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In the previous issue of the magazine we offer brief information
about V International Science Conference “Knowledge Society” and
VI International Science Conference for Young Researchers
“Technical Science and Industrial Management”. According to the
indicative working programme, more than 35 scientific papers will
be presented at the conference from scientists from Bulgaria,
Romania, Ukraine, Lithuania, Latvia, Czech Republic, Slovakia
representing more than 10 universities and Research and
Development Centers. More information about the conference is
available on the Internet – www.iscks.org.
As a result of high scientific level of the papers, The Editorial Board
took decision to publish the best papers in the previous, the present
and the following issues of the magazine. All scientific papers were
put under independent review from two persons with academic rank.
They selected most valued scientific papers.
In this issue of the KSI Transactions on Knowledge Society we
published 13 scientific papers from scientific sections: Business and
Public Administration.
Editorial Board expresses his gratitude to the reviewers for their
qualitative and thorough work.
Call for Papers: Managing Innovation in Knowledge Society
Paper may be submitted for Special Issue of the TRASACTIONS,
Managing Innovation in Knowledge Society, until March 31, 2013.
Proposal for special issues on topics of current interest in Higher
Education, Innovation, Advanced Technologies, Management and
Public Administration are always welcome.
Editorial Board
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The Evaluation of Business Enterprises’ Trust in Banks
Irena Mačerinskienė1, Viktorija Skvarciany2

Abstract The paper analyses and compares the data of
empirical researches in evaluation of business enterprises’
trust in banks at two different periods of time; what is more
the correlation analysis on the basis of obtained data has
been carried out. The article investigates the theoretical
concepts of trust as well as discusses the factors determining
formation of trust, and their influence on the process of
management, introduces the methodology of evaluation of
business enterprises’ confidence in banks and demonstrates
the analysis of methods of trust evaluation. It also
summarises and compares the results of empirical researches
in evaluation of business enterprises’ confidence in banks at
different periods of time.
Keywords – trust, social capital of financial institutions,
evaluation of confidence.

I. INTRODUCTION
The research problem and relevance. The scientific
literature for a long time researches the factors that affect
financial institutions' activities. It is noted that this is not
only tangible indicators, such as size of bank capital,
offered interest rates, geographical location, etc., but also
the intangible ones, such as trust, which is considered to be
ground for long-term relationship (by R. Žvirelienė I.
Bučiūnienė, 2008 ). Therefore, different concepts of trust
have developed. They are connected by common element the pursuit of benefits. One of the reasons of using the
commercial banking services is the receiving of financial
benefits. So, it is necessary to investigate and assess the
level of trust in the financial institution while analysing the
financial institutions’ activities and ensuring its success.
Currently, most countries of the world are experiencing
an economic crisis and financial situation is changing. The
importance of trust in society is taking on great
importance. Under current conditions, natural and legal
people have difficulties in choosing the bank, to which
they can entrust their financial management. Therefore, it
is clear that the loss of trust has negative effect on all
organizations operating in the financial market. The
scientific literature focuses on trust and its impact on
company operations research (Dirks, Ferrin, 2001; Mayer
1

Irena Mačerinskienė – prof. dr., Mykolas Romeris University,
Faculty of Economics and Finance Management, Department of
Investment and Banking, Ateities str. 20, LT–08303, Vilnius,
Lithuania
2
Viktorija Skvarciany – master, Mykolas Romeris University,
Faculty of Economics and Finance Management, Department of
Investment and Banking, Ateities str. 20, LT–08303, Vilnius,
Lithuania

et al, 1995; Jason et al, 2007; Puusa, Tolvanen, 2006;
Elangovan, Shapiro, 1998; Kramer, 1999; McEvily,
Tortoriello, 2011; Chung and Jackson, 2011; Dietz, 2011;
Chen et al, 2011; Chand, Tung, 2011; Tomlinson, 2011),
but there is a lack of the literature which deals with the
business confidence in commercial banks and its impact
on their operations.
The object of investigation: trust in banks of the small
and medium businesses.
The aim: to investigate the factors influencing trust in
banks and provide directions of confidence-building.
The tasks of research:
– To provide theoretical concepts of the consumer
confidence;
- To develop assessment methodology of trust of
businesses in the banks;
- To analyse and compare analytical data of different
periods of businesses confidence in the banks, and to
perform a correlation analysis of the data connection to
determine the strength and direction of relationship.
Research methods: scientific literature analysis,
quantitative research, statistical data analysis..
II. THE CONCEPT OF TRUST AND THE FACTORS
DETERMINING ITS FORMATION

Trust is highly important in all areas of life and
manifests itself with a lesser perception of anxiety and the
knowing of what to expect (L. Pilelienė, 2008). Trust can
be considered to be one of the essential preconditions for
the development of a successful relationship (L.
Jurgelevičiūtė, V. Sūdžius, 2010) and a component of the
quality of the relationship (L. Pilelienė, 2008).
When analysing the trust in banks – i.e. the trust in an
economic sense – the attention is paid to the relationship
between people (clients) and the company providing
services that are or going to be consumed. Gambetta
(2000) claims that trust is a level of a certain subjective
probability, with the existence of which the subject may
determine the specific behaviour of another subject or a
group of subjects. A. Balžekienė (2009) defines trust as a
characteristic of essential dimensions determining the risk
society. There are scholars who understand trust as a
component part of the social capital, therefore the impact
of social capital on the activity of the organisation should
be estimated when analysing the trust in companies.
According to Elgar (2003), trust is an essential
characteristic of the social capital and a key element of
cooperation, development and expectations, the
coordination of interactions and behaviour of individuals.
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The trust in banks may be defined as an existence of
high quality relations between the workers of financial
institution and the clients. For example, Maliavko (2003)
defines the trust in banks as the certitude of the clients in
the security of creating the relations with a bank.
When researching the trust in banks, it is necessary to
distinguish the factors that influence the trust. Walter and
others (2000) believe that the most important aspects in a
business relationship are satisfaction, trust, price and
obligations. According to Pilelienė (2008), satisfaction,
trust and devotion are considered to be the base of a
relationship.
When analysing the relationship between consumers
and financial institutions, it has been noticed that the
concepts of trust and satisfaction are associated closely. R.
Žvirelienė and I. Bičiūnienė (2008) claim that satisfaction
is one of the factors that strengthen the mutual trust
between a company and a consumer and define it as an
important marketing dimension of a relationship, that can
be evaluated by estimating how satisfied are the
relationship-maintaining participants of a market with each
other’s activity. The satisfaction may predict trust. The
research of Peterson and Spreng (1998) has revealed that
the satisfaction/dissatisfaction is the most important link
when developing long-term relationship with customers
and guaranteeing strategic success of a company (quoted
R. Žvirelienė, I. Bičiūnienė, 2008).
Therefore, having analysed the scientific literature, it
can be stated that satisfaction is an essential factor that
determines the level of consumers’ trust in a bank.

September 2012
and middle-sized business entities.
The purpose of the study on the business companies’
trust in banks has been to assess the factors determining
the trust in banks and the elements influencing them (see
Table 1).
TABLE I
ELEMENTS INFLUENCING FACTORS THAT
DETERMINE THE TRUST IN BANKS
Elements influencing
satisfaction with
banking services to
business

understanding the business
environment;
commuting;
flexibility;
communication skills;
interest in small and medium-sized
businesses;
speed of decision-making;
responding to customer needs;
awareness;
level of expertise;
reliability.

Elements influencing
satisfaction with the
quality of service
provided by bank
employees
Elements influencing
the satisfaction with
the bank's policies
towards small and
medium business in

quality of banking service;
variety of banking services;
accessibility of banking services;
price of banking services.

III. METHODS ANT RESULTS OF THE RESEARCH
At this time, when the trust in financial institutions has
collapsed following the financial crisis in 2008, it is
important to evaluate the trust in banks and the level of
change in it.
Two studies were performed in order to estimate the
level of companies’ trust in banks. The first one was
performed in 2010, and the second one after the
bankruptcy of the bank “Snoras”, in December, 2011.
The aim of the second study was to determine whether
the change of the financial institutions’ situation in the
country has had an influence on the level of companies’
trust in banks.
The questionnaire method has been chosen to carry out
a survey for the research as this is one of the most
effective methods to gain insight on the opinions of the
research subjects and to process the data received.
When performing the study on small and middle-sized
companies’ trust in banks, satisfaction has been regarded
to have a direct influence on the level of trust and
therefore the following determining factors have been
distinguished:
Satisfaction with the services provided to the business
sector by the banks;
Satisfaction with the quality of services provided by the
employees of the bank;
Satisfaction with the policy of the bank towards small

bank grants loans that meet business
needs;
bank provides appropriate financial
services to business;
bank provides favourable loan
conditions;
bank responds flexibly to changing
business needs;
bank supports a business enterprise in
the successful period;
bank supports a business enterprise in
the critical moments of the company's
activities;
bank makes timely financing
decisions.

One of the most significant criteria in choosing the
financial institution for a company using the services of a
particular commercial bank is the quality of the services
provided. To evaluate this criterion, ten factors that
determine it have been identified. These are: the quality of
services, the familiarity with the business environment,
communication, flexibility, interest in small and middlesized companies, effectiveness of decision making,
reacting to clients’ needs, awareness, qualification and
reliability of a servicing bank employee.
In December, 2011 56% respondents claimed to be
satisfied with the quality of services provided by the
servicing bank employee. Comparing this index with the
same index in 2010 has revealed that satisfaction of the
respondents with the quality of services provided by the
employee of a bank has decreased by 14.18%. In addition,
the number of companies fully satisfied with the services
provided by the employee of a bank has decreased by
10%. Whereas the number of respondents who are not
satisfied or are entirely unsatisfied by the quality of
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services provided by the employee of a bank has increased
by almost 13%. The results of the familiarity with the
business environment by the employee of a bank have
revealed one significant change. In 2010 there were no
respondents claiming to be entirely unsatisfied with this
factor, yet in 2011 10% of respondents claimed to be
entirely unsatisfied with the employee’s familiarity with
the business environment, which indicates that the number
of respondents at least partially satisfied in this regard has
decreased. Analysis of the communication of the bank
employees has revealed that the percentage of entirely
satisfied respondents in this regard has increased from
16.84% to 33% within the year. The percentage of
respondents who claimed to be unsatisfied or entirely
unsatisfied in this regard has been less than 5% limit. The
examination of the opinions of the respondents on the
flexibility of the bank employees has led to an observation
that the number of respondents unsatisfied or entirely
unsatisfied in this regard has increased by 5%.
Considering the communicability of the bank employees, a
conclusion can be drawn that the opinions of respondents
have almost remained the same. The most remarkable
change has been within the respondents who claimed to be
satisfied in this regard – the percentage has decreased by
4%. A crucial factor for the small and middle-sized
companies, determining the trust in a bank is the interest
of a bank employee in the small and middle-sized
businesses, as only in this case the financial institution
can offer the necessary assistance and proper services. The
results of the study show that in December, 2011 the
percentage of respondents who claimed to be entirely
unsatisfied with this factor has grown considerably when
compared to 2010 – by more than 9%. It has also been
observed that the number of respondents who have been
partially satisfied with the bank’s interest in small and
middle-sized businesses has decreased. This indicates that
the employees of a bank had lesser interest in the
companies that comprise the greater part of a bank’s
clients, which may have a negative influence on the trust
in such financial institution. In the contemporary world the
financial situation is changing rapidly therefore it is vital
for the companies that the bank is able to react and make
decisions promptly. Yet the diagrams (see figure 13) show
that the dissatisfaction with the speed of response in the
field of decision-making has increased lately. 4.96% of the
respondents have claimed to be entirely dissatisfied in this
regard, while there were only 0,759% such respondents in
2010. Almost 4% more respondents have marked that they
are not satisfied with the servicing employees’ decisionmaking speed of response. Obviously, the satisfaction with
this factor has decreased as well. The consumers choose
such financial institutions those are able to provide the
maximum fulfilment of client’s needs. Analysing the
tables provided below (see figure 1) will reveal that the
number of respondents satisfied or entirely satisfied in this
regard has almost remained unchanged, yet 8% less of
respondents have claimed to be “entirely satisfied” with
this factor in 2011, whereas almost 8% more respondents
have claimed to be satisfied with the reaction of the

financial organisation towards their needs. Therefore we
may conclude that in 2011 the banks are meeting the needs
of the clients to a slightly lesser extent than in 2010. One
of the most important criteria for a business to be
successful in the financial world is the information.
Therefore while choosing a financial institution; the
companies expect to acquire new, relevant and reliable
information from the selected institution. Only the
provision of truthful information may increase the trust in
bank therefore it is necessary to examine the attitude of
workers of business establishments towards the awareness
of bank’s employees. The charts below (see figure 1)
reveal that the awareness of bank employees as perceived
by respondents has been very high in both the first and the
second study. Almost 70% of the respondents claimed that
they are satisfied or entirely satisfied in this regard in
2010, while in 2011 this criterion had a satisfaction rate of
more than 75%. This shows that the bank employees are
able to provide the necessary information to the client, yet
in order to perform successfully the banks should strive to
improve this index. Another factor important in choosing a
bank is the qualification of its workers. All companies
consuming the services of a particular commercial bank
expect to receive high quality services. One of the most
important factors determining the quality of services
provided is the professional suitability of the employees.
The research shows that in 2011 there were approximately
10% less clients who claimed to be satisfied or entirely
satisfied in this regard, while the number of clients who
are unsatisfied has increased by almost 5%. One of the
most important factors determining the forming of trust in
banks is reliability. Comparing the charts (see figure 1)
will clearly reveal that there has been a change in
respondents’ opinion in connection with this issue. The
number of people who were satisfied or entirely satisfied
with the reliability of a financial institution has decreased
by 40%, while the number of people who did not confide
in a commercial bank or only had partial confidence has
consequently grown (see figure 1).
I
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Picture 1. Assessment of the quality of services
provided by bank employees
One of the indexes particularly important for an
organisation selecting a provider of financial services is
the attitude towards business of a bank, i.e. the variety of
banks’ services, credits, proposals, consulting on business
issues and etc. Therefore for the analysis of bank’s policy
towards business seven factors determining this policy
have been identified: the provision of credits relevant to
business enterprises’ needs; provision of financial services
necessary for the business entities; creating favourable
conditions for business loans; flexible reactions towards
changing needs of business section; provision of support
for businesses experiencing successful periods; provision
of support in critical moments of a business enterprise’s
activity; timely financial decision-making. One of the most
important conditions for establishing or developing a
business is the funding. Therefore it is important for the
companies those use the services of a bank that the bank is
able to provide credits adequate to the needs of a business
enterprise. Analysing the chart below (see figure 2) the
current situation may be examined as well as the changes
within it. The number of respondents who claimed to be
partly satisfied with this service of a bank has almost
reached 50%. Yet within the year the number of people
who claimed to be satisfied or entirely satisfied with this
service has decreased greatly (see figure 2). Consequently,
the satisfaction with the provision of financial services to
business sector has decreased as well. Most of respondents
were only partially satisfied with these services, yet,
during the first study, the greater part of the respondents
was satisfied with these services (see figure 2). When
examining the policy of a bank towards the small and
middle-sized businesses, it is necessary to evaluate the
creation of favourable conditions for loans. This factor is
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especially important for the companies wishing to expand
their business. Comparing the opinions of the respondents
during two time periods, it is revealed that the satisfaction
in this regard has decreased sharply. At this time, more
than 50% of the respondents are unsatisfied or entirely
unsatisfied with this service of a commercial bank,
compared to approximately 30% in 2010 (see figure 2).
Equally, the number of people who claimed that the
service-providing financial institution is reacting flexibly
towards the changing needs of business sector, i.e. the
number of respondents who claimed that the bank cannot
satisfy all of the needs of the small and middle-sized
business companies has increased. Another factor that has
been analysed is the support for business in different
situations of the market. The number of respondents who
are partially satisfied or satisfied with the support provided
by the bank during the successful time period of a business
enterprise has increased to small extent, yet the
satisfaction with support of a bank during other time
periods of a business enterprise has decreased (see figure
2). One more index important for the evaluation of bank’s
policy towards small and middle-sized businesses is timely
financial decision-making, as for the effective operation of
a company quick reactions towards emerging problems
and problem-solving are essential. Approximately 35%
respondents are not satisfied or entirely unsatisfied with
this function of a bank. This is almost 10% more than a
year ago (see figure 2). Comparing the general attitudes
towards the bank policy implemented towards the small
and middle-sized businesses between the two time periods,
it has been revealed that the number of respondents who
claimed to be entirely satisfied or satisfied with the policy
has decreased from approximately 26% to 15%.
Consequently, the number of respondents who claimed to
be partially satisfied with the policy implemented by a
bank has decreased by 6%. It is evident that the
dissatisfaction with the banks’ policies has increased and
comprised 44%, whereas this index was only of 28%
during the time of the first study (see figure 2).
I
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II

I

Picture 2. Overall satisfaction with bank’s policy towards
small and medium-sized business
To evaluate the attractiveness of a bank for the
respondents, the question about satisfaction with bank’s
services has been asked and the following factors
determining the satisfaction have been identified: the
quality of the bank’s services provided, the variety, the
accessibility and the price. It may be noticed in the graphs
(see figure 3) that the general satisfaction with the services
has decreased in December 2011 when compared to study
results of 2010. At this time, none of the respondents
claimed to be entirely satisfied with the services provided
by the bank. The number of respondents who claimed to
be satisfied with the services provided by a commercial
bank has decreased by almost 10%. Whereas the number
of people claiming to be partially satisfied with the
services provided by a financial institution has increased
by more than 7%. The number of respondents who
claimed to be unsatisfied or entirely unsatisfied with the
bank’s services has also increased – from almost 12% to
almost 16% (see figure 3). The third figure also indicates
the evaluation of factors determining the general
satisfaction with a bank’s services. It may be observed that
the number of respondents who hold a positive opinion on
the quality, accessibility and the costs of a bank has
decreased sharply. The only factor that has shown growth
throughout the study period is the variety of the services
provided by a bank (see figure 3). It may be explained in
the way that while the trust in financial institutions is
decreasing, they are keen on attracting clients and
therefore provide wide array of services in order to attract
interested parties.

II

Picture 3. Overall satisfaction with banking
services to business
One of the most important objectives of the study
performed is determining the connection between the data.
For this purpose, a correlation analysis of companies’ trust
in banks has been performed, i.e. the intensity and the
direction of the connection have been determined. The
Pearson’s direct correlation coefficient has been applied in
order to evaluate the mutual connection between the data.
The correlation coefficients between the quality of
services provided by bank employees and the factors
influencing the quality are presented in the table 2.
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TABLE II
THE CORRELATION COEFFICIENTS OF THE QUALITY
OF SERVICE PROVIDED BY COMPANY’S BANK
EMPLOYEES AND ELEMENTS INFLUENCING IT
The quality of service
provided by bank’s
employees
I
II
0,594
0,858

Understanding the business
environment
Commuting
Flexibility
Communication skills
Interest in small and mediumsized businesses
Speed of decision-making
Responding to customer needs
Awareness
Level of expertise
Reliability

0,431
0,482
0,482
0

0,589
0,849
0,754
0,789

0,346
0,149
0,433
0,433
0,429

0,879
0,740
0,807
0,795
0,756

The correlation coefficients between the general
satisfaction with the policy of a bank towards small and
middle-sized business and the factors determining the
policy are presented in table 3.
TABLE III
CORRELATION COEFFICIENTS OF THE SATISFACTION
WITH BANK’S POLICY TOWARDS SMALL AND
MEDIUM-SIZED BUSSINES AND THE ELEMENTS
INFLUENCING IT

Bank grants loans that
meet business needs
Bank provides appropriate
financial services to
business
Bank provides favourable
loan conditions
Bank responds flexibly to
changing business needs
Bank supports a business
enterprise in the successful
period
Bank supports a business
enterprise in the critical
moments of the company's
activities
Bank makes timely
financing decisions.

TABLE IV
CORRELATION COEFFICIENTS OF OVERALL
SATISFACTION WITH BANKING SERVICE AND THE
FACTORS INFLUENCING IT

Overall satisfaction of the
bussiness enterprises with the
bank’s policies towards small
and medium-sized bussiness
I
II
0,594
0,927
0,451

0,845

0,505

0,919

0,465

0,918

0,335

0,882

0,361

0,946

0,427

0,916

The correlation coefficients between the general
satisfaction with the services provided by a bank and the
factors determining the services are presented in table 4.

Quality of banking service;
Variety of banking services
Accessibility of banking
services
Price of banking services

Overall satisfaction with
banking services
I
II
0,657
0,377
0,510
0,242
0,543

0,141

0,564

0,678

IV. CONCLUSIONS
Comparing the data of two studies, it was observed that
satisfaction with activities of the bank by the business
employees fell down. One can see that satisfaction with all
factors except communication skills, declined while
analyzing satisfaction of business employees of two
periods with the service quality of servicing bank's
employee. Talking about the bank's policy in regard to
small and medium-sized business, it can be argued that
customers are not satisfied with the financial institutions
view of support in expanding the business. Also, the
overall satisfaction with services of the bank rate is lower
than it was a year and a half ago.
It has been studied during two periods: satisfaction with
service quality of bank’s employee, satisfaction with bank
policy in regard to small and medium-sized business and
the total satisfaction with bank services while
implementing correlation analysis. It was noticed
moderate, strong or very strong statistical relationship
between the dependent and independent variables in
almost all cases, which indicates that the identified factors
affect customer satisfaction with banks.
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Nevertheless, the local administration has to maintain its
independent monitoring, assessment and control function
with spot checks and report reviews in order to guarantee the
correct identification, reporting and correction of the
problems, as well as the service implementation pursuant to
the output specificities and the contracted agreements [3,
p.49].

I. INTRODUCTION

II. EXPOSE

The growing needs and requirements of the population
regarding the public welfare, as well as the strive for a more
efficient spending of the taxpayers’ payments necessitate the
search for new options how to provide public services.
Under these conditions the public-private partnerships (PPP)
become this instrument which gives opportunities on one
hand to attract private funds in the welfare production and
provision for the society, and on the other – to avoid the
typical deficiencies of the public sector. As far as the
Bulgarian municipalities are concerned, the application of
PPP is of particular significance since their economic
development is highly dependent on the inertia and the lack
of public resources due to the crises processes, curbs even
more the traditional financing of the public services.
The monitoring, assessment and control system is a key
element in the process of providing services through PPP
projects. Notwithstanding that in the PPP projects many of
the responsibilities related to their realization are delegated
to the private sector, the local authority still plays the key
role in the successful final implementation of the project.
The PPP contract usually includes procedures for selfmonitoring, where the partner from the private sector
monitors and reports its activity by identifying and correcting
a significant part of the encountered problems.

The monitoring, assessment and control are three independent
elements of the PPP project management, however, they are also
differentiated in one continuous process during the project
realization (see Fig. 1).
Change in activities

MONITORING

New activities

CONTROL

No changes

ASSESSMENT

CONTROL

PPP
project

MONITORING

ASSESSMENT

Change in activities
New activities
No changes

Fig. 1
The aim of the monitoring is to provide efficient and
effective implementation of the PPP project. In the standard
investment projects the monitoring includes the analysis of
the specific product by sampling and assessing the product
conformity with the public sector requirements. In the PPP
project the quality management process is different since
there should be assessment and control mechanisms
envisaged for the quality implementation and management in
the unified monitoring system [2].
The payment mechanism should motivate the private
partner to maintain the necessary level of the service through
penalty payments in case of infringements. This motivation
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system can lose its efficiency if the problems are not quickly
identified and treated in a suitable way. Therefore the PPP
project management, as well as the monitoring, assessment
and control during its realization should not be
underestimated by the local authority in the implementation
stage of the PPP projects. Despite the different role of the
public sector in the PPP projects realization, the local
administration should have active participation during their
implementation. This requires the elaboration and
determination of framework conditions for the processes
management pursuant to the contract.
In the PPP infrastructural project, within the exploitation
stage, the quality monitoring and the assessment of the
service provision is an essential part of the contract
management. These are performed in lieu of the standards
and parameters set in the output specification of the project
and included as clauses in the contract. In the monitoring and
assessment the public subject depends on the private partner
in providing the necessary information for control and
management of the quality of execution. Therefore the
municipal administration should do so that the systems for
gathering
information
and
measuring
the
PPP
implementation are available and work precisely and
reliable. It is necessary to provide independent confirmation
of the information provided by the private partner which is
important for the municipality so that the services are
provided in the quantity and with the quality pursuant to the
preliminary agreed standards and distributed risks.
The process of monitoring, assessment and control of the
implementation is focused on the quality, quantity and
expedience. Subject to monitoring are the undertaken project
activities and the expenses made for their realization, the
achieved preliminary set goals and expected results. The
basis of any monitoring is the logical framework – the
connection between general and specific goals, results,
activities and budget of a project with objectively verifiable
monitoring indicators, sources of information for
verification, proposals and prerequisites.
The activities on performing success monitoring are used
for assessment of:
 compatibility – to what extend the project goals are
achieved in a way corresponding to the defined problems;
 efficiency – how well the input resources were
transformed in activities in relation to quality, quantity and
time of the achieved results;
 efficacy – конкретна оценка на ползите, получени
от целевите групи и ефектът на проекта върху пошироката среда;
 sustainability – the probability for the benefits to
continue existing after cessation of external funding.
For the PPP project the monitoring starts with research
and clarification of the goals, set in the very beginning, and

continues till the end of the project, so that the plan
implementation can be verified and if necessary timely
measures to be undertaken [6, p.39].
The process of the implementation monitoring is of
significant importance for: identifying the successes and the
problems during the project implementation; taking an
informed and timely decision for implementation support;
accountability of the resources used and the achieved results;
awareness and participation of the interested parties;
assessment of the project achievements and audit of the
activities and finances. Regardless of the specification of
each separate PPP project, as standard spheres – subject to
constant monitoring and control of the project
implementation can be identified: the project cost compared
to the budget and the cash flow; the changes in the
instructions and their impact on the project implementation;
the quality of work; meeting the deadlines; the availability of
resources; the risks distribution.
The requirement for performing constant monitoring of the
implementation is directed to both contracting parties. The
private partner is the one who should introduce an adequate
quality monitoring and control system, while, in turn, the
local administration has the right independently to check the
information received from these systems as deemed
necessary. Therefore the role of the local administration is to
audit these systems through planned and/or random checks
on the spot in order to guarantee that the implementation
components are reliably, accurately and thoroughly measured
and accounted. The local administration does not interfere in
the relations of the private partner with their sub-contractors,
but it is necessary to ensure the correct project management
and the reliability of their agreements. Due to these reasons it
is common to maintain the technical/quality surveillance
during the construction/service provision to ensure that the
work of the private partner is corresponding to the
specificities.
One of the key roles of the local administration in
performing the monitoring is to observe the correct risk
distribution and to ensure the return of the invested funds.
An omission in the implementation of efficient monitoring
on the PPP contract implementation can lead to allocating a
bigger part of the risk on the local authority and as a result to
reduction or loss of the return of the invested funds.
When the monitoring detects a problem during the project
implementation the local administration should check that
the private partner obligations pursuant to the agreement
terms and conditions have been correctly fulfilled.
There may be difficulties in establishing clear causal links
between the planned activities, the achieved results, and the
impact from the point of view of the final goals. In such
cases it is appropriate to use methods for the impact
assessment of a certain measure on a certain group in
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comparison with a similar (control) group for which the
measure was not applied.
When financing from the private partner is included, then
the local administration employee responsible for the PPP
contract should maintain constant contact with the
representatives of the financing organizations by including
them in the information exchange and in the regular meetings
with the private investor.
The conditions for monitoring, assessment and control
included in the PPP contract describe the obligations of each
party in the partnership, as well as the procedures for
determining compliance. This means a variety of activities,
which are described in details in the agreement. These
activities include:
Choice of criteria and indicators for monitoring
assessment and control. During the project lifespan are used
objectively verifiable indicators (physical and financial),
which provide the basis for measuring the project
implementation. They are related to the project specific
character and its goals, purpose and results, and are arranged
in a way that shows the stage reached at the time of
measurement compared to the initially set goals. The
physical indicators provide information about the technical
aspect of the project progress, while the financial ones aim to
guarantee lawfulness and efficiency of the input funds. The
schedule for implementing the project activities and the
budget framework form a suitable instrument for their
monitoring.
In order for a comparison “before-after” to be made, for
each indicator are given 2 values:
 Basic value – the initial value of the indicator upon
launching a certain project compared to which the achieved
progress will be subsequently measured. The basic indicators
are usually formed based on data of the official statistics.
Since quite often these sources may be problematic, the local
authority should carry out its internal in-depth analysis of the
situation, the medium restrictions and try to provide a
quantity aspect of the problems identified, which the project
aims to intervene.
 Target value – the final value of the indicator which
is expected to be achieved with implementing the concrete
project intervention. The target indicators are direct
measurements of the level of achievement of the preliminary
set goals and hence of the project efficiency and feasibility.
We should bear in mind that the good goal setting and more
specific the provision of adequate, real and measurable
indicators is of extreme importance for achieving a quality
technical and financial implementation of the project.
Unfortunately even more often we witness the practice where
it is necessary to impose the relevant unfavorable corrective
measures for otherwise well structured projects due to
inefficient planning and inability to achieve the set goals and
the relevant physical and financial indicators.
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Depending on the stage of the project implementation and
on the scope of the desired impact, the indicators can be
classified as:
 Result indicators – they are related to the direct
immediate effect on the beneficiary (for example in
infrastructural projects – an increased number of citizens
serviced by a city waste water treatment plant or an increased
quantity of treated waste in the built regional system for
waste management; in non-infrastructural projects – a new
social service established);
 Impact (effect) indicators – they are related to the
results of the project implementation beyond the immediate
effects/results (for example in infrastructural projects –
improving the ecological infrastructure; in noninfrastructural projects – improving the business and/or the
investment climate; improving the socio-economic
environment for the local community).
Gathering, processing and analyzing data, for example:
review and analysis of the measurements made of certain
parameters, performed by the private partner, that are related
to the workload of a particular facility; review of the quality
control date and of the procedures for quality assurance in
order to guarantee that the introduced quality systems are
available and efficiently used.
The data about the output condition provide quantitative
information about the socio-economic conditions on the
territory where the respective PPP project is been carried
out. They allow defining the quantitative goals and the
assessment of the possible effects, results or impacts of the
planned goals.
The gathered data is used as a base of calculating the
current value of the indicators and the criteria for achieving
and forecasting their future values based on the past
performance. The assessments of the current values are the
base of the actual control. The data analysis and
interpretation should be bound to the goals and the
assessment indicators so that subjectivity could be curbed.
The problems in gathering, processing and analyzing data
are mainly related to:
 Establishing clear casual relations between the
planned actions, the achieved results and the impacts based
on the final goals. In such cases it is appropriate to use
methods for the impact assessment of a certain measure on a
certain group in comparison with a similar (control) group
for which the measure was not applied.
 Complexity of measurement methods. The qualitative
measurement of the results is comparatively easy. In contrast,
the impacts on target groups should be measured outside the
operational context. They are not always clear and obvious
which has an impact on their measurement. The impacts are
usually a cumulative effect of various measures, which also
hampers the analysis.
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Independent control on behalf of the local administration
in order to check whether the monitoring performed by the
private sector is correct and valid. The control over the PPP
project implementation can be performed through official
and unofficial mechanisms.
Small projects implemented by small teams situated on
one and the same place in an independent organization unit
are not required to mandatory have an official control system
[5, p. 48-49]. The control systems can be ordinary, in the
form of regular meetings with the partners, as well as more
complex, covering a set of technical means, documentation,
programme coverage, etc. The decision to apply an official
control system and the choice of the specific for each project
system should be based on two aspects of the project: the
included risk; the value of the control system and the benefits
expected from it. The situations with big risk, where the
possibility for unwanted results is significant due to the
project complexity and the environment factors and where
the expenses related to the elimination of the undesirable
outcomes are high, the investment in official, well developed
control systems are justified. In all cases the control value
should not exceed the expected profits as a result of the
functioning of the control system. The control is exercised by
the project manager, who uses information from the control
system.
In case of non-conformities the following steps should be
undertaken: requiring information for clarification; launching
an investigation; requiring specific corrective measures;
requiring changes in the procedures and practices of the
private partner; requiring changes in the management staff or
contractor(s) of the private partner; official warning of the
private partner for unsatisfactory performance; issuing a
public warning; if the situation remains unchanged – a
recommendation for entering in/or termination of the
contract.
Generating reports. Each PPP project has strictly defined
requirements for the design and content of the reports,
especially if information is received by several sources. It is
advisable to prepare reports for the so called “critical stages”
of the project. A comparison is drawn between the achieved
results and the preliminary assessments of the work,
expenses, terms, quality, etc. The reports should include
assessments for deviations from the plan, the possible
consequences and problems, as well as requirements for the
future work [5, p. 48-52]. For the big PPP investment
projects it is recommended to prepare a report for the real
value of each implementation criteria. For example: the
completion of a certain stage can be reported at the
successful implementation of the accepted sample and during
the submission of the relevant quality control report. The
same stage is reported as completed only after the payment
by the public sector (or the financing institution), based on
the stage completion [4].

It is possible to envisage the establishment of a Project
Supervisory Commission – the Supervisory Commission is a
recommended unit for performing implementation
monitoring especially in longer and complex projects.
Traditionally it is formed in the very beginning of the project
realization with the main purpose of allocating supervisory
responsibilities for implementing the project activities.
Usually its members are representatives both of the
municipal management and at the expert level depending on
the specific project features. The presence of representatives
of the project partner is necessary, while often part of the
Surveillance Commission are also external for the
beneficiary organization persons who are directly interested
in the implementation. The Surveillance Commission gathers
for regular working meetings and maintains close
cooperation with the Management Team. Among the main
activities of the Commission are review of the progress
according to the project plan, review and approval of
necessary changes of the planned implementation within the
permissible, approval of key strategies, identification of risks
beyond the project control, specifying corrective measures
during escalated problems, solving conflicts between the
interested parties.
III. CONCLUSION
The monitoring, assessment and control system for PPP
projects should be constructed in such a way that it
guarantees the planned project realization. Its main function
is to monitor the progress and to note the deviation between
the set goals and the current conditions and tendencies,
which show the probability of the deviation to occur again in
the future.
Similar to the Information system for management and
monitoring of the Operational Programmes Management
Units, developed for the purposes of the European funds and
supporting the daily work of the managing bodies, the
intermediary bodies and the central coordination unit, the
local authority can create an internal municipal information
system, which can service the project work, including such
based on PPP.
It is recommended that the system should be designed in
such a way that the user can find quickly and easy all kind of
information, generated in the process of the project
preparation and implementation. Thus the presence of
electronic archive of the projects is secured, which will allow
traceability, analysis and summary of key data. The
establishment of such information system is suitable for
municipalities, which simultaneously perform multiple
projects funded by different sources. In order to be
functional the system should be designed in such a way so
that it allows upgrading it with additional “intelligent”
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modules depending on the scope of the necessary
information bases – tender procedures; contract
management; management of time, human and financial
resources (own and attracted); document flow; risk analysis,
etc.
The role of the local community in its quality of user of
the service/object, which is the subject of the PPP, is
important in its essence, since the behavior of the user (as
part of it) is a leading factor in the forecast and in the actual
collection of the PPP project revenues. In this context the
focus should be on the intermediary function of the
municipal administration in finding lawful methods for
solving potential for the PPP conflicts between the financial
profit and the public benefit of the project. Therefore the
inclusion of the local community in the monitoring,
assessment and control of the entire process of the PPP
project planning and implementation is very important both
for the local authority and the private partner and for the
financing institution.
Preparing, at the end of the exploitation period and after
the contract completion, a financial analysis and assessment
of the project results based on its usefulness and efficiency,
is also an important prerequisite for its successful
completion. The results of the regularly carried out
monitoring, assessment and control of the PPP project
activities, as well as the conclusions of the final analysis of
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its completion are an information resource for planning and
implementing future PPP in the municipality.
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Information and Communication Systems and their
Impact on Organizational Change
Kiril Anguelov1, Ivaylo Stoyanov2
Abstract: The subject of the present article is the
information and communication systems and their impact on
organizational change. As the execution of organizational
change is a top management process, it is necessary to
facilitate the work of company top management during the
business processes transformation. The main goal is to create
proper conditions for fast and adequate taking of
management decisions and their effective implementation
through the introduction of organizational change.
Key words: organizational change, information and
communication systems.
JEL: M1; M21

 operational information systems;
 management information systems;
 management decision support systems;
 expert information systems;
 integrated information systems.
The first class of operational information systems
solves structural problems related to the control and
regulation of a precisely identified operational process.
These decisions are also called programmed as they are
structured on the grounds of particular rules. They define
the actions that should be taken when solving a particular
problem. Usually this process covers the systems for
control of the occurred situation. In this case decisions that
regulate the physical process of production are taken
automatically by a computer.
Second sub-group is systems serving for computer
management of means of production with digital program
management. Thanks to them the virtually-cellular
production organization is also possible. The management
information systems are oriented mainly to the
management processing of company information. They are
created in order to provide accurate and reliable
information to the organizational managers. Thus they are
perceived as a main factor to take right management
decisions. Due to this reason the information management
systems are necessary for the managers from the different
hierarchical levels to surmount the negative factors in the
business. The organization document turnover systems are
also included in this group.
The decision support systems are also created in the
favor of the organizational managers. They express the
individual approach when solving problems of a complex
and comprehensive nature. These systems are designed to
create different versions of choice of management
decisions. Furthermore, they precise the personal position
of the individual, who is taking them in an interactive,
computer-based process, which is leading to a specific
decision. The systems that are managing the work of the
multi-discipline teams are very frequently used in the
organizational change as means to support the
communication of the different experts who work in a
business process.
The expert information systems serve to the
organizational managers to take particular management
decisions depending on the correspondent expert area. The
main components in an expert system are knowledge base,

I. INTRODUCTION
Information technologies are gaining increasingly
important meaning in the world economic system as they
exercise tangible influence on the business organizations.
However the changes of high technology nature can not be
accomplished if the traditionally organized companies do
not reorganize the way they work.
The use of modern information and communication
technologies is an objective prerequisite to perform fast
changing of ineffective business processes. The
organizational changes should be preformed when the
conventionally used procedures do not correspond to the
strategic goals of the organizations, or when they retard
their development.
II. CLASSIFICATION OF INFORMATION AND
COMMUNICATION SYSTEMS
From the point of organizational change,
information and communication systems are specific
information resource, used to achieve the organization
goals and its development in short, middle and long term
aspect. The classification of the information systems is
relatively identical in the literature. Thus in [2,4,6,7] they
are calcified in five main groups as follows:
1
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database and algorithms to find an expert decision. The
algorithms of the expert system are established on the
grounds of particular rules of “if/then” type. The
knowledge base is formed on the grounds of the
information obtained from the expert information and
communication systems in a particular area.
The choice of software (computer programs) should
consider the following principle [1]:
▪ cover and process complex information;
▪ to ensure performance of sorting information by
present signs;
▪ make it possible to obtain samples from the
database specifications specified in advance;
▪ enable displaying the information on screen, paper
or magnetic media;
▪ opportunities in local area network – getting timely
information needed for management of geographically
remote units.
The design systems have two sub-groups: (Computer
Aided Design – CAD) and (Computer Aided Process
Planning – CAPP). The integrated information and
communication systems are built based on the interrelated
information modules.
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With the design of an integrated information and
communication system is possible as well to eliminate
some specific problems, which are causing negative effect
in organizational change conditions when it is performed.
In this view, this strategic class of information and
communication systems differs from the others with a
number of typical advantages. More essential are [4,5,8]:
 correspondence with the organization strategic
goals;
 mentality and interactivity;
 flexibility towards the innovations;
 provision of permanent monitoring of the changes
in the organization;
 provision of timely and reliable data for the main
organizational indices;
 integration of all significant functions;
 information integration of company structure;
 support of the top management in taking
alternative decisions for changing of company
business processes, etc.
The mentioned advantages show that the
introduction of an interactive information and
communication system is vital for the effective
implementation of the organizational change. With this
view it is created to change the way the organizational
information is collected and used. This is why its structure
should ensure the top management needs for specific
information that could not be précised by the other
systems. This feature distinguishes the interactive
information and communication system from the other
information systems on the grounds of some tangible
characteristics. The different levels of applicability of the
information and communication systems in business
processes change are defined from studies, performed by
the authors. Depending on their type and way of
application, they are displaying in different correlation for
a particular system [3,7,8].
For instance the operation systems interpret various
data as a result of the performance of particular
transactions (logistics, customer service, etc.). In these
systems the transaction processing is brought down to the
initiation of traditional information products, meant for
internal and external use. In the organizational change it is
necessary to design office systems, which accumulate,
filter and provide information as online communications.
In the management information systems, the
managers of the different organizational departments need
reliable information about the activities performed in the
area they are in charge. In most cases this information is
provided by generating data formed from different
transactions. In this sense in the organizational change it is
necessary to design an adaptive system for virtual
exchange of information. Through it is possible to analyze
electronically the business processes, viewed as
interrelated business operations, but not as independent
data processing jobs.
The management decision support systems provide
interactive responses “what if” to the organizational

III. POSSIBILITIES FOR IMPROVING THE
EFFECTIVENESS OF INFORMATION AND
COMMUNICATION SYSTEMS DURING
ORGANIZATIONAL CHANGE
With the growing indefiniteness and level of
changes in the today’s business environment, the
information systems do not always correspond to the
strategic goals of the organization. Due to this the top level
managers need more effective means to ensure the
information resources. This fact is prompted by the
circumstance that the organizational change requires
following some new rules and standards of behavior when
using them.
From this point of view it is possible to apply
different approaches for improving the effectiveness of
information and communication systems. One of them is
the implementation of integrated information and
communication systems. These systems are the most
developed ones that are supporting the change of
organizational business processes. This class of systems
integrates fundamentally as well as structurally the
organizational information flows. The latter is possible
thanks to Business Intelligence principles, including Data
Warehouse and OLAP.
These systems are strategic by their nature, because
they synthesize the strategic information necessary for the
changing and the management of the business processes.
They provide timely and fast access of the top managers to
the information, which is related to organizational key
indicators. In fact, an integrated information and
communication system allows identifying the critical
factors, from which the effective realization of the
organizational change is dependable.
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managers, depending on the specific character of the
available information. Thus the different managers require
exact information for the problem and as a result they
should choose form several possible options.
Furthermore, the information should be verified and
identified in advance. In the organizational change the
managers obtain current information for the correspondent
problem by means of the modern information
technologies. There is an immediate access to internal and
external resources, provided with the help of software
products. Different types of animation and diagrams are
widely used in this process.
The expert information systems influence the
choice of actions to be performed by the managers in the
organization. This happens through the use of special
methodology, which is aimed to analyze the status of the
occurred problem. The conclusion is formed based on
certain rules. However, they are not always appropriate.
The introduction of organizational change requires
designing of an information system, which database
should contain accurate data for each situation. Thus the
reliable information may contribute to take effective
management decisions in indefinite and risky business
environment.

IV. CONCLUSIONS
Based on the conducted studies, the performed
analysis and the established facts for the applicability of
the information and communication systems in the
organizational change, the authors are allowed to make a
brief review of the achieved results:
-

the different types of information systems are
classified, as their influence on the organizational
activities is also reflected;
possibilities for improving the effectiveness of
information and communication systems during
organizational change.
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Analysis of potential of renewable energy in the
Lithuania
Rima Tamošiūnienė1, SkirmantėSpruntulytė2,Skirmantas Šidlauskas3

- Low level of fossil fuel, especially oil, reserves,
influence rising prices and political dependence on
fossil fuel exporters;
- The excess of agricultural production of food market in
European Union and other developed countries that
could be unprofitable to reduce in other means (organic
farming, early withdrawal from agricultural production
and ect.);
- Social issues in agriculture, caused by rising
productivity and limited food demand, that requires
support grants from government and EU funds;
- Changing usage amount between different fuels and its
kind.
Currently there are various researches held in different
fields to solve the most important challenge in global
renewable energy market – the energy price reduction
produced from RES. However, evaluating all the external
costs caused by currently used dominating energy sources
and gathering together the positive effect which is
influenced by uptake and utilization of RES, the
economical competitiveness of some RES already can be
seen. [1, 2, 17]
RES inside accumulates the essential qualities like [11]:
 The use of renewable energy means that energy is easy
to recover or it never ends;
 Technological advances have focused on the human
activities in harmony with the natural circulation of
natural processes;
 The technical progress made in this field is huge, but
due to the expensive energy produced form RES it
cannot break through to the larger scale in energy
market. RES energy is still too expensive comparing to
conventional oil, gas and coal-based energy.
To compete with conventional technologies, such as the
use of fossil fuels, RES has to overcome two major
commercial barriers - poor infrastructure and lack of
economies of scale in production, which is usually used by
traditional technologies. The development of new
renewable energy sources requires high initial investment
for its infrastructure development. Those investments
enlarge energy cost produced by RES, particularly in the
initial year.
Energy produced from RES makes us solve some
important issues such as competitive energy markets,
energy security and environmental protection.
The measures used to achieve these three goals often are
in conflict with each other. Especially big difficulties are
caused by the problem solving of competitiveness in
energy market and energy supply reliability [6].

Abstract. Lithuania is a country highly dependent on
energy imports. The most energy raw materials such as oil
and gas are imported from Russia. It is however, the only
Baltic state to own a refinery that makes it an exporter of
petroleum products. Renewable energy sources (RES) are
available to a larger extent. Good potential for wind energy
exists along the shores and geothermal sources are located in
the western part of the country. But the largest and still
widely unused potential lies in biomass. The hydroelectric
potential is rather low and already largely utilized. The
purpose of this article is to investigate the potential of RES
and it`s usage in Lithuania and to analyze the evaluation
features of effectiveness of investment in RES.
Keywords – renewable energy, effectiveness of investment
in RES, potential of renewable energy.

I. INTRODUCTION
Demographic situation that is growing globally,
recovering purchasing power, fosters greater production of
good and services for which to create it is necessary to use
more and more power.
There are no more doubts that traditional energy sources
like oil, gas, coal and peat are running out inexorably.
Therefore to ensure both – the conservation of nonrenewable energy sources and willing to get cheaper
energy there is necessary to use and develop renewable
energy such as solar energy, wind energy, hydropower,
biofuels and geothermal energy.
Relevance of this topic cannot be unambiguous, since
this question is miscellaneous. After singing the Kyoto
protocol and other important documents related with
climate changes, all European countries, including
Lithuania, are focused on energy produced from renewable
energy sources, particularly in transport sector.
The promotion in biofuel sector is influenced by
following reasons [12]:
1
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Fisher and Rothkopf identify these market barriers
which causes difficulties to the development of renewable
energy resources [9]:
 Commercial (Trade) barriers caused by the
competitiveness between new and ordinary technology.
 Price distortions caused by existing subsidies and
unequal tax burden on RES technologies comparing
with normal prices.
 Market failure evaluating the social benefits of RES and
negative external effects of traditional energy resources;
 Market barriers, such as inadequate information, access
to capital constraints, change of initiatives, high
transaction costs of making small purchases and
institutional barriers.
The purpose of this article is to investigate a potential of
RES and it`s usage in Lithuania and to analyze the
evaluation features effectiveness of investment in RES.

Table I. Share of renewable energy in gross final energy
consumption [7]
2006 2007 2008 2009 2010 Target
9
9.9
10.5 11.7 12.4
20
EU (27
countries)
2.7
3
3.3
4.6
No
13
Belgium
Data
9.6
9.3
9.8
11.9 13.8
16
Bulgaria
6.5
7.4
7.6
8.5
9.2
13
Czech
Republic
16.5
18
18.8 20.2 22.2
30
Denmark
6.9
9
9.1
9.5
11
18
Germany
16.1 17.1 18.9
23
24.3
25
Estonia
5.8
5.7
7.1
8.9
10.1
17
Italy
31.1 29.6 29.8 34.3 32.6
40
Latvia
16.9 16.6 17.9
20
19.7
23
Lithuania
5.1
5.9
6.6
8.1
No
13
Hungary
Data
0.2
0.2
0.2
0.2
0.4
10
Malta
2.7
3.1
3.4
4.1
3.8
14
Netherlands
26.6 28.9 29.2
31
30.1
34
Austria
7
7
7.9
8.9
9.4
15
Poland
29.9 29.5 31.1 31.1 32.2
38
Finland
42.7 44.2 45.2 48.1 47.9
49
Sweden
1.5
1.8
2.3
2.9
3.2
15
United
Kingdom
60.6 60.5
62
65.1 61.1
67.5
Norway

II. THE USE AND DEVELOPMENT OF RENEWABLE
ENERGY SOURCES IN LITHUANIA
Every year, more and larger amounts of energy are
produced from renewable energy resources. According to
2010 statistics of the European Union in 2010 the leading
country that produced the biggest amounts of energy from
renewable energy sources was Norway making 42.4% of
energy from RES, then comes Latvia with 36.2% and
Sweden - 34.4% of energy producing. Meanwhile in
Lithuania renewable energy sector is in a significant lag in total energy production only 10.5% of total amount
generated from renewable sources [7].
Recently, in Lithuania energy produced from renewable
energy resource is increasing every year (Table I). The
increase is not only in energy plants, but also in produced
energy amount.
Renewable energy development and its use in Lithuania
is a great opportunity to reduce environmental pollution, to
receive financial benefits to the country's, to ensure
economic stability and reduce unemployment. According
to studies, Lithuania has considerable potential for
developing renewable energy projects because it has
resources such as geothermal energy, also there is huge
potential of biomass production development.
Furthermore, Lithuania is committed to increase
biofuels in total transport fuel in country's balance sheet by
15 percent, and by 2025 – up to 20 percent, also the share
of renewable energy in primary energy balance has to be
increased at least 20 percent [5].
According to the newest data from Lithuanian
Department of Statistics [16], currently the most used RES
types in Lithuania are timber and hydropower, but other
types of energy sources such as wind energy, biofuels,
geothermal energy and etc. has also huge development
potential (Table II).

Table II. Energy balance in Lithuania (prepared by authors
using data of Lithuania Statistic Department [16])

Energy produced from all types of renewable energy
sources can be used for electricity generation, heat
production and energy production. Table III identifies the
usability of main RES.
Table III. Usability of renewable energy sources (prepared
by authors using statistical data [15, 16])
Renewable energy Electricity Heat
Energy
source
generation production
(fuel)
Wind energy

Water energy

Biomass


Biogas



Biofuel



Geothermal energy 

Solar photovoltaic


Solar collectors
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A. Solar energy
Solar energy is one of the most used renewable energy
source not only in Lithuania but also in neighboring
countries. The main use of solar energy is to convert it
either into heat or electricity. In Lithuania maximum
duration of solar radiation is at the seaside – about 18401900 hours per year, the lowest is in the eastern part of the
country – less than 1700 hours per year. In neighboring
countries, the duration of solar radiation is relatively
similar [15].
Solar energy is a very perspective area and lots of
investments are made for its development and innovations
and therefor it reduces its technology price and also photo
elements cost. The use of solar energy in Lithuania is a big
possibility for the water heating (solar thermal energy).
Those projects still need significant investments for solar
collectors to absorb solar radiation and transmit it to
heating system.
To summarize the solar energy area, some advantages
can be made: this type of energy is environmentally
friendly, solar energy is constant, and there is possibility to
produce energy even during cloudy day.
However solar power has negative side such as: energy
gain from sun is directly related to the time of a day and
nature conditions. Currently it also make doubts about
solar energy production feasibility (the payback of that
kind of investment is very long) and without government
grants and subsidies this energy industry is hardly
possible. Moreover, some researches show that solar
energy efficiency is relatively small, so in order to produce
enough energy a large area of land is needed to install the
equipment [2, 18].
In fact, it should be mentioned that in Germany, that
presents similar number sunny days per year, solar energy
production and development is significantly higher than in
Lithuania and what is more, Germany is mentioned to be
among the most contributing countries in the development
and use of solar energy worldwide.

September 2012
Scientists highlights the following benefits of wind
energy – it does not distinguish hazardous materials, wind
energy is a constant, the innovation of wind energy
decreases cost of power and at the same price of electricity
[8, 4, 19].
As the main disadvantage of wind energy it is
mentioned its instability, which is required for the power
connection to the electric grids.
C. Biomass
Biomass - a plants or animals biomass (organic
material) which they receive from the photosynthesis of
solar energy. Plants accumulate so many reserves of
energy that they even can exceed the annual amounts of
global energy demand. As an energy source, biomass is
used for solid fuel or biogas form. The largest amounts of
biomass derived from forests, but not the all kinds of
biomass plants are used to produce energy. To produce
biomass energy it is also used timber industry waste,
agricultural waste, specially grown corps, also food and
animal wastes are converted into biogas during special
processes. According to statistics, Lithuania is the leader
among European Union countries, according to the use of
biomass potential [12].
It is important to note that biomass energy can be
produced not only for heat and electricity, but it may be
also used for production of biofuels that can be applied in
conventional diesel engines. Lithuania has especially high
potential for extraction of biofuels from sugar industry.
Using wastes from this industry, such as sugar cane and
sugar beet, biofuels can be successfully developed.
Biomass energy`s main advantages are: constant energy
production, the energy extraction method is less expensive
than fossil fuels, the use of domestic resources, preventing
the movement of money to other countries, also the
organic waste can be used for energy production, which
reduces landfill area, positively affects the environment,
and it can reduce unemployment by creating new jobs.
On the opposite side, biomass energy can present
disadvantages such as: some of the raw materials (energy
crops) are seasonal; their preparation process is long,
because the process includes the planting and growing
period of the crops, and also the conflict with the food
industry, when farmers start to grow energy crops instead
of food. That could lead to food crises. What is more,
biomass industry release CO2 by burning biomass, but of
course not that much as burning fossil fuels. [1]

B. Wind energy
Lithuania is considered to be weak wind country,
however the largest volume of wind is from September to
December when strong winds prevail.
In Lithuania`s territory non-effective land for
developing wind power is about 30% but the most
efficient and the greatest economical benefits are from
offshore wind farms. For development of wind energy
there are some problems such as lack of available land,
environmental requirements and others. Also Lithuania
does not use offshore wind power reserves, that could
bring greater economic benefits, but the relevant
legislation and environmental requirements for offshore
energy activities are not permitted [4, 15, 19].
As wind energy is unstable, its usage requires energy
storage equipment – electricity networks, or local
batteries. There are horizontal and vertical wind turbines.
Vertical – does not make so much sound like horizontal, it
works also with not that strong wind, but their efficiency is
also lower.

D. Hydropower
Hydropower - the energy of the water, which consists of
potential and kinetic energy. In practice, the most
commonly used potential energy of water flow due to
higher plant productivity. The Earth's gravitational force is
considered to be the most constant, which allows
successfully develop hydro-electricity. Energy from hydro
power usually is produced from dammed rivers, waves and
tidal energy (in Lithuania, this type is not developed due to
natural conditions) [15]. Lithuania, as well as neighboring
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countries – Latvia and Estonia, has adequate water
resources, which can be used to produce hydropower.
Lithuania is covered 4% with water, 3.9% in Latvia and
Estonia – 6.3%. Another important issue is that in
Lithuania, without its three longest rivers Nemunas
(475km), Neris (234km) and Venta (161km), there are 758
rivers longer than 10 km, while in Latvia is 880 km, while
in Estonia the 525 km. Not forget to mention that
Nemunas, in comparison with neighboring countries, has
the largest water-flowing stream in cubic kilometers per
year. However, to develop hydro energy from rivers in
Lithuania is quite hard due to the prevailing plains.
According to experts, in Lithuania the most worthy
development is for small hydropower plants, which would
bring the greatest economic benefit because of the lower
investment required for construction, pond design and
installation [2].
Hydropower, in large scale hydro plants, main
disadvantage is during the construction stages, it affects
the environment in large scales – it often floods meadows
and fields and destroys ecosystems. Investments needed
for large scale power stations are in the range of 2$/W
[14].

exploitation, bird deaths caused byspinning blades of wind
turbines. For example solar power plants, although they
are said to be clean, but a lot of pollution is created by
their production technologies, what is more it causes
environmental damage by its implementation and
realization [3].
While burning biomass, it emits harmful substances, but
on the other hand that kind of pollution with carbon
dioxide is natural process. Especially, the use of biomass
emits 90% less dioxide than fossil fuels [13].
Overall, it is expected that installation and operation
costs of renewable energy sources will reduce, when vast
majority of consumers will understand advantages of RES,
and it lets not only to protect nature, but also allows to
save non-renewable sources such as coal, oil and wood.
The initial investment required for renewable energy
projects are much higher comparing to fossil energy
projects, as a consequence RES energy cost is higher,
while its resources (solar, wind, water) is free, or less
expensive than fossil fuels (biomass).

III. ASSESSMENT FEATURES OF INVESTMENTS IN
RENEWABLE ENERGY SOURCES

E. Geothermal energy
Geothermal energy is a kind of energy that is obtained
from the depths of the Earth, by radioactive processes.
Geothermal energy variety of use in Lithuania as well as in
the all world is quite wide - from the heat and electricity
generation, to treatment, recreation, agriculture or
industry.
However, worldwide geothermal resources are used not
developed enough – energy produced from geothermal
sources is less than 1%. The biggest producer of this type
of energy worldwide is United States, Mexico and Iceland,
in Europe - Italy, Turkey and Switzerland. In Lithuania
geothermal resources in the most distinguished coastal
region.
In the most prospective zones there are 300 million tons
of hydrothermal water in Lithuania that can be used to
produce energy and over 300 billion tons of water in layer
deeper than 6 km [15,16].
Geothermal energy utilization in the neighboring
countries,
in
comparison
with
Lithuania,
is
underdeveloped, because of the lack of knowledge and of
studies needed for the application of this energy source.
The literature identifies the following advantages of
geothermal energy: energy production is constant, energy
production does not pollute the nature and geothermal
energy raw materials are considered inexhaustible [13].
Anyway this energy resource has negative sides – first
of all geothermal layers are very unevenly dispersed, often
are difficult to access and it requires big investment. It also
meets such problems as technical power operations [3,14].
Although RES has many advantages, such as it saves
inexorably depleting energy sources, but it should be
mentioned that it has some disadvantages, like wind
turbines causes inconvenience by making noise, their
visibility and landscape spoilage, large areas of land

In order to invest to RES projects it is necessary to
make its analysis based on economic, social, technical and
financial issues, particularly when a bank or other
institutional financial assistance is needed.
There are four key characteristics that help to define the
RES projects scope and its objectives [10]:
 Scope. The funding especially depends on project`s
scope and capacity.
 Customers. Projected customers help to identify
problems and potential risk of projects revenues.
 Technology. To get easier and greater financing it is
much easier while using market-proven technology then
new experimental.
 Weather. RES projects mainly dependents on the
weather issues. It should be a very good analysis of the
country's weather conditions, in order to predict the
weather, thereby reducing project risk, while increasing
access to finance.
However, analysis of the RES projects must be carried
out in the feasibility assessment, i.e. analyse and evaluate
such items as electricity demand, technology, financial
conditions, economic conditions, institutional resources,
infrastructure, the risks (technical, financial and
institutional), sensitivity (the viability of the selected
design parameters) [2, 13].
While investing in renewable energy projects, its
establishment or development, there are number of ways
to assess the attractiveness of the project. The way of
evaluation depends on purpose of the analysis. However,
the assessment usually begins with the project capital
costs, projected energy production volumes, annual
revenue and expenditure.
In additional, not only financial performance, such as
NPV, IRR, payback period, should be analysed, but also
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great attention should be given to the ecological, social,
political, technological and other benefits assessment
techniques. That is why in those cases many scientists
propose to apply multicriterial performance evaluation
techniques that allow to gain the most efficient investment
of the project and to optimize it [2, 14, 17, 18].

[8]

IV. CONCLUSIONS

[11]

[9]
[10]

The development of renewable energy resources is
becoming more important every day because of the
commitment with European Union, for energy
independence, in order to promote innovation, reduce
energy isolation and so on.
To choose the most appropriate type of renewable
energy power plant it is necessary to assess the operational
capabilities of the project, energy use and energy
production capacity.
As RES projects are very expensive, so it is very
important to get government support that requires giving
clear facts and figures showing the benefits of the project.
In the case of Lithuania, almost all renewable energy
sources are possible to extent, but it is very important to
pay attention to power efficiency factors in individual
cases.
To identify the most useful and most economically
viable project there must be made a multiple criteria
evaluation of the project, which encompasses economic,
social, technological, environmental, political, legal
aspects.

[12]

[13]

[14]
[15]
[16]

[17]
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Coordination and subordination in the process of
strategic planning of Regional development
Kremena Andonova1
Annotation: The purpose of this paper is to analyze the
possibilities of achieving effective integration in the process of
strategic planning of regional development in Bulgaria in the
following areas: pan-European and national development,
regional and spatial planning. In view of this the European
and the national benchmarks for strategic planning in the
next programming period (2014 - 2020 years) that were
decisively approved by the European partners are described,
the coordination and subordination links are explored in
order to be reflected in the new generation of strategic
planning and programming documents by means of which the
current needs and challenges will be translated into future
goals of the management of regional development.
Key words: regional development, strategic planning,
Europe 2020 strategy, coordination and subordination in
regional development
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– implementation of regional development policy on
the national territory with a high degree of
compliance
with
European
standards,
recommendations and practices
The latter is especially important for the current and
future European development of Bulgaria. The strategic
planning and programming within the EU is defined as a
pre-requisite for the participation of Member States,
respectively of their regions, in the schemes of targeted
support in the sphere of regional policy. In this respect, one
of the main requirements to be fulfilled by Bulgaria in
order to receive funds from the Structural Funds and the
Cohesion Fund is to elaborate realistic and feasible
strategic planning documents in compliance with the
principle of broad representation and partnership of all
stakeholders.
Most important is to find the right strategies to end the
crisis and to provide a solid basis for future development.
In this respect, Member States and their regions will have
an important role in formulating an adequate response to
the challenges - structural reform, reassessment of
comparative advantages, identification of new sources of
growth, etc. The adequate management of the regions
“tomorrow”
means
competent
and
responsible
development of strategies for development “today” based
on current policy instruments and reflecting current views,
objectives and priorities adopted at supranational and
national levels.

I. INTRODUCTION
The challenges of the modern world and the fact that
the current programming period has almost come to an end
raise reasonable questions regarding the future of EU
regional development. Regional problems are found to
consist of complex and multidimensional problems and
therefore pragmatic piecemeal actions would not lead to the
desired results. The complexity of problems necessitate
engagement of a variety of resources, a large number of
people, organizations or institutions that need to be
coordinated by a single document - a program, a strategy, a
plan, a concept. Obviously, the management of regional
development should be based on these tools to elaborate
and implement policies so it it needs to be connected to the
implementation of a structured strategic planning process
[1].
In theory the strategic approach can be defined as
developing a concept or a platform to formulate the
prospective directions of development by adapting to the
constantly changing environmental conditions (internal and
external) [2]. The positive effects that may occur as a result
of the strategic planning, e.g. tools for regional
development management, can be summarized and
presented as follows:
– policy
coordination
between
participating
institutions, clarity of roles and responsibilities at all
levels of government, transparence of actions;
– effective targeting of resources and achievement of
good and sustainable outcomes;

ІІ. EUROPEAN AND NATIONAL GUIDANCE FOR
STRATEGIC PLANNING IN THE PROGRAMMING
PERIOD AFTER 2013
The political and expert debate on the future of
cohesion policy after 2013 has already started. The
ambitious European objectives for economic and social
cohesion based on the idea of developing the
competitiveness of regions [11] have a decisive role in this
respect. The effectiveness of the policy needs to be
increased along with its contribution to the economic and
social development of European regions and the welfare of
European citizens [9]. The reform in the European
cohesion policy, discussed within a dedicated High Level
Group on the future of cohesion policy justifies the setting
of a more general development policy the main purpose of
which is to address the shortcomings of the single
European market through greater mobilization of the
territorial potential [3]. In this context, efforts should be
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directed primarily at focus on key priorities, greater
emphasis on outcomes and policy evaluation,
simplification of the systems for management and control
of the instruments of cohesion policy and maintenance of a
political debate regarding the policy outcomes at the
highest level.
The outlined European horizons for the future require
that each region finds individual solutions in the context of
common policies in order to deal with the encountered
mixture of difficulties [13]. These difficulties arise mainly
from: globalization, demographic trends, the impact of
climate change on Europe’s environment, security and
independence of energy supplies.
The encouragement of territorial cohesion, introduced
with the Treaty of Lisbon in 2009 to complement the
objectives of economic and social cohesion and placed
within the focus on the future cohesion policy, is seen as an
alternative to the support of regional development under
these complex conditions. The questions discussed relate to
how people use the spaces in which they live, the extent to
which the territorial dimension of sectoral policies is
measured, the territorial diversity, the need to develop a
strategic and flexible territorial cooperation.
The preparation of the next generation of strategic
documents should improve the quality of the implemented
regional policy in the EU. In practice this is involves
utilization of the experience and the knowledge accrued in
previous programming periods. The policy in the period
2007-2013 focuses on enhancing the strategic dimension of
cohesion policy and strengthening the link between
priorities at EU level with those at national and regional
level. At the same time it is recognized that the methods for
allocating funds and the systems for monitoring and
reporting do not focus enough on strategic priorities thus
leaving significant areas in need of interventions out of the
focus of political interference [9]. Therefore, the qualitative
changes in the future should put an accent on the following
areas:
– focus of the policy on a limited number of priorities
in line with Europe 2020 strategy;
– a stronger connection between performance and
results and between incentives and pre-requisites by
improving the systems for monitoring and
evaluation and determining measurable goals in
terms of quality and quantity;
– enhanced strategic dimension of policy;
– strengthening the interaction and coordination with
sectoral policies in order to achieve synergy at all
territorial levels;
– introduction of simplified, more efficient and
transparent governance and control.
At national level, the selection of priorities for
development is a subject of the strategic political process
and dialogue in the specific national and regional context.
Most important is to put in place a well-structured and
focused planning process that will ensure a sufficient
number of quality projects for the next programming period
in accordance with the relevant EU policies and general
real projects.
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The following system of principles that will be
particularly relevant to the planning and programming
process of regional development in Bulgaria can be
organized on the basis of the evaluated experience in
planning and in accordance with current requirements:
– defining the objectives and the expected outcomes
in a clear and unambiguous manner taking into account
supranational priorities and avoiding a segmented
approach;
– operationalization of the measures of operational
programs by reporting them better in the plans and
strategies at all levels of governance in order to achieve
greater synergy between the co-financed interventions and
the measures financed exclusively from national funds;
– strengthening the technical and managerial capacity
of the partners in the process of elaboration and
implementation of strategic documents by creating a clear
differentiation
of
responsibilities,
refining
the
methodological guidelines, simplifying the mechanisms of
monitoring and control, etc.
ІІІ. IMPLEMENTING EFFECTIVE COORDINATION
AND SUBORDINATION OF THE OVERALL PROCESS
OF REGIONAL DEVELOPMENT PLANNING
To implement the requirements discussed above the
successful preparation of the strategic documents for
regional development in the programming period after
2013 requires undertaking initiatives to implement
effective coordination and subordination in the overall
planning process. This integrated approach to strategic
planning presumes achievement of a single logical
interconnection between several diverse groups of
documents - general strategic documents for the
development of EU, national documents for compliance
with EU cohesion policy, documents realizing the overall
vision for the development of the country, documents that
reflect regional and spatial planning. This is schematically
presented in fig. 1 showing the relationships and the
dependencies between the documents for development that
aim to ensure conformity and subordination of all levels of
governance - supranational, national, regional and local
level. The proposed scheme is adapted by the author on the
basis of materials of the Bulgarian government and the
Ministry of Regional Development and Public Works [4, 6,
7].
The European concept of strategic programming of
cohesion policy is based on a new approach aimed at
achieving closer integration of EU policies to implement
the Europe 2020 strategy and “Europe 2020 Integrated
Guidelines” which provide the framework for the strategy
and the reforms at the level of Member States [5]. As a
result, the European Commission approved a Common
Strategic Framework at EU level where the general and the
specific objectives of the Europe 2020 strategy are
transformed into specific investment priorities. The
framework is based on the system of EU Structural
Instruments - Cohesion Fund, European Regional
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Fig. 1.Coordination and subordination in the strategic planning of regional development

Furthermore, a Development and Investment
Partnership Contract was signed at national level which,
on the basis of the overall strategic framework, determines
the investment priorities, the allocation of national
resources and EU resources between priority areas and
programmes, the terms and objectives agreed to be
achieved. The main purpose of this strategic document is to
agree a mechanism for coordination of EU funds at
national level and thus to promote the economic, social and
territorial cohesion of the Bulgarian regions with the rest of
the Union in a coordinated (integrated) way. At the
discretion of the parties, its scope can be expanded to
include other policies and instruments of EU funding.
The title of the national programming document under
the cohesion policy of the EU is to be specified (an
analogue of the current National Strategic Reference
Framework). In turn, this document is subordinated to the
General Strategic Framework of the EU and is developed
in coordination with the Development and Investment
Partnership Contract. The idea is to ensure consistency
between Community priorities on the one hand, and the
National Reform Programme by using a similar document.
The National Cohesion Policy Programming Document in
practice is the starting document for programming under
EU funds which should reflect the progress of Bulgarian
regions and the added value that is provided by the
cohesion policy in terms of pan-European development.
The operational programs are developed and
implemented in line with these national documents and
they will be currently the main vehicle of operational
management of regional development. They also identify

the specific investment priorities with clear and measurable
objectives so as to ensure the achievement of the national
targets set in the context of Europe 2020 strategy.
The national documents that relate to the overall
development of the country over the next programming
period operate in coordination with the Cohesion policy
documents. One of them is the current National Reform
Programme 2011-2015 that was elaborated in pursuance of
the Europe 2020 strategy. The paper reported the new
developments in macroeconomic monitoring procedures
and the thematic coordination within the so-called
“European semester” (a tool for better coordination of
economic policies within the EU) in response to the
recommendations made in the Integrated Guidelines [8].
The program is aimed at key priority issues concerning the
improvement of competitiveness, that are to be resolved by
a small and open economy such as the Bulgarian economy
whose main goal is to overcome the current crisis as soon
as possible. The priority areas targeted by the efforts of
Bulgaria's economic policy can be summarized in the
following way:
– modernization of the infrastructure for better
connectivity of territories;
– development of competitive youth possessing
advanced knowledge, skills and training;
– improving the business environment - fiscal
stability, innovation, investment research;
– increased confidence in public institutions - efficient
legal system to protect the interests of citizens and
businesses, social justice and security.
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A long-term national programming document for the
development of the Republic of Bulgaria - National
Programme for Development: Bulgaria 2020 [6] – is being
elaborated in coordination with the National Reform
Programme. It allows for a high level of consistency and
coherence between the objectives and the measures set out
in various national and sectoral strategies and programmes.
This subordination of various strategic documents aims to
provide an opportunity to effectively address government
policies towards European Development of Bulgaria. The
preparation of the National Development Programme 20112020 in practice precedes and should serve as a basis both
for creating national positions on the new cohesion policy
and for working under the National Cohesion Policy
Programming Document for 2014-2020.
The logic of planning requires that the coordination
between the reform programme and the development
programme serves as basis for elaboration of the current
programme of the Government of the Republic of Bulgaria
from which the different sectoral strategies stem that may
cover various aspects of social development, and more
specifically reforms in the road, rail and water sectors,
innovations, business regulatory environment, inclusion of
the Roma population, environment, building institutional
capacity, electronic governance, etc.
It is important to emphasize the coordinating link
between the sectoral operational programs and the sectoral
strategies of the government that must be specified
adequately at regional level through the system of regional
development planning documents (National Regional
Development Strategy (NRDS) and its subordinated
documents from the lower hierarchical levels of
governance).
A significant place is allocated to the strategic regional
development documents that are developed according to the
Regional Development Act. The NSRF will continue to be
at the top of this planning system (as in the current
programming period). Supranatinally this document should
provide coordination with the strategic documents for
regional development promoted at EU level. The regional
policy in Bulgaria is subject to specific national
regulations, but must combine the accepted community
priorities and the key areas of impact, which are contained
in documents such as the Danube Strategy, the Black Sea
cooperation initiatives and others. In parallel, the NSRF
should take into account the priorities of the cohesion
policy for the period, i.e. to become integrated with the
common EU strategic documents. In order to prepare
relevant strategic projects that will have the desired impact
on the economic, social, infrastructural and regional
development and to be valuable for the EU with added
value they bring, the strategic planning documents for
regional development should contain the regional and the
local agendas of the Europe 2020 strategy. Given that there
is a common strategic document at national level (National
Development Programme) determining the strategic
development of the country as a whole the NSRF should
take into account the provisions of this document. Thus the
NSRF defines the government policy for regional
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development, the relationships with related sectoral and
operational programmes and policies by setting a common
political platform for the preparation of documents at the
lower territorial levels.
The idea of developing an Action Plan under the NSRF
to achieve the objectives of the strategy is currently an
object of public debates [4]. It would set the time frame and
regulate the specific tasks to be realized - by the
government, by the state agencies, by the regional and local
authorities and by the widest circle of partners involved in
the implementation of the strategy.
Another requirement to the coordination of the planning
process, which stems from the registered dissonances in
regional planning in the current programming period, is
associated with the need to significantly enhance the
territorial focus of future planning documents. To achieve
this it is necessary to ensure that the documents for regional
and territorial planning at national, regional and local level
are interconnected and consistent.
First of all, the elaboration of the next NSRF should be
consistent with the basic EU documents for spatial
development – the European Spatial Development
Perspective, the studies carried out within the framework of
ESPON (European Spatial Planning Observatory Network),
the European Charter on the Structure of the Territory, the
Charter of European Cities, etc.
Next, it is necessary to fill the missing peak of the
pyramid of planning documents for territorial planning,
namely the strategic document for spatial development at
national level for the period 2014-2020. Irrespective of
whether the discussed proposal to develop a more
streamlined document that is strategic in nature and
presents a concept for spatial development in the long run
will be approved or the legislative change will be avoided
by finalizing the development of a comprehensive national
development scheme (CNDS) under the Territorial
Development Act of the Republic of Bulgaria, the
following needs to be specified:
– functional and hierarchical structure of the network
of urban centers and their future development
including the specifics of agglomerations;
– development of the network of urban centers in the
country and their links with the networks of urban
centers in neighboring countries, and outlining the
primary and the secondary axes of development;
– future development of transport corridors and
infrastructure projects with international and
national importance;
– specification of the areas for cross-border and
interregional cooperation which allow joint planning
and management with neighboring countries;
– specific zoning of the territory (protected areas,
production areas, transport areas, tourist areas)
requiring a specific development policy.
The creation of a long-term vision for the spatial
development of the national territory will serve as a basis
for the preparation of planning documents for spatial and
socio-economic development at regional and local level as
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well as a specification of the operational programs for the
next programming period 2014-2020.
The idea of developing an integrated system of strategic
documents that will integrate the vision of socio-economic
and spatial development at all levels of government is
supported with regard to finding a solution to this
important problem in this paper. In general terms, this
implies that the documents and NSRF and CNDS are to be
united at national level; the regional development plans and
the regional development schemes for the regions of level 2
- at regional level; the district development strategies and
the regional development plans of districts - at district
level; the district development plans and the general
development plans - at local level. These documents have
similar analytical and strategic parts and when suitably
matched they can serve as a basis for integrated
development. This would help the relevant institutions
avoid duplication of efforts related to obtaining and
processing the required information, the numerous
coordination procedures for discussions and adoption of
similar planning documents as well as achieving
consistency between the different hierarchical levels of
governance. An additional argument in this regard is that
the responsible national government authorities for both
planning processes are common – the Minister of Regional
Development and Public Works and the the National
Expert Council for Spatial Planning and Regional Policy.
The same wide platform for discussion at the time of
developing, adopting and implementing the planning
documents would be created as before but with expert
advice reduced in half due to the synchronization of the
institutional system of the lower levels of governance.
Subordination is carried out from national towards
regional level and from there to the local level within the
system of planning documents. Subordination means that
the strategic directions from the higher hierarchical level of
governance are projected onto the relevant regional level
by taking into account its specific territorial requirements.
The reasons for maintaining the regional level of
planning are due to the fact that the programming of the
assistance from the EU structural funds to the regions that
are supported under Objective 1 “Convergence” is most
adequately effected at level 2 of regional level. This means
that the Regional Development Plan will continue to
identify the current problems and needs of the region, the
gaps in the economic, the social and the infrastructural
development, the available potential and the opportunities
for future development. These documents must provide the
necessary background information for preparation of the
next Operational Programme for Regional Development
2014-2020, which is to summarize the logic of the planned
interventions that are most relevant to the specific needs for
development of the regions.
Thee practical experience accumulated so far in the
sphere of regional development planning indicates that
there is a need for closer interaction and coordination
between regional and local development strategies and
plans and the operational programs financed by EU funds,
which continue to be among the main financial resources

for regional and local development. The project
interventions for regional development to be included in
regional development plans, district development strategies
and municipal development plans must be derived from the
priority areas for funding under the operational programs.
Only this would create conditions for “smart” spending of
the resources of EU funds.
Another option that is insufficiently exploited is the
achievement of full coordination with sectoral development
strategies, which in turn should also address the specific
problems in the regions in order to achieve synergistic
effects in use of resources to support regional and local
development. Positive effects in this direction may be
provided by strengthening the role of Regional
Development Councils, which can provide an appropriate
environment for adoption of integrated solutions for
development through the implementation of projects with
regional and interregional importance, and for the
appropriate use of the current financial tools for regional
development.
A district can achieve sustainable integrated
development by developing a District Development
Strategy and achieving internal and external coherence [7].
The internal coherence implies logical connection between
objectives and the priorities selected for their effective
implementation, and between the objectives and the
priorities in order to avoid duplication of efforts, inefficient
use of resources or achievement of conflicting and partial
effects in problem solving. The external coherence of the
strategic framework for development of a district requires
conformity with the policy context and the priorities of
regional policy at national and European level and with the
conditions of access to financial resources to support
regional and local development.
A positive aspect is the inclusion of the possibility of
formulating a priority axis associated with the development
of territorial cohesion and cooperation between regional
authorities for realization of cross-border and interregional
initiatives in the methodological guidelines for developing
these documents after 2013. More specifically, particular
requirements could be included to address the issues of
territorial cooperation, i.e elaboration of specific joint
projects with other districts to solve common problems.
One of the most important issues in the elaboration of a
municipal development plan is the provision of
interconnection between the formulated most general
strategic development goals, the identified priorities for
action and their specific targets that will be achieved
through the implementation of the proposed package of
measures and activities involving preparation, financing
and implementation of specific projects. Developing
municipal objectives into “winning” projects (that were
awarded national and European funding) means that they
must be subordinated to and coordinated with the European
directions for regional development and the approved
national vision. In that respect, their content may be
extended in the future by inclusion of mandatory
problematic issues such as:
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– description of the territorial scope of the planned
activities related to the recovery and the integrated
development of towns (settlements);
– measures and activities planned in conjunction with
the reduction of greenhouse gases, reduction of
harmful emissions especially from the big polluters
in the municipalities, for increase of energy
efficiency as a whole and the wider use of
renewable energy;
– activities related to social inclusion of marginalized
groups and the reduction of the number of early
school leavers.
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IV. CONCLUSIONS
The prospective analysis of the process of strategic
planning of regional development leads to the conclusion
that the formulation of an adequate response to global and
regional challenges in the next programming period
requires a definitive rejection of the negligent preparation
of strategic documents that only apparently meet European
and national principles for integrated regional
development.
The complexity of the governance of regional
development requires approval of a single (integrated)
“political map” which reflects objectively the needs and the
opportunities for joint implementation of measures,
activities and projects of each territorial level of
governance, ministry or agency.
Applying the tools of strategic planning on the basis of
the actual coordination and subordination in the process of
preparation of planning and programming documents
provides for a logical interconnection between the
undertaken commitments at supranational (European) level,
the national priorities for comprehensive development, the
needs of regional socio-economic and spatial development.
The integration of these broad relations can actually be
realized by:
– creating an optimal model for allocation of
government responsibilities between the bodies of
executive authority and efficient decentralization of
management powers to the territorial bodies of
executive authority;
– setting a single programming framework of
development policies - national and regional levels;
– implementation of effective mechanisms and
procedures for partnership in the elaboration,
financial provision, implementation and evaluation
of regional development policies – provision of
internal,
interinstitutional,
supra-national
coordination;
– creating a broad platform for public consultation in
the process of elaboration and implementation of
development policies;
– providing
adequate
information
regarding
development policies.
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Default and
Personal Credit Rating
Daiva Jurevičienė1, Vytautė Sukačevskytė2
secret by every organization that accomplishes rating just
like the exact formula for Coca-Cola is a trade secret
(Demyanyk, 2010). However, the main ‘ingredients’ of
some credit score are known. Personal rating includes
information on an individuals` experiences with credit,
leases, non-credit-related bills, monetary-related public
records, and inquires about persons` credit history, etc.
(Avery et al., 2004). Although hundreds of factors can be
set up from credit history records, only those, which are
statistically significant in predicting future obligations, are
used in calculating credit rating (Saunders, Allen, 2002).
By studying the credit rating factors, Avery et al. (1996)
note in their studies that factors and their weights in
assessment of creditworthiness may vary depending on the
underwriters and their models, but still most of these
factors can be grouped into four broad categories (Avery
et al., 2004): payment history, personal debts, length of
credit history and acquisition of new credit. The most
important group of factors in calculating credit rating is
one that related to payment history. This fact has already
been noticed in 1982 by Capon, later observed by Thomas
(2000), and Saunders, Allen (2002) when analysing credit
risk assessment methods. Demyanyk (2010), in accordance
with Hendriks (2005) classification of rating factors,
represent very similar to the mentioned authors factors
grouping, however she distinguishes one more factor –
type of credit which results in a five groups of factors. All
five main factors which have a decisive influence on the
calculation of personal FICO1 credit rating can be seen in
Table I.
Thus, not all authors formulate the basic factors in the
same way, but as can be seen from the comparisons in all
cases authors agree that the group of factors related to the
payment history is inevitable in the rating. Therefore, the
most important factor in calculating the ranking should be
considered the information that comes from personal
credit history.

Abstract. In this paper the importance of individuals
default evaluation by credit rating is analysed, the concept of
personal credit rating and its benefits for the individuals is
defined. The aim of the article is to determine importance of
personal credit rating for individuals. The accomplished
research showed that almost half of respondents fail to fulfil
their obligations on time and that majority of respondents do
not know what personal credit rating is. Scientific literature,
comparative analysis and survey of Lithuanian households
were used in the article.
Keywords: creditworthiness evaluation, credit history,
default, personal credit rating.

I. INTRODUCTION
Rapid increase in credit availability and growth in credit
use has been observed over the past decade, but now the
countries affected by the recession more frequently speak
about the need to help people failing to repay loans. This
happens because banks offered wide lending opportunities
and people more often make thoughtless lending decisions
which can “trap“ them later into insolvency. Increase in
the number of past due payments, unexpected changes in
the economy, enlarged competition among banks are
increasingly highlighted the need of persons’ default risk
management, so financial institutions use a personal credit
rating system to assess this risk. Such assessment is one of
the most important processes affecting credit management
decisions of banks, so the scientists show big interest in
credit risk management and persons` default usually
associate with credit risk and analyse its importance to
creditors. Meanwhile, default significance for person is
usually not studied. Personal credit rating depends on
person` actions and the risk of insolvency may be reduced
only by person himself, therefore, the knowledge of
factors influencing default is becoming more and more
relevant in dealing with financial problems. So, a person
who is able to fulfil obligations in time is appealing to the
creditors and also create own financial well-being, while
delayed payments cause borrowing difficulties and
interfere to reach financial goals.

III. BENEFIT OF PERSONAL CREDIT RATING FOR
HOUSEHOLDS

The analysis of scientific literature shows that many
authors tend to identify benefits of credit rating just for
creditors, but households can also use credit history
information for managing their own personal finances.

II. FACTORS INFLUENCING CREDIT RATING
The exact formula for customer credit score is kept
______
1

Daiva Jurevičienė and 2Vytautė Sukačevskytė are with the
Faculty of Economics and Finance Management, Department of
Banking and Investment, Mykolas Romeris University, Ateities
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The first personal credit scoring models were developed by the
Fair Isaac Corporation more than 50 years ago (1956) in Unites
States of America. The scores produced by the models, FICO
scores, were named after the company and are well-known today
and extensive used of worldwide (Demyanyk, 2010).
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1 TABLE.
FACTORS AFFECTING FICO CREDIT RATING

Factor affecting Portion
FICO
score
Payment history 35%
Amount owed

30%

Length of credit 15%
history
How much new
credits have

10%

Type of credit

10%

of

Explanation
Lenders are interested in: payment history on all accounts; the length of positive credit
history; severe unpaid debts; the number of delinquencies in credit history.
Too many credit accounts and a high ratio of credit balances to credit limits can affect
credit score. The amount of debt on each account affects credit rating.
Longer credit histories result in higher scores. Factors incorporated into credit scores are:
length of credit history, length of time specific accounts have been opened, and the
duration of time since each account was last used.
Credit scores track persons who suddenly overtake a new debt and potentially
overextend themselves. Creditors check to see when the last time a person opened credit
account and how many accounts were opened and how many inquiries on the credit
reports were made.
The type of credit plays an important role in determining credit score. A “healthy mix”
of instalment loans and revolving credit from banks is considered better for one’s score.

Source: adapted accprding Hendriks, 2005 and Myfico.com, 2012.

Fuller, Dawson (2007) argues that people can use this
information for better understanding of their own credit
risk. Personal credit rating can help to determine whether a
person can afford certain purchases or apply for credit and
so on.
According to Barefoot (1995) and Burns (2010), the
credit rating system reduces the need for human
intervention in creditworthiness assessment, i.e. the cost of
credit is reduced through the elimination of expensive
manual underwriting processes. Burns (2010) says that
thanks to this system consumers receive credit offers that
are better matched to their risk profile, providing better
protection from overextension of credit and ensure fairer
credit pricing. Moreover, the author points out the most
important thing that credit scores deliver an incentive for
borrowers to adopt better financial habits in order to
receive the best borrowing terms and conditions. Credit
scoring systems provide benefits for all economy.
According to the Federal Reserve Board (2007), personal
credit scoring systems has increased the share of
applications that are approved for credit, reduced the costs
of underwriting and soliciting new credit, increased the
speed of decision making, moreover, credit scoring
increases the efficiency of credit markets by helping
creditors to establish pricing that is more consistent with
the risks and allows lenders to offer lower interest rates.
As Fuller, Dawson (2007) note, another important use
of credit scores is for individuals to check on the
possibility that they have been a victim of identity theft. If
someone has used another person’s identity to apply for
loans, this information will appear in the credit report.
Nowadays when identity theft cases are increased, ability
to check credit history and rating is a huge advantage of
this system (Burrell, 2007).
A good credit history is an important tool to get a loan,
cheaper insurance, lease or other services. A good rating
provides opportunity to borrow money from lending
sources easier, to agree on more favourable insurance
terms or other suppliers services (Barefoot, 1995). So, a

good credit history is one of the most important factors in
maintaining the financial well-being, also having a good
credit history means much more than just access to
favourable loan terms - it represents the persons`
purchasing power, because the higher the rating, the more
you can buy. Various foreign authors also highlight the
main advantages of high credit rating such as:

G. Power in
negotiations

F. Mobile
contract
without
deposit

A. Lower
interest
rate

B. A higher
limit of the
amount of
money lent

Benefits of
high credit
rating

E. Increased
access to be
employed

C. Approved
lease, better
rental
conditions,
saved time

D. Lower
insurance
premiums

Fig. 1. Benefit of credit rating for individuals

A. Lower interest rate for mortgage loans, credit cards,
leasing; B. A higher limit of the amount of money lent; C.
Approved lease, better rental conditions, saved time and
efforts looking for such owner who is less interested in bad
credit history; D. The higher credit rating is expected the
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less probability that unexpected event will take place;
therefore the lower insurance premium is set; E. Increased
access to be employed. Employers could verify credit
history to evaluate individuals’ responsibility and
plausibility; F. For clients with bad credit history renders
of mobile services could not sign a contract, contrary
clients with good ratings do not pay additional deposit and
get discounts for purchase of phones together with a
contract; G. More power in negotiations as creditors are
interested in highly rated clients and they tend to negotiate.
Summarising, authors agree that credit rating accord
measured benefit for households. The credit rating is
accurately calculated according valid credit history
information thus limiting possible subjectivity form
evaluators’ side (Burns, Quinn, 2010). Authors perceive
such evaluation system stimulate consistency of decision
making process as each credit history is fixed according
the same valuation formula without any exceptions and
thus possibility of any discrimination is reduced. Scientific
literature distinguishes that rating helps creditors to make
more accurate, effective and more usable in sense of time
for customers lending decisions. However supreme
advantage of credit rating system is that it insists
individuals to follow up good financial practice that will
help to manage own finances and sooner reach financial
satisfaction in future.

least indicate that they have unpaid bills more than 3
months. Delay more than 90 days is such point over which
the client is appreciable as not being in a fit state to fulfil
its financial obligations and this information is recorded in
the credit history.

Fig. 2. Individuals, meeting and not meeting liabilities in time
(shares in percentage)

Overdue for more than 2 weeks is a signal of inadequate
obligations management and possible non fulfilment of
liabilities in the future. As any overdue even short term is
unacceptable it could be concluded that 41.9% of
respondents (119 individuals) could be considered as not
fulfilling liabilities in time. Such situation means that
nearly half persons should be chewed about accurate
obligations management.
Accomplished survey shows that respondents who do
not manage their finances commonly are not in a fit state
to pay their bills. 62.2% of 119 respondents who do not
fulfil their liabilities in time do not manage their finances.
Thus managing personal finances calculating when and
what amount of money is needed, preparing financially for
unforeseen situations could help to avoid possible non
fulfilment of liabilities, Fig. 3.

III. INVESTIGATION OF INDIVIDUALS
LIABILITIES NON FULFILMENT

An investigation of Lithuanian employable adults was
accomplished on purpose to identify individuals’ attitude
to non fulfilment of financial liabilities and factors
influencing it by using structured questionnaire, delivering
23 questions for respondents. 284 respondents were
interviewed placing the questionnaire in the internet page
www.apklausos.lt. Statistical reliability of accomplished
investigation is standard 94.3 proc.2, thus it could be stated
that the investigation is sufficiently representative and
according its results may judge about general aggregate.
Firstly, investigation was designed to clarify whether
individuals pay all their bills in time as this could cause
possibility of risk of non fulfilment of liabilities and the
need to manage such risk. After answering this question it
was proved that slightly more than half respondents
manage to meet own obligations in time and 41.9% have
overdue payments from 1 week to 3 months, Fig. 2.
As it is showed in the diagram, majority of respondents
that overdue payments are late to pay for 1-2 weeks, and

Fig. 3. Fulfilment of liabilities due to personal finance
managing (%)

Thus it is useful for every person to control and plan
own financial cash flows (income and outcomes). Finance
management ensures not only positive results but is
riskless meeting obligations.
It was interesting to find out do respondents know that
their creditworthiness is evaluated by credit rating using
personal credit history data. Such evaluation of meeting
obligations stimulate people to follow up own financial
liabilities, thus it was analysed do they know what credit
rating is and do they understand it correctly.
Accomplished survey revealed that 70% of respondents do

2

Reliability of accomplished questionnaire is evaluated using I.
Paniotto formula:
1
1
p=1-Δ=1- 1  1 =1= 0,943;

n

N

here p – reliability degree;
Δ – bias;
n – amount of respondents;
N – amount of aggregate members.

284

172480
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not know what credit rating is, and the rest 84 persons

September 2012
(30%) affirm knowing, Table II.

TABLE II.

UNDERSTANDING OF PERSONAL CREDIT RATING DUE TO AVAILABLE FINANCIAL LIABILITIES

Do you have loans or other financial liabilities
Mortgage Studies’
loan
loan
Do you know what Yes
credit rating is?
No
Total

Consumer
loan

Fast credit
companies’ loan Leasing

Credit card No, don’t
Total
limit
have

15

4

13

1

6

6

39

84

10
25

10
14

19
32

15
16

8
14

11
17

127
166

200
284

REFERENCES

61 people from latter presented a correct definition of
credit rating while 26 people defined it incorrectly; they
mostly explained credit rating as personal loan rating, as
ratio of person’s debts or ratio of income and expenses.
Respondents who properly understand credit rating
definition are: 26-35 years old, with higher education,
citizens of bigger cities and having a mortgage loan.
Probably such people know what credit rating is as they
faced their own creditworthiness evaluation before raising
a credit. It is beneficial for a person to know his own credit
rating as this informs him how he managed his liabilities
and how he succeeded his loans.

[1] Avery, R. B., Bostic, R. W., Calem, P. S., Canner, G. B.
(1996), ‘Credit Risk, Credit Scoring, and the
Performance of Home Mortgages’, Federal Reserve
Bulletin, Vol. 82, no. 7, pp. 621–648.
[2] Avery, R. B., Calem, P. S., Canner, G. B. (2004),
‘Consumer credit scoring: Do situational circumstances
matter?’, BIS Working Papers, no. 146, pp. 1–17.
[3] Barefoot, A. S. (1996), ‘Credit Scoring at a Crossroads:
Privacy, Access, and Fairness Concerns Can Be
Successfully Addressed’, ABA Banking Journal, Vol.
88, no. 6, pp. 26–31.
[4] Burns, B. and Quinn, T., Keeping score on credit scores:
an overview of credit scores, credit reports, and their
impact on consumers/Subcommittee on Financial
Institutions and Consumer Credit Hearing – 111
congress, 2th session, pp. 11–234, Washington, 2010,
ISBN 9780160862823.
[5] Burrell, J., How to Repair Your Credit Score Now Simple No Cost Methods You Can Put to Use Today,
2007.
[6] Demyanyk, Y. (2010), ‘Your Credit Score Is a Ranking,
Not a Score’, Economic Commentary/Federal Reserve
Bank of Cleveland, no 16 pp. 1-4.
[7] Durand, D. (1941), ‘Risk Elements in Consumer
Instalment Financing’, National Bureau of Economic
Research, Vol. 8, pp. 1–128.
[8] Fair Isaac Corporation, (2011), ‘Understanding your FICO
score’. Available from Internet:
http://www.myfico.com/downloads/files/myfico_uyfs_
booklet.pdf [accessed on 2011-12-28].
[9] Fair Isaac corporation credit interest rate calculation.
Available from Internet:
http://www.myfico.com/myfico/creditcentral/loanrates.
aspx [accessed on 2012-02-01].
[10] Federal Reserve Board. (2007) ‘Report to the congress on
credit scoring and its effects on the availability and
affordability of credit’. Available from Internet:
http://www.federalreserve.gov/boarddocs/rptcongress/c
reditscore/creditscore.pdf [accessed on 2012-03-18].
[11] Fuller, J. and Dawson, E., FICO Scores: Uses and
Misuses, Convenient or Invasive: The Information
Age, 2007.
[12] Saunders, A. and Allen, L., Credit Risk Measurement New Approaches to Value at Risk and Other
Paradigms, 2002.
[13] Thomas, L. C. (2000), ‘A survey of credit and
behavioural scoring: forecasting financial risk of
lending to consumers’, International Journal of
Forecasting, Vol. 16, no. 2, pp. 149–172.

IV. CONCLUSIONS
The needs of people are increasing even with lack of
money in contemporary world. Thus persistent growing of
borrowing alternatives solves the problem of supply and
demand on behalf of consumption needs. But this could
become a financial burden if not managing to fulfil
obligations in time without estimation of possible financial
sequences. Such default probability becomes more
important for both – creditors and consumers thus the
personal credit rating is used to evaluate and manage such
risk. The scientific literature defines credit rating as digital
measure of a person to fulfil its own obligations in time,
which is based on credit history and analysis of covering
of current liabilities. The credit rating system enables
creditors to increase the amount of granted credits, reduce
credit costs and decision making process, to grand more
loans that is more consistent with the risks and above all
the rating stimulate people to follow respectable financial
habits.
The benefit of credit rating for people is that they could
use this information to better understand their own credit
risk, credit rating could help to decide to purchase or not
some buy. In addition knowing his own credit rating one
could better recognize how he manages to range his debts.
Non fulfilment of liabilities that causes low credit rating is
no beneficial neither to person himself nor to creditor. So
appropriate liabilities management could help not only to
embrace the best lending conditions, to reach financial
goals, develop financial wealth but also to avoid default
risk.
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Rural Tourism in Bulgaria – An Important Trend and a
Factor for Accelerating the Process of Diversifying
Activities in Rural Regions
Marina Nikolova1
Abstract: This publication analyses the development of
rural tourism in Bulgaria in the period after the country’s
accession to the European Union (EU). It is part of two
project studies on the barriers to the development of rural
tourism in Bulgaria and the possibilities for developing a
new, profitable, agro-tourist product conducted in
association with the Bulgarian Association for Rural and
Ecological Tourism (BARET).
The article proposes that diversifying supply in the years
of full EU membership is a key problem of the Bulgarian
tourism development. Naturally, the possibilities for this
development have to be sought mainly in villages and rural
areas. Diversification of activities in rural areas through
tourist development affects significantly employment,
incomes and quality of life of population in these areas and
increases the competitiveness of Bulgarian economy. An
increasing number of the registered tourist site and
accommodations offer a complex tourist product while the
density of the settlements in the rural areas determines the
formation of complexes with guest houses and family hotels.
The concentration of sites in the areas according to offered
services allows diversification through additional services. In
the country rural tourism is developed in established tourist
complexes as well as in relation with other types of tourism.
Therefore, it is a factor for reducing the disproportions in the
regional distribution of tourism and accommodation facilities
in the country. Due to the national and regional
characteristics of the rural areas in the country,
characterized by a high level of variety, rural tourism has a
positive influence on the development of specific villages and
micro-regions.
Keywords: diversification of activities, rural tourism, rural
regions, rural areas economy
JEL: R11; L83; O18.

I. INTRODUCTION
This publication is a result of project funded by the
“Tsenov” Institute of Scientific Research at the “D.A.
Tsenov” Academy of Economics, Svishtov during the
period 2008 – 2011. The research work was done by
lecturers from the Academy and BARET, represented by
its chair.
The object of research were the main subjects related
to rural and agro tourism, namely village houses and
family hotels, village houses guests, farmers,
accommodations in suburban city areas, local authorities
and other related institutions.
The main analytical instruments used in the research
can be grouped in four categories: study of related
scientific publications and legislation; on-site research at
the Regional Offices of the Ministry of Agriculture and
Forests, the State Fund Agriculture, town halls and
municipalities; meetings with experts from BARET,
BAAT, NUAC and RUAC; questionnaire-based surveys.
Some of the research findings are presented and analyzed
in this article to further develop the possibilities for
producing a profitable agro-tourist product as well as
outlining the positive effects of alternative tourism for the
rural areas economy. .
According to the most recent application of this
definition in the current RDP (MAF, 2007), 231 out of
total of 264 municipalities in Bulgaria are classified as
rural (see map below).

rural
(231)

Designation of Rural Areas at LAU urban
1 Level Using the
National Definition(33)
(Source: MAF, 2007)

1
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The issue of diversifying activities in rural areas in
Bulgaria is a priority especially after the country’s
accession to the EU. An important element of this
diversification aiming at reviving the economy in these
areas and preventing from leaving villages is the
development of rural tourism. At the same time, it is one
of the prerequisites for the sustainable development of the
rural areas.
The economic crisis has given a new impetus for the
development of rural tourism. Authentic village houses,
folklore and unique cuisine successfully compete with big
winter and summer resorts. Tourism is one of the main
pillars of Bulgarian economy despite the excessive
urbanization of big resorts which puts foreign tourists off.
More often villages with incredible architecture and
unspoiled traditions attract new groups of tourists with
specific customer attitudes.
Rural tourism in Bulgaria is practiced as agricultural
tourism. Although it provides additional incomes to
farmers, it is rather risky, volatile, and not very profitable.
Rural tourism also exists as a collective form which can
generate considerable profits [6]. The development of
tourism and its accompanying activities in the rural areas
stimulate the investment activity. Conditions are created
for the opening of small and medium-size enterprises for
the production and processing of agricultural products,
crafts, etc. some of which are bought by tourists, by local
people or sold in other areas.
One of the instruments for achieving the strategic goals
of Bulgaria’s government in reference to the development
of rural areas for the period 2007-2013 is rural tourism.
Surveys conducted over the recent years show clearly the
trend of opening promising markets and entrepreneurial
niches for the development of rural tourism in Bulgaria
[3].
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existing traditions in tourism and the degree of popularity
of the specific territory as a tourist destination.
Rural, including agricultural, tourism in the country
have specific characteristics determined by the objective
realities in the country. To a great extent, these
characteristics have defined the nature of the
diversification of economic activities in the rural areas and
the trends of rural tourism development (the concept or
rural tourism also includes agro tourism) over the last five
years. Inevitably, the more clearly outlined trends of its
development have a number of positive effects which are
shown in the figure below. (see Fig.1)
III. POSSIBILITIES FOR INCREASING THE
UNIQUENESS OF THE AGRI-TOURIST PRODUCT IN
BULGARIA
Diversifying offering is a key element in increasing the
uniqueness and attractiveness of the Bulgarian agro-tourist
product. With reference to this, the nature of
diversification is determined by some important
conditions: the complexity of the tourism product, the
concentration of tourist sites in complexes and the
concentration of cites by area according to the provided
services. The results of the undertaken measures are
revealed through diminishing the disproportions in the
territorial development of tourism in general, the positive
effect of these measures on rural areas and the activities
related to alternative tourism development.
When studying the issue of supplying tourism products
on very small territorial units, what comes into focus is the
imbalance between available attractions for tourists
(motivation) and the lack of hospitality, catering or other
types of services, and vice versa. Therefore, special
attention needs to be paid to the principle of
complementarities, i.e. the possibility to combine multiple
environmental elements and local heritage in rural areas.
Thus the services provided combine conservation of
environment and village systems. More and more
registered tourist sites are now offering a complex
tourism product. At the same time, Bulgaria’s firm
position as an alternative tourism destination (rural,
agricultural, cultural and eco-tourism) as an individual or
combined tourism product is a prerequisite for sustainable
economic and social development by implementing
environmentally friendly solutions.
Another characteristic of rural tourism in Bulgaria is
the concentration of tourist sites in complexes. This
trend is determined by the fact that the villages in our
country are closely located to farmlands. Bulgarian
villages differ from rural areas villages and farms in a
number of West European countries where farmers’ homes
are situated on the farmlands. The compact nature of rural
areas villages in Bulgaria accounts for the trend to
establish complexes of guesthouses, by reconstruction and
renovation of existing buildings, in addition to newly-built
guesthouses and family hotels. Tourist complexes are
mainly located in Central Balkan Mountains, some parts of

II. DIVERSIFICATION OF ACTIVITIES IN RURAL
AREAS THROUGH TOURISM DEVELOPMENT
Over the last years for a significant part of the territory
of Bulgaria the issue of diversifying rural economy has
become a key factor. The practical answer to this problem
is connected with specific programs and measures which
aim at increasing non-agricultural production together with
developing traditional agriculture.
In certain regions the diversification of activities
through
developing
alternative
tourism
affects
dramatically employment and the incomes of the
population, their quality of live and the competitiveness of
the country’s economy. A domineering development and
importance in these regions have the different types of
tourism – mainly the rural, agricultural and ecotourism.
The degree of their influence is determined by their
development and the objective circumstances and
characteristics of the specific regions such as available
natural resources and degree of their utilization, available
tourist infrastructure and the degree of its utilization,
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the Rhodope Mountains, as well as other micro-regions.
The highest concentration of individual tourist sites is in
the South-Central region, in the Rhodope Mountains,
where rural tourism sites offer elements of agricultural
tourism.
A survey we conducted in 2009 found that the number
of accommodation facilities vary from between eight to
ten, sixteen, twenty-eight, to seventy-two, depending on
the type of accommodation offered. Small hotels mainly
offer a holiday in a farmhouse, combining accommodation
and walking, while tourist complexes offer a diverse
tourism product including meals, eco-itineraries, cruises,
trips, spa-procedures, sports, fishing and hunting,
mountain guides, etc. If holidaymakers are interested,
they could engage in different agricultural activities, get
familiar to unique production techniques or processes, or
join some festivals and celebrations [6].
Usually small hotels accommodate about fifty guests
per year, while the figure for tourist complexes is much
bigger – from 5 000 to 15 000. We could not ignore the
fact that operators whose main business is tourism or
whose income is largely generated from tourism employ
qualified staff speaking a foreign language and with some
background in tourism. Employees in tourist complexes
usually have a secondary school or university degree,
nearly half of them being under the age of 30 [3].
The approach for concentrating tourist sites in
complexes has already been implemented in a number of
villages in Bulgaria where five, ten or more guesthouses
have been registered which offer both individual and joint
activities. This creates better opportunities for cooperation
with foreign as well as Bulgarian tour companies. For
instance, the total number of villas and guesthouses in
Ribaritsa now exceeds 150. Come see us once so that you
can visit again” are the word with which the people from
Ribaritsa meet everybody arriving in the blessed by God
place. Rural tourism lovers and adventurous people do not
miss the chance to relax regularly there - in the heart of the
Balkan Mountains, where trees are green and air crystal
clear. Numerous surprises and attractions await them on
the picturesque slopes of the mountain. All of them have
been decorated in good taste and have picturesque gardens
with well-groomed vegetation and flowers. Having more
than ten guesthouses registered in a single village has a
beneficial effect on the overall development and quality of
life in the village. This provides favourable conditions for
involving the whole village community in various festivals
and other joint events which are interesting to tourists. For
example, this year the Wine Fest in Hotnitsa village,
Veliko Turnovo region, many English settles from the
village local people and even some new comers from India
joined the local people. What is more, the fest coincided
with the Midwives’ day which is also celebrated in the
village. And increasing number of foreign tourists are now
combining their holiday in Bulgaria with getting
acquainted to traditional local crafts, such as weaving,
pottery, wood carving, casting of sheep bells, etc. Another
popular activity, especially to French and Spanish visitors,

is the so-called gourmet tour, which introduce them to
Bulgarian cuisine and local varieties of wine. Therefore
the areas offering a greater variety of natural resources are
highly appreciated by tourists and are in a more favourable
situation.
In creating suitable conditions for rural tourism, the
local authorities, the local action groups (LAGs) operating
under the LEADER approach could participate more
actively to improve the infrastructure, investments, etc. An
example of successful activity realized with the help of the
Local Action Groups (LAG) is the setting up of
“Rhodope” LAG. It facilitated the realization of a project
under which a family farm is engaged in breeding sheep
from the local “Karakachanka” and “Tsigai” breeds. This
is an effective way of preserving local biodiversity and
traditions in the Middle Rhodope Mountains area. The
project also improved the well being of local people by
increasing the number of tourists visiting the area.
LEADER is a method which is applied on the territory of
all rural municipalities in the country. It enhances the
formation of Local Action Groups (LAG) whose activities
cover areas with a population of minimum 10,000 to
maximum 100,000 people (including towns in rural areas).
The objective of LEADER is to provide financial support
for the development and realization of local development
strategies.
One of the directions for diversifying the rural areas
economy with the help of LAGs is through targeted
support in certain spheres: rural tourism, agro-tourism,
local crafts, setting up of small and medium-size
enterprises and alternative agricultural activities.
Territorial communities play an increasing role in the
process of developing the products of the rural and agro
tourism. Their initiative is backed up by the LEADER
approach which contributes to achieving the objectives of
the priority axes of the Rural Areas Development Program
for the period 2007-2013. The aim of these axes is to
improve the quality of live in rural areas and also improve
the employment possibilities of their population.
As a rule tourist complexes are generally located in the
countryside, near unique landscape formations and historic
landmarks (Emen, Krushuna, Trigrad). A lot of areas in
our country now offer complex tourism products
(accommodation, meals and various additional services).
The additional services provided by agricultural tourist
sites are frequently related to agriculture. In the Rhodope
Mountain, for example, where stock breeding is
predominantly developed, tourists are offered to buy on
the spot local products (yellow or white cheese, eggs, etc.),
try them on the spot or take part in their production
process. The availability of farms and dairies on the same
site offer various other services, such as demonstrations of
milking or feeding the livestock, or even becoming part of
certain daily farming routines.
Changes in Bulgarian legislation [9] have now made it
easier to offer goods produced in farms and dairies. The
newly adopted Ordinance for Direct Supply from Small
Farms allows direct supply from producers to end
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consumers or local retailers supplying goods directly to
end consumers of small quantities of milk, eggs, honey,
fish, fresh meat from poultry and lagomorphs, small and
big game meat. This enables small farms to look for good
alternatives for offering their produce as well as become
part of holiday travel deals. Supplying the produce of their
farms and dairies to a pub, their own restaurant or merely
the guests’ dining-room results in a much higher price, i.e.
profit generated from agricultural produce for local
producers. Thus, on the one hand, the development of
farming establishes better opportunities for supplying a
good-quality complex product, and on the other hand the
development of tourism raises the value of agricultural
produce. Similar services are usually provided in specially
established sites in the mountain areas, and have lately
become available close to natural landmarks. Frequently,
the food supplied consists of local area products (often
small privately-owned farms) which are ecologically pure
(milk, meat, dairy and meat products, trout). For example,
a farmer near the Hotnitsa waterfall attracts tourists with
home-made yoghourt. In Hotnitsa village , Veliko
Turnovo region, a farmer sells its produce ( milk, honey,
meat) to the tourists who climb the eco path to the
waterfall. The agriculture in the region is environmentally
friendly, and the yoghourt is excellent quality. An
example of good practices is the “Vila Cherven” guest
house in the Teteven region of the Balkan Mountains. It
was awarded the golden prize for “Best Guest House” for
2009 and has a fish hatchery where guest can always enjoy
the taste of fresh trout [11].
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(e.g. seaside tourism, ski tourism, religious tourism,
mountain tourism, etc.). Thus the existing imbalances in
tourism development in different areas are reduced. Often,
tourist stations and hotels which have existed for years are
redesigned to acquire an atmosphere of customer service
and customer relations that resemble those in agricultural
tourism. In well established tourist centers, such as
Troyan, Tryavna, Apriltsi, Dryanovo, Elena, etc., small
family hotels and guesthouses appear to provide services
whose nature and contents is typical of rural tourism.
A particularly important national and regional
characteristic of Bulgarian rural areas is their high level of
diversity. This diversity, the natural resources diversity
mainly, determines the necessity of developing relevant,
adequate economic activities. This means, that the natural
resources are determining prerequisites for the
development of the respective economic activities. For a
better clarity and systematization, the diversity could be
classified as follows:
geographical diversity – nonliving nature ;
biological diversity (flora and fauna);
landscape diversity;
ethnographic diversity, etc. [8].
This leads logically to the natural and cultural diversity
and the possibilities for its use, including for tourism
which from point of view of sustainability is a very
suitable economic orientation.
There are enough examples of reviving separate
villages on the basis of unknown, nontraditional forms of
tourism. This is also typical of other European countries
such as France, Italy and Hungary. In Bulgaria these
examples include Trigrad, Yagodina and Mogilitsa in the
Rhodope Mountains; Emen and Krushuna on the border
between the Danube Valley and the Balkan Mountain (see
illustration 1).
The main issue related to the emergence and presence
of tourism as a market offering in our villages is
determined by the production of attractive tourist
products. The decisive motive for visiting, at least under
Bulgarian conditions, are not the services but the natural,
cultural and historic sites whose tourist attractiveness is
defined by the categories of uniqueness, being exotic and
aesthetic value. The extremely various natural landscapes
and the rich cultural and historic heritage facilitate the
development of tourist products that are unique for the
particular areas and micro-regions. With reference to this,
BARET offers possibilities for diversification of rural
economy on the basis of particular areas. The tourist
products there are connected mainly to elements of the
natnatural heritage. According to BARET, in the country
there are the certain types of villages [8]: lowlands - plains
valleys - “Ryahovo” nature park, situated along the
Danube river, Slivo pole Municipality, Ruse; hillylowlands - “Misiya” nature park, Karayisen village, Veliko
Turnovo region; Hilly-plateau-ridges -“Rachene” karst
nature park, Kameno pole, Roman Municipality, Vratsa
Region; low-mountain areas - “Gradishte” national and
historic park in Dolno Dryanovo village, Gurmen

III. EFFECTS OF TOURISM DEVELOPMENT IN
RURAL AREAS
The concentration of a large number of sites for rural
and agricultural tourism has a beneficial effect on the
cultural and social development of the area. It boosts the
interest in common festivals and customs, which not only
render the destination more attractive, but also contribute
to the revival and proliferation of local traditions and
customs (mummers’ dances, fire dances, song contests,
various fests). On the one hand, these act as a factor to
attract more tourists, and on the other hand, they raise
local people’s motivation to preserve the local cultural
heritage and allocate funds for related investment.
Rural tourism services in our country are also provided
in well established recreation complexes related to other
varieties of tourism. Rural tourism development thus acts
as a factor alleviating the existing imbalances among
different areas and accommodation facilities in the
country.
Over the last years, there has been considerable
progress in the development of rural and agricultural
tourism whose main objective, staying in a rural
environment, close to nature and indulging in the relaxing
pace of interesting tourist activities, is achieved through
efficient functional relations to other varieties of tourism
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Municipality, Blagoevgrad Region; middle-height
mountains - Ethnographic complex “Rhodope drinking
fountains and wells”, Davidkovo village, Banite
Municipality, Smolyan Region (illustration 2) .
According to BARET, some of these nature parks do
not have analogues even in Europe (“Misiya”,
“Gradishte”, “Ruchene”). Their tourist product is related
mainly to elements of the natural heritage.
With reference to the trend of gradually increasing the
share of organic and ecological agriculture, the
possibilities for creating local, „in situ” markets also
improve. This means that clients, buyers come to the
market. There have already been observed positive
examples of direct sales (in villages) and indirect
(subsequent) consumption of local produce on behalf of
visiting tourists. These practices occur together with the
well-known road-side trade.
Practice has shown rather convincingly the dynamic
and catalyzing role tourism has for the integrated
development of rural areas. The interrelations between
tourism and other, non-tourist activities has led to a
specific, often sought multiplication effect.
The consumer formula of traditional rural tourism includes
not only informative and visual aspects but also local food
products such as eggs, vegetables, honey, etc.; local drinks
such as juices, syrups, herbal teas, etc,; local craft products
such as souvenirs, organic packing materials such as
wicker, willow, hazel baskets, etc.). A very indicative
example is the so called Mursalski chai (Siderits scardica)
also known as mountain tea, shepherd’s tea or ironwort. In
some areas in the Rhodope Mountains it is offered for
direct consumption or dried and packed so that tourists can
buy it (not only as a souvenir) since it has become very
popular.
The impact rural tourism has on the development of
certain villages and the quality of life there could be
summarized under the following headings:
◙
Investments and activities directly related to
tourisms (accommodation facilities, restaurants and other
places for preparing food, additional service facilities);
◙
Improved infrastructure which is also favourable
for the local population;
◙
Development of a better services sector both for
the local population and tourists;
◙
Events and activities related to the preservation
and protection of local cultural, historic, ethnographic,
folklore and natural heritage and biodiversity (flora and
fauna).
Rural tourism considerably stimulates local initiatives
in a number of ways. Currently in the country there is an
increase in the construction of guesthouses, small and
medium-size family hotel in the countryside.
The development of rural tourism especially in the
areas of the Rhodope Mountain and the Central Balkan
Mountain is a stimulus and a factor for boosting economic
activity in spheres which are both directly and directly
related to tourism. Thus it is an important factor and at the

same time one of the areas of economic diversification in
rural areas.
The improved infrastructure influences positively the
village environment. The range of offered services is
increased including those offered to local people.
Employment and incomes also rise and the number of
people migrating from rural areas decreases. This results
in a considerable improvement of the quality of life there.
This process has some reverse effects, though, because
this is a two-way relationship. The improvement of life
quality in particular areas and micro-regions has led to
mobilization of efforts and initiative and local people have
improved the nature and quality of the offered, complex,
tourist product. This in turn has attracted more investments
and increased living conditions in the respective areas.
The requirements for creating complex tourist products
enhance the development of various activities. Their
realization is financed and often subsidized under
numerous programs whose objective is to develop and
stimulate tourism (RADP [10], projects for sustainable
development, LEADER with its LAGs, etc.). LAGs are the
main intermediaries between local communities and the
RADP management and implementation. Their main
objective is to create opportunities for an easier access to
financial
support
for
farmers,
entrepreneurs,
nongovernmental organizations and community centers
which would like to stimulate and diversify employment
and the preservation of rural areas cultural heritage and
identity.
Considerably bigger financial resources for
infrastructure, services and other economic activities are,
to a certain extent, concentrated in areas with preserved
settlement system, picturesque landscape and other
resources benefitting the development of rural tourism.
To ensure a balanced development of villages and to
boost rural areas economy it is very import to have a
realist understanding of the available resources and
possibilities. This analysis should facilitate the
development of activities that will allow the effective use
of local heritage and natural resources and at the same
time foster their protection and preservation not only for
the present but also for the future generations.
A very important prerequisite for accelerating the
diversification processes of rural and eco tourism activities
and the improvement of
employment possibilities in
these fields is the government and EU policy. The EU
policy pays considerable attention and subsidies to the
development of agriculture including rural areas and rural
tourism. A lot of the funding under Priority axis 3 of its
agricultural policy, namely “Improving quality of life in
rural areas and stimulating diversification”, is used for
diversification through non-agricultural activities.
The territorial communities and the local initiatives
play A main role in the process of developing the “rural
tourism” product. For Bulgaria it is particularly important
to look for opportunities for developing common regional
product in collaboration with its neighbouring countries
which have established rural tourism destinations.
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IV. CONCLUSIONS
As a result of the different analysis carried out in the
previous sections for Bulgaria the following conclusions
can be drawn:
 Rural tourism in Bulgaria is one of the
government’s instruments in achieving the
strategic objectives of developing rural areas for
the period 2007-2013;
 The development of tourism and its accompanying
activities in rural regions stimulates investment
practices which create conditions for opening
small and medium-size enterprises for processing
agricultural products and developing the local
crafts. This production is offered to tourists, the
local population or outside the particular regions;
 Tourism as a diversification element of the rural
micro-economy is an important direction and, at
the same time, a factor for accelerating the process
of activities diversification in rural areas;
 The profitable agro-tourist product is determined
by the complexity of the product, the
concentration of tourist sites in complexes and
regions depending on the offered services. The
results are revealed by alleviating the
disproportions in the territorial distribution of
tourism in general and their positive effects on
both the development of rural areas and the
alternative tourism related activities;
 The development of an unique agro-tourist product
in Bulgaria secures improvement of the economic
and social conditions in rural areas, diversification
of economic activities in agriculture, high standard
of life, advancement of employees’ skills and
knowledge and preventing depopulation of
disadvantaged rural areas.

BARET – Bulgarian Association for Rural and Ecological
Tourism, chair – assoc. prof. Petar Petrov; http://www.baretbg.org/
BААТ – Bulgarian Association for Alternative Tourism,
http://www.baatbg.org/

REFERENCE

NUAC – National Union of Agricultural Cooperatives

[1] Gerganov, G., Nikolovа, М., (2011). Rural tourism.
Textbook, “Tsenov” Academic Publishing House, Svishtov
- 2011. ISBN 978-954-23-0594-1.

RUAC – Regional Union of Agricultural Cooperatives

Illustration 1. Emen - complex „Imenieto”; The Trigrad gorge; Emen - complex „Nigovanka”, The
Hotnica Falls

40

KSI Transactions on K N O W L E D G E S O C I E T Y

The concentration of sites by area

The concentration of tourist sites
in complexes

according to the services provided

The complexity of the
tourist product

tourissites in
complexes

концентрация на обектите в
комплекси

The alleviation of existing imbalance

The

in tourism development in different

positive

impact

of

single

villages upon the development in rural

areas

areas and tourism-related activities

Fig.1. Rural development trends in Bulgaria after 2007 and their positive
effects on the development of rural economy

Ryaho
vo

Lowlands
Hilly – plateau-ridges

Low-

mountain

areas mountain areas

Mizia

Rache
ne

Gradisht
e

–

plains-

valleys

Hilly –lowlands

Rhodope
Mountain
s

Middle-height
mountains

Illustration 2. Topology of Bulgarian villages with reference to rural economy diversification on the basis
of specific particular places

41

Volume 5

Number 3

September 2012

The analysis and evaluation of the factors influencing
the Lithuanian non-life insurance market
Stasys Taraila1
The problem of the research. What are the
macroeconomic factors and how is the non-life insurance
market functioning? How to identify and assess the
significance of the factors?
The aim of the article - to assess what factors
influence the Lithuanian non-life insurance market, to
compose the models describing the Lithuanian non-life
insurance market and its individual sectors.

Abstract. The paper analyses the factors influencing the
Lithuanian non-life insurance market and their evaluation
methods. The econometric models, describing the non-life
insurance market, the vehicle insurance market and the
property insurance market, are composed. Those factors that
were not included in the regression analysis, were
distinguished and evaluated by applying expert assessment.
Conclusions are presented at the end of the article.
Keywords: insurance, non-life insurance market, economic
factors, expert assessment.

II. THE FACTORS INFLUENCING THE NON-LIFE
I. INTRODUCTION

INSURANCE MARKET AND THEIR EVALUATION
METHODS

The insurance market has a significant impact on the
economic development of Lithuania, as well as of any
other country, as the insurers perform the risk transfer and
loss prevention functions. It ensures the stability in both
daily life and business. In Lithuania the insurance market
has been growing rapidly since the Restoration of
Independence and during the last decade has reached the
fastest growth. However, compared with other European
Union countries, the insurance development rates are much
lower, therefore the insurance sector should be given more
attention, especially non-life insurance, as in Lithuania it
occupies the major part of the insurance market.
Relevancy of the topic. During the period of economic
boom, the Lithuanian non-life insurance market was
growing more rapidly, however, after the beginning of the
global economic crisis, in Lithuania the non-life insurance
market decline was significantly higher than the whole
economy. Although in 2010 it was possible to see signs of
recovery in other sectors, the Lithuanian non-life insurance
market was further shrinking and only in early 2011
positive growth was recorded; the sum of contributions
signed in 2011 grew by 12,5 percent compared with the
same period of the previous year.
In the presence of these changes, it is relevant to figure
out how macroeconomic factors influence changes in the
Lithuanian non-life insurance market and how they can be
evaluated.
The article focuses not only on macroeconomic factors
and their assessment, but also on the assessment of other
possible factors, which the author considers to be
important.

The link between the economic growth and the non-life
insurance sector growth was examined by several
scholars. The importance of the non-life insurance market
to the economic growth was analysed by Outreville (1990)
as well as Ward and Zurbruegg (2002). Summing up the
works of these authors, it can be stated that the non-life
insurance activity for the risk transfer, financial
intermediation and employment enlargement contribute to
economic growth. The performed theoretical and
empirical studies suggest that the country’s financial
development influences economic growth. Insurance is
one of the branches of financial sector, therefore the
evaluation of the factors that affect the insurance market
would allow to find out what contributes to the
development of financial services, and thus to economic
growth. In respect of this, the theoretical literature
analyses the insurance market and its separate types.
Brown et al. (2000), Ward and Zurbruegg (2002) and
Esho et al. (2004) conducted empirical studies, where they
examined the factors that influence the non-life insurance.
Summing up the works of these authors it could be stated
that the non-life insurance market is influenced by the
economic, legal and social factors.
An econometric assessment. The aim of the
investigation is to define and evaluate the key factors
affecting the Lithuanian non-life insurance market. The
non-life insurance sums of contribution were selected for
the examination. There is no consensus and no single
research methodology among the scholars, who deal with
this problem, which factors may affect the life or non-life
insurance markets.
One part of the investigation, i. e. econometric
examination, was performed using regression analysis by
the least squares method. This method was chosen
because it allows to evaluate how much each factor affects
separately, and how it works together with other factors.
When analysing the factors, which could be included in

1
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the study, the problem arises, i. e. in order to include a
certain factor, discussed in the theory, in the model, the
right measured equivalent is necessary, i. e. the best
approximation must be found. In the creation of the
research model, possible factors were determined that were
included in the regression analysis.
The Lithuanian non-life insurance market consists of
three major insurance groups: Compulsory Motor Third
Party Liability Insurance (MTPLI), vehicle insurance and
property insurance. According to the literature analysis, it
is appropriate to compose three models, which will
contribute to the identification of the factors that affect the
whole Lithuanian non-life insurance market, the vehicle
insurance market and the property insurance market, in the
analysis including the previously selected factors.
Expert assessment. Such factors as religion, culture,
legal system, etc. are distinguished in the articles dealing
with the factors influencing non-life insurance market.
Since the object of this research is the non-life insurance
market of only one country, it is complicated to include
these factors in the econometric model. As the educational
level of residents in the country may be associated with the
risk avoidance level (educated people are more aware of
insurance benefits and are less likely to take risks), this
indicator was included in the regression analysis. However,
are other factors less important? In order to carry out a
comprehensive assessment of the factors affecting
Lithuanian non-life insurance market, the following
question was raised: “How to evaluate the influence of the
factors which are not included in the econometric
models?” In order to answer this question, the method of
expert assessment was chosen.

X1 – Gross Domestic Product (GDP) per capita;
X2 – the number of road traffic accidents;
X3 – the unemployment rate in the country;
X4 – the number of first time registered vehicles
(except motorcycles and mopeds);
X5 – consumer price index (the change in the same
quarter of the previous year);
X6 – newly built apartments;
X7 – issued mortgage loans for households (million
litas);
X8 – educational level (the portion of young people
(20-24 year old) with secondary and higher education);
According to the performed analysis, the correlation
coefficients between non-life insurance contributions and
each of the independent factors were calculated. Results
are presented in Table 1.
TABLE 1. CORRELATION COEFFICIENTS AND
THEIR T STATISTICS
Factor
Correlation coefficient
t statistics
X1
0,789
6,803
X2
-0,239
-1,303
X3
-0,278
-1,531
X4
0,593
3,906
X5
0,735
5,736
X6
0,423
2,474
X7
0,800
6,669
X8
0,330
1,850

III. MODELS DESCRIBING THE LITHUANIAN NONLIFE INSURANCE MARKET

When the correlation coefficient module is greater than
0,8-0,9, the correlation is considered to be very strong. In
the investigated case, there is no correlation of such
strength, however, it can be assumed that factors X1, X4,
X5, X7 have a strong relation with the non-life insurance
contributions. The correlation coefficient value of factor
X6 indicates that the connection between the number of
newly built apartments and the number of signed
contributions is weak in the non-life insurance. However,
these factors will be included in the further investigation
of the model for a more detailed description of Y.
Table 1 highlights t statistic values that are statistically
significant. Thus, a statistically significant relationship
exists between the non-life insurance contributions and
the following variables: GDP, the number of first time
registered vehicles in the country, consumer price index
and the remainder of issued mortgage loans for
households. A statistically significant correlation,
although not so strong, exists between among the non-life
insurance contributions and the number of apartments.
Pair regression models with and without a free member
were composed. In most of the models with a free
member, it was statistically insignificant, therefore only

The article includes correlation - regression analysis of
the Lithuanian non-life insurance market and the factors
that affect it. It was also separately analysed which factors
have influence on the signed insurance contributions in the
vehicle insurance and property insurance. Statistical data
of the independent variables are taken from the Lithuanian
Department of Statistics Indicators Database and from the
database of the Bank of Lithuania. The data on signed
contributions are collected from the Lithuanian Insurance
Supervisory Commission database of announced
indicators.
Non-life insurance market model. The quarterly data
of the signed non-life insurance contributions for the
period from the fourth quarter of 2004 to the fourth quarter
of 2011 are used in the analysis. The research was
conducted applying an open source program - R.
Hereinafter the following abbreviations are used:
Y – signed non-life insurance contributions (million
litas);
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three equations of these pair regression equations deserve
attention, i. e. those, whose coefficient of determination is
R2>0,4. These equations are presented in Table 2.

This model, describing the non-life insurance market, is
the best in respect of the coefficient of determination; in
addition, the remainder of the model satisfies the
regression model assumptions, therefore the model can be
considered appropriate. The model was tested by
calculating the sum of signed contributions in the third
quarter of 2011 in accordance with the model and by
comparing it with the actual sum. The calculated sum in
accordance with the model was 11,28 percent higher than
the actual one. Thus, although the obtained value differs
from the actual one, it falls in the intervals of predicted
confidence. For this reason, the model prediction can be
considered satisfactory.

TABLE 2.
PAIR REGRESSION MODELS WITH A FREE
MEMBER
Regression equation
R2
Y= 0,0414*X1-14,006
0,6231
Y= 15,34*X5+ 193,34
0,5403
Y= 0,031*X7+129,50
0,6402
Therefore, the second step was to compose pair
regression models without a free member. In the models,
presented in Table 3, the coefficients are statistically
significant and the coefficient of determination R2 is much
better than in the aforementioned case.

The model of vehicle insurance market. The vehicle
insurance is the second largest group of insurance
contributions in the Lithuanian non-life insurance market.
The tendencies of this group insurance contributions differ
from the general non-life insurance contribution market,
therefore a separate analysis was performed and the
relationship between the vehicle insurance contributions
and the selected factors, described in chapter 3.1., was
identified. Two factors were removed from the general list
of factors, i. e. the number of apartments and the sum of
issued loans, since, in author's opinion, these factors have
influence not on the vehicle insurance but on the property
insurance market.

TABLE 3.
PAIR REGRESSION MODELS WITHOUT A FREE
MEMBER
Regression equation
R2
Y= 0,393*X1
0,973
Y=0,173*X2
0,803
Y=20,18*X3
0,691
Y=0,0055*X4
0,949
Y=43,506*X5
0,765
Y=0,123*X6
0,878
Y=0,056*X7
0,950
Y=2,962*X8
0,933

Hereinafter K is referred to as signed vehicle insurance
contributions (million litas);
Table 4 shows calculated t statistics in order to
determine the significance of the correlation coefficient of
each pair of variables.
TABLE 4.
Correlation coefficients and their t statistics.
Factor
Correlation coefficient
t statistics
X1
0,650
4,535
X2
0,233
1,268
X3
-0,725
-5,577
X4
0,775
6,496
X5
0,797
6,996
X8
0,579
3,764

The obtained results coincide with the results of the
correlation analysis, i. e. factors X1, X5 and X7 have the
strongest connection. Pair regression equations, composed
between these factors and the non-life insurance
contributions, also have the highest R2 statistics, i. e. these
are the best models.
In order to compose a more accurate model, describing
the non-life insurance market, more variables should be
included. A multiple regression analysis defines a number
of methods how to select the factors to be included in the
regression equation. One of the proposed methods is to
include all the available independent variables, and then to
eliminate statistically insignificant ones. It also proposes to
rely on the results of the correlation analysis and in the
multiple regression equation to include only those factors
that had the highest correlation coefficients. Referring to
the results of the correlation analysis, X1, X4, X5 and X7
are included in the multiple regression equation. The
statistics of the resulting regression equation is very high,
however, neither a free member nor the coefficient of
factor X7 is statistically significant. After the removal of
these members from the equation, the final regression
equation is obtained.
Y= 0,025*X1+ 0,0012*X4+ 8,042*X5 ,

September 2012

Table 4 highlights t statistic values that are statistically
significant. Almost all correlation coefficients not only
show a stronger relationship than the average, but also are
statistically significant.
The obtained results show that the strongest connection
is between the vehicle insurance contributions and the
number of vehicles in the country as well as the consumer
price index. A strong inverse relationship is between
unemployment and the vehicle insurance contributions. A
strong positive correlation exists between GDP and the
signed contributions in the vehicle insurance; it can be
explained by the fact that the vehicle insurance is highly
dependent on the economic situation in the country.
Pair regression equations, which define the relationship
between the signed vehicle insurance contributions and
each of the independent variables, were composed. As in

R2= 0,985,
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The model of property insurance market. The
property insurance is another highly important group of
insurance contributions in the Lithuanian non-life
insurance market. When composing the model of the
signed property insurance contributions, the factors,
discussed in chapter 2.1., will be used; only two factors
were removed, which, in author's opinion, have an impact
on vehicle insurance categories, namely number of
accidents on the road and the first time registered vehicles.

the case of the signed non-life insurance contributions
analysis, two types of pair regression equation were
composed. It was found out that, after including a free
member in the equation, in most cases it is statistically
insignificant or their coefficient of determination R2 is very
low.
The only pair regression equation with a free and
statistically significant member is K = 49,176 + 5*X5. The
statistics of the coefficient of determination of this
equation is R2 = 0,63. In all other pair equations with free
members, they are insignificant ones, therefore the pair
regression equations without a free member were
composed. They are presented in Table 5.

Hereinafter T is referred to as the signed property
insurance contributions (million litas);
The calculated correlation coefficients and t statistics
values, used to determine their significance, are provided
in Table 6. The statistically significant (bold) correlation
coefficients are between the property insurance
contributions and X1, X5, X6, X7. The correlation
coefficients between the signed property insurance
contributions and GDP per capita as well as consumer
price index and the issued loans are very strong and
positive.

TABLE 5.
PAIR REGRESSION EQUATIONS AND R2
STATISTICS VALUES
Regression equation
K= 0,01068 *X1
K = 0,04946 *X2
K = 5,1145 *X3
K = 0,0015 *X4
K = 12,167 *X5
K = 0,808 *X8

R2
0,951
0,865
0,583
0,966
0,795
0,922

TABLE 6.
CORRELATION COEFFICIENTS AND T
STATISTICS.
Factor
Correlation coefficient
t statistics
X1
X3
X5
X6
X7
X8

The performed analysis has showed that each
independent variable has a greater or lesser connection
with the signed contributions in the vehicle insurance.
However, all these factors are operating simultaneously
and have a respective impact on the insurance
contributions. In order to find out which factors and how
they influence, a multiple regression model was composed,
which included several independent variables. For the
construction of the model the methodology “from simple
to complex” was applied, i. e. all independent variables
with statistically significant correlations in the signed
vehicle insurance contributions were included in the
model. Then, referring to t statistics whether the coefficient
at the independent variable is statistically significant or
not, the independent variables, whose coefficients were
statistically insignificant, were removed from the model, i.
e. equal to zero. The resulting model is:

0,812
-0,084
0,809
0,456
0,706
0,311

7,378
-0,448
7,307
2,718
4,99
1,733

The pair regression equations with a free member were
composed. The resulting regression equations with
significant coefficients are presented in Table 7. Although
the coefficients are significant in the models, the values of
the coefficient of determination indicate that the equations
do not sufficiently well describe the independent variable,
i. e. the property insurance contributions. Another step
was to compose the pair linear regression equations
without free members. The obtained coefficients of
determination are much closer to one, thus a linear
relationship between the property insurance contributions
and the respective factor pair equations is better described
without a free member.

K= 0,0086 *X1 - 2,6021 *X3 + 0,0002*X4 + 0,305*X8,
R2 = 0,9936;

TABLE 7.
PAIR REGRESSION EQUATIONS AND
COEFFICIENTS OF DETERMINATION
Regression equation with a Regression equation
free member
without a free member
Equation
R2
Equation
R2
T=0,121*X1 0,66
T=
0,94
29,28
0,0078*X1
Insignificant
T=
0,68
4,0193*X3
T=4,801*X5 +
0,656
T = 9,165
0,83

This model is the best in terms of both the coefficient of
determination, and model error. The model was tested by
calculating the sum of signed contributions in the third
quarter of 2011 according to the model and by comparing
it with the actual sum. The calculated sum according to the
model was 3,73 percent. higher than the actual one. The
obtained result is great, i. e. the model perfectly describes
the vehicle insurance contributions and it can be used for
future predictions.
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29,96
Insignificant
T=18,809 +
0,00777*X7
Insignificant

Number 3
0,499
-

*X5
T = 0,0246
*X6
T=
0,0114*X7
T = 0,578
*X8
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the heads of the sales departments of the non-life
insurance companied (E4, E5), the manager of the non-life
insurance product marketing (E7), the assessor of the nonlife insurance product risk (E8) were interviewed in the
second stage.
In the second stage, the experts were asked to answer
the following question: Are the following factors
important to the growth of the Lithuanian non-life
insurance market? (Please, evaluate: 5 - very important
factor, 1 - not at all important factor). The average
evaluation of each factor is presented in Figure 1.

0,86
0,93
0,87

During the correlation analysis it was found out that
GDP per capita, consumer price index, the number of
newly built apartments and the issued loans for household
have the strongest and statistically significant relationship
with the property insurance contributions,. These factors
have been dealt with in the multiple regression equation.
After having composed a model with all these variables,
some coefficients were insignificant, therefore those
factors were removed from the model. The final multiple
regression equation is as follows:
T = 0,0055*X1 + 3,2844*X5, R2 =0,973 .
This equation is the best in terms of the coefficient of
determination, moreover the remainder of its model
corresponds the model assumptions. The actual value of
the signed contributions in the property insurance in the
third quarter of 2011 is 53,98 million litas, which is 15,58
percent less than it was estimated according to the model.
In this case the interval of prediction confidence is
[51,019; 67,09], thus with the application of the model to
the actual data the obtained value falls within the interval
of confidence and the model can be considered appropriate
for prediction.

Fig 1. Factors influencing the growth of the Lithuanian
non-life insurance market: expert assessment
It was found that the experts consider the educational
level and the existing attitude towards insurance as having
the greatest impact on the growth of the non-life insurance
market. In experts’ opinion, another important factor is
clear and understandable insurance rules and the
confidence in insurance companies. The compatibility
testing of experts’ opinions was carried out and the
obtained results show that their opinions are compatible,
therefore the results of the research are reliable.

IV. EXPERT ASSESSMENT
Referring to the regression analysis and the theory of
econometric models, the models describing the Lithuanian
non-life insurance market were composed. However, not
all factors affecting the non-life insurance market can be
measured statistically. It was decided to additionally carry
out the expert assessment in order to determine what
factors, not included in the regression analysis, have
impact on the Lithuanian non-life insurance market. The
individual assessment method was applied in this research,
i. e. survey questionnaires.
The expert assessment was conducted in two stages. In
the first stage, during the discussion with one of the
selected experts, the list of possible factors was composed.
In the second stage, the experts were provided with the
questionnaire, including the listed factors set out in the first
stage, and were asked to evaluate them according to a fivepoint scale.
The experts were selected on the basis of their work
experience in the non-life insurance companies and the
brokerage companies as well as their positions. The expert
(E0) interviewed in the first stage has an extensive
experience in the field of insurance sales, is well versed in
the non-life insurance market. The experts, for many years
engaged in sales of insurance products (E1, E2, E3, E6),

V. CONCLUSIONS
1. The non-life insurance market is influenced by
various factors, which can be divided into economic, legal
and social.
2. The performed analysis has showed that until 2008
the Lithuanian non-life insurance market was developing
rapidly and had high growth potential. However, due to
the global financial crisis in 2009, in Lithuania the nonlife insurance market decreased by 29,5 percent, and in
2010 declined by 4,7 percent. Fortunately, the double
growth of the non-life insurance market in 2011 shows
that the downturn is in the past.
3. In order to determine what factors have impact on
the non-life insurance market, correlation – regression
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analysis was carried out and the multiple regression
equations were composed. The following was found out:
a)
GDP per capita, the number of the first
time registered vehicles in Lithuania and the
consumer price index have the greatest impact on
the non-life insurance market;
b)
the signed vehicle insurance contributions
depend on the GDP per capita, unemployment rates
in the country for the first time, the number of the
first time registered vehicles in Lithuania and the
educational level in the country; the rising
unemployment rate has a negative influence on the
growth of the vehicle insurance contributions;
c)
the property insurance contributions have a
strong positive dependence only on the economic
factors, i. e. GDP per capita and consumer price
index.
4. The performed quantitative expert assessment
helped to find out that the Lithuanian non-life insurance
market is influenced by other factors, which were not
included in the correlation – regression analysis.
According to the experts, the following factors are the
most important to the growth of the non-life insurance
market: the educational level in the country, the attitude
towards the insurance, clear insurance rules. The
confidence in the insurance companies, the loss
probability, favourable conditions for credit and leasing
were mentioned as less important factors.
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Mortgage portfolio in Lithuania, Latvia and Estonia:
analysis of main factors
Eduardas Freitakas 1

Abstract The aim of the paper is to find out the most
important macroeconomic factors that are determining
dynamics of mortgage portfolio in Lithuania, Latvia and
Estonia. The research of the mortgage portfolio of Baltic
countries has been carried out based on correlation and
regression analysis of the macroeconomic factors.
Keywords - Mortgage loans, economic growth, financial
crisis, commercial banks.

worldwide financial crisis it suffered the most painful
collapse of economy in the EU. Changes in the sizes of
mortgage loans and the influencing factors are extensively
explored in macroeconomic overviews. According to
economic writings, excessive concentration or excessive
growth in a single sector of economy may lead to the
instability of the whole economy.
According to Sahel and Vesala (2005), various
indicators of the financial market need to be under
permanent observation in order to assess the tension which
is present in financial markets both at national and
international levels. Factors most prominently reflecting
disturbances that are present in financial markets may be
defined as: deviations from the regular mortgage prices
predominant in the financial market; Insecurity and
uncertainty experienced by participants of the financial
market due to long-term and prominent deviations of the
mortgage market prices.
According to Stefan (2010), due to the major imbalance
of the economic results of the Baltic countries, alteration
of results would have pushed towards an economic crisis
sooner or later anyway independently from external
circumstances. The downturn of economy was extremely
rapid and painful as a number of factors contributed to it:

Decreased
competitiveness
of
the
countries.

Decrease of demand for exported goods.

A “bubble” of high prices and the sector of
real estate.

Residents of foreign countries withdrew
their deposits from banks due to
excessive risk.

Foreign investors refused to invest into
risky Baltic countries.
The economic collapse resulted in the decrease of the
GDP in the Baltic countries, the decrease of the actual
wages, the increase of the level of joblessness, the fall of
the real estate prices and in the systematic increase of the
number of debtors unable to repay their debts.
The increased loan-taking was related with essential
alterations regarding the balance assets of banks.
First of all, bank investments into government bonds have
soared; as a result, commercial banks started keeping an
extremely significant part of their property in the shape of
government bonds.
Goodhart, Hofmann (2003) explored the long-term
relationship among bank credits, GDP and mortgage
prices. On the basis of impulse response analysis they also

I. INTRODUCTION
The real estate market is an important industry in any
country both from the social and economic perspectives as
the objects of housing market may be considered to be an
essential. The real estate market of Estonia, Latvia and
Lithuania, after country’s had regained their independence
started a significant course of development throughout the
previous decade when the objects of real estate market
became more of a value as well as they became objects of
investment and speculation. Resultant of that certain
market segments witnessed substantial price fluctuations
which also reflected on the overall economic situation.
The aim of the paper – to find out the most important
macroeconomic factors that are determining the dynamic
of mortgage portfolio in Lithuania, Latvia and Estonia.
The object of the paper – the mortgage portfolio of the
three Baltic countries and macroeconomic factors of the
mortgage portfolio.

II. CHANGES IN THE SIZES OF MORTGAGE LOANS
AND INFLUENCING FACTORS

Recently, a major part of the new member countries of
the EU have been experiencing a rapid increase of the
household sector debt. The intense growth of crediting is a
core factor in the strife to catch up with other countries as
it demonstrates the strengthening of the finance sector.
However, it may also be a risk factor of the financial and
macroeconomic indicators. An excessive debt of
households, especially if the debt comes in a foreign
currency, may also be a factor influencing the financial
crisis (Aslund, 2009). The loan and real estate markets of
the Baltic countries have been growing several times faster
than these of the EU; however, as a result of the
1
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found out that there exists an interrelationship between the
prices of credits and mortgage. On the other hand, as
mentioned above, it is complicated to identify the impact
of credit demand and supply on the changes in real estate
prices as the pricing of the real estate may also be
impacted by the credit demand and supply.
In his vector error correction model (VECM),
Hofmann (2001) included the average of the prices of
housing and commercial real estate and researched a
prominent dynamic interrelationship between loans
provided by banks and housing prices (the latter variable is
the causal one). The author believes that the fluctuations of
banking credits and real estate prices together establish the
alterations of actual short-term interest rates. Hofmann
observes that at the macroeconomic level it is extremely
complicated to separate the impact of credit demand and
credit supply upon the prices of real estate.
In his empirical research, Hofmann (2001) considers five
key variables:

Actual mortgage prices;

Loans actually provided to the private
sector;

Actual GDP;

Actual short-term interest rates;

Actual private investments.
The actual short-term interest rate was selected instead of
long-term interest rates as it reflects the behaviour of a
monetary policy optimally.
Researches have proven that there exists a positive
relationship between the conditions of the issued loans and
the mortgage prices as well as the growth of GDP. These
results maintain impact on the risk of a credit and thus
should affect the pricing of loans and the sufficiency of the
capital.
Among various macroeconomic factors, GDP possesses
the predominant influence on the pricing of real estate and
bank loans.
Bernanke and Gertler (1989) as well as Kiyotaki and
Moore (1997) develop a modified real business cycle
model with information asymmetry in credit markets. Due
to discrepancies of information, enterprise and mortgage
loan taking is restricted; loans may be obtained only when
some assets are mortgaged; this implies that obtaining a
loan depends on the net value. As the net value of loantakers is cyclical, their loan-taking capability increases
with a rise in economy and falls when economy shrinks.
A positive correlation between credit and economic
activity may develop due to the impact of credit demand
and credit supply or with changes taking place in the credit
market as well as with alterations of economic activity.
A strong relationship between credit scores and prices
of real estate may adversely affect changes concerning the
alterations of credit supply and real estate prices. Real
estate prices may influence the credit demand indirectly by
promoting economic activity on the basis of asset
influence. The influence of assets may also evoke direct
impact of asset prices on the demand for accommodation.
Considering the cyclical model of household consumption,
household owners react to the increase of real estate prices

by increasing their expenses and taking loans in order to
lead prosperous lives. On the other hand, the increase of
real estate prices also leads to the trend of boosted
mortgage prices. Mortgage-payers may react by restricting
their consumption and loan-taking.
Both Davis, Zhu (2004) and Hofmann (2001) claim that
the mechanism of “finance accelerator” presupposes an
alternative explanation of the coincidence of loan-taking
and asset price cycles. The asset reserves are constant in
the short term; as a result, the value of mortgaged
households and enterprises mostly incites the shifting of
asset prices. The increase of loan-taking promotes
economic activity; hence asset prices are additionally
raised so that the process should evolve by itself.
As real estate is often used as a mortgage when taking a
loan, the prices of real estate are more related with the
loan-taking capability of the private sector rather than with
the prices of assets, for example, with the prices of shares.
Thus a close relationship between crediting conditions and
real estate prices has a direct impact on the mechanism of
“finance accelerator”.
The aggregate demand, interest rates or the impact of
the fluctuation on bank loans and deposits in banks may be
theoretically researched by employing the common IS-LM
model where a part of private expenses needs to be
financed from the bank loan. However, considering the
initial absence of surplus reserves in banks, the expansive
impact in this model depends on the elasticity of the
demand of the monetary base regarding interest rates. If it
is low, the growing inclination of banks to issue loans has
only minor significance regarding the general demand, i.e.
it merely raises interest rates, and in this case, LM is
vertical. The econometric model links the ratio of loans
issued to individuals and the income of one resident with
the ratio of the state debt and GDP, inflation, means of
finance liberalization, law regulations and the business
culture.
A claim can be made that in order to avoid a bubble in
the real estate market and to maximally decrease the
negative impact of real estate prices on the activity of
banks, banks should undertake stricter methods of loan
management. The key indicators which should be given
most attention is the ratio of GDP growth, rate of interest,
inflation, joblessness, mortgage prices and household
income.
The development of banking loans increases demand in
the market and in the long term influence the decrease of
real estate prices. The long-term negative impact on the
credits provided by banks means that banks should
undertake an assessment method considering long-term
prospects and forecasting market alterations.

III.

FACTORS AFFECTING MORTGAGE CREDIT
GROWTH IN THE BALTIC COUNTRIES

In order to consider the factors affecting the mortgage
credit growth in the Baltic countries and the issue of their
interrelationship, an adapted research method for dealing
with the issue is suggested.
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The methodological foundation for the research is the
model developed by Backe, Egert, Zumer (2006); the
authors primarily overview the extension of bank credits
and further on research how the fundamental
macroeconomic indicators affect the loan and mortgage
loan portfolio. They apply the model to 11 countries of
Central and Eastern Europe, namely, Bulgaria, Croatia, the
Czech Republic, Estonia, Hungary, Latvia, Lithuania,
Poland, Romania, the Slovak Republic and Slovenia.
The criteria considered by the authors cover GDP per
capita, nominal interest rates and inflation.
In order to provide a more extensive research of the
variables influencing the mortgage loan portfolio, Backe,
Egert, Zumer (2006) model will be edited and supplied
with several additional criteria.
The researched factor:
Percentage change of the mortgage loan portfolio.
Variables affecting the researched factor:
1) Actual annual change of mortgage prices, per
cent.
2) Actual and nominal GDP change, per cent.
3) Actual mortgage loan interest rates in the
national and foreign currencies.
4) Actual and nominal interest rates:
a) Actual and nominal Vilibor, Talibor and Rigibor
interest rates, per cent.
b) Actual and nominal Euribor interest rates, per
cent.
5) Actual changes of deposits, per cent:
a) Actual changes of all deposits, per cent.
b) Actual changes of deposits of natural persons, per
cent.
6) Growth of wages, per cent:
a) Gross growth of wages, per cent.
b) Net growth of wages, per cent.
7) Alteration of joblessness levels, per cent.
The period under research: 1999 to 2010.
Correlation analysis and the statistical model of multiple
regression were employed for the research of mortgage
credit growth issue identification; as a result, the obtained
results highlight not only the interrelationship of the
researched factors but also their interdependence.
Having calculated the correlation relationship of mortgage
loans and mortgage prices of the three Baltic countries
throughout the considered period of 1999 to 2010, positive
medium-strength
statistically
reliable
correlation
relationship of the two macroeconomic factors was
obtained (r=0.7296). When considering the Baltic
countries individually, it was established that the weakest
relationship between accommodation prices and mortgage
loans was observed in Estonia where the correlation
relationship of the researched factors was the least
significant but still statistically reliable (0.7397; *p=.014).
In Lithuania, medium-strength positive correlation
relationship was obtained while in Latvia it was the
strongest of the three Baltic countries.
Having researched the impact of GDP on the mortgage
loan portfolio, results obtained in academic researches
confirmed that the growth of GDP is one of the key factors

September 2012
most prominently affecting the alteration of the loan
portfolio. First of all, correlation analysis was conducted in
which it was established that the actual changes of GDP
were related with the mortgage loan portfolio in terms of
positive medium-strength correlation relationship in all the
three Baltic countries (r=0.7695). When considering
specific countries, it was calculated that the strongest
correlation relationship of the actual GDP and the actual
mortgage loan alteration was present in Estonia
(r=0.9203), slightly weaker in Latvia (r=0.8259) and the
weakest of all in Lithuania (r=0.7359). All the obtained
correlation relationships were statistically reliable.
The research was further conducted by analyzing the
correlation relationship of all deposits and natural person
deposits with the mortgage loan portfolio in all the three
Baltic countries. The obtained results of correlation
analysis showed that alterations of all deposits were
related by medium-strength correlation relationships in
Estonia (r=0.6634) and the three Baltic countries taken
together (r=0.6426). Among the researched countries,
Latvia was singled out where the growth of deposits
showed the strongest positive statistically reliable
correlation relationship with the alteration in mortgage
loan portfolio (r=0.8757). The obtained research results
suggest the conclusion that the growth of the Latvian
mortgage loan portfolio was the most balanced as it was
conditioned by the increasing reserves of available money
in Latvian banks. Having reiterated the analysis by
considering alterations of natural person deposits,
essentially identical results were obtained. However, the
conducted correlation analysis confirms that the
researched factors were changing towards the same
direction but still it does not prove that they were
influencing each other.
Regression analysis of all deposit and loan portfolio
alterations was also conducted. One-dimensional linear
regression equations were obtained with relatively
significant standard deviations and minor determination
quotes; in Lithuania, r2=0.25, in Latvia r2=0.59, in Estonia,
r2=0.44. As a result, a claim can be made that the growth
of deposits was not the determining factor of the mortgage
loan portfolio growth in the Baltic countries while
alterations of these factors merely coincided during the
researched period. Scandinavian banks covering the
largest part of the Baltic loan market borrowed monetary
funds required for mortgage loans from mother banks in
Scandinavia but not from the local deposit market in the
Baltic countries.
Alterations of wages had no significant impact on the
alterations of the mortgage loan portfolio since the average
wages were changing relatively slowly. The obtained
results of correlation analysis showed that the changes in
wages and the mortgage loan portfolio were interrelated by
very weak and unreliable correlation relationship.
Regression equations are of different directions because of
small determination quotes and large standard deviations.
As a result, a generalization of the obtained results allows
the claim that commercial banks of the Baltic countries
when providing loans did not consider the alterations of
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wages and that the growth of loans was not proportional to
the growth of remuneration in the discussed countries.
Having conducted a correlation analysis of joblessness
alterations and mortgage loan market in the Baltic
countries, medium-strength negative statistically reliable
correlation relations were obtained in all the countries
except for Lithuania. The cumulative correlation marker
was statistically reliable, negative and of medium strength
(r=-0.7296). Positive changes in the job market, i.e. the
decrease of joblessness, were mostly related with the
growth of the mortgage loan market in Estonia (r=0.8394). In Latvia, the researched factors showed a weaker
correlation relationship (r=-0.745); in Lithuania, no
significant relationship between changes in the labour
market and the mortgage loan portfolio was discovered.
The research continued with a regression analysis of the
interdependence of joblessness levels and mortgage loan
portfolio. The obtained results of the regression research
showed that the changes of the labour market most
strongly affected the mortgage loan portfolio in Estonia
where the determination quote was the highest at
r2=0.7046; in Latvia, the interdependence of the two
factors was the lowest at r2=0.5550 among the researched
Baltic countries (see Picture 22). As a result, the obtained
results of regression research confirmed that the growth of
joblessness in Latvia in 2008-09 extremely strongly
restricted the provision of new mortgage loans.
It is also to be mentioned that the relationship of the
factors researched in the regression analysis was extremely
strong; however, regression equations defining their
interdependence contained significant standard deviations,
namely -0.14577 in Lithuania, -0.15647 in Latvia and 0.09387 in Estonia.
The conducted research confirmed the results provided
by various authors that GDP is the factor with the
strongest influence upon the mortgage loans. The actual
growth of GDP had strong and statistically significant
correlation relationship with the mortgage loan portfolio in
all the researched countries.
The results of the research of the influence of mortgage
prices upon the loan portfolio showed that in Latvia, the
impact of the real estate prices was the highest of the three
Baltic countries. Besides, the research of the Baltic loan
market highlighted that one of the key factors, namely, the
actual interest rates, showed no statistically reliable
relationship with the actual changes in mortgage loans.
However, the alteration of the loan portfolio in the Baltic
countries showed significant negative correlation
relationship only with the nominal national interbank
interest rates, i.e. Vilibor, Rigibor and Talibor.
Fluctuation of the average income of residents was not
significant or had only extremely minor influence upon the
portfolio of mortgage loans in the Baltic countries; this
could have been one of the core reasons of the imbalanced
growth of the loan portfolio.

2)

3)

4)

5)

terms of affecting mortgage loans. The real growth of
GDP had strong and statistically significant
correlation relationships with the portfolio of
mortgage loans in all the researched countries.
Having researched the impact of mortgage prices on
the portfolio of mortgage loans the obtained results
highlighted that of the three Baltic countries, the
influence of the real estate prices in Latvia was the
highest. The obtained results confirmed that the
economy of the country is more balanced and that the
growth of the loan portfolio is significantly related
with the growth of GDP (the case of Estonia) but not
with the fluctuation of the real estate prices (the case
of Latvia).
Having researched the loan market of the Baltic
countries it became evident that one of the key
factors, namely, the actual interest rates, had no
statistically reliable relationship with the actual
alteration of mortgage loans. However, the changes of
the loan portfolio in the Baltic countries showed
significantly negative correlation relationship only
with the nominal interbank interest rates, i.e. Vilibor,
Rigibor and Talibor.
The alteration of the average income of the residents
were not significant or had very low significance upon
the mortgage credit portfolio in the Baltic countries
which was likely one of the core causes of the
imbalanced growth of the loan portfolio.
The loan market was sensitive to the fluctuation of the
levels of joblessness throughout all the three Baltic
countries. The other researched factors, such as
deposits and wages, were not significantly related
with the development of the mortgage loan market of
the Baltic countries.
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IV. CONCLUSIONS
1) The conducted research confirmed the results of other
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Annotation: The civil service is the goal of change
throughout the European Union, especially in the period
of economic crisis. The main starting point of all concepts
for reforming the civil service in the Member States of the
EU, are "different" standards of management and
behavior in public administration. Not less important are
also individual characteristics, specific to the
administration - a hierarchical structure of organization,
references to official documents, greater orientation to
rules and processes, than on goals, etc. In this context,
placing the fundamental question for and against specific
rules of civil service and also the question of choice of
disparate models and types offered by the Member States,
the activation of a very important topic for our
community. Even though important, this issue remains
generally in shadow.
Keywords:
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as an ideal type if they were arranged in a scale between career
system and its opposite - the position system.
In this context it can be defended that modernization of the
civil service reduces the importance of models for the civil
service, serving in Europe for example.
In contrast to economic structural transformation from the
government-managed and centralized to a market economy, the
process of transformation of the civil service and the
introduction of modern legislation on it, based on democratic
principles, legal certainty, transparency and openness, received
relatively little literary attention. Against this background
appears need for better detailed examination of public services,
which are sometimes characterized by striking differences in
the countries concerned.
In the beginning of 21st century the status of civil servants
was called into question in the classical bureaucratic state. The
idea of national state and national citizenship, tendencies
towards globalization and internationalization, the influence of
European legislation (especially art. 39, § 4 and art. 136 to 141
of the EC Treaty), and the change of the concept of statehood,
represent major challenges against the idea of classical status of
the civil servant and his ability for reforming.

I. INTRODUCTION
The establishment of efficient and effective system for
managing human resources in state and municipal organizations
is expectation with a relatively little probability of realization.
This is one of the most important reasons for the relatively low
efficiency and weaker competitiveness of the public sector
worldwide1.
The studies on the effectiveness of human resources2
(including those in the report) reached to the formation of
understanding that the promotion and development of public
sector organizations is extremely topical issue - decisive factor
of their effective functioning.
As a result of governance reforms in recent years in
beginning of the 21st century, there is no longer a national
model for public service, which could be described as a classic
model of a career (this also applies to German, French and
Spanish models). It may be briefly stated that the classical
models of management lose their function as role models.
However, many civil service systems can be better understood

II. DIFFERENCE BETWEEN CAREER SYSTEM
AND POSITION SYSTEM.
When organizing the civil service and determine the status
of public officials, the Member States of the EU may in
principle to choose between the classical career systems and
position system.3 According to the definition, used by Boser,4
the distinctive characteristic of the career system is that the
applicant enters into the service of the first post on a specific
path for career development. Within this career the civil servant
subsequently may to be promoted in accordance with the
regulations set out requirements, to take on new positions and
rise in remuneration scales (such as the principle of seniority).
The decision to adopt one or another model is directly
related with national traditions in the Member States, as well as
with the definition and the role, given to the state in its relation
to society. The more the idea of the state rises above that of the
society, the more likely is to take a decision for the adoption of
the classical career system. In the contrary shall be taken
decision about adoption of the position system.

1

D. Popova, System for motivation: motivating opportunities in
times of crisis, Proceedings of the Round Table "Management
aspects of the crisis and their impact in the training process",
Publishing House "Science and Economics", UE - Varna, 2009,
p. 179-186.
2
Виж по-подробно философията на моделите: Sontheimer,
K., „Verfassungspolitische Perspektiven einer Reform
offentlichen Dienstes in der Bundesrepublik Deutschland“, в :
Dagtoglou,
P./Herzog,
R./Sontheimer,
K.,
Verfassungspolitische Probleme einer Reform des offentlichen
Dienstrechts, Baden-Baden, Vol. 6, 1973, p. 231

3

See in details philosophy of models:Sontheimer, K.,
„Verfassungspolitische Perspektiven einer Reform offentlichen
Dienstes in der Bundesrepublik Deutschland“, в : Dagtoglou,
P./Herzog, R./Sontheimer, K., Verfassungspolitische Probleme
einer Reform des offentlichen Dienstrechts, Baden-Baden, Vol.
6, 1973, p. 231
4
Source: www.nbu.bg / PUBLIC / IMAGES / File /
departments / center.pdf, available at 31. 05. In 2012
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According to the study Boser, D. and Demmke, K. among
the Member States of the EU the Swedish model most closely
resembles the classic model for position. Other countries with a
position model are also Netherlands and Estonia.
With the system, tending to the classical career model are
mainly the countries: Cyprus, Slovenia, Turkey (candidate
member of the EU), Romania and Slovakia.
Generally speaking, over the last decade (i.e. since the
beginning of the 21st century), there is a trend in more EU
member states to orient somewhere between these two extreme
forms. Countries with mixed systems, incorporating the career
model and position model are mainly Hungary, Malta, Poland,
Lithuania, Czech Republic and Latvia.
According to the same study, Bulgaria is defined as a
country tending to the classical career model. This assumption,
albeit with some degree of conditionality, we cannot accept
unconditionally, and the reason is one - the importance of
models for the civil service, serving in Europe for example,
gradually decreases. And the arguments for this are several.
The difference between the career models and position
models can be determined in several ways:
 Regulations in the career system only apply to public
officials (with the public law contract in Germany, Civil
Service Act in Bulgaria) the main elements of the career system
affect only about 20 to 30% of employees in the public sector;
 Classical elements of the career system also apply in
countries with the position model (it relates specific sectors
such as the military, customs or police).
 Basically, the conditions of service for senior civil
servants in the future will be more different. In some countries
is implemented or separated the senior civil service and / or
senior staff posts are awarded for a specific period after the
selection procedure.
• Both systems distinguish additionally by the national
implementation.

The legislation, governing entry into the civil service and
career development has two tasks: personnel management and
motivation for achieving results.
Seen from the fact that in the public administration exist
two categories of employees - the civil servants and employees
under labor contracts, Bulgarian laws governing two legal
regimes: administrative law - relating to the civil servants and
labor legislation - relating to those, who are employed under
labor relationship.
The term "public servant" is more difficult to be defined
now from the ever before. Administration Law5 provides that
activities of the administration have to be carried out by civil
servants and persons, employed under labor contract, without
stating the reason and / or any criteria for such a distinction.
The terms of their appointment and their status are determined
by separate laws, while, however, civil servants and persons,
employed under labor contract, occupy positions, whose names
are defined in the Uniform Classification of posts in the
administration6. This legal regulation is at least strange: in the
same organization employs two categories of employees under
different official status, but having the same functions managerial and expert.
The Law on Civil Servants7 in its turn formulates specific
method of performance of the duties of civil servants by
identifying the state employee as a person who under the force
of administrative act for employment is taking paid payroll
position in the public administration and supports public
authority in the implementation of its powers. At the same time,
however, officers in employment relationship, engage in labor
full-time position in the state administration, are appointed by
an administrative act; assist the public authority in the exercise
of its powers as his duties shall be determined with job
description.
An attempt was made to determine the status of civil
servants, but in this respect only proves that both law lacks
clear criteria for distinguishing the civil servant status of
employees from employment, engaged in full-time employment
in the public administration. Probably the only differences are
the fact that: in one category - civil servants, social security
contributions are paid by the state, and in the other - employees
under labor contract, they are at the expense of employees
themselves, on the one hand and on the other - that the first
category employees may not have companies at their name.
Career development is an important activity in the
management and development of human resources. Good
opportunities for development influence as on the motivation of
the individual and on the efficient functioning of the institutions
in the system.
Career development in public administration as a process
practically there is no, or is limited to the minimum, the
possibility of its implementation. The arguments in favor of
this statement are following:
1. There are no established and thus public legitimized
administrative policies bound by popular publicized strategies,
plans and programs, for their implementation at central and
local levels, including structural policies by administrative
units, in certain pre-defined time intervals.
2. There is normatively restricted development of the
civil service. Rising in the civil service is not bound by criteria

III. CONDITION AND TRENDS IN THE SYSTEM
MANAGEMENT CAREER IN BULGARIA
Even though the system for management of human
resources involved in the process of reforming the civil service
in Bulgaria, it is into the background compared to career
changes, in structures and organization, and also in the system
for budget financing. Still the staff, whether there are senior
managers or employees of a lower level, is viewed as an
expense, rather than as a strategic resource. There are still no
plans for the managers’ development. Plans for new training,
measures for the development of abilities, of motivation and
management in order to achieve results, introduction of flexible
working hours and arrangements for coordination of private and
professional life are developed and applied only hesitantly.
That state is hardly surprising if one considers that strategic
policy for planning of the personnel meets not only financial
difficulties but mainly organizational troubleshooting:
decentralization of competencies does not allow strategic and
coordinated overall planning.
It is undisputed problem to attract the qualified personnel
to work in the public service and forming requirements and
characteristics for the workplace so that the staff requirements
and the needs of the employer to meet each other. Private study
of the author among public officials of the district
administrations in major cities shows the lack of overall
strategic policy for movement of personnel. Measures are not
enough to change the classical policy on recruitment and career
development in the Bulgarian state administration. One reason
for this is that a typical idealized civil service, organized in
accordance with the career model is increasingly losing its
appeal for young candidates who want to change careers, place
of employment and sectors more frequently.

5
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for evaluating the implementation of previously agreed
(planned) purposes.
3. There are no workable systems for planning the career
development of employees.
4. Career development can only exist for experts with
analytical and / or supervisory positions (minimum educational
requirement to hold a bachelor's degree) and managerial
positions to administrative level A 5.
So in public administration is possible limited in scope
career development for positions, occupied only by official
legal relation: Level B7 Jr. expert, at level B 6 Ch. Expert,
Level A7-A8 (H-k sector / department), to a level A6 - A5
(Director of Directorate/Administrative Secretary).
Legislative terms are established "Career development",
"Raising in the civil service" and "Raising the rank of civil
servant". Changes are possible (and clean personalities, and
regulatory partial predictable and entirely unpredictable) as
well as obstacles and new and different challenges.
The only place where it speaks of "career development"
instead of "career growth" is the Ordinance on the conditions
and procedures for attestation of public administration
employees (OCPAPAE) - Art. 1, para. 1, item 6.8 The civil
servant Act uses the term "Raising in the civil service." The
actual raising in the civil service is provided legally be done
through subsequent passing a higher rank or position 9, as the
possibility of earlier promotion in rank even canceled.
Increasing the rank of the civil servant is legally
provided only to employees in the official legal relation, but
not for those in employment. The rank is determined by the
law as a concept defining the professional qualification of
civil servants - "combination of knowledge and skills
necessary for quality performance of the position." But also
the attestation assessment is an expression of professional
qualification civil servant - "the degree of implementation
of their duties and professional competences ", i.e.
everything is an expression of something (art. 76, para. 3).
Rising in the civil service as a concept should be legally
bound to the evaluation of job performance resulting from the
appraisal and training and development of employees in the
administration. From that - by default - follows that raising in
the civil service as a concept rather than career development of
civil servants concerns only employees in official legal relation.
Since it is not implemented succession planning of human
resources, does not take place and training (in the last two
years), due to the economic crisis and budget deficit, it follows
that the increase in the civil service is not tied to criteria for
evaluating the performance of pre-agreed (planned) purposes.
Therefore, practically there is no career development.
The general conclusion is: there is not quite clear (from a
legal and practical point of view) form of career growth of civil
servants in our country, with practically no career
development. Of course, the career development of civil
servants is not a single but a continuous process, which
influenced many factors. This conclusion is justified to a large
extent to the impact of the global economic crisis. In conditions
of risk is necessary to have a management planning, combined
with a balanced continuity of staff. Absolutely necessary is the
development and implementation of new management systems
and human resource development in the administrative
structures in our country, according to the best practices in this
area of EU Member States and particularly, by:

1)
Rethink and approval of a new civil servant
status, evidenced by the elimination of various concepts employee in service relationship and the officers in
employment relationship, with the respective consequences: the
elimination of "privileges" for employees in service
relationship.
2)
2) Implementing a system for external
evaluation of the activities of civil servants (rating system) by
independent assessors and determining additional remuneration
depending on the position, responsibility, loyalty to the
administration, and innovation in services and overall
efficiency in administration.
3) Implementation of a comprehensive policy and
practice in career development planning (formulation of a set of
assumptions about professional development, designing a
model for understand the different factors associated with
career development).
4) Career Development in the administrative sphere to
be related to knowledge development, skills and competencies
in the process of occupying and performing specific job
positions in competition with other positions.
5) Carrying out subsequent qualification and training of human
resources.
III. CONCLUSION.
The changing nature of both the internal and international
environment of the administration and also the new tasks and
functions, new difficulties and growing need in society for
highly qualified public services - these are all factors that have
a direct impact on the process of recruitment, appointment and
promotion of civil servants.
As regards the human resources management, the
demographic and market factors appear to reduce the stock of
highly qualified applicants entering the traditional civil service
entrance level. As in any large organization the public service
would benefit from the infusion of new staff with different
training and also bearing new ideas into the system. As far as
career ambitions of the available staff are natural, it is
necessary the public service to be more open organizations in
order to ability for open recruitment for some middle and senior
management positions. This will require in the future to
continuously improving mobility between the public and
private sectors.
According to the author, the reforms - the pension
systems, of mobility between the private sector and the civil
service, of the timely appointment of senior positions, the
reform of the remuneration system, introduction of target
agreements and management tools, according to the results of
labor, the introduction of flexible working time and contractual
relations, etc.) - in state departments of public administration in
Bulgaria, will lead to a tendency to align with the private sector
and partial abandonment of traditional principles of civil
service legislation. There is a growing view that is often
unjustified differential attitude and different status of civil
servants - under employment and service relationships. In
addition to this, social conditions, values orientation, customer
orientation, desire for mobility, the qualification requirements,
motivation and even the recruitment of personnel so as
problems in the management of human resources in public
administration in the future will become increasingly in the
same manner - both in private and in public sector.
On the one hand, it assumes that there is no political will
to solve the acute problems existing in this field, and on the
other - is alleged the opposite, that there is political will in
abundance, but they made some omissions. Is the problem only
in the political will or the things are more complicated?
Because of all these developments, the public service is not a
static whole. There is no manifested example or model of
administration system. In this context, it can be assumed that

8

Ordinance on the conditions and procedures for attestation of
public administration employees, approved by Decree № 105
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03. 2012.
9
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the modernization of the civil service reduces the importance of
models for public service, serving in Europe for example.
An important question remains that the civil service is in
crisis and has been criticized from all sides. Therefore, the
answer to the question about the meaning and purpose of
specific legislation on civil service and its organization could
be extended. It remains to be seen in the medium term, what
practical effect in human resources will have legal measures to
reform the stability and continuity in the civil service in
Bulgaria.
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Characteristic Features and Peculiarities of Some
Interdisciplinary Conceptions of Organizational
Change
Ivaylo Stoyanov1

Abstract This paper examines some interdisciplinary
conceptions of organizational change. These conceptions are
based on three process philosophies – Business Process
Improvement, Process Redesign and Business Process
Reengineering. They can serve as a basis for the development
of the Business Process Management approach which can
have specific applications in organizational change.
Keywords – Business processes, organizational change,
management.
JEL: M1; M21

PECs
Strategy

Human
factor

TABLE 1

BPM
Day-today(operational
) management

BPI
Gradual
improvem
ent

Stimulating,
motivating and
involving the
staff

Active
participati
on of staff
in the
functional
divisions

Of the process
– without
fundamental
changes being
forced

Of the
process –
without
fundament
al changes
being
forced

Determining
the level of
development of
the business
processes and
looking for
opportunities to
optimize them
(improve them)

Determini
ng the
quality of
the
processes
and
controlling
their
completio
n

Automation is
vital – use of
software
solutions for
management
and
optimization of
business
processes

Automatio
n is
optional –
use of
software
for
improvem
ent of the
quality of
business
processes

I. INTRODUCTION
In spite of the fact that Business Process Management
(BPM) is based on some preceding trends in
organizational change (such as Business Process
Improvement, Process Redesign and Business Process
Reengineering) this does not mean that it is associated
with them. It develops as an interdisciplinary approach to
managing organizational processes. BMP enhances the
performance of the whole organization, it makes the
organizational processes run smoothly and it greatly
improves the efficiency of control over processes. It
focuses on the theoretical foundations in management of
process organizations and it affects all aspects of their
activities [5,6].

Culture

Processes

II. THESIS
Interdisciplinary conceptions of Business Process
Management and the foregoing process philosophies are of
vital importance to the development of process theory.
They provide the basis for contemporary views on
organizational change. However, these philosophies are
based on some peculiarities which form a part of their
instrumental and methodological structure. Table 1 shows
some of the more important ones:

Technolo
gy

1
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BPRed
Renewal
accordin
g to the
problema
tic
situation
Engaging
staff in
accordan
ce with
the goals
that are
set

Of the
process –
without
fundame
ntal
changes
being
forced
Seeing
the
problema
tic
processes
and
looking
for
opportun
ities for
their
renewal
Automati
on is
optional
– use of
software
for
renewal
of
business
processes

BPReeng
Single
(drastic)
change

Reducing
the
number
of staff
and
resistance
to the
implemen
ted
innovatio
ns
Of the
process –
a radical
change is
necessary

Seeing
the vital
processes
and
looking
for
opportuni
ties for
radical
change
Automati
on is
recomme
nded – it
is used to
support
the
radical
change of
the
business
processes
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Processes are an inherent component of the activity of
contemporary organizations. They lie at the basis of
process philosophies of management. In BPM software
solutions are used. Optimization can be focused on
processes that are not interrelated and go in different
divisions. The unifying factor is Information Technology.
IT provides information about the nature of the processes
and their optimization in real time. Thus processes are
diagnosed in due time and the chance of making a human
or technological error is eliminated. Estimates of costs and
time of processes are made. In the improvement process
what matters is the holistic approach. The quality of
products and services as well as its control is optimized at
every stage of the production process. In Redesign
problematic processes are examined. The ones that do not
bring added value are found. Next, measures are taken to
update and upgrade them. Reengineering covers processes
at the macro level. The aim is to use as-is analysis to
identify the processes that are of vital importance for the
sustainable development of the organization. Mechanisms
for drastic improvement of efficiency, minimization of
costs and profitability are sought. This can be achieved by
elimination of inefficient processes. The next step is to
design the to-be model of the new business.
Technology is a key element of contemporary
economics. Most organizations are oriented towards
processes and technology. This enables them to optimize
business processes and achieve global aims. In BPM
people and technology are equally important. Various
systems (software products) are used to optimize business
processes. In Improvement and Redesign using software
packages is not obligatory and in Reengineering using
software solutions is desirable. The difference between
BPM and radical change is that processes are automated in
all cases as far as BPM is concerned. In Reengineering
where radical change is the ultimate aim Information
Technology plays a minor role and is seen as auxiliary.
Redesign can be carried out by outlining (documenting)
and modeling of processes without using computer
simulations to process data. Radical change has a more
theoretical aspect while control has a more pragmatic
aspect. Reengineering is hardly ever performed from
scratch. In BPM more conventional forms such as
computer systems and software instruments are applied.
In practice we often ask the question whether BPM is
applied in combination with other methods. It depends on
the strategy of the organization and the specific features of
the business processes. The best combination is between
Reengineering and BPM. First, processes are radically
changed and then software solutions are sought to
optimize processes. Thus BPM has a regulatory function
and “refines” the new processes and adapts them to the tobe model.
In some sources [4] it is claimed that the attention of
managers should be focused on processes rather than on
technologies. Process philosophies are inherently focused
on processes. The important thing here is that technology
really plays a crucial role. In BPM this trend is very clear.

Several conclusions can be drawn from the table.
From a strategic point of view BPM is a process
philosophy that is applied in the business activities of the
organizations on a daily basis. It serves to plan, implement
and control the business processes. Improvement and
Redesign enhance the efficiency of the processes
(according to the situation). In the first case we see a
gradual improvement of the performance (very often in
small steps), and in the second case we see a more global
renewal of certain processes. Unlike these two methods,
Reengineering is applied just once to achieve a radical
change of processes and it significantly improves the
performance. Thus processes are analyzed, documented
and radically changed. Monitoring is applied via programs
for quality management or a system for early diagnosis.
The human factor (together with the technology) is a
top priority in Business Process Management.
Multifunctional teams are created which comprise experts
with various professional backgrounds (especially in the
IT sector). Looking at the other three approaches, we can
see that people overshadow technology. Teams are created
in these cases as well (and they are organized according to
the specific division). Teams influence in various ways the
optimization of business processes. Thus in Process
Improvement and Redesign routine action is taken to
enhance the performance of the company. In
Reengineering and Business Process Management people
play a decisive role. Radical change often entails making
staff redundant and this causes resistance. It is a case of a
clash between management and employees. Employees
have to be persuaded and often manipulated to see the
advantages of Reengineering. Not to mention the fact that
drastic change brings about the necessity for employees to
acquire various new competences (ranging from the
specific characteristics of processes to Information
Technology) and employees are sometimes stressed and
might act upon impulse and even aggressively. It is not so
in Business Process Management because people with
various skills are involved (especially in the case of
computer technology and systems). For them it is not a
matter of persuasion and manipulation but a matter of
stimulation and motivation. Therefore managers
“constantly looking for ways and means to motivate their
employees to work more productively, more efficiently and
better serve the purposes of company” [2]
Corporate culture is important for carrying out of
programs and projects aiming at the corporate or
technological development of the organization. Corporate
culture serves as an indicator for determining the values,
the attitudes and beliefs and the roles of people. BPM,
Improvement and Redesign generate a culture of the
process that does not require fundamental changes.
Reengineering generates a process culture that involves a
new approach to doing business. New innovative rules for
radical change of business processes, human behavior, the
way of thinking and action are needed when
Reengineering is applied.
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organized well or badly, it can be deep or just surface
knowledge”.
And to link the human factor to the technological factor
we should add the understanding of ‘why”. Here
“knowledge is something that can be stored by people or
by computers, whereas understanding can be stored by
people only. That is why the computer may catch up with
people as far as intelligence and behavior goes but it
cannot compete with people as far as flexibility is
concerned” [1].
Managers and their assistants have to perform tasks that
need human involvement such as interpretation of data,
analysis of crucial processes, making management
decisions, etc. Obviously these are things that are not
susceptible to computerization or could be computerized
but with great difficulties. Therefore the person is the most
important factor in managing a business and technologies
may only be an addition to his performance. Looking at
things in this way we get the answer to the question about
the role of the person and technology in BPM. It is clear
that these are two separate and mutually related systems –
mind and machine. Thus technology is not the basic part
but it is a key factor and it is vital for the activities of
BPM.

Paperwork should be dealt with and all documents such as
forms, invoices, etc. should be computerized. In other
words the processes themselves should be computerized.
Automation of the different stages of control of
processes minimizes errors and increases productivity and
efficiency. Thus technology enables people “to use the
necessary data and to share information with the rest of
the participants of the value chain” [3].
Here the importance of the human factor comes into
view and the interrelation of the human factor and
Information and Communication Technologies is very
clearly seen. Two more components play a decisive role:
knowledge and understanding. In this way the “info
pyramid” is created. It has a vital role for “the persontechnology” symbiosis. It is illustrated in Figure 1. [1].

III. CONCLUSIONS
This paper presents the characteristic features and
peculiarities of some interdisciplinary conceptions of
organizational change. A comparison between the process
philosophies is drawn focusing on the differences between
them. This enables mangers to choose an approach in
organizational change in accordance with the situation that
best suits the objectives of their organization.
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Figure 1
It could be seen from the figure that the four levels of
the pyramid are not equally important for BPM. The
existence of data does not necessarily mean that people are
informed about processes. Here “data is not information,
data is just raw facts that are not organized”. When
“these facts are organized we get information”. In the
same way information should not be confused with
knowledge because one needs to “be acquainted with the
process itself”. Then “it is possible to store knowledge in
a computer and the computer will operate in accordance
with this knowledge. Every piece of software can be
defined as a certain type of knowledge that is stored. The
reason why this is so is that every piece of software is in
fact a record of a process and it shows intelligence when
carrying it out…, like information knowledge can be
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The Ethical Code – A Means to Express Ethics and
Values in the Organization
Elena Jordanova1
shall be. In its role of a behavior supervisor, the ethical
code regulates the ethical norms and imposes penalties for
violating them. Such penalties must correspond to the
seriousness of the violation and must be supported by
adequate administrative and legal regulations that must be
explained to the employee upon his/her appointment in the
particular organization. The ethical code regulates the
relationships among work colleagues and their
professional and personal behavior. It also determines the
ethical norms that strengthen the trust and moral in the
organization.
The ethical code aims at determining the ethical
standards of employees’ professional activity by:
- developing company culture and professional values
based on the principles of humanity and accepting human
rights;
- facilitating the adoption by the organization of
processes of developing a common system of values in the
conditions
of
globalizing
economy;
- by facilitating the training of employees towards
achieving professional ethical behavior in their work
activities.
Among the underlying principles of every ethical
code, there must be values like:
- Lawfulness – the employee carries out his/her
work duties in compliance with the accepted internal
regulations of the organization;
- Loyalty – the employee cooperates towards a
state policy and in particular – company policy based on
the principles of a law-abiding state;
- Honesty – the employee, depending on the
functions assigned to him/her performs tasks, proposes and
makes decisions, aiming at eliminating unethical behavior
and strengthening the trust in the organization;
- Objectivity – the employee performs his/her
duties objectively and diligently as he/she aims at
collecting, analyzing and evaluating precisely and
objectively all facts and circumstances related to his/her
duties without allowing the influence of personal or
external interest;
- Competence – the employee performs his/her
duties by using and applying his/her knowledge and
experience and constantly improves his professional
qualification and skills in the interest of the citizens;
- Political neutrality – the employee does not
allow his/her work to be influenced by his own or external
political interests;
- Responsibility – the employee behaves in a way
that does not damage his/her company’s reputation, not

Abstract Unethical behavior is a complex problem that is
difficult to solve in contemporary organizations. It is also a
problem that must be addressed by all structural levels in a
particular company. Counteracting the unethical actions and
influencing the behavior of the human factor towards ethical
behavior must be a priority of a company’s policy. The
research and recommendations in this direction outline the
necessity of an Ethic code that shall comprise individual and
company values, and whose harmonious interaction shall
provide stability and efficiency of the management process.
This code shall serve as a balancing force among the various
interests and systems of values, which shall thus establish
common ethical standards of behavior.
Key words: ethical code, ethics and values in
organization
JEL: M1; M12;14

I. INTRODUCTION
Eliminating unethical behavior requires strengthened
managerial supervision and adequate reactions by the
employees (disapproval, recommendations, mentoring,
signals, etc.). In addition, there must be imposed methods
of sanctioning unethical behavior or praising ethical
behavior. Superiors and employees must always work in
an atmosphere of mutual understanding and responsibility.
This involves counteracting unethical behavior and
stimulating positive examples. Conforming to the ethical
values of the organization and the effective application of
company culture as a leading factor in the managerial
process is accepted by managers as a fact that should not
be questioned. However, a pertinent issue is also the
practical application of the idea of positive and
constructive
relationships
in
the
managerial
communication.
In this respect, the real expression and application of
the humanistic trend in contemporary management can be
traced in the organization strategies that increasingly
apply ethical codes.
II. EXPRESS ETHICS AND VALUES IN THE
ORGANIZATION

A key element of an effective managerial strategy is
the development and adoption of a comprehensive ethical
code of behavior which shall guide through practical and
unambiguous rules what the behavior of all employees
1
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hierarchically depending on their significance. It is a
sustainable structure that refers only to the accents in the
company strategy. The values in the code are in the form
of principles, general prescriptions and requirements of
the activity, norms and standards of behavior.
Among the major principles that must be included in
the code of ethical behavior are: altruism, honesty and
sincerity, objectivity, responsibility, openness.
Some of the common principles that must be the basis
of ethical behavior in the organization are:
1. I will always work in compliance with the ethical
principles of the organization;
2. I will perform my work duties by obeying the law
and emphasizing on the organizational values and
regulations;
3. I will be honest and loyal to the employer and will
work in favor of the team;
4. I will strive to maintain the necessary professional
competence and constant improvement of my professional
skills;
5. I will conform to the requirements of the managers
and will accept the necessary training, new knowledge and
skills;
6. I will carry out orders and assignments objectively
and steadily;
7. I will recognize and follow the main aim of the
organization;
8. I will make decisions according to my competences
and experience and if necessary will advise my colleagues
in a spirit of understanding and cooperation;
9. I will maintain the positive public image of the
organization.
The ethical code must be accepted and signed by
everyone employed in a particular organization. Thus
every employee will have the necessary basis of ethical
behavior and will be aware of what to expect in following
it and respectively that no behavior contradicting the
clauses of the code will be tolerated. Therefore, the ethical
code is a starting point and a necessary base for every
organization that conforms to the ethical principles and
norms of behavior of its employees.
Ethical behavior must be tolerated. Measures in this
direction must be taken by managers who must set a
personal example, good attitude towards employees,
avoiding rudeness, arrogance, abuse of power. Appropriate
behavior and just managerial decisions strengthen trust.
Such managerial decisions are the basis of the ethical
code. Conforming to them is subject to internal control and
it is useful to create an organ or unit of at least three
representatives of different levels in the structure of the
organization. They must have the role of an ethical
committee in cases of ethical conflicts and must monitor
the practical application of the ethical code.
The currently existing ethical codes are rather general
and do not offer particular practically applicable elements.
In this respect the governing body must propose and adopt
clear and adequate measures that must be stated as
enforceable in the code. There must also be mechanisms
for detecting and sanctioning unethical behavior, which
must be developed and proposed by those who are

only in carrying out his/her work duties, but also in his/her
public and private life;
- Respecting the individual – in performing
his/her duties the employee must be polite and respectful
to everyone, and respect the rights and dignity of the
individual without allowing any forms of discrimination;
- Clarity – the employee performs his/her work
duties in a way that allows a monitoring on his/her actions
and the results of the work done.
According to the ethical code, regarding the
relationship manager-employee, the employee must act in
a way that is professional, unbiased and active in
developing and carrying out managerial decisions.
Performing the duties in the organization must convince
the managers that the employee can be trusted and he/she
can be relied on. This objective requires, in modern
management the importance of ethical leadership [1]. The
employee must discuss with the managers and his/her
immediate superior openly and honestly the problems
encountered in the process of his/her work.
The relationship employee-employee requires
trust, honesty and tolerance, which means no behavior is
accepted that will harm the dignity and rights of an
individual. The employee must be ready to help and assist
his/her colleagues in their carrying out their work duties
with his/her own competence. Employees must strive
towards preventing situations of conflict among one
another. The responsibility for honest and professional
relationships among the employees is borne by the
immediate superiors. A manager must set an example to
the other employees in the administration by performing
his/her duties diligently and punctually, and by showing
high sense of responsibility.
In performing his/her work duties and in his public
life the employee must not damage the company’s
reputation and must not allow personal behavior that does
not conform to the accepted moral norms whether inside
or outside of the organization. The employee must strive to
avoid conflicts, but if such arise, he/she must solve them in
an ethical way.
The ethical code shall be followed strictly, since it has
been voluntarily adopted by all managers and employees
in the organization, as any violation to the regulations
described in it shall be considered a motive for bringing
charges of disciplinary responsibility.
Preventing
the
instability
in
managerial
communication can be aided by the implementation of an
appropriate mechanism of control, which the ethical code
is. It is a lawful system of rules for ethical behavior which
aims at achieving sensible balance between positive
managerial communication, encouraging a high level of
team cooperation, identifying and eliminating instances of
violation of the norms adopted by the organization.
Basically, the code is not a normatively binding act, but
this does not free managers and employees of
responsibility.
Organizations’ ethical codes unite, bind and organize
ethical values. They represent the beliefs and outline the
employees’ responsibilities. The organizational code of
values is a system of principal priorities, arranged
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dependent on the ethical code. As already mentioned, an
Ethical committee (or a committee of evaluating ethical
behavior) must be established. It must control the
conformity to the Code of ethical behavior and applying
its principles. This time it may be a three-member
committee with the following functions:
- to work objectively;
- to follow the adopted in the ethical code measures;
- to maintain a high level of ethics in the organization;
- to strengthen the company’s values and culture;
- to monitor and evaluate the behavior of the
managers and employees in either ethical or unethical
way;
- to propose measures that can lead to more effective
ethical actions;
- to inform about the made decisions concerning the
employees performing their work duties in an ethical way;
- to receive signals about ethical and unethical
behavior and to act appropriately according to the law and
moral.
The committee chooses among everyone in the
organization and reports to everyone at a general
assembly.
The ethical mechanisms and the efforts of the ethical
committee for monitoring ethical behavior will be
successful only if they are supported by the governing
body and the company culture. One of the means of
supporting the ethical behavior is the establishment of a
structural mechanism of ethics management.
The principal objectives of a structure, such as the
ethical committee, are as follows:
- to advise the governing body on ethical positions;
- to monitor staff about ethical behavior;
- to inform about ethical violations;
- to carry out ethical policy;
- to persuade towards professional ethics.
The establishment and confirmation of the code is a
process that calls for training, being concrete about
encouragement and punishment, mechanism of filing
complaints and registering violations of ethical behavior in
the organization. The role of such a mechanism accepts the
ethical committee within the framework of the
organization which has the rights to consider the separate
cases and to impose measures described in the code.
The ethical code is a tool for introducing clear ethical
parameters for influencing and regulating the behavior of
the employees in the particular organization. Honesty,
justice and politeness form the moral basis, which along
with the mutual interest in the organization are the
fundaments of the ethics. Among the managerial decision
and the ethical behavior exists a strong bond and
management is impossible to exist without ethics. The
ethical code is a dynamic document that has to take into
account the constant changes in the contemporary business
world, as well as the specificity of the particular
organization and the already existing company culture.
The efficiency in the ethical code is expressed mainly in:
- its uniting effect on the human factor – it arises
from the shared ideals, from the sense of availability of
common managerial beginnings in the activity;

- strengthens trust and loyalty;
- creates clarity and correct orientation in work
activities;
- forms common criteria of evaluation;
- has a positive effect on the company image and
facilitates its long-term success.
The ethical code must be accepted by everyone and
employees must behave in compliance with it. The code,
as a common principle of appropriate ethical behavior,
contributes to a better and more effective managerial
process through overcoming difficulties and conflict
situations, as well as finding decisions when various
ethical dilemmas arise.
Ethical codes are transformed from ordinary
documents in theory to practical means of training,
education and communication. They are the most visible
indication of the ethical philosophy of the organization. In
order for the ethical code to be applicable and meaningful,
there must be a clear outline of the rules and ethical
requirements. The employees’ expectations regarding their
ethical behavior must be realistic and the solution of
potential ethical dilemmas must lead to specific results in
favor of ethics. Employees are pre-instructed with the
contents of the ethical code; they can choose and realize
that they must conform to it. This means that the content
of the code must be carefully developed by taking into
account the various systems of values, company aims,
strategy and specificity of the organization. In order to be
effective, ethical codes must be created openly, with the
participation of more interested people, as everyone asks
questions and makes propositions. In some organizations,
managers encourage the separate units to have their own
codes of solving specific ethical dilemmas. This
strengthens the influence and importance of ethical
behavior in the organization. In the contemporary
economic and social reality the necessity of ethics in the
relationships is being realized more and more both in the
public and private sector.
IV. CONCLUSIONS
The dynamic economic environment faces company
managers with the ethical dilemma: whether they should
be ethical role models or whether they should yield to the
pressure of the situation and the circumstances and act
according to their interests and material profit. This is a
major ethical issue of the contemporary society. There is
no doubt, however, that the high ethical standards are
positive factors for long term development.
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Modelling and Managing Information Exchange
Through DFDs Under Conditions of Organizational
Change
Ivaylo Stoyanov1
Abstract Throughout the world business is undergoing
apparent changes. To a great extent this is due to the
advanced approaches, methods and techniques for managing
the business processes and under conditions of
organizational change some of the priorities in this sphere
are associated with their modeling. From this point of view,
it is possible to integrate different techniques for designing
business processes, including those referring to the data flow,
i.e. Data Flow Diagrams (DFD). Thus, the aim of the
publication is to present the possibilities for modeling and
managing the information exchange under conditions of
organizational change.
Keywords – business processes, organizational change,
modeling, management.
JEL: M1; M21

In addition to the diagrams describing the data flow, the
diagrams for modeling the entities and the arising
relationships, i.e. ERD (Entity-Relationships Diagram),
are also important.
STDs (State Transition Diagrams) for modeling the
behavior of the systems are key factors as well. They are
used for the logical interpretation of data and the
visualization of the entities that are subject to change.
II. THESIS
The processes of information exchange modeling and
management under conditions of organizational change
are characterized by certain requirements. The main ones
are as follows:(Fig. 1) [4,5,6]:
- particular entity;
- process;
- data flow ;
- data store.

I. INTRODUCTION
Over the last years the information technologies have
been used more and more widely in the corporate practice
of contemporary organizations [2,3]. The former are
attempting to implement advanced instruments for
modeling and managing of business processes. One of
these instruments is connected to data flow, i.e. DFD
(Data Flow Diagram). This is a modern methodology for
structural description of information circulating in
organizations and their business environment. Information
exchange modeling is one of the main methods for
determining the systems behavior. Initiatives for
transforming the systems from one state into another are
undertaken through symbol diagrams. This is an important
element of organizational change because the system
elements are visualized through information flow which
reveals their current state.
Each of the system entities integrates in itself a
different data flow which is analyzed according to its
input-output parameters. What is more, the interaction of
the separate processes is diagnosed. From a conceptual
point of view, the DFD model involves three forms of
business process modeling and management [1,2,4].

Fig. 1. Requirements for modeling and management
information exchange to organizational change
The specificity of the outlined requirements for
modeling and management of data exchange during
organizational change can be interpreted in the following
manner [4,5,6]:
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1. Particular entity
This is a source or matter outside the system boundaries
(the studied entity) and its inner architecture. These
components could be viewed as beneficiaries or recipients
of the information. Their interrelation is shown in Fig. 2.

For example: Code: № 1
Acronym: Diagram to modeling data flow (DMDF);
Diagram for complex modeling of information exchange
(DCIE); Logical diagram to describing the processes for
modeling to information exchange (LDDMIE).
Specification of process: Making the management
decisions
Executor: Senior management
3. Data flow (flow of data)
It is possible to follow the typology of the information
exchange on the basis of the particular entity. This process
is based on a certain model for structuring and analysis of
the data flow. The latter is a manifestation of the
information which is transferred from the source to the
signal receiver, which is the system to be modeled, in a
direction determined by the two parties. The data flow
within organizations has a discrete nature (it is transferred
electronically; it is a particular signal; etc.) but its
visualization is achieved through lines and arrows. They
reveal the direction of the data flow in the entity. Each
data flow has a specific number and label which denote
the operation (or operations) in the system for a certain
period of time. The operations can occur separately or in
parallel to each other. The diagram shown in Fig.3
presents a model for taking managerial decisions under
conditions of organizational change. This is done by the
introduction of an automated system for information
management.
Some external consultants are the source of information
and they are responsible for realizing the change. The
receiver of the information is the executive management
of the organization who have also initiated the change.
The information fed into the system is processed
automatically and the obtained data is then checked. The
DFD diagram is also used to determine the authenticity of
the data. If the information does not correspond to the
organizational change, the reasons, which have
възпрепятствали the process, are diagnosed. Thus, the
executive management of the organization has two
options.
First, they can correct the information along the chain
and determine at which stage of the process there are
deviations. Second, they can refuse to use the available
information and require a new processing. When the
information matches the objectives of the change, the next
stage is associated with its effective application. This
process can be presented in the following manner (Fig. 4):

Fig. 2. The relationship between beneficiary and recipient
of information
2. Process
The process presents the relation between the data flow
and the sources for its management, i.e. the process forms
a chain along which information circulates. Processes are
grouped according to their characteristics and the manner
of their occurance. In the DFD methodology, they play the
role of a catalyst which transforms the input information
into an output equivalent. What is more, the separate
processes should be clearly delineated. They are defined
on three levels, thus there are top, middle and low- level
processes. The outlined classification is arbitrary and its
purpose is to grade the symbols in the process of changing
business processes.
The first level is associated with the fact that each
operation in the process requires a code differentiating it
from the other operations along the chain. The particular
code (cipher) is always positioned in the left part of the
entity diagram (see Fig. 3). The acronym which
determines its type is positioned on the right. This is the
method for defining whether the diagram (and the
information it contains) is formed on the basis of a
common algorithm (interrelation of the system with the
environment), a flow of data (data exchange in and
outside the system), or there is a description of the
processes (when there is lack of data flow). The second
level contains a description of the nature of the process. It
is important to provide details about its characteristics and
also to сdetermine the aspects of its application in the
organization. The third level identifies the subject of
management. This subject can include specific people
(specialists) or the organization’s structural units. The
interrelations of the three levels are shown in Fig. 3.

Fig. 3. Relationship between levels of identify processes
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Fig. 5а. Acronym and number of file
For example: DB – data base; DB7 – data base number
seven

Fig. 5б. Acronym and number of file trough
scan or copy designation
For example: DB7 – data base number seven; № 23 –
number of copy
In the DFD methodology the diagrams for the data
modeling and the arising relationships – ERDs (EntityRelationships Diagrams), are also an important instrument
when organizational processes are being changed. The
application of these diagrams is aimed at presenting the
logical sequence of the data or the business processes. The
scheme is as follows (Fig. 6):

Fig. 4. Diagram of the stages which the data flow in
decision making trough automation the processes
4. Data store
This element of the DFD methodology allows
determining what the condition of data is during the
fulfillment of change and on this basis to secure the safety
of its storage. The data identifier is a device which
integrates it in a special directory. The information is
available for use at any time while data is subdivided into
separate categories. They can be found with the help of
the acronym and the file of the particular diagram. During
the graphical visualization of the process they are
positioned in the left part of the diagram (Fig. 5a). When it
is necessary to scan a bigger amount of information (or to
copy similar information), the numbering is written under
the acronym and the identifier (Fig. 5b).

Fig. 6. Components of the charts presentation
of the data in DFD methodology
A similar type of data flow modeling and managing
under organizational change has a complex character for
the visualization of data. It is considered to be universal
since the ERDs can present any type of information and
also make sure that the processes that have appeared as a
result of its application are analyzed. The object of the
ERD modeling can be presented as a process
encompassing various activities which are directly related
to each other.
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As part of the DFD methodology, the state transition
diagrams (STDs) are also an important element of the
planned changes. They determine the behavior of the
system and its equilibrium when there is a transformation
of the separate entities that are due to be changed. These
diagrams include two components – a state and a
transition (Fig.7).

also present the elements of the system and the movement
of the information flow. What is more, they allow for the
secure storage of data.
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Fig. 7. State and transition of the system
The state of the system reveals its current development
for a particular period of time. The input information
allows the accumulation of data for diagnosing the
problem areas of the process (processes) which slow down
the development of the system. The State Transition
Diagrams (STDs) secure the precise diagnosis of the
system and therefore make sure the right measures for
balancing the system’s equilibrium are taken. The
transition is a phase during which the system, which has
been modeled, is transformed from one state to another.
The new state is considered to be optimal under the
particular conditions. The State Transition Diagrams
(STDs) can also facilitate the study of the causes leading
to the systems transition.
IV. CONCLUSIONS
Modeling and managing data flow through DFD during
organizational change is a complex and responsible
activity. In order to be effective, it has to meet certain
requirements and adhere to particular rules. To a great
extent, these rules are related to the sequential flow of data
through the system and depend on the determining the
system’s behavior. Thus, the integration of the DFD
methodology in the organizational change is a prerequisite
for the rational modeling of the information processes, on
one hand, and their effective managing, on the other hand.
The DFDs are designed to scan the objects that are
external to the organization as well as these that in its
inner architecture. The DFDs are used to determine the
logical sequence of the processes and their design. They
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