore ousouranghelps acompany in the shott-
run

Offshore ousourdng helps the foregn countriS & Q
economy

Offshore ousourdngtakesjobsaway from
Americans

Offshore ousourdangdoesnot have a huge impact
on the Americaneconomy

Offshore ousourdng helps thepeoplein the

foreign countryhave ajob

Offshore ousourangallows aperson inaforeign
countryto better him/herself

Companiestoday should operade with aglobal
mindset

Doingbusinesswith other countriesis recessaryin
orderto stay competitivein the marketplace
Doingbusinesswith other countriesis necessaryin
orderto strenghenglobal relations

| prefer someforeign countries tootherswhen it
comesto United Statexompaniespatrticipatingin 3.4 11.6 285 16.9 39.6
offshore ousourang

The nextrising star countryfor offshore
outsourangis Braal

Indiastill maintainsthe best placeor acompany to
go to for callcenter activities

| would not havea problem with my organizaion
engagngin offshore odsourangactivities

It is the US.governY Sy taudt &n allowing
companiesto outsource

Amanager that uses dfshore ousourangislooking
to cut costs

A manager that uses dffshore ousourang
technques andstrategiesis opeatingwith aglobal 1.5 8.2 304 11.6 48.3
mindset

A manager that participatesin domestic
outsourangwould bebetter than amanager
A manager who participatesin any type of
outsourangis probaly justdoingwhat he/shehas 3.4 243 325 7.8 32.0
been told to do by his/herboss

Amanager who enforcesad ¥dein the USA.E

policyislookingout for the overall welfareof the 29 115 269 154 433
Americanpeople

7.7 148 268 96 412

1.0 17.7 29.7 115 40.2

20 39 59 283 600

14 125 135 279 447

233 563 131 1.0 6.3

14 10 58 250 66.8

19 29 222 174 556

14 29 211 273 274

29 6.7 13.0 293 481

14 43 106 236 60.1

15 73 573 49 291

53 169 406 58 314

91 211 215 7.7 407

10.1 385 284 53 17.8

15 48 169 213 556

68 246 411 39 237
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Table 2: Attitudesconcerning offshore outsourcang part 2 of 2)

A manager who outsourcesto another ountry
shouldlearnto speak thelanguage of that courtry
A manager who outsourcesin aforeign country is
more concerred with the welfare of the peoplein
that courtry as opposed tothe welfare of the
peoplein his/herown country

When a manager engagesin offshore aitsourcing it

helps tomake Americastronger 129 67.7 335 29 211

15 13.0 222 174 456

17,7 541 17.7 24 81

When a manager engagesin offshore aitsourcing
he/sheis admired and respected more 111 444 348 15 82

Amale manager would bemore adept to head

offshore odusourangoperationsfor his comgny 16.8 340 29 34 220
over afemale manager

Offshore ousourdng is the way of the future and

Americancompaniesneed to get on board before 8.7 24.0 365 39 27.0
they get left behind

Therereally is noneedto educate the offshore
outsourang siteson Americanculturesor
languages,other than thepeoplewho workin the
callcenter

Outsourcingtakesjobsawayfrom peoplein
existingcompanies 05 120 19.2 139 543

251 50.2 135 1.0 101

Offshore ousourang allows foreign countries to
get an upperhand on global operations, whichin
turn could rave adverseeffects to the American
economy

Amanager who ergagesin offshore ousourang
does notcare about the well-being of hisher 9.2 527 232 48 101
existing employeea §@obs or f utures

SD = Strogly disagee, D = Dsagee, N =Neutral, A=Agree, SA= Stongly agree

29 26.1 585 8.7 338

The ethnicity group in Table 3 obsened numerousdifferences in outsourdng attitudes.
Hispanic respondentswere the most likely to agree that outsourcing helps a company in the
longrun, while White respondents wee the least likely to agee (67.3%,(4,n=209)= 15.5,
p =.004***). Whte respondentswere the most likely to agree that outsourang takes jobs
away from the American economy (83.9%, .%(4, n = 208) = 13.3,p = .010*), and that
outsourdng takesjobsawayfrom peoplein existingcompanies (77% Fishe's exact(n = 208),
p =.017). Hspanic respondentswere the mostlikely to agee that companiestoday should
operate with aglobal mindset(88.34 Fsher'sexact(n = 208),p = .009%).
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The Hispanic respondentswere dominantin agreement regarding that doing businesswith

other countries is necessaryin order to stay competitive in the marketplace (94.1% Fishe's
exact(n=208), p=.003**), and that if amanager is participatingin offshoreactivities,he/she

is operating with a global mindset(82.4%,%(4,n=209) =15.5,p =.001***). The Asian ethnic
group agreed that there really is no need to educate the offshore outsourdng sites on

American cutures, or languages, other than the people who work in the call center (37.5%,
Fishe's exact(n = 208), p = .041*). The Cther ethnic group (chiefly Middle Eastern descent)
strongly agreed that offshore outsourdng allows a personin a foreign country to better
him/herself (95.8%4 Fishe'sexact(n= 208),p = .005%*).

Table 3: Agreementwith statementby ethnic group (part 1 of 2)

Bhnicity

Africanc Other

White Hispanic Asian American

N Z(df =4) p-val ue

Offshore ousourdng

helps acompany in the 35.6 67.3 64.7 51.7 58.3 155 0.004
longrun

Offshore ousourdang

takesjobsawayfrom 83.9 73.1 58.8 60.7 542 13.3 0.010
Americans
Offshoreoutsourdang
allows aperson in a
foreign countryto
better him/herself
Compniestoday should
operate with aglobal 67.8 88.5 88.2 58.6 79.2 FE 0.009
mindset

Doingbusinesswith

other countriesis

necessary in order to 70.1 94.1 88.2 65.5 75.0 FE 0.003
stay competitivein the

marketplace

Amanager that uses

offshore ousourang

techniques and 46.0 82.4 64.7 71.4 458 214 0.001
strategiesis opeating

with aglobal mindset

70.1 72.6 88.2 53.6 95.8 FE 0.005
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Table 3: Agreementwith siatementby ethnic group (part 2 of 2)

There really is noneed

to educate the offshore

outsourdngsiteson

Americanculturesor 10.3 7.7 37.5 6.9 8.7 FE 0.041
languages,other than

the peoplewho workin

the callcenter

Qutsourcing takes jobs

away from people in 77.0 51.9 76.5 75.9 56.5 FE 0.017
existingcompanies

FE = Fishitsexacttest

Table 4 showsageement by gender. The male respondentsmore likely agreed that offshore
outsourang allows a personin a foreign country to better him/herself (81.6%,p = .041*),
companies today should operate with a global mindset (84.2% p = .016%), and India still
maintainsthe best gdacefor acompany to go to for callcenter activities(51.4% p = .003**),
The male respondentsfurther agreed over femaleresponderis that when a manager engages
in offshoreoutsourang it helpsto make Americastronger (329%, p =.030*), when a manager
engagesin offshore outsourang he/sheis admired and respected more (17.3%,p = .006**),
and that offshoreoutsourang is the way of the future, and American compnies nesd to get
on board before they get left behind (40.8%p =.013*). The femalerespondentsmore likely
ageedthat amanager who enforcesa dmadein the U.SA® golicyislookingout for the overall
welfare of the American people(64.1%, p = .048%).

Table 4: Agreementwith statementby gender

Gender

Female Mae  .%g=1 p-value
Offshore ouSouropg allows aperson inaforeign 68.5 816 4. 0.041
countryto better him/herself
Compniestoday should operde with a global
mindset
Indiastill maintainsthe best placgor acompany
to go to for callcenter activities
Amanager who enforcead ¥de in the USA.€
policyislooking out for the overall welfare of the 64.1 50.0 3.9 0.048
Americanpeople
When a manager engagesin offshore autsourcing
it helps tomake Americastronger
When a manager engagesin offshore aitsourcing
he/sheisadmired and respectedmore
Offshore ousourdngis theway of the future and
Americancompaniesneed to get on board before 24.2 40.8 6.2 0.013
they get left behind

69.0 84.2 5.9 0.016

30.2 51.4 8.9 0.003

194 32.9 4.7 0.030

5.5 17.3 7.5 0.006

Differencesin beliefswere also obsened by number of children (e.g. family size) in Table 5.
Respondentsvith no children were more likely to believethat offshoreoutsourang helps a
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company in the long-run (60.6%,.%(3, n = 208) = 7.3, p = .026), comm@nies shauld operate
with a global mindset(86.2%.,.%(3,n =208) =12.3, p =.002**), when a manager engagesin
offshoreoutsourang he/sheis admired and respected more (17.4% Fishe's exact(n = 206),
p = .004**), and that offshore ousourdngis the way of the future and Americancompanies
need to get on board before they get left behind (39.4%,.%(3, n = 207) =8.5, p = .014**).
Respondentsvith 3 or more childrenwere morelikely to ageethat it isthe U.S governmey i Q &
fault for allowing companies the opportunity to participate in outsourdang activities (45.2%,
.2(3,n=207)=9.9,p=.007*), outsourdng takesjobsawayfrom peoplein exitingcompanies
(90.3%, Fishés exact(n = 207), p =.009**), as well as, offshore outsourang allows foreign
countriesto gain an upperhand on global operations,whichin turn couldhave adverseeffects
on the Americaneconomy (63.3%,2(3,n = 26) = 6.4,p = .040%).

Table 5: Agreementwith statementby numberof children

Numberof children
None 1-2 3+  .2%gi=3 p-value

60.6 43.4 38.7 7.3 0.026

Offshore ousourdnghelps a
company in thelong run
Compmniesshoud operate with
aglobal mindset
Doingbusinesswith other
countriesis necessary in order
to staycompetitivein the
marketplace
It is the US.governY Sy taut &
on allowing companiesto 19.2 19.5 45.2 9.9 0.007
outsource
When a manager engagesin
offshore ousouranghe/sheis 17.4 3.6 3.2 FE 0.004
admired and resgectedmore
Offshore ousourangisthe way
of the future and American
companiesneedto get on board
before they get left behind
Qutsourcingtakesjobsaway
from peoplein existing 62.4 66.3 90.3 FE 0.009
companies
Offshore outsourdngallows
foreign countries toget an
upper handon global
operations;thisin turn could
have adverseeffects on the
Americaneconomy

FE = Fisheexact

86.2 65.1 64.5 123 0.002

83.9 68.7 83.9 6.6 0.036

39.4 19.3 33.3 8.5 0.014

37.2 41.5 63.3 6.4 0.040

Fewver responseddiffered by age, level of education, marital status and annual household
income,though some differences were observedn Teble 6. Respondent$n the age bracket
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of 36 ¢ 45years old were morelikely to agreethat it isthe U.S government@fault for allowing
companiesto outsource (40.4%.,.2(3,n =207) =10.5, p =.015*). The age group of 46 or older
were more likely to agree that a manager who enforcesad Yde in the U.SA.€ policyislooking
out for the overall welfare of the American people(81.8%,2(3,n=207) =13.8, p=.003**).
Respondents whodd somecadlegewere more likely to agree that a male manager would be
more adept to headoffshore ousourdng operations for his company over a female manager
(32.7%,.%(2, n = 209) = 7.1, p = .028). Singlerespondentswere more likely to agee that
offshore outsourdng helps a company in the long-run (68.3%, Fishe's exact(n = 209), p =
.007*), whereas, respondentswho identified themsevesas being in a relationship, or a
domesic partnership, more likely agreed that offshore outsourcing helps the peoplein the
foreign country have a job (100%,Fiser's exact(n = 208), p = .010**), and that a male
manager would be more adept to headoffshoreoutsourang operations for his company over
afemalemanager (435%,Fishe's exact(n =209), p =.029*). Participants who made $35,000
annually or less, were more likely to agree that offshore outsourcing allows a personin a
foreign country to better him/herself (912%, Fishe's exact(n = 206), p =.027), and that a
manager that usesoffshore outsourdang technquesand strategiesis operating with a global
mindset(79.4%,Fishe's exact(n = 206), p = .027*).Lastly, participants whoseannual income
wasin the $75,000 - $124,99 range were more likely to agree that outsourdng takes jobs
awayfrom peoplein existingcompanies(77.3%,%(2,n = 207)= 10.8,p = .013*).

Table 6: Agreement by age group, education level, marital status,and income (part 1 of 2)

A (years)

18- 25 26-35 36-45 46+ 2dr=3) p-value
Itisthe U.S.
gV SNy YSy G Qa T dz
on allowing 17.9 17.1 404 22.7 10.5 0.015
companiesto
outsource
A manager who
enforcesad ¥dein
the U{ ®! alicy is LI
lookingout forthe  58.9 45.8 71.7 81.8 13.8 0.003
overall welfare of
the American
peopke

Educdion level
Some 2-year — 4year X
college cdlege L4df=2) p-value
calege
degree degree+

A male manager
would bemore
adept to head
UL 32.7 324  16.3 71 0.028
outsourdng

operationsfor his
company over a
femalemanager
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Table 6: Agreementby age group, education level, marital status, and income (part 2 of 2)
Marital status
Rdationship/
Single Married Divorced domesic  .%gi-3 p-value
partnership

Offshore
outsourang helps a
company in the
longrun

Offshore
outsourang helps
the peoplein the
foreign country
haveajob

Amale manager
would bemore
adept tohead
offshore
outsourdang
operationsfor his
company over a
femalemanager

68.3 44.6 28.6 47.8 FE  0.007

98.3 88.3 78.6 100.0 FE  0.010

31.7 20.5 7.1 43.5 FE  0.029

Income
Less than $35,000- $75,000- $125,000or
$35,000 $74,999 $124,999 more

. 2(df =3) p-value

Offshore

outsourang allows

aperson in a 91.2 63.6 72.7 75.9 FE  0.027

foreign countryto

better him/herself

Amanager that

usesoffshore

outsourdang

techniques and 79.4 59.0 59.4 43.3 8.9 0.031

strategiesis

operating with a

global mindset

Qutsourcingtakes

jobsawayfrom

peoplein existing

companies
FE=Fhea'sexacttest

54.6 73.1 77.3 50.0 10.8 0.013

5. GCONQUSION

In closing,this studyindicaed that the participants had strongopinionstowardsthe research
quesion regarding ousourdng, and how this shapes AmerA O I aftdiutes based upon
demographic profiles. The demographic differences do showthat Hispanicsin Americaare
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more favorable of companieswho do outsourcea portion of itsoperations overseas. Hispanics
feel that the company is opegting with a moreglobal intent and that outsourang opegtions
is simply an essential part of doing busnessin the global marketplace in which companies
reside today. The White ethnic group was the leastfavorable on outsourdngin America,and
this group feelsthat a company who practices outsourangtechnquesand strategiesis taking
jobs away from Americans, and directly from the peope who work for the particular
organizations. The Asian ethnic group felt the strorgest onthe fact that educating indirect
workersin theforeign countryon the Americanculture and language wasnot needed.

In regards to gender differences, the male respondentswere more favorable of outsourcing
helping the peoplein the foreign country better themselves,and that outsourangis awayfor
acompany to operate with aglobal mindset. Malesalso #lt that Indiais still the bestcountry
to go to for outsourdang call center activities.Maleswere also more favorable over femalesin
outsourang activities helping to make America strorger, and that these techniques and
strategies are the way of the future, and Americaneedsto get on board before shegets left
behind. Malesalsofelt more strongly regardinga manager who engagesin outsourcing events
Is respected and admired more by his/her followers. However, females did feel stronger over
malesthat if a manager enforcesa & Yade in the U.SA.€ policy he/sheis looking out for the
welfare of the Americanpeople.

Family size wassignificantin which respondentswho had no children, had stronger opinions
regarding outsourang in America, forexample, theserespondentsdid feel that outsourang
helps a company in the long-run, companies should operate with a global mindset, doing
busnesswith other countries is necessary in order to stay competitive, a manager is admired
and respected moreif he/sheengagesin outsourang, and Americaneedsto get on board with
outsourdng techniques and strategies before she gets left behind. Respondets with 3 or
more children felt more strongly, in regards to, outsourdng takes jobs away frompeoplein
existing companies, and that offshore outsourdng has allowed foreign countries to gain an
advantage over the Americaneconomy.

The age group of 36 - 45 years were dominantin the belief that it is the U.S governmey (i Q &
fault for allowing companiesthe opportunity to offshore outsource. Respondets who were
46 years of age orolder were dominantin believingthat a manager who enforcesl  ad&’in
the USA® policy is laoking out for the welfare of the American people. Respmdents with
only somecadllege fdt that a male manager would be better at headingoffshoreoutsourcing
operations for a company over a female manager. Respndents who were dther in a
relationship, or a domesic partnership, were dominant in the attitude that offshore
outsourdng helps the peoplein the foreign countryto have a job, and that a male manager
would be more adept to head offshore outsourang operations over a female nanager. The
single age group had stronger feelings that offshoreoutsourdng hdpsa comgny in the long
run. Lastly, respondentswho made lessthan $35,000annually had stronger bdiefs regarding
offshore outsourang allows a personin a foreign country to better him/herself, and that a
manager who usesoffshore outsourang techniquesand strategiesis operating with a global
mindset. The respondentsin the $75,000 - $124,999 income braclet believed stronger that
outsourdngtakesjobsawayfrom existingcompanies.

6. LIMITATONS

The aim of the study wasto de<cribe attitudestowardsoutsourcingacrossdifferent subgroups
of the U.S population, particularly offshore outsourdng efforts. It was not designed, or
plannedto conductmultivariate analyses to identify independent predictorsof responsesA
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minimum of agree, and disagree responsesvould be required pervariable in a multivariate
logistic regression model. Basedon this, the sample size would not be sufficient to adequaely
adjust for all demographic chamacteristics induded in this study. This meansit is not possilie
to determine whether, for exampg, differences by ethnicity could be expained by age
differences in the ethnic groups. However this study does offer an indicaion of the
demographicgroups whoseattitudes,beliefs, feelings, and opinions dffer from one another.
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ABSTRACT
The paper studiesthe interdependence of the economy sie and foreign direct investments (FDI) in the
transitional economies of Central, Sodheastern and Eastern Euope. In the global capitalist econony,
foreign direct investments (FDI) represent one of the key determinants of econonic growth. Amaong
sometransitional economies,in the last 20 years, FDI represented one of factors that increased the
economic growth, and in other transitional economnies, the influence of FDI was minor or even
nedigible. In the literature devoted to the influence of FDI on economies, the research about the
determinants of geogaphical pattern of FDI distribution usualy focuses on the factors that determine
why somestates manage to draw FDIin higher levels than someother states. Our research focused on
the transitional economies of Cantral, Southeastern and Eastern Europe, which were for the mostpart
of the last 20 years net receivers of the FDI. Only a coyple of these countriesin the years of the current
econonic crisis have experienced FDI net outflow. Amongthe states studied, we have equally studied
the BJ members, as well as the non-BJ members. We have tried to find similarities and differences
between these two groups of states in order to determine the influence of BJ membership on FDI per
capita and how it correlates with the size of the state@ econony. We have also tried to answer the
guestion of how much the GDPgrowth rate correlates to the FDI net inflow share in GDPfor EUand
non-EUmembers. The methodology is based on the statistical corelation between FDI in current US
dollars and GDPper capitain current USdollars (World Bank data) for each represented state, through
the surveyd period from 1994 until 2013. The statistical correlation matrix (Pearson method)
determined whether any corelation between the average GDP growth rate (chain index) and the
average share of FDIin GDPper each date existsfor each gsate surveyed.
Keywords foreign direct investment (FDI), gross-domestic product (GDP), the European Union,
transitional economies, Central, Southeastern and Eastern Europe.
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1. INTRODWCTION

The relationship between foreign direct investment(FDI) and economic growth is a well-
studied subgct in the devdopment economics literature, both theoreticaly and empiricaly.
The interest in the subject has also grown out of the subgantial increasein FDIflow that
started in the late 1990Q @nd led to a wave of researchregarding itsdeterminants. Most of
the research that studies FDIdealswith the relationship between FDland economic growth.
In addition, a significant part of the research sudies the determinants of FDI:economic,
political and geographical. The importance of FDIlin contemporary economiesis well known.
FDlis seen as an important element in the solution to the problem of scarcelocal capital and
overall low producitvity in manydevdopingcountries (DeMello, 1999).

With the indusion of FDIin the modelof economicgrowth, traditional growth theoriesconfine
the possilde impactof FDIto the short-run levelof income,when actually recent researchhas
increasinglyuncoveed an endogenouslong-run role of FDIlin economic growth determination
(DeMello, 1997). Accordingto the neo-classcalmodds, FDI canonly affect growth in the short
run becauseof diminishingreturns of cagtal in the end. In contrast with the conventional neo-
classcal modd, which podulates that long run growth can only happen from both the
exogenous labor force growth and technological progress, the rise of endogenous growth
modds (Barow and Sala-i-Martin, 1995) nmede it possibleto model FDI as promoting
economic growth even in the end through the permanent knowledge tansfer that
accompaniesFDI.

Therefore, the importance of studying FDIhas increased.Contrary to the claims that FDI
boosts economic growth, Carkovic and Levine (2002)and Akinlo (2004) showthat private FDI
do not have significant influence on the economic growth of a state. However, the tests
present in the literature about the FDIusuwally take into account heterogeneous groups of
countries, thereby ignoring thedifferencesthat exist among thesecountries because of their
different geographicallocation, tradition, and culture, as well as the trade opportunities and
flows that influence the economic growth and thereby the FDI.Haufer and Woaton have
studied the relation betweenthe FDIland the tax competition, aswell as the relation between
the FDland county sze.

They have focused on foreign direct investment in a region in which populaion is
asymmeticaly distributed between countries and there are someremaining barriersto intra-
regional trade, although these are lower than on trade with countries outside the region.
Empirical work has shown that both the market sze and the effective tax rate on capital are
important factors in influencing multinational ¥ A NJY & @ of GoKn#rias@ which to invest.
Amongother findings, they have shownthai  dodnfFies differ only inpopulaion size, then
we would expect that it is again the largest market which attracts the firm. However, the
optimal tariff or consumptiontax of the largest country will now depend onits relative size
vis-a-visall other countries. Furthermoe, the size of the second largest country will be critical
in deteminingwhich offer the biggestcountryhasto bea.

Esentially, the equilibrium profit tax that the largest country canextractfrom the firm will
then depend onits market size advantage overthe nextlargestO 2 Y LJS {{Hauiie2, Wdoton,
1999). In the 199n Qstudies of FDIin emerging markets have put particular stresson
indicaorsof economicand politicalrisk(seelucas,1993; Junand Singh,1996). Thiscomprised
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three main elemerts: macro-economic stability, e.g. growth, inflation, exchange rate risk;
institutional stability such as policies towards FDI,tax regimes, the transparency of legal
regulations and the scaleof corruption; and political stability, ranging from indicators of
political freedomto measureof suneillanceand revoluions (Dunring, 2004: 8). In the same
paper, Dunnng (2004: 4) recognizesother prindpal economic determinants of market seeking
motivesof transnational corporations (TNCsjo investvia FDlin the host states: market size
and per capitaincome, market growth, accessto regional and global market, country specific
consuner preferences,and structure of markets. Market size or size of the economy at the
present moment is usually determined by the total GDP of the economy. Estrin and Uvalic
(2013) have expored the determination of foreign direct investment(FDI) into the Balkan
trangtion economies (Albania, Bosnia and Herzegovina, Bubaia, Craatia, Macedonia,
Montenegro, Romania and Serla?).

Detailed FDlinflowsto SouheastEurope (SE) are analyzed to determine the main differences
in the volume, timing and sectoral strucure of FDIwithin the region and in comparisonto the
CentralEast European countries. They have contudedthat even when negative effects, such
as the size of their econony, distance, institutional quality and prospects of BJ membership
were taken into account, Western Balkan countries receive lessFDI.FDIto the Balkans were
driven by geographicaland institutional factors, similarly to other trangtion economies, but
there is evidence of a significantnegaive regional effect?.

Regarding the opennessof the economy and connections of the member staii S écdDomies
that have passedthrough transition with the other BU member staii Se&cd@omies (BU-15)it
is important to acknowledge that the BJ operates atrade regime dedgned to afford some
protection to BU incumbentsfrom third party import competition. An important aspect of
trade linkages is involvement or potential involvement in free trade ageements, customs
unionand supranational economic structures,such aghe Europen Union.

Third party countries may investinto suchregions to avoid tariffs on exports, whle the
enhancedgrowth and trade from the economes of scaleof integration provide a demand
stimulant to FDI(Dunning, 2004: 8-9). The privatization processhas created a specific asset
seeking expanation for FDI in tangtion (Estrin, Hanousek, Kocenda,Svejnar2009). Thus, for
most trangtion economies, the processof privatization has formed adistinct motivation for
FDIl.Westernmultinationals were attractedto enter reforming economiesduring privatization
programs by making acquisitions because prices are relatively low and because of highly

1 The other principal types of motivesof transnational corporations (TNCs) for FDI, accordingto Dunning, are
resource seeking, efficiency seeking, and asseteeking motives.

2 In the paper, the mentioned EUand non-EUmember stateswere not studied astwo separate entities. The
main parameter wasthe geogrgphicalposition of a particular country (Balkani.e. $uth-EastEuropeanvs.
Central Euxropean countries).Nevertheless the reseach of Estrin and Uvalic did not include other European
transitional,non-EUeconomies,such asBelarus, Moldova,and Ukraine.

3 Brada, Kutan and Yigit 2006) exanine the effects of transition and of politicalinstability on FDI flowsto the
transition economiesof Central Europe, the Baltics and the Balkans. In their spedfications,theyrelate FDI
inflowsto a countNJE eQaomic characteristics. The results showthat FDI flowsto transition ecoromies
unaffected by conflict and politicalinstability exceed thosethat would be expected for comparable West
BEuropeancountries.In the caseof Balkan countries,conflict and instability reduced FDI inflows below what one
would expectfor comparable West European countriesand reform and stabilization failuresfurther reduced
FDI to the region.
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favorable tax policies or evensubsidesassodated with the privatization (Estrin, Uvalic, 2013:
27-28).

2. METHODOL @Y

In the literature devaed to the influence of FDlIon economies, the researchabout the
determinants of geographical mttern of FDIdistribution usually focuseson the factors that
determine why some states manage to draw FDIin higher leves than some other states.
However, not many studies deal with the sheer size of the economyas a determinant why
somestates (i.e. their economies)are more attractive to the FDIthan others when it comes
to the size of the economy itself. Therefore, this paper studies the influence of the economy
size on foreign direct investments EDI) in trangtional economes of Centraland Eastern
European states. In the global capitalist economy, foreign direct investments(FDI) represent
one of the key determinants of economic growth. In the transtional economies, in the last
quarter of the century, FDIrepresented one of the factors that increasedthe economic
growth. Amongthe states studied, we have equaly studied the BU membersfrom Centraland
EasternEurope, as well as thenon-BU members.

We have alsotried to answer the quesion of how muchthe GDP growth rate correlates to
the FDInet inflow share in GDP for BJ and non-BU states. Therefore, we have studied the
relationship between the FDI(net inflows, BoP, current US$* and FDIgrowth rate for a period
of 20 years (1994-2013) along with the size of the stali Sé&d@nomy, measuredby total GDP
(current US$) and GDP growth rate. The linkage between FDland GDP was determined by
correlating the average GDPgrowth rate with the average shareof FDIin GDFper eachstate.

The methodolagy is basedon the statistical correlation between FDIin current USdollars and
GDP per capitain current USdollars (World Bank data) for each represented state, through
the surveyedperiod from 1994 until 2013. The statistical correlation matrix (Pearson method)
determined whether any correlation between the average GDP growth rate (chain index)and
the average share of FDIin GDP per each state exists for each state surveyed.Ilt must be
mentionedthat this researchhas unavoidable limitationsin the surveyedperiod of years. Less
than 35yearswere surveyedbecausedhere isnot enough histoiical chta.

In addition, Bosnia-Herzegovina, Kosovo and Montenegro have insufiicient data. Finaly, the
research resuts provided in this paper do not showany cause-conseqencerelation between
FDland GDP growth. Any condusion like that would be false, for exampe if one warnts to

4 Foreign direct invegment are the net inflows of invegment to acquire alaging management interest (10
percent or more of voting stock) in an enterprise operatingin an ecmomy other than that of the invedor. It is
the sumof equity capital, reinvestment of earnings,other long-term capital, and short-term capital asshown in
the balance of payments. This seiesshows net inflows (new investment inflows lessdisinvegment)in the
reportingeconomyfrom foreign invesors.Data are in current U.S.dollars.

http://d ata.worldbank.org/ indicator/ BX.KLTDINV.CD.WD

5 GDPat purchase's pricesis the sum of grossvalue added by all resident producersin the economy plus any
product taxesand minus any subsidiesnot included in the value of the products. It is calculated without making
deductionsfor depreciaion of fabricated asgtsor for depletion and degradation of natural resources.Dataare
in curhttp://data.worldbank.org/indicator/NY GDP.MKTRCD countriesrent U.S.dollars. Dollar figuresfor GDP
are converted from domesgtic currenciesusing single year official exchange rates.For afew countrieswhere the
officialexchangerate doesnot reflect the rate effectivelyapplied to adual foreignexchangetransactions, an
alternative converson factor is used.

http://d ataworldbank.org/indicator/NY GOP.MKTPCD/countries


http://data.worldbank.org/indicator/BX.KLT.DINV.CD.WD
http://data.worldbank.org/indicator/BX.KLT.DINV.CD.WD
http://data.worldbank.org/indicator/BX.KLT.DINV.CD.WD
http://data.worldbank.org/indicator/NY.GDP.MKTP.CD/countriesrent
http://data.worldbank.org/indicator/NY.GDP.MKTP.CD/countries
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condude that FDlaffects the growth of GDP. A statement like that canrot be conduded
becausefar more variableswould haveto be congderedfirst.

3.RESULTS

Table 1. The GDRgrowth rate (chan indexprindple) in Cental, Southeastrn and Eastern
European BJ and non-BU memberstates(original data in current US$)1994-2003

Sate 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Bulgaria X 35% -32% 13% 30% 1% -2% 7% 15% 29%
Qoatia X 51% 6% 1% 7% -8% 7% 7% 15% 29%
Czch Republic X 26% 12% -8% 7% -3% -5% 9% 22% 22%
Estonia X 9% 9% 7% 11% 2% -1% 10% 17% 34%
Hungary X 8% 1% 1% 3% 1% -4% 14% 26% 26%
Latvia X 3% 7% 10% 8% 10% 7% 6% 12% 20%
Lithuania X 14% 7% 20% 11% -3% 4% 6% 16% 31%
Poland X 28% 13% 0% 10% -3% 2% 11% 4% 9%
Romania X 18% 0% 0% 19% -15% 5% 9% 13% 29%
Sovaka X 28% 8% -1% 8% 2% -4% 6% 14% 32%
Sovenia X 46% 1% -3% 6% 3% -55% 105% 13% 26%
Albania X 22% 24% -27% 24% 26% 7% 11% 9% 27%
Bosnia-Herzegovina | x 49% 49% 32% 12% 14% 18% 4% 16% 26%
Kosovo X 37% 7% 24%
Macedonia X 32% -1% -16% -4% 3% -2% -4% 10% 25%
Montenegro X 18% 11% 33%
Serbia X -24% 9% -66% 87% 33% 29%
Belarus X -6% 6% -4% 8% -20% 5% -3% 18% 22%
Moldova X 3% -3% 14% -15% -29% 10% 15% 12% 19%
Ukraine X -8% -8% 13% -16% -25% -1% 22% 12% 18%

Source: Auth2 Ndal€ubtion basedon Woild Bank data

(Table following on the next page)
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Table 2. The GDRgrowth rate (chan indexprindple)in Cental, Southeastrn and Eastern
European BJ and non-BU memberstates(original data in currentUS$2004-2013

Sate 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Bulgaria 22% 14% 15% 27% 23% -6% -2% 12% -4% 3%
Croatia 20% 9% 11% 19% 17% -11% -5% 4% -9% 2%

Czch Repuhblic 20% 14% 14% 22% 25% -13% 1% 9% -9% 1%
Estonia 22% 16% 21% 31% 8% -18% -2% 18% -1% 9%
Hungary 22% 8% 2% 21% 13% -18% 1% 8% -9% 4%
Latvia 23% 17% 24% 44% 17% -23% -1% 19% 0% 9%
Lithuania 22% 15% 16% 30% 21% -22% -1% 17% -2% 8%
Poland 17% 20% 12% 24% 24% -19% 9% 10% -5% 6%
Romania 27% 31% 24% 39% 20% -20% 0% 11% -1% 12%
Sovakia 22% 9% 13% 22% 16% -11% 0% 10% -5% 5%
Sovenia 16% 6% 9% 22% 15% -10% -4% 7% -10% 3%
Albania 32% 12% 9% 17% 20% -6% -1% 8% -4% 5%
Bosnia-Herzegovina 20% 9% 13% 23% 21% -8% -2% 9% -8% 6%
Kosovo 8% 3% 5% 21% 22% -3% 2% 16% -3% 8%
Macedonia 16% 9% 10% 24% 21% -5% 0% 11% -8% 7%
Montenegro 21% 9% 19% 36% 24% -8% -1% 9% -10% 9%

Serbia 21% 7% 16% 33% 23% -16% -8% 18% -13% 12%
Belarus 30% 31% 22% 22% 34% -19% 12% 8% 6% 13%
Moldova 31% 15% 14% 29% 38% -10% 7% 21% 4% 9%
Ukraine 29% 33% 25% 32% 26% -35% 16% 20% 8% 0%

Source: Auth2 Ndal€ubtion basedon Woild Bank data

(Table following on the next page)
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Talde 3.The dhare of FDIlin GDPin Central, Sautheastern and Eastern EuropeanEUand non-EU
member states (original data incurrent US5) 1994-2003

Sate 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Bulgaria 1.1% 0.7% 1.2% 5.0% 4.1% 6.2% 7.8% 5.9% 5.7% 10.1%
Croatia 0.8% 0.5% 2.1% 2.3% 3.7% 6.3% 5.2% 6.9% 4.1% 6.0%
Czch Republic 1.9% 4.4% 2.2% 2.2% 5.8% 10.2% 8.5% 8.8% 10.8% 2.1%
Estonia 5.4% 4.6% 3.2% 5.3% 10.4% 5.3% 6.8% 8.7% 3.9% 9.3%
Hungary 2.7% 10.5% 7.2% 8.9% 7.0% 6.9% 6.0% 7.5% 4.5% 2.6%
Latvia 4.2% 3.4% 6.8% 8.5% 5.4% 4.8% 5.3% 1.6% 2.7% 2.7%
Lithuania 0.4% 0.9% 1.8% 3.5% 8.2% 4.4% 3.3% 3.7% 5.0% 1.0%
Poland 1.7% 2.6% 2.9% 3.1% 3.7% 4.3% 5.5% 3.0% 2.1% 2.1%
Romania 1.1% 1.2% 0.1% 3.4% 4.8% 2.9% 2.8% 2.9% 2.5% 3.1%
Sovakia 1.4% 0.9% 1.3% 0.6% 1.9% 1.2% 7.1% n/a 11.8% 1.2%
Sovenia 0.8% 0.7% 0.8% 1.6% 1.0% 0.5% 1.4% 2.5% 7.2% 1.0%
Albania 2.7% 2.9% 3.0% 2.2% 1.7% 1.2% 3.9% 5.1% 3.0% 3.1%
Bosnia-Herzegovina n/a n/a n/a n/a n/a n/a 2.7% 2.1% 4.0% 4.6%

Kosovo n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a
Macedonia 0.7% 0.2% 0.3% 0.4% 4.2% 2.4% 6.0% 13.0% 2.8% 2.5%

Montenegro n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a
Serbia n/a n/a n/a 3.5% 0.7% 0.6% 0.9% 1.6% 3.8% 7.2%
Belarus 0.1% 0.1% 0.7% 2.5% 1.3% 3.7% 0.9% 0.8% 1.7% 1.0%
Moldova 0.7% 1.5% 1.4% 4.1% 4.6% 3.2% 9.9% 3.7% 5.1% 3.7%
Ukraine 0.3% 0.6% 1.2% 1.2% 1.8% 1.6% 1.9% 2.1% 1.6% 2.8%

Source: Auth2 Ndal€ubtion basedon Woild Bank data

Tale 4.The share of FDIin GDPin Central, Sautheastern and Eastern EuropeanEUand non-EU
member states (original data incurrent US5) 2004-2013

Sate 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Bulgaria 10.5% 14.2% 23.7% 32.9% 19.9% 8.0% 3.9% 4.0% 3.1% 3.6%
Qoatia 2.6% 4.0% 6.5% 8.3% 8.4% 5.5% 1.4% 2.0% 2.4% 1.0%
Czch Republic 4.4% 8.9% 3.7% 5.9% 2.9% 1.5% 3.1% 1.0% 4.1% 2.5%
Estonia 8.0% 22.5% 13.2% 15.6% 7.9% 9.6% 10.8% 2.3% 7.4% 3.7%
Hurgary 4.2% 7.7% 16.6% 51.9% 48.6% -2.3% -16.4% 7.6% 7.8% -0.6%
Latvia 4.6% 5.1% 8.5% 9.4% 4.3% -0.2% 1.8% 5.3% 3.8% 2.8%
Lithuania 3.4% 4.6% 6.8% 5.9% 4.0% 0.1% 2.4% 3.3% 1.4% 1.6%
Poland 5.0% 3.6% 6.3% 6.0% 2.8% 3.3% 3.6% 3.4% 1.4% -0.9%
Romania 8.5% 6.9% 9.3% 6.0% 6.8% 3.0% 1.9% 1.4% 1.6% 2.0%
Sovaka 5.4% 4.9% 5.9% 4.6% 4.2% 1.8% 2.4% 3.8% 1.7% 2.2%
Sovenia 2.5% 2.7% 1.8% 4.0% 3.3% -0.7% 1.3% 1.6% -0.5% -0.9%
Albania 4.6% 3.1% 3.6% 6.1% 9.6% 11.2% 9.1% 8.1% 7.5% 11.5%
Bosnia-Herzegovina 7.1% 5.7% 6.8% 11.8% 5.4% 0.8% 2.6% 2.6% 2.1% 1.8%
Kosovo n/a 3.6% 9.4% 12.7% 9.3% 7.3% 8.5% 8.2% 4.5% 4.9%
Macedonia 5.9% 2.4% 6.5% 9.0% 6.2% 2.8% 3.2% 4.8% 3.0% 3.7%
Montenegro n/a n/a n/a 25.5% 21.5% 37.3% 18.4% 12.4% 15.3% 10.1%
Serbia 4.3% 8.1% 17.0% 8.8% 6.3% 4.8% 3.6% 6.2% 0.9% 3.2%
Belarus 0.7% 1.0% 1.0% 4.0% 3.6% 3.8% 2.5% 6.7% 2.3% 3.1%
Moldova 3.4% 6.4% 7.6% 12.2% 12.0% 2.5% 3.5% 3.9% 2.5% 3.2%
Ukraine 2.6% 9.1% 5.2% 7.1% 5.9% 4.1% 4.7% 4.4% 4.4% 2.1%

Source: Auth2 Ndal€ubtion basedon Woild Bank data
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Table 5. The average share of FDI inGDPand the average GDP growth rate in Central,
Sautheastern and Eastern EuropeanBJ and non-BU memberstates

Sate Averageshare | AverageGDP

of FDIlin GDP Growth rate
Bubaia 8.6% 11%
Craatia 4.0% 8%
Czech Replic 4.7% 9%
Estonia 8.2% 11%
Hungry 9.4% 7%
Lavia 4.5% 11%
Lithuania 3.3% 11%
Poland 3.3% 9%
Romania 3.6% 11%
Slowakia 3.4% 9%
Slovena 1.6% 10%

non-BU:

Albania 5.2% 11%
Bosnia-Herzegovina 4.3% 16%
Kosovo 7.6% 11%
Macedonia 4.0% 7%
Montenegro 20.1% 13%
Serbha 4.8% 10%
Bdarus 2.1% 10%
Moldova 4.7% 10%
Ukraine 3.2% 9%

Source: Auth2 Ndal€uktion basedon Woild Bank data (original datain current US$)

Research basepoints:

ResearchHypothess No.1: On average, a positive correlation between the average share of
FDI inGDPand theaverage GDP growth rate existsamongEUmember states.
ResearchHypothesis No. 2: Non-BU states have, on average, a stronger correlation between
the average share of FDI inGDPand the average GDP growth rate than EUstates.

The NULL Hypothesds: the average share of FDIlin GDP and the average P growth rate are
unrelated amongall surveyedstates.

Researchresults:

The researchresuts (Table6.) show that HYPOTESISNo.1 and HYPOTESISNo0.2 can be
rejected, whch means that there is no significant correlation in any of the presented base-
points. There is nostatistical evdence that, on average, the GDP growth correlatesto the FDI
share in the GDP for the surveyedstates, both BJ and non-BU. The statistical error (p-value)
is large, although, all things consdered, thereseems to be stronger correlation among non-
BU statesin the presented base-pointsthan among EUmember states.
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Table 6. The average share of FDI inthe GDP/ GDPgrowth rate correlation between three
groups of countries:

PearsonCarelation value (r) between the
Courtries average GDP grwth rate and the average P-value | NULLHypothesisat P=Q05:
share of FDIlin GDP
all: EUand 0.253 0.282 Cafirmed
non-EUstates
EUstates -0.29980 0.370 Cafirmed
non-EUstates 0.39501 0.298 Cafirmed

Source: Auth2 Né@s@rch and calcubtion basedon World Bank data, FDI and GDPp/cin current US$

4. DISJUSSIOMND CONQUSION

Souh-East European countries are following a two-pronged strategy. They have been
upgrading their institutions and investment paiciesto bring them in line with BJ standards.
Investment policy is one of the most advanced dimensions of policy reform in Souh-East
Europe. All countries have created aliberal regime to attract FDI,providing equaltreatment
of foreign and domestic investors (national treatment), guaranteesaganst exprgpriation and
the free trangfer of funds. Souh-East European countries have joined regioral ageements
such as CB-TA which openedto most of these countres in 2006 (with the exception of
Craatia, which had joined in 2003°). This agreement, which contains an important investment
chaper, represents a significant accomplishment along the path to BU accession and an
important steppng-stone to suséinable long-term growth. In the 199n Qais&ies of security
shocks created a region that wasavertinginvestmentsrather than attracting them. Folowing
the stagnation of FDI as a share of GDP in 2002¢2005, FDIflows increasedsteeply until the
global finandal crisis hit the main invesing countries in 2007 (UNCTAD, 2013: 16). However,
their FDI iflowsare still rather low.

Jeardifferencesexistin the level of FDIin the member states of the BJ and the non-member
states of the BU from the Western Balkans and Eastern Europe. These differences are the
indicaorsthat point to a condusion that the opennessof the economy, and the longevity of
the period spentin an economic integration suchas the BJ, crucially influenced the level of
FDI neinflows foreach particular state studied.

The differencesbetween the countries of CentralEurope on the one hand and of Southeastern
and Eastern Europe on the other, canalso & A y @ificél 8ngagement on the experience of
pan-European integrail A s/Sérith has recognized (Smith, 2002: 650) and pointedthat such
renderings raise the same concerns of Todorova (1997) over Western treatments of the
Balkans, as EdzN.P2 LJSKCBaNEESEAdY CentralEurope become | ga¢wayQill ChS Y @rins,
to W (i EaS§A. In this way the Yaeway@ or what Todorova has identified as the discusive
construcion of W/ S yHIZNR &38ifferent from W (i B (& W (i Balkans® becomesin
expedient argument in the drive for entry into the European institutional framew2 NJ Q
(Todorova, 1997: 19¢160). Whether the main reasonwasthe simple geographic position of
the CentralEuropean post-commurist states, orthe warsin the Balkansand the influence of

6 Crodia had to leave CEETA in 13, whenit joined the European Union (author's remark).

7S.B. Cden in 1991 wrote: dThe quegion might be raised asto whether Eastand Central Europe might not
revertto a Shatterbelt rather than became the Gatewayregion that hasbeen posited. This isdoubtful. The
EuropeanCommunity and the SovietUnion would find competition overthe region to be counterproductive.
Maritime EuropS @dncerns areSoviet military power. The USSReeds West European ecmomic help. These
concerns and needs balance one another. They are best addressed hrough cooperation, not throughthe
competition that makesfor shatterbelta §Gohen, 1991: 572).
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Russian the former Soviet Union Repulics(except the Bdltic states),or maybethe imagned
perspective of the CentralEuropean gaeway as an alternative to ¢the Balkan chaod éa&
Todorova already pointed in 19978, a clear political will and a perspective wasgiven to the
CentralEuropean pog-commurist states (the Visegad Group states). That has affected the
pre-accession processes tothe European integration of these states. Slovema and the Baltic
statesfollowed.

Thiswasthe main reasonwhythe statesfrom CentralEurope,eight of them, whichjoinedthe
BU (and NATO, as guarantor of security) in 2004 and started their accession negotiationswith
the BUJin the second half of the 199n $have shownthe bestresuts in drawingthe FDlinflows.
The second factor that has strongly influenced the level of FDIis of course the economiccrisis
that has hit the European states hard. Nevertheless, verysignificant differences among the
states of the different regions or evenamong some states from the same region of Europe
(for example @ntral Europe) exist when it comes to copingwith the crisis and the spead of
economic recovery.Sirce 2009, the economic crisis has dramatically reduced the leves of FDI
net inflows in the studied BU member states, and most of them have in 2013 experienced
leves of FDInet inflowsper capitathat were comparable with the FDInet inflowsin the states
of Souheagern and EasternEurope.
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ABSTRACT
This paper analyses Estonia@trade in goods with the world in general and with Sbvakia and Sbvenia
in particular. Additionally, it also proposes somemeasuresto increasethe value of Estonia® exports of
goods to the aforementioned countries, both of which are Estonil <minor export partners in Gentral
and Eastern Euope. In 2013, the value of Estonia® exports of goodsto Sbvakia and Sbvenia amounted
to €51.3 million and €7.4 million respectivédy. In order to increase he value of its exports of goods to
these two countries, Estonia should increase the competitiveness of Estonian enterprises (espeially
small- and medium-sized ones) in the Sbvakian and Sovenian markets and adopt other measuressuch
asincreasingthe sustainability of the aforementioned enterprises with a view to facilitating their entry
into new markets. In recent years, sstainability has becomean important factor in comgetitiveness,
whichis mainly the result of increased environmental awarenessof corsumers and other stakeholders,
foremost in developed countries (including Sbvakia and Sbvenia). Sustainable innovation hastherefore
become an important souce of competitive advantage, which is especially true for enterprises
operating in competitive markets. Therefore, in order to increase the conpetitiveness of Estonian
enterprises inthe aforementioned markets, Estonia should promote sustainable innovation and take
certain other measures.
Keywords: competitiveness, Estonia, sustainability, Sovakia, Sovenia, trade in goods.

1. INTRODWCTION

In recent years, entrepreneurdhip has become increasinglyimportant (see Hisrich, 2010;
Hisrich, Peta's and Shepherd,2010; and Schaperet al., 2013). This is particularly true for
international entrepreneurship (e Zucchella and Scabim 2007; Oviatt, Maksimov and
McDougall, 2011; Fernhaberand Prashantham, 2015; and Ridp, Rialpand Knight, 2015). This
is an important factor in international trade in goods and services. Therefore, in order to
increasethe value of international trade in goods and services, which, in recent years, has
been affected by the finandal, economic and sodal crisis (see Achalyya and Ka, 2014;
Temouri and Jones, 2014), mainly in Europe (induding Estonia and some other countries in
Centraland Eastern Europe (CHE), for exampe, Lavia, Lithuania and Sloveia, and in North
America), its main stakehdders shouldpromate international entrepreneurship. Additionally,
they should promate coopemtion between entrepreneurs/enterprises in areas such as
sdence and techndogy induding those that relate to information and communicdion. The
main purposeof this paper is to analyse EstoniaQ tiade in goods with two countries in CEE,
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namely Slowkia and Slovema, which joined the European Union in 2004, together with eight
other countriesincluding Estonia. This paper also proposessomemeasuredo furtherincrease
the value of EstoniaQ @xports of goodsto Slowkia and Sloenia. For examm, the promation
of export entrepreneurshp, which is a subtype of international entrepreneurstip (see
Navarro-Gardd and Pelis-Ortiz, 2015), and coopefation of Estonian entrepreneursdenterprises
with their Lavian, Lithuanian and Sloveman counterpatsin areassuchasthe aforementioned
ones.The rest of this paper is structured as follows: Section 2 analysesEstoniaQ foreign trade
in goods and services, while Section3 analysesEstoniaQ #reign trade in goods only. Section
3 alsolistssomeof the measureshat shouldbe taken by Estoniato further increasethe value
of its exportsof goodsto the world induding Slowakia and Slovera. One of thesemeasuress
to further increaseEstoniaQ aompetitiveness. Section4 analysesEstonian countiea foreign
trade in goods, while section 5 analysesEstoniaQ tiade in goods wth Slo/akia and Slovema.
Settion 6 liststhe main findings and some measuredo increasethe value of EstoniaQ @xports
of goodsto the aforementioned countries.

2. ANALYSIS OFSEONL ! EDHEGN TRADE INSOODS ANBERVICES

Smilar to mostother countriesin CEE including Slovera, Estonia is heavily dependenton its
trade in goods and serviceswith the world (seeFigurel, and a N Nej# 2014, pp. 28¢29).
There are many reasonsfor this suchas EstoniaQ lack of natural resoures, for exampg, fossl
fuels, and the small size of EstoniaQ domestic market for goods and services. In 2013, the
value of EstoniaQ thade in goods and serviceswith the world amountedto € ®,993.7 million,
170.7 %of the vadue of EstoniaQ gross mestic product (GDP) and an ircrease of 3.2 %rbom
the previousyear. Inthe same year, the value of EstoniaQ éxportsof goods and services to
the world amountedto € 6132.2million, 86.1%of the value of EstoniaQ @DP and an increase
of 3.5 % fromthe previousyear. Furthermoe, the value of EstoniaQ émports of goods and
servicegrom the world amountedto €15,861.5 million, 84.6 %of the value of EstoniaQ @DP
and an increaseof 2.9 %from the previousyear.

Figure1: Gountriesin CEEby foreigntrade in goods and sewices
(percentageof GDR, 2013.
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Sbvenia, SK¢ Sbvakia, UA ¢ Ukraine, XK¢ Kasovo.

Saurces:The World Bank (20144, b).
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In recent years, Estonia@ dependency on foreign trade in goods and serviceshas increased
(seeFgure 2), mainly as aresult of the further internationalization of Esbnian ernterprises.

Figure2: EstonA | fékéign trade in goodsand sewices(perentage ofGDB, 2013.
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Saurce: SatisticsEstonia (2015).

3. ANALYSIS OFSEONL ! EOHEGN TRADE INSOODS

This section analysesEstoniaQ @iade in goods with the world. In 2013, the value of EstoniaQ a
trade in goodswith the world amountedto € 8,097.3 million, 139.3 %of the value of EstoniaQ a
GDP and adecreaseof 2 %from the previousyear. Thiswasmainly dueto increasedeconomic
uncertainty in Europe, especially in EstoniaQ &nain trading partners in goods (see Sillaand
Puuiga, 2014: 241). In the same year, the value of EstoniaQ axports of goods to the world
amountedto € #291.1 million, 65.6% of the value of EstoniaQ &P and a decreaseof 1.8%
from the previousyear. Furthermoe, the value of EstoniaQ inports ofgoods from the world
aY 2 dzy U S R,80612nmilliery 73.7% of the value of EstoniaQ &DP and a decrease of 2.1 %
from the previous yaer.

Europe is EstoniaQ énost important foreign market for goods. There are many economic,
political and saial reasons forthis. In 2013, the \alue of EsbniaQ aadelingdods with Europe
amountedto € 8,463.4 million (seeTable 1), 89.9% of the value of EstoniaQ tiade in goods
with the world and an increaseof 0.7 %from the previousyear. In the same year, the value of
EstoniaQ éxportsof goods to Europe amounted & 2 0,€4m7 million, 87.4% ofthe value of
EstoniaQ axports of goods to the world and an increaseof 3.9 % from the previous year.
Furthermoke, the value of EstoniaQ @mports of goods from Europe aY 2 dzy (i S R,714.2
million, 92.1 %of the value of EstoniaQ itnports of goodsfrom the world and adecreaseof 1.9
%from the previousyear.
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Table1: EstonA | t€adein goodsby region, 2013.
Expots Imports Expotsplusimports
. Peacentage . Pecentage . Peacentage
\n/:iilllifr:ne of the total \I:]z;:ijg);n ¢ of the total Xﬁﬁg}n ¢ of the total
value value value
Africa 128.2 1.0 14.4 0.1 142.6 0.5
America 507.2 4.1 190.9 1.4 698.1 2.7
Antarctica 1.6 0.0 0.0 0.0 1.6 0.0
Asia 735.3 6.0 873.2 6.3 1,608.5 6.2
Europe 10,745.7 87.4 12,717.7 92.1 23,463.4 89.9
Oceania 24.4 0.2 10.0 0.1 34.4 0.1
Not specfied 148.8 1.2 0.0 0.0 148.8 0.6
Tatal 12,291.1 100.0 13,806.2 100.0 26,097.3 100.0

Source: AuthorQ & @loris liasietion data from Satistics Esonia (2014a).

Asia, foremostEast and SouheastAsia, is EstoniaQ second mostimportant foreign market for
goods. There are many reasonsfor this, most of which are economic. In 2013, the value of
EstoniaQthade in goodswith Asiaamountedto € M@8.5million, 6.2%of the value of EstoniaQ a
trade in goods with the world and a decrease 0f4.3 % from the previousyear. In the same
year, the value of EstoniaQ éxports of goods to Asia amounted to € 85.3 million, 6% of the
value of Estonia@ exports of goods to the world and a decrease of 4.5 % from the previous
year. Furthermoee, the value of Estonia® imports of goods from Asia amounted to € y3.2
million, 6.3 %of the value of EstoniaQ ianports of goods fromthe world and a decreaseof 4 %
from the previous yer.

America,foremostNorth America, is EstoniaQ third mostimportant foreign market for goods.
In 2013, the value of EstoniaQ @ade in goodswith Americaamountedto € 88.1million, 2.7 %
of the value of EstoniaQ &ade in goods with the world and a decrease of 31 % from the
previousyear. In the same year, the value of EstoniaQ @xports ofgoodsto Americaamounted
to € P7.2million, 4.1%of the value of EstoniaQ @ade in goodswith the world and a decrease
of 38.8%from the previousyear. Furthermoe, the value of EstoniaQ @nports of goods from
America amountedto € 80.9 million, 1.4 %of the value of EstoniaQ émports of goods from
the world and an increaseof 4.8 %rom the previous yer.

Other regions are EstoniaQ Essimportant foreign markets for goods. In 2013, the value of
EstoniaQ @ade in goodswith Africa, Antarcticaand Oceaniaamountedto € ¥8.6 million, 0.7
% of the alue of EstoniaQ @ade in goodswith the world.

In order to increasethe value of its exportsof goodsto the world, Estonia shouldincreaseits
competitivenes, which is alreadyhigher than the competitivenessof mostother countriesin
CEEincduding Sloakia and Sloveria (see Sala-i-MaNJi gilal,, 2014, p. 13)lt should also adopt
someother measires suchas increasng the inventiveress, innovativenessand, particularly,
the productiveress of Estonian (expoting) enterprises, egecially smdl- and medium-sized
ones(seeHeinlo, 2014, p. 66). Additionally, Estonia shouldfurther increaseits attractiveness
to foreign invesbors/investment, especially in the field of sdence and techndogy (mainly high-
techndogy). This is particularly important in order to increase thevalue of EstoniaQ éxports
of high-techndogy goods. In 2012, this accounted for 11 % of the value of EstoniaQ &otal
exportsof manufactured goods(seeFigure 3),whichisabove the average for countriesin CEE
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Figure 3: Qountriesin CEEby exports of high-technology goods (% of dtal exports of
manufactured goods), 2012.
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Notes: Lithuania, Latvia, KosovoMontenegroand Serbia were excluded due to lackof data. AL¢ Albania, AT ¢
Austria, BA ¢ Bosniaand Herzegovina, BG ¢ Bulgaria, BY ¢ Belarus, CZ¢ Czch Republic, DE ¢ Germany, EEC
Egonia, HR¢ Craatia, HU ¢ Hungary,MD ¢ Moldova, MK ¢ Macedonia, PL¢ Pdand, RO¢ Ronania, Si¢ Sovenia,
SK¢ Sbvakia, UA¢ Ukraine.

Sairce: The World Bank (2014¢).

In the same year, exports of information and comnunication techndogy (ICT) goods
accounted for 10.9 %of the value of Est2 Yy Atbt& @xportsof goods (seeFigure4), whichis
alsoabove the average for countriesin CEE

Figure4: Qountriesin CEEby exports of ICTgoods (%of total exports of goods),2012.
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Notes: Lihuania, Latviaand Kosovowasexcluded due to lackof data. AL¢ Albania, AT ¢ Austria, BA ¢ Bosniaand
Herzegovina, BG ¢ Bulgaria, BY ¢ Belarus, CZ¢ Czech Republic, DE ¢ Gemany, EE¢ Edonia, HR ¢ Groatia, HU ¢
Hungary, MD ¢ Moldova, MK ¢ Macedonia, MN ¢ Montenegro, PL¢ Poland, RO¢ Romania, RS¢ Sebia, SI¢
Sbvenia, SK¢ Sovakia, UA ¢ Ukraine.

Saurce: The World Bank (2014d).
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In2013, 38.7%o0f EstoniaQtéaade in goodswith the world waswith Finand, Laviaand Sweden
(seeTable 2).

Table2: EstonA | t@dein goodsby cowntry, 2013.

Expots Imports Expotsplusimports
. Peacentage . Percentage . Pecentag
\r;‘?ll:iglfn of the total \é‘:llijs;/n of the total \rﬁlﬁs}n € ofthe
value value total value
Finland 1,986.0 16.2 2,082.3 15.1  4,068.3 15.6
Lavia 1.274.7 104 1,301.8 9.4 25765 9.9
Swveden 2,061.3 16.8 1,395.3 101  3/456.6 13.2
Other countries and not 6,960.2 567  9,026.7 654 15995.9 61.3
specfied
Tatal 12,291.1 100.0 13,806.2 100.0 26,097.3 100.0

Source: AuthorQ & Icu@lons basedon data from Satistics Esonia (2014a).

In order to increase their competiiveness, Estonian enterprises, egecially small- and
medium-sized ones,shouldincreasetheir cog-effectivenessand adopt someother measures
such as improvingheir human resouce management (seeAlas and Vanhala, 2013). After all,
human resourees are an important source of sustinable competitive advantages(seeSndl,
Morrisand Bohlander, 2013).

4. ANALYSI®F STONIANCOUNTIESSFCREGN TRADEIN GOODS

Estonia is divided into 15 counties. Harju County is the largest in terms of population and
secondlargestonein termsof area. In 2013, the value of HarjuCourié (odieign trade in goods
amountedto € 8,926 million or 72.5% of the value of EstoniaQ #reign trade in goods (see
Table 3). Inthe same year, the value of Harju Cournté @x¥portsof gopodsamountedto e 1948.9
million or 64.7 % of the value of Estonia@ total exportsof goods. Furthermoee, the value of
Harju Courté Qraports of goods amounted to € ®977.1 million or 79.5 % of the value of
EstoniaQ #otal imports of goods. In order to further increase the value of their exports of
goods, Estonian counties should promate export entrepreneurship amongtheir inhabitants,
especially youngones. They shouldalsoadopt someother measuresuchas the promation of
coopemtion between Estonian (expoting) enterprises, egecially smdl- and medium-sized
ones.

(Table following on the next page)
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Table 3: Estonian countiesby foreigntradein goods, 2013.

Expots Imports Expotsplusimports
Vablein Parcentag Vablein Pacentag Vablein Pacentag

milioy ¢ SO iy e SOfthe gy ¢ Ofthe
total value total value total value
Harju Caunty 7,948.9 64.7 10,977.1 79.5 18,926.0 72.5
Hiiu Caunty 46.1 0.4 29.6 0.2 75.7 0.3
IdaViru Caunty 833.7 6.8 491.7 3.6 1325.4 5.1
JgevaCaunty 92.0 0.7 48.8 0.4 140.8 0.5
WN NIty / 2 134.6 1.1 63.8 0.5 198.4 0.8
[ Né&lCounty 70.1 0.6 36.1 0.3 106.2 0.4
[ N&dViru Canty 367.4 3.0 140.3 1.0 507.8 1.9
t pt duhty / 2 51.3 0.4 23.1 0.2 74.3 0.3
t MINCanty 521.8 4.2 435.9 3.2 957.8 3.7
RaplaCaunty 153.9 1.3 88.2 0.6 242.0 0.9
SaareCainty 167.7 1.4 83.4 0.6 251.1 1.0
Tartu Caunty 791.4 6.4 752.8 5.5 1544.1 5.9
ValgaCaunty 142.5 1.2 81.0 0.6 223.6 0.9
Viljandi Caunty 253.7 2.1 156.5 11 410.2 1.6
+ p Ndmty 2 16.31 0.9 54.6 0.4 170.9 0.7
Not specfied 599.7 4.9 343.2 2.5 942.9 3.6
Taal 12,291.1 100.0 13,806.2 100.0 26,097.3 100.0

Source: AuthorQ &  @loris liagztion data from SatisticsEgonia (2014b).

In 2013,Harju Courty had the highestnumber of eportersand importers of goods per 1,000
inhabitants amongall of the Estonian counties (seeFigureb). Thisisnot surprising, consdering
the factthat Tdlinn, EsoniaQ & &) ks gk af this couny.

Figure5: Estonian countiesby number of exporters andimporters of goodsper 1,000
inhabitants, 2013.
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Saurce:AuthorQ &  Gtloris Exsetion data from Satistics Esonia (2014b).

In 2013, HarjuCouny had the third highest value of exportsof goodsper exporter(seeFigure
6) and the highest value of imports of goods per importer (seeFigure7) among all of the
Estonian counties.
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Figure 6: Estonian counties byexports of goods per exporter (value ine @2Q&13.
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Fgure 7: Estonian counties byimports of goods perimporter (valueiy’ 2003z
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5. ANALYSIS OFSEONL ! TRADE INSOODS WITH SLBKIAANDSLOVEM

5.1.Estonil Qrade ith goods with CEE

This section analysesEstoniaQ &ade in goods with CEE one of EstoniaQ énost important
foreign markets forgoods. There are many economic, politicad and sodal reasonsfor this. In
2013, the value of EstoniaQ tiade in goods with CEEamountedto € @7.2million or 38.4%

of the value of EstoniaQ tiade in goods with Europe. In thesame year, the value of EstoniaQ a
exportsof goodsto the CEEamounted toe d.39.3million or 29.2% of the value of EstoniaQ a
exportsof goodsto Europe. Furthermae, the value of EstoniaQ énports of goods from CEE
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amounted to € [B&7.9 million or 46.1 % of the value of EstoniaQ @nports of goods from
Europe.

In 2013, 87 % of EstoniaQ &ade in goods with CE= waswith Germany, Lavia, Lithuania and
Poland(seeTable 4). There are many reasonsfor this suchas the relatively smalldistance
between Estonia and theaforementioned countries.

Table4: EstonA | t€ade in goodswith countries inCEE 2013.

Expots Imports Expotsplusimports

Valein Pacentag Valein Pacentag Valein Pacentag

milioy e €°MMe oy e €Ofthe gy e eofthe

total value total value total value

Albania 0.6 0.0 0.0 0.0 0.6 0.0
Austria 35.1 1.1 118.4 2.0 153.5 1.7
Belarus 51.6 1.6 87.2 15 138.8 15
Bosnia ad Herzegovina 2.2 0.1 0.3 0.0 2.5 0.0
Bulgaria 25.9 0.8 14.4 0.2 40.3 0.4
Crodia 19 0.1 3.5 0.1 5.4 0.1
Czch Republic 48.4 15 176.7 3.0 225.1 2.5
Gemany 563.8 18.0 1,455.8 24.8 2,019.6 22.4
Hungary 28.0 0.9 177.7 3.0 205.7 2.3
Kosovo 0.0 0.0 0.0 0.0 0.0 0.0
Lavia 1,274.7 40.6 1,301.8 22.2 2576.5 28.6
Lithuania 717.9 22.9 1,224.3 20.9 1,942.2 21.6
Macedonia 0.2 0.0 0.5 0.0 0.7 0.0
Moldova 5.0 0.2 2.0 0.0 7.0 0.1
Montenegro 0.1 0.0 0.0 0.0 0.1 0.0
Poland 207.8 6.6 1,086.0 185 1,293.9 14.4
Romania 11.1 04 39.3 0.7 50.4 0.6
Sebia 5.0 0.2 2.1 0.0 7.1 0.1
Sbvakia 51.3 1.6 61.7 11 1129 1.3
Sbvenia 7.4 0.2 28.8 0.5 36.2 0.4
Ukraine 101.3 3.2 87.3 15 188.6 2.1
Taal 3,139.3 100.0 5,867.9 100.0 9,007.2 100.0

Source: AuthorQ &  @tloris léasetion data from SatisticsEgonia (2014a).

In orderto geographicaly diversify its foreign trade in goods, Estonia shouldpromate its trade
in goods with other countries in Europe, esgcially (EE (induding Sloveria), and in other
regions, for exampe, Asia, especially Eastern and Souh-eastern Asia. It should also adopt
someother measues suchas the promotion of coopemtion between Estonian enterprises,
especially smal- and medium-sized ones,and their non-Estonian counterpats in areas such
as seence andtechnology, especially thosethat relate to information and comrunication.

5.2. Estonil Qrade it goods with Sovakia and Sovenia

This section analyses EstoniaQ @iade in goods with Slowakia and Slovenma, both of which are
small countries with small open economies. This meansthat they are very vulnerable to
chargesin supplyand demandfor goodsand servcesin their domesic and foreign markets.

In 2013, the value of EstoniaQ tiade in goodswith Slowakiaand Slovera amounted(i 2 129w
millionand e 6.2 million respectively.Inthe same year, the value of EstoniaQ éxportsof goods
to these countries amounted to € (.3 million and € T @nillion respectively. In order to
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increasethe value of its exports of goods to these countries, Estonia should increasethe
competitvenessof Estonian (expotting) enterprises(especially smal- and medium-sized ones)
in the Slowakian and Sloveman market for goods. Additionally, Estonia shouldalso:increaseits
coopemtion with the aforementioned countries in areas such as scienceand technology
(Estona, for exanple, is one of the leading countries in the field of information and
commuricaion technology in Europe (especially CEB, it isalso one of the leadingcountriesin
the field of e-services);increase networking of Esbnian entrepreneurs/enterprises with their
Slowakian and Sloveman counterpats;increase coopeiation of Estonian enterpriseswith their
aforementionedcounterparts in areas such ase-busness,e-government, and e-health; etc.

In reent decadesthe world has chamed more than ever(seeKoseand Ozturk, 2014). There

have been many reasonsfor this such as techndogical changes (see Volti, 2014). Today,

techndogy, especially information technology, is one of the most important factors in

international trade in goods and services (seePriegerand Heil, 2014). This is especially true

for the Internet, which has charged the behaviour of consuners (seeGundryand Kickul, 2004,

James, 2010; Dannand Dann,2011; and Lambin and Schuling, 2012). Between 2005 and 2014,

the number of Internet usas in the world increased by185.49 % (see International

Communcaion Union, 2015). As a resut, Internet marketing has become increasingly
important (see Roberts and Zahay, 2013; Boone and Kurtz, 2015; and Chaston, 2015).

Therefore, in order to increasetheir sales in their domestic and foreign markets, indudingin

Slowakia and Slovenma, Estonian enterprises (especially small- and medium-sized ones)should
improve their Internet marketing and adopt some other measures suclas increasingtheir

market-orientation.

6. CONQUSION

In 2013, the value of EstoniaQ @xports ofgoods to Sloakia and Sloveria, two of EstoniaQ léss
important exportmarketsin CEE amountedto € f.3millionande 1 ditlion, regpectively. In
order to increasethe value of its expoits of goods to these two countries, Estonia should
increase its competitivenessand adopt some other measuressuch as increasing the
inventiveress, innovativeness and productivenessof its enterprises, especially smal- and
medium-sized ones. Additionally, Estonia shouldincreaseits attractiveness toSbvakian and
Sloveman invesors, especially in the field of information and communcation techndogy.
Above all, Estonia should increase the promation of export entrepreneurship among its
citizens,especially in less-devdopedareas, and the geographicaldiversification of its exports.
The latter is particularly important in light of the Cimean crisis, which neggtively affects
EstoniaQ aadeingdods with Russi one ofits major trading partners.
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