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EDITOR’S NOTE 

 
Dear readers, 
Dear authors and friends,  
 
The aim of the Editorial Board is to meet the requirements of our 
readers for high quality scientific papers with every issue of the 
magazine. This is the reason that all research articles published in a 
KSI Transaction on Knowledge Society are full peer review. 
 
This issue of the KSI Transaction on Knowledge Society that you 
are holding in your hands contains 10 papers, passed through the 
entire evaluation process. They are dedicated to the actual and 
significant scientific problems in the following fields in traditional 
focus of the magazine: Human Capital Management, Business 
Management, International Relations and Geopolitics and 
Economics and Finance Management. 
 
Editorial Board invites all readers, authors and friends to participate 
in the VII INTERNATIONAL SCIENCE CONFERENCE 
“KNOWLEDGE SOCIETY” and WORKSHOP "STRATEGIES 
FOR THE DEVELOPMENT OF HUMAN CAPITAL". They will 
take place in Varna, Bulgaria in September 8 - 12, 2014.  
The invitation of the conference was published in the previous issue 
of the magazine, as well as on the website of the conference – 
www.iscks.org. Traditionally this event is a meeting of scientists 
from more than 10 countries in the abovementioned scientific fields. 
The best papers presented at the conference will be published in the 
next two issues of the magazine, after the review procedure.  

Kind regards of all our readers! 

 

International Editorial Board 
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Evaluation of the effect of Labour Market Factors on 
Countries' Inflows of Foreign Direct Investment 

Dovilė Ruplienė1 
Kristina Montvilaitė2 

 
Abstract: The ongoing process of globalisation has been 

reflected in all spheres of economical relations: countries are 
interchanging not only goods and services, but also factors of 
production. For last decades, evaluation of the factors of FDI 
inflows among countries have been sharing the view that the 
major factors include a cheap and highly skilled labour force 
however deeper research in this area is scarce. There is a 
lack of researches into the effects of labour market factors, 
taking the rapid rate of economic growth and growing 
measures of capital mobility into account. 

In the article the theoretical concepts of foreign direct 
investment have been structured according to the level of 
estimation and similarities among theoretical concepts in 
terms of direct and indirect assessment of the labour market 
factors have been identified. A versatile model comprising 
and integrally evaluating the overall macroeconomic and 
specific factors affecting the labour market within legal 
framework as well as their impact on FDI flows in countries 
has been proposed. A study in case of the new EU members 
has been conducted, demonstrating the immediate direction 
of the impact of both labour costs and labour qualification. 
The findings of the empirical study indicating that FDI 
attraction is affected by both the existing level of skilled 
labour and public investment in skilled labour increase can 
be helpful in shaping public policy focused on increase in FDI 
flows.  

Index Terms: foreign direct investment, labour costs, labour 
qualification. 

 
I. INTRODUCTION 

 
Relevance of research, scientific problem. The 

ongoing process of globalisation has been reflected in all 
spheres of economical relations: countries are 
interchanging not only goods and services, but also factors 
of the production, necessary for the production. The 
capital, labour resources, scientific – technical knowledge 
under contemporary conditions can be characterised by the 
high international mobility: the capital is actively invested 
abroad, people are migrating from one country to another 
searching for better work and more favourable living 
conditions, technologies are transferred. Foreign direct 
investments  (further FDI)  are treated  as one of  the  most  

 
1 Dovilė Ruplienė is with the Faculty of Social Sciences, 

Department of Economics, Siauliai University, Architektu st. 1, 
Lithuania 

2 Kristina Montvilaitė is with the Faculty of Social Sciences, 
Department of Economics, Siauliai University, Architektu st. 1, 
Lithuania. 

important forms of the international migration of capital; 
this has affected interest in reasons of this phenomenon. 
Direct investments are more useful for the economics of 
the country than foreign investments of other types, 
because in such case the investor is planning the long-term 
activity. Direct investments give benefits from the aspect 
of growth of the gross product, investments to the 
production, reduction of unemployment; the country gains 
the possibility to use the contemporary technologies, 
knowledge and experience of the management. Attraction 
of FDI is especially important for the developing 
countries, because they often lack the capital and 
technologies used in developed countries. For such 
countries FDI are the possibility to attain the more rapid 
economical growth.  

The issue of factors determining FDI has already been 
relevant for several decades; however upon the changing 
situation within the world economics, aspects of analysing 
this effect also change. After the World War II many 
countries didn’t have enough capital for the independent 
assurance of the economical growth, therefore assessment 
of FDI was mainly linked with the increase of the 
economical potential of these countries. Later factors of 
FDI were assessed through the prism of the development 
of transnational corporations. The last decade of the last 
century was characterised by the increased flow of FDI to 
the developing countries, including countries of the central 
and Eastern Europe that had many skilled workforce 
during the transition period from the planned to market 
economics, but lacked the capital. The attraction of the 
countries for FDI has been actual problem for many 
countries in the world. 

Labour market quantitative and qualitative 
characteristics are treated as one of the most important 
economical characteristics of the country determining the 
attractiveness of the country upon attraction of the foreign 
capital, because it affects costs of the production factors 
experienced by investors as well as the profit. Economical 
processes that are happening in the countries unevenly 
affect the state of the labour market; therefore it is 
important to assess differences of the labour market of 
countries and to define what factors of the labour market 
have the greatest impact on FDI in countries. Upon 
assessment of factors of the labour market, the labour cost 
is often stressed; however the labour market can also be 
characterised by other important characteristics – labour 
qualification, legal regulation of the labour market and etc. 
Labour cost in scientific surveys is often linked with 
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vertical FDI and the labour qualification – with horizontal; 
however under contemporary conditions such separation 
of the effect of factors becomes complicated within 
assessment of the effect of factors of the labour market in 
countries, attracting investments of both types.  

Scientific problem: to identify the labour market factors 
that affect and the way they affect the countries’ inflows 
of foreign direct investment. 

Subject of the survey: the impact of labour market 
factors on inflows of foreign direct. 

Aim of the survey: to compose an assessment model for 
the impact of labour market factors on foreign direct 
investment and to evaluate the effects of the given factors 
on foreign direct investment attracted by countries.  

Tasks of the survey: 
1. To disclose theoretical concepts of foreign direct 

investment and to summarize empirical research 
into the impact of the labour market factors on 
foreign direct investment. 

2. To develop research methodology for the 
evaluation of the impact of labour market factors 
on foreign direct investment inflows following 
the example of new EU members. 

3. To identify relevant factors affecting the labour 
market and to assess their impact on the inflows 
of foreign direct investment in the case of the 
new EU members.  

Methods applied in the work. Upon assessment of 
theoretical aspects of the effect of factors of labour market 
on the attracted FDI, analysing the exploration level of the 
work problem and forming the survey methodology, 
scientific literature analysis was applied as well as 
synthesis, comparison and grouping, generalisation of 
results of empiric surveys.  

Upon implementation of the assessment of effect of 
factors of the labour market on the attraction of FDI in 
new member states of the European Union, statistical data 
systematising and the comparative analysis were used as 
well as the relative analysis of indicators, interpolation and 
extrapolation of statistical dynamics’ rows, hierarchic 
cluster analysis, regression analysis.  

Limitations of the survey. Various statistical indicators 
may reflect the general macroeconomic situation as well 
as specific factors of the labour market. Only those were 
selected for the survey that, considering specifics of the 
assessed countries and aims as well as tasks of the article, 
enable the best revelation of the effect of factors. Joint 
number of statistical indicators is limited by amounts of 
observations used for the assessment; the number of 
variables included into the model is linked with matching 
premises for the formation of the multilayer regression 
model. The selection of variables of the model is based on 
the implemented assessment of scientific literature and 
empiric surveys of other authors as well as on previsions 
of the authors.  

There is rare one-way dependability in macroeconomic 
phenomenon; some appropriate phenomenon, affecting 
some other phenomenon, is dependable on the latter. Upon 

assessment of factors determining FDI, the general 
macroeconomic situation, price and labour qualification, 
state investments to the labour qualification development 
may be interpreted as factors of FDI; however their 
dependability from the FDI can also be analysed. The 
logics of the model is based on the attitude of the authors 
towards the problem of the work by applying the premise 
that the general macroeconomic situation and factors of 
the labour market affect FDI and not vice-versa.  

 
 

II. THEORETICAL CONCEPTS OF FOREIGN DIRECT 
INVESTMENT AND THE LEVEL OF INVESTIGATION 

 
FDI attraction factors are evaluated both macro and 

micro level in theoretical concepts of different return of 
investments, portfolio diversification, markets seeking, 
internationalization, eclectic approach, oligopolistic 
reaction. It was identified that labour market factors are 
attributed to the direct effect factors in theories of different 
return of investments, eclectic, product cycle and 
oligopolistic reaction. Labour force qualification as 
important factor is distinguished in all the theories but 
different aspects are emphasized: the theory of different 
return of investments associates labour force qualification 
with labour productivity, eclectic approach theory explains 
horizontal FDI attraction by the effect of skilled labor 
force and oligopolistic reaction theory this factor is 
referred as the most important in labour market.  

The price of labour force is indicated as the most 
important factor for attracting FDI in the theory of 
different return of investments, in the theory of eclectic 
approach the price of labour force is indicated as factor 
which attracts vertical investment. Oligopolistic reaction 
theory, unlike the other two theories emphasizes not the 
national average wage, but the level of wages in different 
economic activities. The theory of different return of 
investments evaluates the legal regulation of labour 
market through its effect on labour force price. The low 
protection level of the labour market is assigned to the 
specific advantages of the local market in the eclectic 
approach theory.  

After systematisation of empirical surveys on the effect 
of factors of the labour market on the FDI inflows, it was 
defined that surveys more often discover the relation 
between FDI inflows ant labour costs, labour qualification 
and legal regulation of labour market. Bet there is a lack 
of surveys assessing the effect of the labour market that 
would be intended for countries, having neither vertical 
nor horizontal investments dominating within the inflow 
of FDI. Generalizing the results of the surveys it was 
settled that more often the negative relation between 
labour costs and FDI inflows is defined but it was found 
out that in surveys the labour costs and labour 
qualification are rarely assessed together; surveys are most 
often oriented towards the assessment of one of those 
factors. Empirical surveys of the impact of legal regulation 
on inflows of FDI are assessed by different aspects 
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therefore results of these surveys are difficult to be 
compared. Also there is a lack of surveys intended for the 
newest periods, allowing the assessment of the effect of 
factors of the labour market on FDI considering the 
changed economic conditions.  

For two decades, evaluation of the factors of FDI 
inflows among countries have been sharing the view that 
the major factors of FDI include a cheap and highly 
skilled labour force however deeper research in this area is 
scarce. There is a lack of researches into the effects of 
labour costs and labour qualification on FDI, given the 
rapid rate of economic growth and growing measures of 
capital mobility. With the expansion of political and 
economic unions and convergence in factor movements of 
legal regulation, foreign trade and production, differences 
in macroeconomic indicators among countries remain 
notable. The question whether the macroeconomic factor 
effect in attracting FDI does not outweigh the impact of 
specific factors affecting the labour market remains open 
in scientific research. 

Global studies the results whereof could reveal the 
impact of labour costs on attracting FDI among countries 
are generally absent from researches into the estimation of 
the impact of labour costs. As a rule, most studies are done 
at the local level of one, two or a few countries (e.g., 
Becker, Ekholm, Jaeckle, and Faggio, 2003; Cheng & 
Kwan, 2000). Research on a global scale, i.e. associated 
with the estimation of differences between countries with 
different levels of development, sizes of economy and 
other characteristics, can only be found among research 
articles wherein a lot of FDI factors are measured 
simultaneously, the labour market impact however being 
limited to the estimation of labour costs, or articles 
focusing on the impact of the determinants of labour costs 
rather than labour costs themselves (Egger & Radulescu, 
2008; Hansson & Olofsdotter, 2011). The results of 
research into the impact of labour costs on attracting FDI 
among countries are unambiguous since, although an 
inverse relationship between labour costs and FDI is 
usually observed (e.g., Cheng & Kwan, 2000; Bevan & 
Estrin, 2004; Janicki & Wunnava, 2004; Muendler, 2005; 
Mateev, 2008), sometimes it is found that the cost of 
labour is relevant only for some of economic activities 
(Ali & Guo, 2005) or none of them (Boermans, 
Roelfsema, and Zhang, 2011). 

Labour market regulation in terms of the impact of 
labour market indicators on FDI inflows for countries is 
subject to ongoing investigation (e.g., Nunnenkamp, 2002; 
Whyman & Baimbridge, 2006; Haaland & Wooton, 2007; 
Leibrecht & Scharler, 2007; Leibrecht & Bellak, 2009; 
Busse, Nunnenkamp, and Spatareanu, 2010). Researches 
into labour market regulation include a wide range of 
issues, authors propose different sectional approaches to 
assess the impact of labour market regulation, it is difficult 
to compare the results. Despite different approaches of 
research into the impact of labour market regulation, the 
majority of studies suggest that labour market regulation is 
inversely related to FDI (Görg, 2005; Haaland & Wooton, 

2007; Leibrecht & Bellak, 2009; Dewitt, Görg, and 
Montana, 2009) although in some cases this relationship 
has not been established (Leibrecht & Scharler, 2007; 
Benassy-Quere, Coupet, and Mayer, 2007). 

Summarizing research can be found among studies that 
provide the assessment of the impact of labour 
qualification. The impact of labour qualification on 
attracting FDI among countries is viewed in the horizontal 
or vertical perspective in most studies. Although the 
factors of attracting FDI are evaluated according to the 
type of FDI (e.g., Markusen, 2002; Barba Navaretti & 
Venables, 2004; Feenstra, 2004; Artige & Nicolini, 2005), 
these studies are typically designed for groups of countries 
which fit either vertical or horizontal FDI models. Aspects 
to the assessment of the impact of labour qualification 
have been found quite different: to measure the impact of 
skilled labour on FDI inflows, Nunnenkamp (2002), for 
example, used average years of education of total 
population; Noorbakhsh, Paloni, and Youssef (2001) 
approached it as the percent of people with secondary plus 
tertiary education in the working age population; 
Deichmann, Eshghi, Haughton, Sayek, Teebagy, and Topi 
(2003) used the number of people with higher education; 
Mateev (2008), Becker, Ekholm, Jaeckle, and Faggio 
(2005), Marin (2004), Ismail and Yussof (2003) proposed 
the percentage of labour force that attained tertiary 
education. Empirical studies that evaluate the impact of 
skilled labour on attracting FDI are rather ambiguous. 
Different authors found both direct (Nunnenkamp, 2002; 
Whyman & Baimbridge, 2006; Noorbakhsh, Paloni, and 
Youssef, 2001; Mateev, 2008) and inverse (Ismail & 
Yussof, 2003) effects of skilled labour on attracting FDI 
among countries; this relationship has not been established 
by some authors (Cheng & Kwan, 2000; Ismail & Yussof, 
2003; Becker, Ekholm, Jaeckle, and Muendler, 2005). 

Despite a large number of research papers on labour 
qualification, the impact of the state on the formation of 
skilled labour is usually defied. While assessing the 
impacts of total public spending (e.g., Buettner, 2002) and 
the costs of the improvement of the country's 
infrastructure (Goodspeed, Martinez-Vasquez, and Zhang, 
2010), research does not answer the question of whether 
the state can encourage FDI by funding the target area, 
increase in skilled labour. The study by Iwai, Thompson, 
and Banerjee (2004) can be considered as perhaps a single 
research paper wherein the participation of the state in the 
skilled labour formation has been appreciated. The authors 
argue about the effects that investment in labour 
qualification and the sharing of information can have on 
FDI. Thus, it can be said that the effect of the public 
investment in skilled labour enhancement on FDI has not 
been studied sufficiently. The authors believe that this 
kind of research is essential not only to assess the impact 
labour qualification on FDI but also to develop policies to 
encourage FDI. In addition, the evaluation of the given 
factor, together with the skilled labour factor, can be 
considered the assessment of the level of the skilled labour 
across the country over time: the existing level of skilled 
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labour reflects current situation meanwhile investment in 
the public education, research and development activities 
forecasts future situation. In economic terms, the effects of 
investment can generally be observed after a certain 
period but scientific literature has not gone far enough in 
exploring the impact of the lagging nature of public 
investment in skilled labour increase. 

To summarize the level of exploration of the scientific 
issues, it can be argued that empirical studies failed to 

disclose the importance of the labour market in macro-
economic context and the very labour market factors that 
play a role in the cases where there is neither vertical nor 
horizontal FDI and the extent to which the given factors 
operate. The effects of labour costs, labour qualification 
and state investment in labour qualification as well as their 
dependence on the volume and structure of FDI by 
economic sectors have not been sufficiently studied.  

 
TABLE 1.  

INDEPENDENT VARIABLES OF THE REGRESSION MODEL, ASSESSING THE EFFECT OF FACTORS OF THE LABOUR 
MARKET ON THE FDI INFLOWS 

 

III. THE MODEL EVALUATING FACTORS OF 
LABOUR MARKET EFFECTING FDI INFLOWS 

 

It was composed the model evaluating the effect of 
factors of the labour market on FDI inflows into the 
countries. It was formed on the base of theoretical 
conceptions of different return of investments, eclectic 
approach and oligopolistic reaction. These theoretical 
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conception have some similarities, for example the same 
factors determining FDI are emphasized. 

In the model government expenditure on improvement 
of labour skills will be evaluated together with the labour 
costs and skilled labour force factors and are assigned to 
the labour market determinants of FDI. 

Econometric model was based on the principle of the 
gravitation model in which general macroeconomic factors 
are included to the variety of independent variables next to 
assessed factors of the labour market. The general 
macroeconomic situation in the econometric model is 
expressed as GDP per capita, savings rate and the degree 
of economic openness.  

The labour market effect on FDI is evaluated using 
three factors – labour costs, labour qualification and state 
investment in labour qualification. One of factors of the 
labour market – the scope and structure of the workforce – 
is analysed in the survey not as the specific factor of the 
labour market; it is integrated into the factor, reflecting the 
general macroeconomic situation.  

Variables of the model, reflecting factors of FDI are 
indicated in Table 1. The factor of labour costs is reflected 
by three independent variables included into the model: 
labour cost index, non-wage cost index and tax rate. 

Labour qualification in the model is assessed by three 
variables – proportion of the population having a tertiary 
educational attainment, employment in knowledge-
intensive service sectors and index of labour productivity. 
State investments to the labour qualification is reflected by 
the public expenditure on education compared to GDP, 
R&D expenditure of government sector per capita and 
expenditure on public educational institutions per student 
compared to GDP per capita.  

Thus, the empirical research to evaluate the impact of 
labour market factors on attracted FDI, the econometric 
multiple regression model is formed, which can be 
expressed in the following formula: 

 
++++++= COSTLABPARTOPENSAGRGDPFDI __ 543210 ββββββ

+++++ PRODTERTTAXWAGENON 9876 _ ββββ  

iEXPINSTEXPDREXPPBINTKN εββββ +++++ _____ 13121110
 

 
where: FDI – inflows of FDI per capita; GDP – gross 
domestic product per capita; GR_SA - gross savings, % of 
GDP; OPEN - level of economical openness; PART - 
labor participation rate; LAB_COST - labour cost index; 
NON_WAGE – non-wage cost index; TAX – tax rate; 
TERT - proportion of the population having a tertiary 
educational attainment; KN_INT - employment in 
knowledge-intensive service sectors; PROD – index of 
labour productivity; PB_EXP - public expenditure on 
education compared to GDP; INST_EXP - expenditure on 
public educational institutions per student compared to 
GDP per capita, at tertiary level of education; R_D_EXP - 
R&D expenditure of government sector per capita. 

Scope of the survey. The effect of factors of the 
labour market to FDI inflows is based on the case of the 
new EU members. Countries that entered the European 

Union in 2004 and 2007 are treated as new members; 
there are 12 such countries: Bulgaria, the Czech Republic, 
Cyprus, Estonia, Hungary, Latvia, Lithuania, Malta, 
Poland, Romania, Slovakia and Slovenia. Such selection 
of countries is linked with several reasons. Development 
of the European Union on the given period had the 
greatest scope considering all life of the European Union. 
Since initiation of the Union in 1957 (then this Union had 
a title of the European Economic Community) until 2004 
the number of member states was 15 countries; whereas 
during the period of three years the number of member 
states increased by almost two times. This affected the 
formation of new big political and economical space that 
changed the attractiveness to investments in old as well as 
in new members. This affected possibilities of the new 
members to attract foreign investments. The old members 
of the European Union gained a right to invest in new 
member states avoiding double taxation, limitations of the 
foreign trade, different legal environment and other 
obstacles; whereas new members of the European Union 
became more attractive to the third countries because of 
the possibility to enter the joint market of the European 
Union. Decision to invest in new member states of the 
European Union may be linked with the geographical 
location, historically developed links if speaking of 
investments of some countries from the Eastern Europe 
and Asia. This is linked with the fact that the greater part 
of new member states of the European Union are former 
member of the socialistic block.  

The main reason determining the common assessment 
of the new EU member states is the fact that they have 
entered the common market with free mobility of labour 
and capital. This process effects the decrease of 
differences between countries attracting FDI. Labour 
migration in last period also determines decrease of 
differences in labour costs and labour qualification. 
Application of the model concerning this group of 
countries enables to evaluate which factors of labour 
market and how determine inflows of FDI and estimate 
the importance of these factors in comparison with general 
macroeconomic factors.  The assessed period covers 10 
years from 2000 to 2009.  As far as data from twelve 
countries is analysed, the period of such duration enables 
120 observations for the formation of the regression 
model.    
 
 

IV. EVALUATION OF THE EFFECT OF LABOUR 
MARKET ON FDI INFLOWS 

 
After the formation of the econometric multiple 

regression model, where the effect of all ten variables is 
assessed (the main results of the model are presented in 
Table 2), it was defined that the significant effect on 
attracted FDI is done by the following macroeconomic 
indicators: gross domestic product per capita, level of 
economic openness. Significant effect is made by one 
variable of labour cost and qualification: labour cost – 
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labour cost index, labour qualification – index of labour 
productivity. It was determined that statistically significant 
effect on FDI is done by both variables of state 
investments in the labour qualification.  

It was defined that the gross domestic product per capita 
is linked with flows of FDI by the direct dependability, i.e. 
together with the growing indicator FDI are likely to 

grow. Level of economic openness for FDI is also linked 
with the direct dependability. Such link is explained by the 
fact that the country that is intensively participating in the 
international trade can usually be characterised by lower 
limitations of the foreign trade and the infrastructure 
adapted for the international trade – effectively operating 
channels of transportation by air, water and land ways. 

 
TABLE 2. 

 RESULTS OF THE MODEL* OF THE EFFECT OF FACTORS OF THE LABOUR MARKET ON THE ATTRACTED FDI 
 

 
 

Labour cost index with FDI is linked with the direct 
dependability. This opposes results of surveys by other 
authors (for example, Cheng, Kwan, 2000; Carstensen, 
Toubal, 2003; Bevan, Estrin, 2004; Janicki, Wunnava, 
2004; Muendler, 2005; Mateev, 2008; Becker, Ekholm, 
Jaeckle, Egger, Radulescu, 2008; Hansson, Olofsdotter, 
2011) where the inverse dependability was determined, 
i.e. it was proved that the increase of labour cost reduces 
FDI. Reasons of such contradiction are firstly linked with 
differences between assessed countries. There are vertical 
and horizontal FDI in new member states of the European 
Union and in case of horizontal investments the 
purchasing capacity of the society is important which is 
directly linked with income of the workforce. Such 
investments often require the workforce with a higher 
qualification, the level of salary of which may be much 
higher if compared to the workers with a low 
qualification.  

On the base of the results of the model it is possible to 
state that the rate of change of the labour productivity, 
being linked with FDI by a direct link, is the factor of 
attraction. It is possible to find several reasons for the 
formation of the link of such type. Firstly, rapid increase 
of the working productivity may be linked with the 
increase of labour qualification. The other reason may be 
the growth of the technological level of the country which 
may seem to be hardly related to the qualification of a 
workforce. However the growing technological level 
requires workers with higher qualification. Companies, 

upon instalment of technologies of a higher level, increase 
the demand for highly qualified workers and this can 
change the popularity of some specialities in educational 
institutions of the country. Countries may invest to 
trainings of the staff and therefore they may change the 
level of labour qualification in the country; however 
formal educational indicators may remain unchanged.  

Two variables from those reflecting state investments to 
the increase of labour qualification have a statistically 
significant effect on flows of FDI: R&D expenditure of 
government sector and expenditure on public educational 
institutions per student compared to GDP per capita. 
However directions of this effect differ: R&D expenditure 
of government sector is linked with flows of investments 
by inverse dependability, while expenditure on public 
educational institutions per student compared to GDP per 
capita – direct dependability. Effect of the second variable 
may be perceived as directly affecting qualification level 
of the workforce which is understood by investors as the 
greater possibilities to produce the product of a higher 
technological level, to attain the greater working 
productivity and to invest less to the additional training of 
the workforce; therefore increase of these expenses 
enables the higher attraction of the flow of FDI. Opposite 
effect of R&D expenditure of government sector may be 
explained thought the prism of the need of funds for the 
technological advance. Attraction of FDI may be linked 
with the lack of local financial resources, necessary for the 
technological advance, when only after the FDI the 
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adaptation to the changing world tendencies from the 
aspect of the technological level is possible. The foreign 
investor may have necessary technologies that are 
transferred to the company, accepting investments or may 
offer sufficient funds for analysis and experimental 
activity in the accepting company. If the R&D expenditure 
of government sector are high, local companies have a 
lower need to attract the foreign capital because of the 
motive of interception of technologies. Therefore the sign 
of beta coefficient indicating the effect of this variable is 
logical.  

After formation of additional modifications to the 
econometric model, where aids of dummies served within 
the assessment of the effect of data belonging to separate 
countries and different periods on results of the model, it 
was defined that upon remaining variables reflecting the 
general macroeconomic state and factors of the labour 
market the data attribution to the year 2006 and to 
Bulgaria, Estonia and Cyprus determined the greater flow 
of FDI. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

V. CONCLUSIONS 
 

Factors of FDI attraction can be evaluated on both macro 
and micro level. After systematisation of empirical 
surveys on the effect of factors of the labour market on the 
FDI inflows, it was defined that there is a lack of surveys 
assessing the effect of the labour market that would be 
intended for countries, having neither vertical nor 
horizontal investments dominating within the inflow of 
FDI. It was found out that in surveys the labour costs and 
labour qualification are rarely assessed together, surveys 
are most often oriented towards the assessment of one of 
those factors. Despite a large number of research papers 
on labour qualification, the impact of the state on the 
formation of skilled labour is usually defied. The 
researches do not answer the question of whether the state 
can encourage FDI by funding the target area, increase in 
skilled labour.  

Model evaluating labour market factors effect on FDI 
inflows was based on theoretical conceptions of different 
return of investments, eclectic approach and oligopolistic 
reaction. Econometric model was based on the principle of 
the gravitation model in which general macroeconomic 
factors are included to the variety of independent variables 
next to assessed factors of the labour market. The factors 
of labour costs, labour qualification and state investments 
to the labour qualification are reflected by three 
independent variables for each. 

The results of the econometric multiple regression model 
show that the significant effect on attracted FDI is done by 
the following macroeconomic indicators: gross domestic 
product per capita, level of economic openness. 
Significant effect is made by one variable of labour cost 
and qualification: labour cost – labour cost index, labour 
qualification – index of labour productivity. The gross 
domestic product per capita,  level of economic openness, 
labour cost index, change of the labour productivity and 
expenditure on public educational institutions per student 
compared to GDP per capita are linked with flows of FDI 
by the direct dependability, while R&D expenditure of 
government sector - inverse dependability. 
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Constructing a National Intellectual Capital Concept 
Irena Mačerinskienė1 
Rasa Aleknavičiūtė2 

 
Abstract Intellectual capital at the national level has 

recently emerged as a new area of research, where the focus is 
on understanding and measuring the intangible factors 
influencing national wealth creation. The paper analyses how 
such abstract concept is constructed and what characteristics 
prevail in recent national intellectual capital research. 
Different perspectives of national intellectual capital were 
identified. The prevailing one defines national intellectual 
capital as a static object, which could be measured and 
represented by structural factors. But national intellectual 
capital could be understood as a process, where the dynamic 
characteristics are the most important. In order to represent 
national intellectual capital, its elements and their structural 
relations should be analysed inseparably. 

Index Terms: National Intellectual Capital, Knowledge, 
Knowledge Resources, Knowledge Capital. 

 
I. INTRODUCTION 

 
Intellectual capital is an abstract and complex concept, 

difficult to identify and operationalize. Therefore there is 
no unanimous definition of intellectual capital neither at 
the organizational nor at the national level of research. 
Marr and Chatzkel (2004) state that the concept of 
intellectual capital is not well understood and rarely clearly 
defined. Guthrie, Petty and Johanson (2001) have shown 
that the concept of intellectual capital often is poorly 
defined or not defined at all in many research papers. The 
cross-disciplinary nature of the intellectual capital research 
means that different people with diverse backgrounds use 
the same terms that carry completely different meanings.  

More recently researchers have started to use the 
concept of intellectual capital for analysis from the 
territorial perspective (Hervas-Oliver and Dalmau-Porta 
2007). Research of intellectual capital originated from the 
level of organizations and later was transferred to regional 
and national levels (Stahle 2008; D. G. Andriessen and 
Stam 2004). But transferability of this concept received no 
serious questioning (Stahle 2008). National intellectual 
capital is the object of multidisciplinary research, so the 
nature of this concept should be well understood and 
defined. The research of Salonius and Lönnqvist (2012) 
has shown that policy officials are not familiar with the 
concept of intellectual capital, though they are more or less  
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familiar with the general meaning of intellectual capital 
and elements of intellectual capital. National intellectual 
capital concept definition was seen as a very difficult or 
even impossible task, though having a lot of potential. That 
is where the problem arises – how to improve the national 
intellectual capital concept definition. The object of this 
paper is national intellectual capital. 

The aim is to summarize characteristics of national 
intellectual capital. 

The objectives of are as follows: 1) to analyse the 
perspectives of knowledge and to apply them to explain the 
meaning of the national intellectual capital concept, 2) to 
summarize the characteristics of intellectual capital defined 
by various perspectives, 3) to investigate what 
characteristics prevail in the national intellectual capital 
research.  

Methods of the research: comparative analysis of 
scientific literature and textual analysis. 

 
 
II. PERSPECTIVES OF NATIONAL INTELLECTUAL 

CAPITAL 
 

The idea of intellectual capital is based on a 
metaphorical conceptualisation of knowledge (Andriessen 
and Stam 2011; Andriessen and Boom 2009; Andriessen 
2006). Machlup (1962) was the first to coin the term 
“intellectual capital”, and he used it to emphasize the 
importance of general knowledge as an essential factor for 
growth and development (Bontis, 2004). Leif Edvinsson 
and Pat Sullivan (1996) defined intellectual capital as 
“knowledge that can be converted into value” (Ileanu and 
Tanasoiu 2008, 367). In this paper the same approach is 
followed describing intellectual capital as knowledge 
involved in the value creation process. Different 
perspectives of knowledge and the influence of these 
perspectives on the research of intellectual capital are 
presented. Specifically aspects of knowledge reflected in 
the research of national intellectual capital are defined.  

 
The approach of the symbolic school to intellectual 

capital 

The symbolic school defines cognition as information 
processing in terms of symbolic computations or symbol 
manipulation based on rules (Lavanderos, Fiol 2011). 
From the standpoint of the symbolic school, if national 
knowledge is a reality that is observable and can be 
reduced to symbols, then an observer would have a 
universal character (Arenas and Lavanderos 2008). From 
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this perspective only objects can be represented. National 
intellectual capital in most cases is conceived to be 
representable as a generalization of objects to which the 
knowledge is associated. A structural approach to national 
intellectual capital is used in order to define objects which 
represent national intellectual capital. 

Most works describe intellectual capital as an intangible 
object (see Table 1). National intellectual capital is 
reflected by using such terms as “intangible assets”, 
“intangible resources’, “knowledge and knowing 
capability”, which clearly describe intellectual capital as a 
static object.  

 
TABLE 1 

NATIONAL INTELLECTUAL CAPITAL DEFINITIONS 

Author National intellectual capital definition 
 
Lin and 
Edvinsson, 
2011 

National intellectual capital is comprised of 
knowledge, wisdom, capability, and expertise 
that provide a country with a competitive 
advantage over other countries and determine 
its potential for future growth 

 
Lazuka, 
2012 

National intellectual capital is defined as 
being all intangible assets of a nation, which 
provide a comparative advantage and 
enhance wealth creation 

 
Andriessen 
and Stam, 
2005 

National intellectual capital is described as 
“all intangible resources available to a 
country or region, that give relative 
advantage, and which in combination are able 
to produce future benefits” 

Kapyla et. 
al. 2012 

National intellectual capital refers to national 
knowledge and knowing capability involved 
in a society’s value creation processes 

Salonius 
and 
Lonnqcist 
2012 

National intellectual capital is a bundle of 
assets, which help a nation to pursue its goals 
related to economic, social and 
environmental development 

 
Bontis, 
2004 

Intellectual capital of a nation includes 
hidden values of individuals, enterprises, 
institutions, communities, and regions that 
are current and potential sources for wealth 
creation 

 
From the perspective of the symbolic school, statements 

about intellectual capital are based on metaphors 
(Andriessen 2005). As intellectual capital is an abstract 
concept, there is no alternative for reasoning about it but to 
use metaphors (Andriessen and Boom 2009). The power of 
a metaphor is that it can transport large amounts of 
meaning that is familiar to us from the source domain to an 
abstract concept. Knowledge is a fundamental concept in 
understanding intellectual capital. Intellectual capital can 
be viewed as metaphorical conceptualization of knowledge 
or more specific a knowledge capital (Andriessen and Stam 
2011; Andriessen and Boom 2009; Andriessen 2006).  

Intellectual capital is composed of several metaphors. 
First two metaphors are expressed by the word “capital”, 
which includes knowledge as a resource metaphor and 
knowledge as a capital metaphor. The perspective of the 
resource-based view of organizations is used and the 

accumulation of knowledge is emphasized. The knowledge 
resource metaphor integrates resource-based and 
knowledge-based views on a company. A collection of 
sticky and difficult to imitate resources and capabilities are 
seen as a company, and knowledge is the most strategically 
important. As a resource knowledge can be stored, 
managed and shared. Knowledge as a capital metaphor is 
close to the idea of knowledge as a resource, where capital 
is viewed as a particular type of resource that has specific 
characteristics. There is a tendency to label as capital any 
factor used in the production process to transform inputs 
(Dean and Kretschmer 2007). Knowledge as a capital 
reflects characteristics of a capital. Traditionally the capital 
concept includes the following aspects (Andriessen 2005; 
Dean and Kretschmer 2007):  

• Capital is an accumulated surplus from past 
investments; 

• Capital is a stock; 
• Capital is durable, though depreciates through time; 
• Capital supports commercial activity; 
• Capital increases productivity; 
• Capital can be owned and ownership is clear; 
• Capital can be valued financially; 
• Capital is additive (1+1=2). 

Not all of these aspects of the traditional capital concept 
are fit to describe the nature of intellectual capital, but 
these aspects provide guidelines on what aspects should be 
considered.  

The term of intellectual capital is characterized by the 
word “intellectual”. It could be discussed if this term is 
also used metaphorically as it does not describe an attribute 
of capital but instead describes where this capital originates 
(from the intellectual activities of human beings) 
(Andriessen 2005). This means that term “intellectual” is 
used with its direct meaning and not with a metaphoric 
one. Such perspective allows to explain the logic of 
composing the meaning of intellectual capital components, 
structural capital (that results from the internal structure), 
and relational capital (capital that results from the 
relationships with the environment).  

The concept of national intellectual capital is specific as 
it clearly states the level in which analysis of intellectual 
capital is done. A nation could be analysed as a separate 
object and characterized by common characteristics. 
National intellectual capital incorporates intellectual capital 
of lower level entities “individuals, enterprises, institutions, 
communities and regions” (Bontis 2004). Intellectual 
capital in each of these defined levels constitutes 
generalized national intellectual capital. But it is not clear 
how this generalization happens and if structural 
components of national intellectual capital are able to 
characterize this integration representatively.  

National intellectual capital incorporates the 
metaphorical meaning of knowledge as resource and as 
capital. These metaphors describe national intellectual 
capital as a sticky and difficult to imitate resource, which 
determines the creation of a competitive advantage of a 
country. Also it emphasizes the ability to use this type of 
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capital in the value creation process. This characteristic is 
seen as a core for the concept of national intellectual 
capital. The wealth of nations is understood from the 
resource-based perspective as a sum of produced capital, 
natural capital, and intangible capital (Hamilton et al. 
2006). The value of national intellectual capital is reflected 
as a function of the components of national intellectual 
capital (such as human capital and structural capital). Such 
description shows that intellectual capital is understood as 
an object.  

From the perspective of the symbolic school national 
intellectual capital is understood as an object, which is 
representable as a generalization of objects, to which the 
knowledge is associated. The meaning of the concept of 
intellectual capital is explained by using metaphors of 
knowledge as a resource and knowledge as a capital. The 
resource-based approach is applied. The value of national 
intellectual capital is gained by employing rules of 
generalizing values of the structural component of 
intellectual capital.  

 
The approach of the connectionist school to intellectual 

capital  

From the viewpoint of the connectionist or internal 
representation school the meaning of the concept consists 
not of symbols and rules, but of the connective dynamics 
among elements. The processing rules respect the 
semantics of the internal representation of knowledge, 
which is what generates value (Arenas, Lavanderos 2008). 
Knowledge arises in the communication process and could 
be described as the interpretation made by an observer in 
the interaction between two observers. Knowledge is 
neither a thing nor the property of a thing, because it 
primarily addresses a process; it cannot be localized 
independently from the network that generates it. Hence, it 
follows that it is not possible to represent knowledge as an 
object.  

Intellectual capital would be seen as a product of a 
relational element. An internal representation of 
intellectual capital is the representation of an internal 
structure (a specific organization) (Lavanderos and Fiol 
2011). Attention is given to the description of the process 
of communication, which is characterized by structural 
capital in the approach of intellectual capital. In order for 
communication to happen the interaction between two 
observers should be based on determined equivalences, 
which help to transfer the meaning. At the macro level 
such equivalences as language and culture are developed. 
At the macro level the metaphor of knowledge 
management is related to the metaphor of language, which 
is conceptualized in linguistics (Steen 2010). Based on this 
approach national intellectual capital could be described by 
its structural capital, which characterizes communication 
channels and value created in them.  

 
The approach of the relational school to intellectual 

capital 

The relational view compels to think that knowledge 
constitutes territoriality by way of networks configurations 
within a process, which designates itself as value 
(Lavanderos & Fiol 2011). This means that the notion of 
value in the network configuration is located in the 
exchange activity with other networks instead of the 
network itself. 

Culture is an important element, which defines the 
network and configuration making approach. This 
approach stresses processes rather than substances. 
National intellectual capital interpreted as knowledge from 
the relational approach is neither a thing nor a property as 
it describes a process, which cannot be identified 
independently from the network that generates it. 
Intellectual capital locates the process emerging from 
decisional history made up of the relational form or 
network structure, determined by the culture and 
conservation of territoriality (Lavanderos and Fiol 2011). 
Structure effectiveness is measured through closeness 
evaluation, which is called coherence. It is at this instance 
where intellectual capital indexes become structural 
descriptors of the decisional process. 

This view relies on anti-dualism, i.e. the recognition that 
everything that is has no sense apart from its relationship 
with other things. In this context tangible and intangible 
capital couldn’t be analysed separately from each other. 
Value is created through relations of tangible and 
intangible capital, so the most attention should be given to 
the analysis of these relations and not to distinct capital 
types. The relation of intellectual capital with the external 
environment is described by the term of relational capital 
and can reflect the value of network interdependencies. 
Such approach is not emphasized in current research of 
national intellectual capital.  

 
 

III. THE CHARACTERISTICS OF NATIONAL 
INTELLECTUAL CAPITAL  

 
The analysis of the concept of intellectual capital from 

symbolic, connectionist and relational approaches has 
shown the complexity of this concept. Intellectual capital is 
defined as a resource, which is essential for the competitive 
advantage and value creation. At the national level the 
importance of value creation is understood by interpreting 
intellectual capital as a factor of growth or even 
development. National intellectual capital definitions 
(Table 1) describe national intellectual capital as a static 
object, which reflects “intangible assets,” “intangible 
resources,” “knowledge and knowing capability.” The 
concept of national intellectual capital is used to describe 
total intellectual capital of lower level entities. Also 
national intellectual capital has a strategic importance for 
the development of a country. 

The list of defined national intellectual capital 
characteristics is composed according to the analysed 
perspectives (see Table 2).  
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TABLE 2. 
NATIONAL INTELLECTUAL CAPITAL CHARACTERISTICS 

National intellectual capital as an object 
observable 
can be represented 
can be reduced to symbols 
can have a universal structure 

Symbolic 
school 
approach  

can be generalized from structural 
components 
valuable 
produces benefits 
generates a competitive advantage 
a sticky resource 
difficult to imitate resources 
can be stored 
can be managed 
can be shared 
can be transferred 

Metaphor of 
knowledge as a 
resource  

can be accumulated 
it is an accumulated surplus from 
past investments 
it is a stock; 
it is durable though depreciates 
through time 
supports commercial activity 
increases productivity  
can be owned, and ownership is 
clear; 
can be valued financially; 
it is additive (1+1=2); 

Metaphor of 
knowledge as 
capital  

can be invested 
Intellectual 
nature 

originates from the intellectual 
activities of human beings 

National intellectual capital as a process 
obtained individually 
subjectively interpreted 
internal representation is available 
has value only in a network 
socially constructed 

Connectionist 
approach  

can be described by analysing the 
internal network structure 
constitutes territoriality 
creates value in exchange of activity 
with other networks 
determined by culture 

Relational 
approach  

cannot be analysed independently 
from tangible capital 

A basic difference of these approaches is the 
interpretation of intellectual capital as an object or as a 
process. But a direct answer could not be found which 
view describes intellectual capital in the best way because 
intellectual capital research incorporates both views. Such 
characteristic is based on the two sides of reasoning about 
knowledge. Knowledge concept characteristics vary 
(Andriessen 2005): 

- From physical to abstract, 
- From tangible to intangible, 
- From static to dynamic. 

This relates with the two streams of semantic evolution 
of knowledge defined by Nonaka and Takeuchi (1995): the 
Cartesian dualism of body and mind, and the Japanese 

oneness of the body and mind environment (Bratianu et al 
2011).  

According to the Cartesian view mind is fully rational, 
and knowledge has the same nature. It can be obtained 
through a knowledge transfer process from other people or 
through an internal reasoning process. Such knowledge is 
characterized as explicit knowledge, i.e. knowledge, which 
has a rational root, and which can be transferred, 
explained, shared, accumulated and processed as it is 
(Nonaka and Takeuchi 1995). Such knowledge can be 
described as an object, and it is closer to such 
characteristics as physical, tangible and static. 

According to the Japanese view, mind and body 
integrate into a coherent process of knowing. Knowledge 
description as an object is impossible as knowledge is 
inseparable from ba (Nonaka and Konno 1998). Thus 
knowledge can be obtained individually through a direct 
experience, or it can be obtained through a transfer process 
(Bratianu et al 2011). Polanyi (2009) defined the 
knowledge obtained through a direct experience of life as 
tacit knowledge. Nonaka and Takeuchi conceptualise 
knowledge predominantly as thoughts and feelings that are 
tacit but can be articulated. There is a strong emphasis on 
knowledge as a human process. This is in line with the 
constructionist (Marr et al., 2003) view on knowledge 
where knowledge is seen as socially constructed, and 
therefore objective observation is impossible. 

 
 

IV. THE ANALYSIS OF THE CONCEPT OF 
NATIONAL INTELLECTUAL CAPITAL 

 
In order to define the prevailing characteristics in the 

research of national intellectual capital textual analysis of 
works in the field of national intellectual is performed. 
Five works from the field of national intellectual capital 
done by different researchers were selected randomly: 

- Nick Bontis (2004), 
- Carol Yeh-Yun Lin and Leif Edvinsson (2011), 
- Pirjo Ståhle and Ahmed Bounfour (2008), 
- Victor Raúl López Ruiz, Domingo Nevado Peña, and 

Jose Luis Alfaro Navarro (2010), 
- Daniel Andriessen and Christiaan Stam (2004). 
 
In the text the nouns of intellectual capital were 

highlighted, and the specifics of noun use were revealed by 
analysing the context in which these nouns were used. This 
included the analysis of adjectives used together with the 
concept of national intellectual capital and the analysis of 
the meaning of sentences, where the term intellectual 
capital was used. In total 101 uses of the concept 
intellectual capital were analysed.  

The research allowed identifying eight characteristics of 
intellectual capital used most recently (Fig. 1). 
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Figure 1. Distribution of the use of characteristics of 

intellectual capital 
 
In 87% of cases the term of national intellectual capital 

was interpreted as an object. Three most recently used 
characteristics (measurability, structural representation and 
nature as a stock) show that these researches of national 
intellectual capital keep the symbolic school approach.  

The characteristic of intellectual capital used most often 
was its measurability. This may be related to the fact that 
these texts analysed national intellectual capital 
measurement possibilities. In these texts intellectual capital 
was described as an identifiable, recognizable, accountable, 
measurable object, which can be reported. The value of 
national intellectual capital is reflected as a function of 
separate components (Lin and Edvinsson 2011) or of 
components and relations (Bontis 2004; Andriessen and 
Stam 2004). When analysing the scientists’ approach to the 
availability of representative identification of national 
intellectual capital different approaches could be identified. 
Bontis (2004), Lin and Edvinsson (2011) state that national 
intellectual capital could be represented by reports. Stahle 
and Bounfor (2008) and Andriessen (2005) raise concerns 
about the possibility to gain an objective reflection of 
intellectual capital. They state that national intellectual 
capital is subjective, it acts differently in different 
environments, it cannot be compared objectively, and there 
are no objective phenomena waiting to be observed. The 
question of the representation of national intellectual 
capital is one of the most important ones. It is generally 
agreed that an improvement of measurement models is 
needed in order to increase the representativeness in this 
field.  

Intellectual capital, having the nature of stock, 
summarizes such characteristics as being an intellectual 
material, an asset, a resource, which could be allocated, 
transferred and invested into. This approach provides 
intellectual capital with physical substance features.  

Every text analysed in order to describe intellectual 
capital used structural classifications. Also it was agreed 
that national intellectual capital was related to value 
creation. The following descriptions were used: national 
intellectual capital is a hidden value, valuable, a factor of 
value creation, a factor of economic growth and future 

development. National intellectual capital was also 
interpreted as a source of competitive advantage.  

Analysed texts present the management perspective to 
national intellectual capital, where intellectual capital is 
described as a manageable resource. It is stated that 
national intellectual capital measurements help to manage 
these factors in order to increase benefits. At the national 
level intellectual capital could be influenced by 
government actions related to the formation of the 
education system, and the development of institutional and 
cultural factors.  

The importance of dynamic capabilities of intellectual 
capital is also identified. In 13% of analysed cases 
intellectual capital has characteristics of a process. The 
characteristics of dynamic capabilities are more often 
mentioned when describing intellectual capital components 
(structural and relational capital) and not when talking 
about intellectual capital in general.  

 
 

V. CONCLUSIONS 
 

Intellectual capital is a reflection of the intangible world; 
the central concept of this idea is knowledge. The theory of 
intellectual capital is limited by the analysis of 
economically useful knowledge, which generates value 
through innovations (Carlsson et al. 2009). Two extremes 
of understanding the concept of national intellectual capital 
were identified.  

The first extreme uses static and physical characteristics 
for describing national intellectual capital as an object. 
This extreme reflects the ideas of the symbolic school 
perspective and the Cartesian approach to knowledge. 
National intellectual capital is described as an object, 
which could be represented as a generalization of its 
structural components. Such approach currently is 
prevailing in national intellectual capital research. The 
meaning of the concept of intellectual capital is explained 
by using metaphors of knowledge as a resource and 
knowledge as a capital. Resource based approach is 
applied, where national intellectual capital together with 
tangible capital forms the total wealth of a nation.  

The second extreme uses dynamic and abstract 
characteristics for describing national intellectual capital as 
a process reflected by relations. This approach reflects the 
ideas of connectionism, the relational school, and the 
Japanese view on knowing. National intellectual capital 
could be described as a process of knowing, which is 
reflected in internal and external network relations. The 
separation of knowledge from the context is not possible as 
the meaning is generated only in a context. Identification 
and representation of national intellectual capital is 
subjective. National intellectual capital components of 
structural and relational capital reflect ideas of this 
approach, though process related characteristics are rarely 
referred to when using the term of intellectual capital.  

National intellectual capital is economically useful 
knowledge (as an object) and knowing (as a process). 
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Current national intellectual capital research pays attention 
to the analysis of static factors reflecting knowledge; there 
is still a gap in understanding the relations of structural 
elements of national intellectual capital and how value is 
created in this structure.  
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Abstract: Our students ,future employees, will find 

themselves in an economy buffed by global economic forces 
and constant technological innovation.All employees wiil be 
subject to the demand of new systems and technologies.Jobs 
will be created which do not exist now and existing jobs will 
require new skills ,and there will be a need to combine new 
operational skills with communication,teamwork and 
decision-making skills,will intensify the flexibility and 
reliance to change jobs,apply skills in different context and 
go on learning will be essential. 

Index terms: employability of graduates, deficiencies, 
assessment and self-assessment 
 
 

I. INTRODUCTION 
21st century is characterized by dependence on 

technology to address the growing concerns about 
diminishing resources and sustainable development. 

The economic crisis of 2008-2009 has raised the need 
for competent human resources for recovery losses. 
Universities as creators of valuable human capital are 
facing major challenges to contribute to economic 
development in the economic downturn. The rapid pace of 
change and development of new technologies means that 
training programs need to be in line with knowledge and 
skills sought by employers. 
 
 

II. EXPERIENCE OF IMPLEMENTATION IN A 
LABORATORY WORK IN ANALYTICAL 

CHEMISTRY 
Theoretical perspective 
Types of these skills and the way universities can 

encourage them, not fully resolved by politicians. 
European Commission in April 2012. adopted a resolution 
on modernization of higher education systems in Europe 
on: 

- "The creation of new areas of study that reflect the 
needs of the labor market and the development of training 
programs covering both general knowledge and specific 
skills" 

 
 

     1 Senia Terzieva, Lilia Nikolova and Kiril Mintchev are with 
the ,University of Chemical Technology and Metallurgy – Sofia, 
Bulgaria  

- "Monitoring trends in the requirements of the 
labor market in order to take better account of future needs 
in terms of learning opportunities" 

In our National Action Plan for Employment 2014. in 
the "Restoring the dynamics of the labor market" in 
t.2.3.3. recommends "investing in skills based on better 
forecasting and monitoring of the needs of employers" 

This combination of knowledge, skills and competencies 
is called "employability skills for employment 
respectively". 

However,while there is general agreement that skills are 
important ,there is less clarity on the nature of skills , the 
kinds of skills we need and how they should be 
implemented and developed in Higher education. 

Terminology and basic definitions 
Set of competencies, knowledge, skills, attitudes and 

behaviors to achieve results (performance levels) in a 
professional role or an organization. 

There is some difficulty in terms of the terminology 
"employability skills" to be understood and accepted by all 
stakeholders, especially the educational and training 
institutions that are associated with learning and results. 

The literature identifies two trends. One of them (J. 
Hillage & E. Pollard, 1998) focuses on the ability of 
individuals to gain initial employment, maintain 
employment and / or get a new job, if necessary. The 
second (P. Knight & M. Yorke, 2003) apply a complex 
concept as a synergistic combination of cognitive, social, 
emotional and behavioral skills (L.D. Pool & P. Sewell, 
2007). Enriched by applying the concept of social theory, 
Bandura, including self-efficacy as self-esteem and belief 
in their own abilities. 

The model of Kubler and (B. Kubler & P. Forbes, 2006) 
the most comprehensive unites: 

- Cognitive skills such as the ability to identify, 
analyze and solve problems, work with information and an 
array of diverse data, assess risk and make the necessary 
conclusions: 

-General competence and a high level of 
transferable key skills. 

-Personal abilities 
Despite the different names, they have general content: 

- Key- because they are fundamental to the 
development of further competencies 

- Soft-specific complementary competencies 
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- Transferable, portable as they develop lifelong 
skills in different situations and are applicable in any 
professional environment; 

- Hidden skills as they are complex to measure and 
assess, but clearly distinguishable in the workplace 

In our country there are no statistics on employability 
skills and their measurement and evaluation, and 
validation. 

The "Business for Education" held in 2007. and 2010. 
national surveys on professional orientation of students in 
Bulgaria and employability skills of young people. 

International Study 2010. 1091 students, chemical 
engineers, bachelor's degree, from 63 countries showed 
similar results (S. Male, B. Bush & E. Chapman, 2010). 

Regular surveys and polls conducted and Bulgarian 
Industrial Association. 

With minor differences there is general consensus on the 
main defitsititi to students and recent graduates, which is 
confirmed by the literature: 

- Lack of practical experience to no acquisition of 
real understanding of the work performed (R. Rateau & K. 
Kaufman, 2009); 

- Communication skills, written and oral, that 
determine the best teamwork and accounting for it (M. 
Sleap & H. Reed, 2006);  

- Critical thinking and self-determination of how to 
perform the tasks and solve problems (J. Robinson, 2009, 
pp. 56-62);  

- Business and entrepreneurial skills; 
- Self-regulation and self-governance; 

Measurement and assessment of employability skills 
While knowledge can be accurately assessed, the 

assessment of skill requires different techniques and 
approaches as specified methodology will. Flexible and 
easy to use products are needed to analyze behavioral 
characteristics, way of dealing with job tasks, style of 
embracing new knowledge and more. Such an approach in 
Bulgaria is not widespread. 

According to the authors employability skills can be 
effectively evaluated in the context of a discipline as a 
formative assessment and implemented within the 
curriculum and goals, as should be carefully assessed in 
what stage and how it will be included. 

There are several ways: 
- As part of the curriculum not called default model 
- Parallel model-evaluated by the teacher on student 

activities or extra-curricular 
- Separate model-evaluated on core competencies 

specially selected tasks and activities 
- An integrated approach in which the assessment is 

on the appropriate tasks in the usual assessment activities 
in an appropriate discipline. 
Issues and goals of the study 

• to know students basic skills, their qualifications, 
their nature and importance;  

• to date draw card for the measurement of certain 
core competencies; 

• to enable self-assessment of students; 

• to give the possibility to compare self and 
teaching evaluations. 

Methods  

Participants 
There are 37 students, a bachelor degree. Covers groups, 

with high academic success and with medium and low 
performers. The period of study is 2012-14d. The 
discipline e "Analytical Chemistry" and "Instrumental 
methods in analytical chemistry" laboratory work. 

General Procedure 
Compiled map skills for employment, which is 

consistent with the educational level of students and the 
requirements of discipline and academic programme.They 
covers four clusters: knowledge and academic experience, 
communication skills, personality and job skills. Each 
contains detailed information about the included indicators 
and evaluation criteria. The map will be displayed in Table 
1. 

Developed tasks for independent work and evaluation 
that fully match the content of the course. For the 
evaluation Likert-type scale of magnitude of 1 to 4 is used. 
Like most suitable for the purposes of research and 
education, we have implemented an integrated model of 
skills for employment and constructivist approach and the 
corresponding SOLO taxonomy (J. Biggs & F. Collis, 
1982). 

Intervention 
First and last week of student questionnaires were 

distributed free responses to the essence and importance of 
the competencies included in the map. 

The eleventh week students were given the opportunity 
for self-assessment, using a checklist of competencies and 
agreed criteria. 

We offer the following distribution activities for a 
standard twelve-week module: 

1-4 weeks - a period of negotiation and introduction 
to the types of activities and responsibilities 

3-9 weeks - has developed the skills and timely 
feedback 

8-12 weeks - assess and report on achievements and 
weaknesses and recommendations for - further work. 

Results 
Results are derived from questionnaires and checklist 

for evaluation and self-evaluation and summarized in 
Table 2. Reported a correlation between teaching 
evaluation and student self-assessment. 

Questions about the meaning and importance of 
employability skills 85% responded incompletely and 
ambiguously, 10% have tried to identify individual 
characteristics, 5% did not answer. At the end of the 
semester 49% understood the concept and the others gave 
a satisfactory answer. No nonresponders.  
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TABLE 1.  
CHECKLIST FOR ASSESSING TEACHER AND STUDENT 

SELF-ASSESSMENT OF SKILLS FOR EMPLOYMENT AND 
COMPARING THE ESTIMATES 

 
1-highest level Basic skills for 

employment 
1 
% 

2 
% 

3 
% 

4 
% 

I. Knowledge and academic experience  
1. Mathematics, technical disciplines, Analitical 
Chemistry. 

Grade: 
Selfassesment: 

37 
29 

41 
47 

12 
15 

10 
9 

2. Critical and analytical thinking. 
Grade: 
Selfassesment: 

10 
30 

15 
25 

14 
25 

61 
20 

3. Ability to link theory and practice. 
Grade: 
Selfassesment: 

38 
35 

46 
39 

15 
18 

1 
8 

 
4.Problem solving 

Grade: 
Selfassesment: 

15 
37 

25 
26 

37 
21 

23 
16 

 
5. Ability to create a flow chart of the procedure in 
analytical practice 

Grade: 
Selfassesment: 

19 
23 

37 
30 

35 
35 

9 
12 

II.Communication skills 
1.Oral report 

Grade: 
Selfassesment: 

30 
45 

24 
25 

28 
21 

18 
9 

2.Written report 
Grade: 
Selfassesment: 

10 
55 

15 
23 

59 
20 

12 
2 

3.Presentation skills 
Grade: 
Selfassesment: 

12 
62 

26 
25 

25 
10 

37 
5 

III. Personal skills 
1.Ability to work in team 

Grade: 
Selfassesment: 

31 
70 

20 
25 

26 
5 

23 
0 

2.Learning ability 
Grade: 
Selfassesment: 

31 
15 

59 
59 

10 
20 

0 
6 

3. Reliability (performance and engagement) 
Grade: 
Selfassesment: 

45 
40 

31 
35 

22 
23 

2 
2 

IV.Work skills 
1.Time management 

Grade: 
Selfassesment: 

35 
30 

29 
21 

19 
22 

17 
27 

2. Skills with utensils and appliances 
Grade: 
Selfassesment: 

79 
71 

21 
26 

- 
3 

- 
-  

 

Summarizing the results and discussion 
Young people are not familiar with the necessary 

competencies to their qualifications, do not fully 
understand what is in mind and remain uncertain and 
timid. They have no vision for their realization. The final 
results show a high level of commitment, inspired by 
technology assessment and implemented within the 
curriculum. 

In assessing a significant discrepancy between teaching 
and personal evaluations some critical competencies, 
namely: critical and analytical thinking, problem solving, 
teamwork and time management. The main deficiencies in 
teamwork is associated with fear of conflicts in some, 
while others - inattention to results and avoiding 
responsibility.  

The first assume greater part of the duties, although in 
general the students praise team work. In other 
competencies comparison is positive, but it is difficult to 
accept that they have reached a level of government 
regulation and, in particular time management. 

 
 

III. CONCLUSION 
Maintaining cognitive environment to help students 

achievements, including those that are not anticipated in 
training so far. 

Use of various forms of formative assessment - self 
assessment, peer review and resubmission. 

Promote metacognition through reflection and self-
regulation as writing critical comments and opinions 
creating log weaknesses and accomplishments portfolio. 

Increasing the efficiency of extramural activity to be 
further encouraged. 

Tasks for training and assessment to be real context and 
well-resourced as case studies, summarize complex 
material in a short briefing. 

Implementation of good teaching strategies such as 
problem-based learning, active learning, blended learning. 
Of particular note is blended learning that combines 
classroom lessons, electronic platforms and social 
networks WIKIS-type product that allows the training and 
assessment in real time and every place, visible 
contribution of each participant.  

Improving communication skills is included in the 
project report presentations at the completion of a cycle of 
classes or assigned tasks that could be developed in 
collaboration with employers and be related to future jobs.  

It is necessary to increase the importance of vocational 
training programs and employment skills while not 
neglecting academic standards. 
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Organizational System 
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Abstract: The committees are an important part of the 
formal organizational structure of the system and are 
essential for achieving the objectives. They differ from other 
business units within the hierarchy of the organization and 
influence its management. The aim of the publication is to 
highlight some aspects of managerial work of the committees 
and their significance. 

Index terms: organization, committees, management 
aspects. 

JEL: D74, M12, M54 
 

I. INTRODUCTION 
Committees are specific body and often arise in large 

organizations (Tillman, 1960, pp. 6-12, 162-172), where 
you have to solve complex problems (mainly in the matrix 
structure). They build vertically in the organization (chain 
of command) and horizontally (cross-functional processes 
– by functions). Committees have a limited or unlimited 
power to make decisions according to the characteristics of 
the problem and the competence of their members. 

 
 

II. MANAGEMENT ASPECTS OF COMMITTEES IN 
FORMAL ORGANIZATIONAL SYSTEM 

When the committees are established, there can be 
detected first two key moments. First, committees required 
to achieve a synergistic effect of the work of different 
people (group decision making, group performance, etc.). 
Second, the committee must respond to complicate an 
organizational and business environment, which requires 
appropriate action to the situation. According to the 
second feature types are recorded and committees, which 
generally have the following (Hodgetts & Kuratko, 1988, 
pp. 195-197; Filley, 1970, pp. 13-21): 

 

1. Standing/permanent Committees 
These committees are an integral part of the structure of 

the organization (in finance, marketing, production, etc.) 
that have important support (counseling) to senior 
management. Have a certain number of specialists, whose 
number is changed regularly (at certain times). Some 
committees may issue and execute orders when authorized 
to do so, i.e. they have a certain power. 
 
 
 
 
     1 Ivaylo Stoyanov, Ph. D. is with the D. A. Tsenov of 
Economics – Svishtov, Bulgaria  

2. Temporary committees  
These are committees that have been established 

spontaneously, they have their objective and after its 
implementation, they stop functioning and are dismissed. 

They are created to offer an expert opinion on a 
particular issue (in units or smaller departments of the 
organization), which makes it difficult for senior 
management to solve it or when no resources available. 
Often temporarily created committees have the power to 
make decisions, report to and advise management on how 
to ignore the problem. 

When using committees as a form of government in the 
formal organizational system it is necessary to make a 
justification of the benefits and drawbacks of their 
implementation. This is a difficult process because various 
factors influence the assessment - response time of issue, 
type of target, experience and qualifications of the 
individual members, etc. However, we can cite some 
benefits and negatives using the Committees (Dale, 1952, 
pp. 85-102; Mylander, 1955, pp. 51-58):  

 

A. Advantages of the work of the committees 
• Solving problems 

Today the problems of the organizations are getting 
complicated by the dynamics of the business environment 
and the response of management should be adequate to the 
situation. Such decisions are usually not within the power 
of one person and require group coordination of ideas and 
expertise. Even if this happens on the level of consultation 
between several units to eliminate the responsibility of the 
decision of one person. The Committee's work is based on 
the opinion of experts from different areas of the 
organization (marketing, engineering, finance, etc.) who 
analyze the problem from a different angle. Committees 
create conditions for an objective assessment of views on 
controversial issues, which prevents its members from 
making wrong decisions. This enhances the quality of 
recommendations and guidelines to the senior 
management of the organization. 

• Effective communication with staff 
Committees can quickly disseminate information that is 

needed by staff when people do not have access to 
important instructions or decisions. This is done through 
two-way communication that is possible on specially 
arranged meetings. This happens in the real environment 
(offices, industrial premises, etc.) where important 
procedures or methods of work are specified. Committees 
may require employees to comply with formal rules of 
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conduct or promote the opinions, suggestions and 
recommendations to other important work, including 
information about problems that have come up. 

• Synchronize activities 
Members of the committees meet and listen to the heads 

of other departments and divisions in existing or potential 
problems at work. Information gathered by the Committee 
determines how the activity is carried out in other parts of 
the organization and what measures should be taken. The 
result of these observations is aimed at synchronizing the 
activities and overcoming disparities in the overall 
organizational structure of the formal system. 

• Adjusting the power 
Although in most cases the committee has no real 

power to make management decisions, they are a regulator 
of its use. When power is concentrated in one person, then 
personal interests and aspirations to influence and 
manipulate others may easily be created. To some extent 
this can be regulated by the committees that monitor and 
recommend what is right or wrong in the organization. 

• Increasing motivation 
Committees are adequate supporters of behavior, 

attitudes and rules of the organization and have a moral 
dimension for the majority of its people. It also helps staff 
to better fulfill the goals and objectives, to participate in 
decision making and have and bear the collective 
responsibility for errors. This increases the motivation of 
people who feel involved with the initiatives of the 
organization and its development. 

• Advising superiors and staff 
Committees help managers and staff (especially 

inexperienced) to increase its coefficient of efficiency, by 
giving advice and guiding them by giving knowledge that 
is outside the scope of their competence and responsibility. 
Through the experience of the committee members, people 
can acquire new ideas for work (tactics, relationships, 
etc.). To structure your professional goals and effectively 
implement them. 

• Protecting the interests of stakeholders 
Committees are often used to protect the interests of the 

parties involved in the activities of the organization 
(customers, creditors, investors, etc.). The aim of the 
committee is to monitor any problems that may have an 
adverse effect on the rights and benefits to stakeholders. 

B. Disadvantages of the work of the committees 
• High cost (time and money)  

Work of the committees is associated with high costs for 
their maintenance in the structure of the formal 
organizational system (organizing meetings, remuneration 
of the individual members, travel, etc.). On the one hand - 
discussing the problem needs time and on the other - 
purchasing of automated systems for the rapid exchange of 
information and their use means expenses to be spent. 

• Risk of compromise decisions 
Committees and their members may have significant 

differences on an issue or problem that needs looking for a 

compromise on taking the right decision. This affects the 
efficiency of the work because they do not choose the best 
solution for the situation, and what will satisfy everyone in 
the committee. The reasons may be different - pressure on 
people, lack of competence, misunderstandings, conflicts, 
etc.  

• Unclear responsibilities or lack of responsibilities 
A significant problem that may arise in the work of 

committees is the responsibility of its members. Each is 
personally liable when participating in discussions and 
decision-making on an issue or a problem, but it is 
possible to distinguish the general opinion of the 
committee. Justifiably applies the phrase „I told you, but 
here's what happens," which blurs the personal 
responsibility of the individual, unless no apparent vote 
with established positions ("yes" or "no“). Committees 
which often make wrong decisions and take no 
responsibility for their consequences should be dismissed 
or closed. 

• Domination of a powerful personality 
Dominant figure in the Committee must be the 

Chairman, who leads the people with democratic 
principles of governance. Otherwise the possible to 
witness a collapse of the communication flow and 
interpersonal conflicts. This will reflect not only the 
behavior of the members of the committee, but will 
negatively influence the decisions (will quickly deteriorate 
their quality). 

Here were mentioned some advantages and 
disadvantages which determine the specificity of the work 
of the committees in the formal organizational system. 
Before designing their structure and management 
mechanism it is important to take stock of whether they 
are useful or not for the organization. 

Each committee operates under a defined structure and 
regulations that determine its function, scope and 
effectiveness. The following features are reported and 
marked (Bales, 1954, pp. 44-50; Cartwright & Zander, 
1962, pp. 80-81; Filley, 1970, pp. 13-21): 

1. Determining the amount of committees 
The size of the committees is important in terms of 

behavioral aspects in achieving set goals. The main 
question is what is the optimum size of its members? Of 
course, this will depend on the priorities of the Committee 
and the qualification of people. Too large committees are 
not comfortable because they lose the connection between 
the individual members who have difficulty reaching a 
consensus as possible divided into smaller groups. Small 
committees of the order of three to five members are 
ineffective due to lack of sufficient number of objective 
views, there is a danger of conflict and discord (power, 
imposition of personal opinion, etc.). Therefore, the size of 
the committee is determined primarily by the situation, the 
type of problem, the available resources, powers of 
individual members, their experience, routine and other 
relevant factors. 
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2. The Role of the Chairman of the Committee 
Each Committee must have a Chairman who conducts 

the work in its functioning. Usually people elect an 
experienced person with solid experience in a professional 
field that has the charisma and influence the work of other 
members .His/her status in the organization is high, and 
his reputation is impeccable .The responsibility of the job 
the President is quite high as it is necessary to assign tasks 
(delegate rights), coordinate activities, monitor its 
implementation and to make important decisions. In any 
case it should not put pressure on the group or impose his 
personal opinion and seek general views of the committee 
members. It is important that this person be tactful, to 
stimulate people to seek consensus if the decision does not 
coincide with his views on the issue. It is necessary to 
adopt the position of each member of the committee, if it 
is valid and practically justified. 

In practice it often happens with the appropriate 
committee chairman to have much better results than those 
in which it is formal or for various reasons abdicate his 
duties. In most cases, there comes the organizational role 
of the President - how the tasks are formulated, the way a 
discussion is led when regulating pauses for rest, etc. The 
Chairman of the committee should be a good psychologist, 
he should know the work and character of each member 
and know how to use their creative potential. 

3. Role of the Secretary of the Committee 
Each committee has a secretary who records the 

conversations of the participants or, if this is done by 
technical devices, s/he helps the President to lead the 
discussion, regulates the procedure and how to speak to 
people. Secretary has no special role in the discussions 
because s/he collects and documents data generated on 
workshops (meetings). Furthermore, s/he prepare reports 
or reports of committee and decisions. 

4. Choosing appropriate committee members 
Committee members must be proven specialists in a 

particular professional field, but in order to get good 
performance they need to work together. Therefore, 
adequate communication skills, tolerance and tolerance of 
others' behavior are required. It is important for people to 
make compromises where necessary, to respect each other 
and help each other professionally. Informal relationships 
between members are the foundation for friendly relations 
and understanding. Usually they are one rank in the 
organization, but in different functional areas, which 
ignores the connection manager - subordinate. The choice 
of people from different departments is suitable when they 
can offer logical ideas and creative solutions to different 
situations and problems. The selection must be based on 
the right people - those who know the specifics of the 
organization, its problems and how it functions. Moreover, 
people should be allowed to speak or discuss problems 
effectively understandable for everyone else. 

5. Rules and procedures in the committees 
Before the meeting of the Committee, it is necessary to 

clarify the rules and procedures which are to be followed. 
They are important from the viewpoint of the order that is 

to be achieved during the meetings, and their flow. This 
can be done in written form (rules, guidelines, leaflets, 
etc.) that must be followed. Of course, not exclusive are 
the options, when the President can change some 
instructions or can add some new ones. To structure the 
most essential procedures of the scheduled meetings there 
should be:  

• Working documents 
The generated information is presented in a 

working documentation, which is described in individual 
activities and directions. This can facilitate the participants 
in the meeting, because the data is grouped by priority. 
When solving problems, i.e. you need expert advice to 
members of the committee, it is synthesized in working 
form which contains the following details: 

- type of problem; 
- name the problem; 
- date of establishment of the problem and date of 

the solution; 
- a description of the problem, short or detail 

(according to the situation); 
- priority to solve the problem (urgent , not so 

urgent or minor); 
- ways to solve the problem (ideas are required by 

the participants); 
- the names of the participants and their functional 

units; 
- other requirements, if needed; 
- date, telephone number and signature of 

participants. 

• Scenarios of the work 
To be effective, the meeting of the Committee, each 

activity must be pre- described and regulated. This allows 
the logic of the debate to be followed, which is defined 
according to the objectives and priorities of the committee. 
In this case, the form includes the following details:  

 
- fixing the beginning and end of the debate; 
- introducing issues in the debate;  
- instructions for conducting the meeting; 
- determination of the priority axis; 
- debate on the established routes/directions; 
- final fragments of the work. 
• Supporting Activities 

Each meeting of the committee must be physically 
organized, making all the necessary things to carry out 
support activities. They can be different, since they depend 
on the situation and the problem of specificity. Here we 
consider the following activities:  

- locating the meeting place; 
- choosing the right room (size, air conditioning, 

etc.);  
- providing of technical equipment in the room. 

6. Preparation and organization of meetings of 
committees 

Committee meetings are important for the final result, as 
they suggest and decide on a particular issue or problem at 
hand. This is not chaotic, but consciously planned process 
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that requires conformity to different steps and criteria. The 
most important of them are: 

A) Determination of the time and place of 
meeting of the Committee 

To be effective, the meeting of the committee, it is first 
necessary that members would be notified in time to plan 
their commitments to other tasks within the organization. 
Second, all the necessary materials and documents for the 
meeting must be available to enable the committee 
members to get acquainted with the facts, to reflect and 
analyze. 

B) Identifying the participants of the meeting of 
the Committee 

To provide the necessary quorum at a meeting of the 
Committee and to provide the necessary materials to 
establish the exact number of members attending. If it is 
necessary to make difficult decisions and important 
members of the committee are absent, it is better to 
postpone the meeting indefinitely - until their participation 
is confirmed. Otherwise, errors may occur, with 
irreversible consequences – because of lack of trained 
professionals who should make the key decisions in 
critical areas of work of the Committee. 

C) Keeping a record of the order at the meeting 
of the Committee 

To hold a meeting of the committee in a relaxed 
atmosphere according to the planned activities, there 
should be a planned/scheduled order. It is recorded in 
written form and sent to the participants in advance. A list 
of all events is made that will be discussed and procedures 
for their implementation. If corrections are necessary 
(inserting new points or removing already existing) 
participants shall be notified promptly. 

D) Procedure for the conduct of the meeting of 
the Committee 

Committee meetings must be conducted in accordance 
with documented above order, but parallel to impose some 
technological procedures, the most important of which are 
the following: 

• Opening of the meeting of the Committee 
Opening of the meeting of the Committee is made by 

the chairman who (in a summary) reports to the 
participants the order and sequence of points that lie in the 
preliminary plan. 

• Set up a discussion on the problems 
The Chairman of the Committee formally introduces the 

participants to the problem and requires feedback from 
them if there are any questions. In order to establish the 
idea of the problems, the President must skillfully focus on 
the essential aspects, without omitting unimportant details. 
It is best to break the problem into its constituent parts and 
to analyze carefully. 

• Focusing on the priorities of problems 
After diagnosing problem areas, the members of the 

committee must decide which ones have higher priority 

over others. This is not easy because it takes concentration 
and competencies that are needed to refine the issues. If 
not selected the optimal option (most critical) there are 
further obstacles possible for the rational ignoring of the 
problem. This will affect the competitiveness of the 
organization and its performance. 

• Debates to solve problems (generating ideas)  
The Real part in solving the problem is to generate ideas 

from committee members. Everyone should listen 
carefully to the statements of others, what their reactions 
and feelings are. Here it is necessary to pay attention to 
two situations. Of particular importance is how to start the 
discussion and who will speak first. This may be the 
chairman of the committee, but it is not a must because 
finally, when summarizing the ideas the Chairman has the 
opportunity to present its observations and statements. 
Therefore, the first to speak should be the man who is 
most familiar with the problem and is the leading expert in 
the field. Second, the influence of one or more persons on 
the other must be ignored. Often the case is, that some 
support the position of another, just because he thinks is 
right without being acquainted in detail with the facts of 
the problem. 

In the course of discussions, people can approach 
aggressively, everyone is keen to promote its ideas and to 
criticize others. The President should listen to the view of 
everyone in the committee and refine different opinions. 
Then on the basis of consensus the President must unite all 
proposals in a joint initiative - the optimum for a particular 
situation. When people agree on an acceptable option for 
all, the final decision is made (usually by a clear majority). 
The President shall announce the result and provides 
further guidance on subsequent performance. 

• Closing of the meeting of the Committee 
When the agenda is fully-covered and there are no 

other priorities that require continuation of the meeting, 
the President reports its end. He can then thanks the 
participants for showing initiative and thanks for their 
fruitful meeting with hope for more success in the next. 

• Documenting the results of the meeting of the 
Committee 

The results that are achieved at the meeting the 
committee should find their application in the official 
documents confirming the decisions made. All 
documentation should be brought to the attention of the 
participants in the meeting who must sign that they are 
familiar with its contents. Some technological time is 
required for this purpose, it should not be too long - two to 
seven days after the meeting. Documentation , except that 
it must be perfect , it is important to be understandable to 
all participants in the meeting , taking into account the 
following recommendations: 

- the presence of important details ( time, date , 
place, logical structure , etc.); 

- explicit argument (on the issue being discussed); 
- meaningful written sentences without controversy; 
- good graphics/graphic design (where applicable); 
- recommendations , conclusions and judgments. 
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7. Performance criteria for committees 
The Effectiveness of the committees depends on the 

following major requirements (Dale, 1952, p. 186; 
Drought, 1967, pp. 153-163): 

- clearly regulated rights and duties of the 
committees;  

- appropriate structure of the committee; 
- committee members should be carefully selected; 
- committee members clearly communicate their 

objectives;  
- the committee is comprised of specialists with 

different skills;  
- committees require  time for their members to 

start working as a unity;  
- the committee must fulfill the tasks inherent to 

them. 
The work of the committees in the organization will 

periodically be evaluated through appraisal of its 
efficiency. This is a formal control mechanism that 
determines whether committees fulfill the goals and 
objectives. The Chairman of the Committee is to report 
back to a period of time that describe the number of 
meetings, their attendance, working hours, changing 
members (if any ), accomplished and failed goals, etc. 

 
 

III. CONCLUSION 
In the formal organizational system, the committees are 

made up of a group of experts with similar or different 
backgrounds and qualifications (depending on purpose) 
who perform activities in connection with the 
management. Committees are formally established 
mechanism in the structure of the organization and have a 
permanent or temporary status. They are a group that 
coordinates the work, provides important 
recommendations to superiors, make decisions and control 
business processes, taking into account the strategic and 
tactical priorities of the organization. By this publication, 
the following results were achieved: 

- the influence of committees in the formal 
organizational system is well-stated and reasoned; 

- some management aspects of the work of the 
committees in the formal organizational system have been 
established. 
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The Role, Selection and Preparation of the Supervisor 
in the Management of the Organization 

 
Ivaylo Stoyanov1 

 
 

Abstract: In many organizations, the changes in business 
processes and the way to implement the activities put in focus 
the role of the supervisor, the way he/she is selected and his 
professional training. This is the person who is the connecting 
unit between the proper running of the organization and 
implementation of the strategy and tactics defined by senior 
management. The aim of this publication is to examine some 
features of the work of the supervisor and his contribution to 
the management of the organization. 

Index terms: organization, supervisor, management 
JEL: D74, M12, M54 

 
 

I. INTRODUCTION 
Always has the supervisory role in the organization 

aroused great interest in the structure of the formal system. 
This is the man in the management, whose task is to 
control and guide people who work outside the field of 
management, i.e. workers (contractors). He is responsible 
for achieving the objectives of the subject system and the 
way it will affect the people to implement them. The 
Supervisor is the link between the heads of the higher 
levels of the organization and employees (R. Likert, 1961, 
p. 113). Therefore, its role and behavior are important for 
the company development and the results achieved. 

 
 

II. THE ROLE, SELECTION AND PREPARATION OF 
THE SUPERVISOR IN THE MANAGEMENT OF THE 

ORGANIZATION 
The role of the supervisor stands out with the research in 

the city of Hawthorne. The research work has been 
conducted by E. Mayo, F. Roethlisberger and their team. 
They reflect the concept of human relations in a 
production environment, and one of the main issues 
associated with the behavior of the supervisor and his 
attitude towards his subordinates. Later, researchers at the 
University of Michigan and their followers, conclude that 
there is no constant pattern between productivity and job 
satisfaction.  

The foundation of this understanding comes the work of 
the supervisor as well- to monitor the implementation of 
the objectives, the motivation of the people and 
performance (effectiveness) of their work. 
 
 
     1 Ivaylo Stoyanov, Ph. D. is with the D. A. Tsenov of 
Economics – Svishtov, Bulgaria  

In the recent years, the role of supervisor has faded, 
perhaps because of the focus on behalf of the senior 
management towards strategic goals, the dynamics of 
organizational change and looking for options for long-
term development. However, it must be remembered that 
his role is critical to the success of the organization. While 
managers from the high and medium level perform 
administrative purposes or communicate with other 
managers and employees, the supervisor works with 
people in the manufacturing sector (in the industrial 
enterprises). This is the person who translated the 
instructions of his superiors to the lower part of the 
organization, and while monitoring and reporting for the 
results that are achieved by the workers. 

In the 40s of the last century the federal legislation in 
the U.S. and the decree on labor-management relations in 
the country regulated the role and functions of the 
supervisor. In the organization he is perceived as "a person 
who has authority over employees to be hired or fired, 
punished or encouraged, manages or advises them and be 
the person with a fair assessment to others" (A. Sartain & 
A. Baker, 1978). The functions of the supervisor will 
depend on the type of organization and the role assigned 
by the superiors. 

A significant study to analyze the levels of management 
in the organization was made by L. Porter (L. Porter, 1959, 
pp. 183-186), who in a working environment examines the 
functions of 172 supervisors, 291 executives and 320 
production workers. Porter compares them in rotation (in 
threes), each person can get a self-assessment, according 
to the functions and their role in the workplace. The results 
showed that supervisors perceived as cautious, cool, 
thoughtful, accurate to their tasks, responsible, fair and 
honest. The Managers from the upper echelons/structures 
of the organization are determined by resourceful, having 
logical thinking, honest, socializing, resistant to pressure 
of work, worthy of respect, adaptive and generous. 
Production workers were perceived as ambitious, 
productive, efficient, friendly, stable and fast adapting to 
organizational changes. 

Porter's thesis of the study of the three groups is that 
supervisors were perceived as moderators, even 
conservative figures acting as a "buffer" between the 
influence of superiors and control over subordinates. For 
the senior managers, the self-assessment was that they 
were successful entrepreneurs who had great contribution 
to the development of the organization. Workers are not 
defined as a specific factor that have influence on the 
organizational potential. The conclusion from the study of 
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Porter is that supervisors have low self-esteem about 
themselves because they feel uncomfortable with the fact 
that they are somewhere "in the middle" in the 
organization. This contradiction can be defined as follows 
(E. Zahariev, 2001, p. 503): 

• Supervisor as a "key figure" in the management. It 
is the direct communication link. She/he is consider as 
performing managerial duties and enjoys the 
corresponding status. 

• Supervisor, as a "man in the middle". Her/his 
status is uncertain, the supervisor is in "no man's land" – 
neither the workers accept her/him as one of them, nor is 
she/he considered a part of the management. 

• Supervisor, as "the man from the periphery." 
She/he is there, but only as a presence. She/he has an 
awkward position and feels awkward. 

• Supervisor, as "the other kind of worker." 
Actually she/he is no more important than the ordinary 
workers, despite receiving higher remuneration and dress 
differently. He's just a "titled worker." 

• Supervisor, as a person responsible for the human 
factor. She/he is Responsible for maintaining the morale 
and good psychological climate. Technical tasks entrusted 
to professionals and the supervisor is responsible for the 
human relations. 

Based on these contradictions some problems arise in 
the work of the operation supervisor, some of the most 
significant are the following (E. Zahariev, 2001, pp. 503-
504): 

• Incompatibility of loyalty: to whom to be loyal - 
to a group that is subject to management or to which he is 
subject. 

• Ignoring the status on behalf of her/his superiors 
and having only limited access to senior management of 
the organization. 

• Insufficient power or unexplained rights. 
• Insufficient awareness of the organization's policy. 
• In many organizations, supervisors do not undergo 

special training. 
To work effectively in the organization, the supervisor 

must possess the following important skills (B. 
Georgopoulos & F. Mann, 1962, pp. 430-431): 

 
● Administrative competencies 

These competencies for the supervisor are required to 
follow the policies and procedures of the organization, 
which is essential for the effective implementation of the 
work. Any change in them must be explained to workers 
who are engaged in productive activities. On the other 
hand, the supervisor can respond appropriately to the 
environment and efficiently achieve their goals. 

● Competence in the field of human resources 
Supervisors spend most of their working time in 

communication with subordinates or managers of the 
organization. In the first case, they give instructions and 
guidance to workers, the latter- they give account for the 
results to their superiors. All this requires competence in 
communication skills and teamwork. The argument is 

further strengthened when requirements arise between 
targets and productivity of workers. 

● Technical competence 
Supervisor must not only have current updated 

competencies in the field of engineering and technology, 
but also she/he should be able to decide the problems in 
these areas. In other words, to do the job for which 
information is needed, ingenuity and intelligence to deal 
with in critical or emergency situations. 

The views on the work of the supervisor in the 
organization are treated differently, the most important of 
which are the following (B. Sember & T. Sember, 2007, 
pp. 59-136; H. Rothe, 1951, pp. 291-301; S. Peres, 1962, 
pp. 405-410): 

○ Setting rational goals to the subordinates 
For the effective the work of the supervisor, he needs to 

know which goals have higher priority and whether they 
will be within the competence of subordinates. If targets 
are set too low and are considered routine, workers can 
underestimate them, which will reflect the positive 
outcome of the activity. Conversely, their complexity can 
alienate them from labor, can discourage them and cause 
personnel resistance. 

○ Creating a suitable working environment 
To achieve the objectives of the organization, the 

supervisor must be able to positively influence the people 
who he manages, encourage them to assess each initiative 
and willingness to work. Skillfully combining 
motivational mechanisms and formal rules for achieving 
the objectives is required. Where necessary administrative 
sanctions should be applied to maintain order. Otherwise 
the possible arbitrariness of group members may reflect 
negatively on the work performance and the corporate 
activities. 

○ Improvement of methods and techniques used at work 
The Supervisor must diversify the methods and 

techniques of work, implementing innovative approaches 
that activate the creative potential of the staff. These must 
be consistent with the organization's management, if new 
guidelines for the implementation of goals and objectives 
are required. Otherwise negative results might come, if 
experiments with no real training and instruction to 
workers about upcoming innovations are conducted. 

○ Delegation of authority, if necessary 
In many organizations, supervisors are overworked and 

it is difficult for them to adapt to different aspects of the 
activity. They must allocate time and efforts into those 
areas that require priority intervention. This requires to 
delegate rights to workers to perform standard procedures 
of expertise and it does not require the mandatory 
participation on behalf of the supervisor. 

○ Providing moral support and professional 
support/help to subordinates 

The Supervisor should be fair to the people who are 
managed by him, this requires informing them about 
upcoming changes in the work, discussing problems, 
specifying their nature and solving them. Besides, He 
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should be able to offer professional assistance to anyone 
who needs one, regardless of his status/position in the 
organization. 

○ Ethical behavior and loyalty in work 
Supervisors should be ethical, not only to their peers, 

but also to superiors. They should be loyal to the 
organization's objectives, priorities and interests. Ethical 
behavior is also reflected in its relations with subordinates, 
which requires credibility (when necessary), respecting 
their needs, understanding their concerns, etc. Senior 
managers assign tasks/responsibilities and expect their 
performance, while the supervisors have a direct contact 
with the workers. They needs to understand what the 
expectations are, the moods and motivation to work and 
most importantly to help them do it better. This cannot 
happen if they are not ethical to their behavior. 

○ Develop a personal career and that of 
subordinates 

A well-trained supervisor seeks to develop 
professionally and continuously improve their skills. High 
qualification provides a real opportunity for career 
development and selection of a higher position in the 
structure of the organization. The supervisor encourages 
subordinates, helping them to work and constantly 
develops empathy for them and contributes to their 
professional prosperity. This includes training programs 
for the workers who are trained in new ways of working; 
they are also trained how to use new technological 
equipment and how to improve business practices, etc. 

○ Cost Control (if this option is possible and 
applicable)  

In some organizations, the supervisor shall be entitled to 
draw up and administer an operating budget, obliging him 
to make accurate decisions about spending funds (e.g. 
ordering materials or machinery parts). Costs are part of 
the budget and the rational spending is a guarantee of a job 
well done. In other organizations, this function is entrusted 
to a functional specialists and is controlled by senior 
management. 

One of the important roles of the supervisor is to make 
decisions at work that are effective, provided that the 
following steps (E. Zahariev, 2001, pp. 505-506): 

1. Establishment of the facts 
- examination of the data; 
- identification of existing rules and customs; 
- conducting interviews with stakeholders; 
- collection of views and different viewpoints; 
- analysis of the whole situation. 

2. Judgment and decision making 
- comparison of the facts and assessment of their 

significance; 
- compliance with the practices and policies of the 

organization; 
- taking into account the specificity of objectives; 
- not drawing hasty conclusions. 

3. Taking action 
- will the Supervisor alone implement the solution? 
- how long will it take? 
- shall the decision be awarded to the subordinates? 

4. Verification of results 
- how long will it take before the first inspection is 

made? 
- how often will the control be supervised/made? 
- to monitor for changes in attitudes, production, etc.; 
- do the actions lead to better results? 

The role and function of the supervisor is influenced by 
many factors that arise from globalization and the changes 
in the business environment and the complexity of the 
organization. The latter must adequately respond to 
business processes and the dynamics of the market. 
Supervisors face the following challenges: 

○ Changes in organization and the need for greater 
autonomy 

Today the modern organizations have to respond to the 
business environment, and one of the ways is to make 
radical (major) changes or to improve business processes. 
For this purpose we reduce the units in the organizational 
structure, cutting excess processes and all inefficient 
operations. We also create new schemes of work and the 
supervisor coordinates its operational performance. The 
supervisor must monitor the condition of the technical 
equipment and have the rights to make decisions to 
overcome the problems. To have more effective work, the 
supervisor needs more authority and responsibility in 
carrying out the various interventions of the lower 
management level. It is important that he aim at the 
following activities: 

- to recruit people who are competent to do the job; 
- to stimulate and motivate the subordinates; 
- to set realistic standards for work; 
- to implement efficient working methods. 

○ Striving to improve the quality of goods and 
services 

Today customers are demanding buyers who have their 
own requirements for the quality of goods and services. 
Their standardization gives way to the personal needs and 
interests, which requires a new approach to customers and 
satisfying their needs. Quality becomes a fundamental 
factor for competitiveness and the supervisor focuses on 
modern methods of its implementation. It is necessary to 
participate in shortening the time of making the products 
(services) and be responsible for testing of new 
technologies and approaches to work. 

○ Need of multifunctional capabilities 
Modern supervisors requires good professional 

qualifications and competences in different areas of the 
business. Concrete/narrow specialization is not very 
effective in terms of organizational changes and 
continuous technological progress. Supervisors need to 
solve problems of different nature, which requires an 
arsenal of skills and knowledge in the field of information 
and communication technologies. Quite a few companies 
use automated production process, while others rely on the 
intellect and the skills of people. They are a prerequisite 
for the improvement of knowledge, their constant 
innovation and effective use. 

Volume VII Number 2 June 2014

30



○ Need for dealing with the (possible) resistance to 
the changes 

If supervisors need to be trained managers from the 
lower echelon, it is most likely that they have the same 
requirements to their subordinates. The latter will have to 
change their habits and skills to improve performance and 
increase the efficiency of labor, which creates resistance. It 
is a dangerous phenomenon that should not be 
underestimated if supervisors want to achieve optimal 
performance in their work. 

The discipline among workers is an important issue to 
be decided by the supervisor without compromising its 
meaning. If he does not take action against violations or 
arbitrary actions, this may become a threat for the 
disruption the rhythm of work and for the reduction of 
efficiency. 

According to Maier and Danielson (N. Maier & L. 
Danielson, 1956, pp. 319-323) supervisor may use two 
approaches to solve disciplinary problems - the 
punishments and the human relations. In the first, 
disciplinary actions are taken when established rules and 
procedures are violated, while the second seeks 
educational initiatives. In both cases, the supervisor is 
required to comply with certain requirements (E. Zahariev, 
2001, pp. 507-508): 

- to determine the purpose of the control procedure 
and intervention; 

- to consider the policy of the organization and the 
existing practice; 

- to act cool, not to lose self-conscience, regardless of 
the problem; 

- not to go down/degrade himself to the level of the 
subject; 

- to talk with the worker personally and  in private; 
- to maintain a professional tone, not to get personal; 
- not to interfere with personal relations with the 

victim; 
- to avoid evasiveness and uncertainties; 
- to follow the facts, not rumors and intrigues; 
- to make a decision when to use (to take effect) 

punishment; 
- not to give hasty statements under emotional stress; 
- to  be fair in its assessment to the subordinates; 
- not to comment on the penalty imposed; 
- to document/write down the measures taken, noting 

and focusing on the results. 
Today's organizations must be careful in the selection of 

supervisors and conduct courses for their training. This is 
one of the issues that affects the human resource policy 
and tactics for effective management. The choice of the 
supervisor shall be based on the requirements for the 
position for which the person is applying and must be 
evaluated according to his professional competence. In 
some sources (see H. Rothe, 1951, pp. 291-301) there are 
cases describes, where the supervisor has to deal with 
different aspects of the work. Candidates for the position 
of a supervisor should possess competencies in key areas 
such as: 

- planning of operations and activities; 

- communication; 
- analysis of the situation; 
- leadership; 
- delegation of authority; 
- making key decisions. 

These requirements are ranged chronologically in a table 
covering the position for which you are applying and 
assessing the qualities of the candidate. The assessment is 
made on the basis of 16 scales, each having precise 
parameters - 1-4 (low), 5-8 (medium), 9-12 (high) and 13-
16 (ultra high). 

The first three requirements (planning, communication 
and analysis) show mostly the intellectual abilities of the 
candidate for the position of a supervisor. The remaining 
three (leadership, delegation and decision-making) are 
related to the way you work - effective or destructive. 

After the observations and the results of the candidate 
for the position of a supervisor, it is necessary to put an 
assessment/mark which varies widely. It is formed, based 
on the scale and is marked by a line between its individual 
sections (1 to 16). The candidate who has shown the best 
results and meets the requirements for the position is hired. 
To finalize this process, certain methods for the selection 
of candidates can be used. They are the following (H. 
Clay, 1952, pp. 466-470; C. McDermid, 1962, pp. 22-25): 

1. Interview with the applicant 
The Interview with the applicant for a supervisor comes 

down to an informal discussion about what is expected of 
the work and how she/he will carry out the duties 
(checking the attitudes and motivation to work). It does 
not give a definite idea for the nature of the work or the 
candidate's qualities, but makes it possible to gain an 
overall vision for the position occupied and the behavior 
of the person (speech, gestures, way of dressing, charm, 
etc.). 

2. Candidate’s documents 
Information on the technical proficiency and skills of 

the candidate can be identified by the documentation 
submitted in advance. It used to generate data on previous 
experience of the applicant, the position she/he had 
occupied, the development in profession and her/his 
personal interests. Age, education and acquired 
certificates, documents proving the professional 
achievements of the candidate are taken into account. This 
information should be compared with the data obtained 
from the interview. 

3. Tests completed by the applicant 
The tests are a tool used to assess the overall culture/ 

(general knowledge)/ of the supervisor and the specific 
skills she/he has in a working environment. They can be 
paper-based or in electronic form, and the questions are 
formulated according to the type of organization and 
nature of work. Sometimes the tests are used in order to 
increase the efficiency of operation of the supervisor, but it 
should be borne in mind that the "most of the problems 
arise from poorly organized work and not so much from 
the lack of skills" (M. Haire, 1950, pp. 42-51). 
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4. Psychological and health assessment of the 
candidate 

Every candidate for the position of a supervisor should 
be carefully evaluated by compiling an individual profile 
of manners and his way of behavior. It is important fact 
that the applicant should be mentally fit for the job and 
should be able to withstand the stress of the environment. 
The candidate/applicant is subjected to psychological and 
medical tests, to diagnose her/his medical and 
psychological condition (fitness) for work. 

5. A Combined approach for evaluation of the 
candidate 

The final assessment of the candidate for the position of 
a supervisor is formed by summing the results from 
previous rounds of selection. All the positive and negative 
aspects of competence and behavior of the individual are 
taken into account. The final assessment is marked on a 
form drawn up for each candidate. The senior management 
shall be informed of the results, then a written report of the 
successful candidate is offered and instructions for his 
appointment are expected. 

To be effective in the workplace, the supervisor goes 
through advanced training programs and training. This is 
required in complicated business and higher qualification 
requirements for managers and executives. In the training 
programs for supervisors, special attention is paid to the 
following activities (J. Blase & J. Blase, 2004, pp. 51-84; 
B. Georgopoulos & F. Mann, 1962, pp. 430-438): 

1. Preparing for administrative competence 
Supervisors are trained in the areas of functional 

aspects of management (planning, organizing, controlling 
work, etc.) that are not less important than the other 
competencies. They affect the development of the whole 
system and they are the relationship with the higher levels 
of the organizational structure. For the Supervisor it is 
important to have a stable preparation for the selection and 
monitoring of supply, planning and operational 
management of production, diagnosing the operational 
tasks, understanding the management of expenses, etc. 

2. Preparing for competence in the field of human 
resources 

These skills require training for the behavior and 
the ability of supervisors to work with subordinates, 
superiors and the groups associated with the 
implementation of the goals and objectives of the 
organization. They are fundamentally different from the 
administrative and technical skills because you have to 
make decisions about the actions of people who are 
different in every situation. Various forms of training of 
the supervisors can be used - usually in the field of human 
resources, but often the methods of the situation, 
simulating problem and RPGs (role playing games) are 
also used. The method of the situation addresses the 
important issues that are often discussed before taking the 
appropriate decision. When simulating a problem, we 
generate data on its specificity, then a solution is looked 
for. In role-playing games, we form groups of supervisors 
to switch roles in solving a problem. Everyone is put on 
the position of the other. In written form, we summarize 

the reasons for the reaction and behavior in a particular 
situation. This is done to develop a sense of empathy and 
to understand the behavior of others. 

3. Preparation for technical competence 
These competencies are specific to each industry and the 

training should be targeted at operational levels to perform 
the job. The supervisor must know the production 
technology in order to be useful for the people she/he 
works with. Training programs cover different aspects of 
the supervisor - maintenance of production equipment, 
understanding the technical documentation, knowledge of 
quality standards for finished/final products, the ability to 
work with automated manufacturing systems, etc. 

III. CONCLUSION 
The role of the supervisor in the organization is to 

maintain performance standards, to monitor policies, 
practices and procedures for the rational implementation. 
Therefore, it is necessary to communicate with the 
subordinates, to coordinate their work and to guide them. 
This position is the link between people's work and 
reporting up the chain of command – to the superiors. This 
is an activity that requires high competences in different 
areas of business and human behavior. By this publication, 
the following results were achieved: 

- the specifics of the position of the supervisor in the 
organization is reasoned and justified; 

- some aspects are reflected in the analysis of the role, 
selection and preparation of the supervisor in the 
management of the organization. 
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Insights of the entrepreneurial personality trait 
necessity on youth entrepreneurship 

 
Egle Kazlauskiene1 

Rima Zitkiene2

 
Abstract. Entrepreneurship is more than a creation of 

business. Its cornerstone of entrepreneurship process is an 
individual – entrepreneur. There is no single test which 
determines person’s aptitude for entrepreneurship, nor a 
single set of rules which can be followed in order to become 
an entrepreneur. The analysis of scientific literature allows 
stating that the problems relating to the research of 
entrepreneurial personality traits, which occupies an 
insufficiently defined niche in the system of business 
management, psychology and economics sciences, encompass 
a wide range of theoretical preconditions. This allows for the 
formulation of a scientific problem – to distinguish and 
substantiate the key theoretical approaches that enable to 
highlight the perception of entrepreneurial personality traits 
and its influence for perspective establishment of youth 
business start-ups and/or development of private businesses. 
The aim of the study is to find how young people perceive 
entrepreneurial personality traits and which factors they 
think are important for success of an entrepreneurial 
venture. Objectives: 1) reveal entrepreneurship personality 
trait theoretical approaches and identify entrepreneurial 
personality trait importance to the entrepreneurship. 2) to 
determine the necessity of entrepreneurial personality traits 
for entrepreneurship promotion, establishment of business 
start-ups and/or development of private businesses on the 
basis of the data of the longitudinal empirical survey 
conducted among youth in Lithuania. The methods of 
research include the following: analysis of scientific 
literature, comparative analysis, questionnaire survey, 
summarising method, statistical data analysis methods. 

It can be argued that entrepreneurship is the subject of 
interdisciplinary studies. There is plethora of discussion 
about entrepreneurial personality traits of the diversity and 
the identity. Entrepreneurial personality traits, emphasize 
their heterogeneity and compatibility, in addition they relate 
and complement each other. 

The results of the empirical survey showed that young 
people positively assessed the level of study choice within the 
emphasis on the future employment perspectives, personal 
entrepreneurial trait necessity and it’s training at the 
University. The study also reveals the insights of the 
entrepreneurial orientation creation and existence among 
youth in Lithuania. 

Index Terms: Personal entrepreneurial traits, 
Entrepreneurship 

JEL classification: L26 – Entrepreneurship;  M13 - New 
Firms; Startups; O15 - Human Resources; M21 - Business 
Economics 
1.2 Egle Kazlauskiene and Rima Zitkiene are is with the Institute 
of Economics and Business, Mykolas Romeris University, 
Lithuania 

 
I. INTRODUCTION  

 
During the current decade, under the interface of such 

sciences as business management, psychology and 
economics, the concept of entrepreneurship is developing 
at an enormously intensive pace, and there is constantly 
changing the approach towards this quite new 
phenomenon, which very frequently requires different 
theoretical access/presumptions. There still exists a lack of 
the systematic approach towards the development of 
entrepreneurial traits that highlights a need/relevance of 
scientific and empirical research.  

This allows the formulation of a scientific problem – to 
distinguish and substantiate the key theoretical approaches 
that enable to highlight the perception of entrepreneurial 
personality traits and its influence for perspective 
establishment of youth business start-ups and/or 
development of private businesses. 

The aim of the study is to find how young people 
perceive entrepreneurial personality traits and which 
factors they think are important for the success of an 
entrepreneurial venture. Objectives: 1) to reveal 
entrepreneurship personality trait, theoretical approaches 
and identify entrepreneurial personality trait importance to 
the entrepreneurship; 2) to determine the necessity of 
entrepreneurial personality traits for entrepreneurship 
promotion, establishment of business start-ups and/or 
development of private businesses on the basis of the data 
of the longitudinal empirical survey conducted among the 
youth in Lithuania. 

The methods of research include the following: analysis 
of scientific literature, comparative analysis, questionnaire 
survey, summarizing method, statistical data analysis 
methods. 

 
II. THEORETICAL ACCESS OF THE 

ENTREPRENEURSHIP DEVELOPMENT: CONCEPTION, 
ROLE AND IDENTIFICATION OF ENTREPRENEURIAL 

TRAITS  
2.1. CONCEPTION OF ENTREPRENEURSHIP, SOCIAL 

– ECONOMIC ROLE 
Theorists from the Business Management, Economy 

and Psychology fields and business consultants provide 
with different characteristics of entrepreneurship, and 
consequently there arise some problems defining its 
conceptions and bounds. Taking into consideration the 
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conception of entrepreneurship that is provided in the 
scientific literature and interpreted distinctively under the 
versatile context of scientific works, it should be noted that 
entrepreneurship can be analyzed under the aspects of 
personal abilities; intentions that is to say under the 
aspects of intentions, expectations; entrepreneurial 
orientation; mindset or behavior in different levels: 
individual (personal) or organizational (business); micro or 
macro (national, regional) level, under the context of 
social or individual life wellness/quality or on the plane of 
the country’s social-economical development  and the 
perspective related to the establishment of new business  
or increase of the employment.  

Entrepreneurship conditions the creation of new 
workplaces, enables the increase of competitiveness in 
business environment and the growth of Economy (Carree, 
Thurik, 2008), the development and novelty in a country 
or region (Agarwal et al., 2007). It is stated that under the 
constantly changing economical context, entrepreneurship 
enables the birth and discovery of creative business ideas, 
and fosters the growth of business and increase of 
profitability. On the basis Audretsch, Kuratko (2009), 
under the challenge context of modern business 
environment, entrepreneurship fosters the growth of 
economics, development and competitiveness not only 
concerning the created physical capital: some peculiar 
attention is paid to the knowledge capital that is created 
due to entrepreneurship. It is agreed that the innovations 
created and developed following knowledge are the basis 
for the growth of business and gaining of competitive 
advantage as the application of the knowledge capital 
intensely affects the development of national and regional 
economics, especially due to the  knowledge tendency to 
spread starting from the organizational investment to the 
creation of knowledge and up to the risky trials in order to 
commercialize the following knowledge through the 
implementation of innovative activities in business. 

According to Puškorius (2006), on the one hand, 
entrepreneurship allows residents to realize their skills, 
ideas and ambitions, and allows them to take care of 
themselves, and fosters social integration processes. The 
social role manifests under the democratic possibility for 
everyone to realize his/her ideas, ambitions, skills and 
knowledge under personal initiative. On the other hand, it 
allows potential businessmen to get involved into his/her 
country’s economical life and become more meaningful 
for themselves and society, thereby solving one of the 
most significant global social problems – decrease of 
unemployment.  

A part of the EU members, including Lithuania, face 
with difficulties of business promotion under national 
level. Thus development fields/trends of entrepreneurship 
are becoming particularly relevant under the political 
level.  

The entrepreneurship by EC information „are the true 
back-bone of the European economy, being primarily 
responsible for wealth and economic growth, next to their 

key role in innovation and R&D.“1 Europe needs more 
entrepreneurs, more innovation and more high-growth 
SMEs. This is why it is necessary to stimulate the 
entrepreneurial mindsets of young people. The important 
role of education in promoting more entrepreneurial 
attitudes and behaviours is now widely recognised.2  

The topic relevance of entrepreneurship promotion 
responds to the latest development priorities and strategic 
trends of Lithuania. Lithuanian Progress Strategy 
„Lithuania 2030“ (approved by the Republic of Lithuania 
Seimas Resolution No. XI, 2015 on 15 May 2012) there 
are outlined ones of the key trends:  

• Active society: „.Citizens are particularly initiative, 
entrepreneurial, and trust each other, seek for creative 
solutions and are nor afraid of risk. Imagination, creativity 
and critical thinking are assessed as significant national 
resources…”  

• Smart Economy: „.Great attention has to be paid to 
the entrepreneurship promotion and support of business 
establishment. Every entrepreneurial citizen should have a 
possibility to set up business and develop it successfully, 
be mobile in the labour and educational market... „. 

According to the 2014–2020 National Progress 
Programme (LR Governmental Resolution No 1482, on 28 
November, 2012) there are set up the following goals:  

To foster life-long learning highlighting that seeking for 
the investment efficiency of the human capital there is 
very significant the correspondence the residents’ gained 
competences to the labour market demand; To foster 
creativity, entrepreneurship and leadership.  

It can be stated that on the one hand, the development 
of entrepreneurship and its promotion would contribute to 
the change of residents’ value attitudes, the culture of 
entrepreneurship, the increase of their self-perception 
level, creativity, pro-activeness, support of personal 
initiative, seeking to increase the potential of the national 
entrepreneurship. On the other hand, relevantly applied the 
potential of entrepreneurship may foster the recovery of 
economies and business expansion, the development of the 
new knowledge related to the establishment of smart 
ventures, the increase of employment, the involvement of 
the youth into the labour market, the design of the small 
and medium business development models, business 
specialization in the inter-sector refraction fields, 
effectiveness of small and medium business networking 
and clustering, seeking for the creation of new work 
places. 

Highlighting the practical relevance of the following 
problem that proves that the social need for entrepreneurial 
knowledge is enormous and the outcomes of the 

                                                 
1 Fact and figures about the EU´s Small and Medium Enterprise 
(SME), Internet source. 
http://ec.europa.eu/enterprise/policies/sme/facts-figures-
analysis/index_en.htm 
2 Promoting Entrepreneurship, Education & Training for 
Entrepreneurship Internet source 
http://ec.europa.eu/enterprise/policies/sme/promoting-
entrepreneurship/education-training-
entrepreneurship/index_en.htm 

Volume VII Number 2 June 2014

34



theoretical and empirical research would aid at the meeting 
of such a need. Under the following approach the concept 
of entrepreneurship, occupying insufficiently determined 
niche in the science system of business management, 
psychology and economy, involves a wide complex of 
theoretical presumptions and partially might be expanded 
grounding it under different approaches, such as. 
entrepreneurial orientation, behaviour, intentions, new 
venture creation, personal traits or abilities. 

Entrepreneurial orientation according Lumpkin and 
Dess (1996) refers to the processes, practices, and 
decision-making activities used by entrepreneurs that lead 
to the initiation of an entrepreneurial firm (cit. Kropp, 
Lindsay, Shoham, 2008). Entrepreneurial orientation, an 
important construct that has been used extensively in 
entrepreneurship literature. It has been shown to influence 
firm performance, profitability, growth and product 
innovation in entrepreneurial firms (cit. Langkamp Bolton, 
Lane, 2012).  

Some authors have defined entrepreneurial behavior as 
a set of activities performed by an entrepreneur (Mair, 
2002) while others have referred to entrepreneurial 
behavior as entrepreneurial actions (Bateman and Crant, 
1993; He´bert and Link, 1998). Gartner (1985) discussed 
the behavioral approach towards entrepreneurship in lieu 
of the emergence of an organization and highlighted the 
entrepreneur’s interaction with environment. (cit. Tipu, 
Arain, 2011) 

Kolvereid and Isaksen (2006) found that perceived 
behavioral control, which can be likened to some aspects 
of entrepreneurial orientation, can be viewed as an 
antecedent of intentions and behaviors (cit. Kropp, 
Lindsay, Shoham, 2008).  

Entrepreneurial intentions are essential to understanding 
the dynamics of entrepreneurship because intentions 
establish key initial characteristics for new organisations 
(Bird, 1988; Katz and Gartner, 1988; Krueger and 
Carsrud, 1993). Intentions are the single best predictor of 
behaviour (Ajzen, 1991) and individuals with intentions to 
start a business can be identified and studied as they 
progress through the entrepreneurial process much more 
readily than people without an initial intention. (cit. 
Devonish, Alleyne, Charles-Soverall, Marshall, Pounder, 
2010) 

According Louw, van Eeden, Bosch, Venter (2003), the 
field of entrepreneurship/new venture creation has been 
approached from many perspectives and by many 
disciplines. In scrutinising these definitions/traits, the 
following common characteristics of successful 
entrepreneurs became evident: recognition of business 
opportunities; creating, establishing and/or expanding 
profitable economic organisations through time, effort and 
money; blending of creativity, innovation and risk-taking 
with hard work; correct appropriation of resources.  

In a broad sense, entrepreneurship is a gained set of 
personal traits that enables the creation of economical, 
social and all other values (Simoneit, 2009). Agreeably 
with Palčiauskienė and Virketytė (2009) these are 
personalities’ abilities to form aims, foresee strategies and 

routes for the achievement of those aims, to inspire 
yourself and team members to act single-mindedly and 
persistently following the way to the set aim, it’s a quality 
betterment catalyst of social life and the way of personal 
development, a tool of independence and freedom. 
Entrepreneurship is perceived as an ability to create an 
added economical value, an ability to earn money, attract 
investment and an ability to make potential service or 
good consumers interested in your activities.  

Entrepreneurship – a general ability that involves: a) 
knowledge and understanding – related to the present 
personal professional and (or) business possibilities; the 
context, which people live and work in, economical factors 
relating to the tasks arising for an employer and 
organization, and emerging possibilities; fair trade and 
social responsibility of ventures; b) skills – effective 
project management, negotiations, independent work and 
team performance, assessment of strong and weak sides of 
activities and the scope of risk; c) provisions – initiative, 
effectiveness, independence and novelty in personal life, 
society and professional activities, motivation and 
persistence to seek for personal, social and professional 
aims3. The individuals’ thinking perspective that fosters 
their innovativeness, creativity, rapid response to the 
arising changes, flexibility and renewal, oriented towards 
constant development (Ireland et al., 2003; Audretsch, 
Kuratko, 2009), is defined as entrepreneurial mindset. It is 
persons’ ability to perceive, make decisions and act free 
from hesitation concerning the exploitation of newly 
discovered possibilities (McMullen, Shepherd, 2006). 
Entrepreneurial mindset allows individuals to penetrate 
new possibilities and use them under the context of 
constant changes, and especially constantly emerging 
changes foster persons to think entrepreneurially 
(Audretsch, Kuratko, 2009). 

It can be stated that entrepreneurship is analyzed in 
versatile contexts and it is an object of interdisciplinary 
studies, and it might be treated under different approaches 
– in macro-level highlighting business development, 
promotion of economy, creation of new work places and 
social meaning. The phenomenon of entrepreneurship is 
complex, and it involves integrate and elaborate aspects, 
such as entrepreneurial orientation, behavior and intention 
relating to personality’s abilities (knowledge, 
understanding, skills and provisions) and thinking and that 
explains the versatility of the entrepreneurship concept.  

                                                 
3 Education and Science Minister’s, of the Republic of Lithuania, 
order No V-443  on 17 March, 2011 “ Concerning 2 priority 
“Long-life learning” means VP1-2.2-ŠMM-07-K for the Human 
resource development action programme for the years 2007–
2013 „Improvement of studies’ quality, increase of 
internationalization” related to the approval of the project 
funding condition descriptor No 3” 
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2.2. IDENTIFICATION OF ENTREPRENEURIAL 
INDIVIDUAL’S/PERSON’S TRAITS AND THE 

MANIFESTATION FIELDS/COVERAGE ON THE PLANE 
OF ENTREPRENEURSHIP EDUCATION AND 

DEVELOPMENT 
During the last years, identification of entrepreneurial 

traits on the plane of entrepreneurship education and 
development received an increased attention paid by 
scholars (Louw, van Eeden, Bosch, Venter, 2003; 
Ulvidienė, Bučienė, 2009; Taatila, 2010) On the one hand, 
the development of entrepreneurial traits influences an 
entrepreneurial intention (expectations), orientation and 
behavior, on the other hand, it changes the young people’s 
and not only ones’ perception, sustains abilities, skills and 
provisions.  

Entrepreneurial traits are a significant condition for the 
emergence and development of entrepreneurial 
performance. However, it should be noted that even 
possessing a complex of the required traits, a person will 
be a hired employee and not necessarily will turn into an 
establisher of a personal business. Not highlighting the 
search and analysis of a better or worse set/complex of 
entrepreneurial traits, the identification of an individual’s 
entrepreneurial traits and identification of the scope under 
theoretical sense would contribute to the complex 
approach towards the development perspectives of 
entrepreneurial performance. 

Following the scientists’ point of view, 
entrepreneurship is frequently perceived as the 
manifestation of human traits and abilities in the 
entrepreneurial performance. Louw, van Eeden, Bosch, 
Venter (2003) exploring entrepreneurial traits of the 
students, identified: Goal setting/perseverance; Human 
relations ability; Communications ability; Competing 
against self-imposed standards; Dealing with failure; Self-
confidence/belief in selfdetermination; Risk-taking; 
Taking initiative/seeking personal responsibilities; Drive 
and energy level; Tolerance for ambiguity; Thinking 
ability; Use of outside resource persons; Technical 
knowledge; Number sense; Money sense; Business 
knowledge  

Success in business depends on the businessman’s 
ability, mentality, motives and personal traits. Such traits 
as an ability to manage; independence, a great need for 
career, a need to be independent, a need for novelty, 
creativity, enthusiasm, drive, persistence, willing to be a 
leader, ability to overcome any obstacles; communication 
describe a successfully operating businessman (Ulvidienė, 
Bučienė, 2009). According to Juozaitienė, Staponkienė 
(2003), entrepreneurship is treated as a complex trait, 
characteristic for single individuals those distinguish by 
their activeness, imitativeness, knowledge and curiosity, 
strong intrinsic motivation, novelty trend, economy and 
risk ambition.  

Lambing and Kuehl (2000) list a passion for business, a 
tolerance of obstacles, perseverance, trust, determination, 
risk management, a positive attitude towards change, the 
tolerance of uncertainties, initiative, the need to achieve, 

punctuality, an understanding of timeframes, creativity, an 
understanding of the big picture, and motivation (cit. 
Taatila, 2010).  

Nevertheless, there arise quite many discussions 
concerning the versatility of individual entrepreneurial 
traits and their identification. There is a lack of the 
unanimous scientists’ opinion. It is thought that for the 
empirical assessment among the youth under the 
methodological approach there is relevant such analysis of 
an individual’s character traits: precaution, vigilance, 
prudence; insight, perceptiveness; honesty, keeping 
promises; competency, knowledge; reputation, image; 
goodwill, altruism; operativeness, reaction and readiness 
of mind; respect, tact, tolerance; diligence, initiativeness 
and innovativeness; oderliness, discipline; trust, openness. 

Not less relevant there are such gained/educated 
abilities as: communication; ethical performance, ethical 
obligation, tolerance; innovation, innovatory performance, 
creativity, solution of problems; group work, cooperation; 
systematic and/or critical thinking; analytical, investigative 
abilities; career planning, work in an organization, 
leadership; perception of multi-culturalism, and 
communication in a foreign language.  

Individual entrepreneurship traits, highlighting their 
heterogeneousness and compatibility, are integrated, 
related, and complement one another. Their need/necessity 
starting up and/or developing personal business and 
interrelationship are relevant and require some research. 
Highlighting and identification of entrepreneurial trait 
research fields set a theoretical and methodological basis 
for further research of the youth and other segments.  

 
 

III. EMPIRICAL RESEARCH FOR THE 
EMPOWERMENT OF THE ENTREPRENEURIAL 

YOUTH TRAITS, UNIVERSITY STUDENTS’ CASE  
 

3.1. RESEARCH RELEVANCE 
Orienting towards the increase of the youth 

employment and highlighting the meaning of 
entrepreneurship education, individuals’ expectations, 
including studies, their personal approach towards a 
need/necessity of entrepreneurial traits play a peculiar role. 
As a matter of fact, an individual applies/will apply the 
obtained knowledge not only for the meeting of self-
cognition/development needs, but in order to 
qualify/refresh qualification/change qualification, gain 
entrepreneurial skills, secure self-competitiveness in the 
labor market, and earn means of subsistence. Thus, he/she 
chooses his/her future profession, the study campus, i.e. 
he/she has the certain motives/expectations in terms of 
working performance perspective.  Under the market 
economy conditions, each individual has to assess his/her 
potential possibilities on his/her own and he/she has to 
mobilize his/her energy and initiative and take an active 
true-life position that he/she could exploit them for his/her 
personal and social wellness at most.  
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At an individual’s level, the role of entrepreneurial 
traits is related to the personality’s self-expression, when 
under the conditions of competition, a human has to create 
his/her social state, mobilizing his/her energy and 
initiative, natural abilities, obtained knowledge and skills, 
and active true-life positions at most. In terms of the 
following approach, the assessment of the students’ 
opinion, studying in the programmes of business, 
economics and finance programmes, seemed to be 
relevant. 

 
3.2. THE METHODOLOGY OF THE EMPIRICAL 

RESEARCH 
The longitude research was carried out among 

Lithuanian students, studying in the Business and 
Economics programmes in I and II cycles of studies at 
Mykolas Romeris University (second University in 
Lithuania, as of Oct. 1st, 2012, there were 18,531 students) 
in the years 2012 and 2013, applying the way of a 
questionnaire survey. The research place was Vilnius city.  

Aims of the empirical research: 
1. To assess the expectations of the study selection 

under the approach of the labor performance perspective in 
future. 

2. To define the necessity for individual/personal 
entrepreneurial traits.  

3. To define interdependence of separate 
entrepreneurial trait need/necessity. 

4. To assess the significance/benefits of the skills, 
obtained during the study process for the education of 
entrepreneurship. 

At MRU University there totally studied 2775 students 
in the following programmes in the years 2011/2012 and 
respectively in the years 2012/2013-2216; In the following 
case the sample (n=422 and 336) is relevant. It should be 
noted that a part of respondents about 30% were employed 
or had their business. 

There was applied rank Likert scale. The data were 
processed applying the statistic software SPSS for the 
security of the research outcomes, and they were provided 
taking into consideration the allowable 5% margin error.  

In order to define the links of entrepreneurial traits, 
there was carried out the correlative analysis of some 
indexes. The applied Pearson correlation coefficients 
enabled the assessment of the connection strength in terms 
of linearity. The following method allowed the 
identification of observable random size dependence and 
measurement of the strength between them.  

 
3.3. RESEARCH OUTCOME ANALYSIS 

The assessment of the study selection expectation 
(under the approach of labor performance perspective in 
future) is related to the entrepreneurship intention, 
orientation and mentality, highlighting:  

Following the research there were indicated average 
estimates of the students’ expectations, those influenced 
the selection of studies most (maximal estimate 5 (had 
essential influence) points) presented in the table. The 
motivators, those had the greatest influence in years 2012 
and 2013, were: professional (career) possibilities after 
having graduated from the following studies (career) – 
respectively 4.23 and 4.07 points; possibilities to get a 
good salary, high income in future– 4.19 and 3.94 points 
and interest in the certain profession 4.13 and 3.90 points. 

 
TABLE 1 

ASSESSMENT OF STUDY SELECTION EXPECTATIONS FOR 2012 AND 2013 

2012  2013  

Study selection expectations 

 
N 

Average 
Estimate  

In  
points 

N 

Average 
Estimate 

In  
points 

Interest in the certain profession (willing to obtain the selected profession) 422 4,13 336 3,90 
Realization of personal abilities and gifts 422 3,68 334 3,40 
Possibilities to get a good salary in future (high income) 422 4,19 336 3,94 
Possibilities to create/set up own business 420 3,57 336 3,31 
Professional possibilities after having graduated from the following studies (career) 419 4,23 335 4,07 
Better perspectives to get a secured workplace (security) 421 3,91 335 3,83 
Ambition to become comprehensively educated personality and mature own world-
view 421 4,17 333 4,03 

Willing to help other people and contribute to the social wellness 415 2,38 335 2,35 
 
It should be noted that an ambition to become a 

comprehensively educated personality and mature own 
world-view, also plays a great role for/has great influence 
on (respectively 4.17 and 4.03 points) selection of business 
and economics study programmes. 

 
Comparing the data of the years 2012 and 2013, it was 

indicated that average estimate slightly decreased in all 
positions; however, possibilities to create/set up own 
business influenced the selection of studies a bit more than 
average. 
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During the research of the whole complex of 
individual/personal traits, taking into consideration their 
necessity for a businessman (maximal estimate is 5 – 
especially necessary - points) under the data of both 2012 
and 2013, diligence and initiativeness have a very great 
effect (2012 average estimate - 4.64 points; 2013 – 4.54 
points), insight, perceptiveness (respectively 4.53 and 
4.47), operativeness, reaction and readiness of mind (4.52 
and 4.43), competency, knowledge (4.41 and 4.35).  

It should be noted that most respondents indicated them 
as being ones educated/obtained at the university. I.e. 
under the data of the year 2013, a part of the respondents, 
who accept/agree with that assessment related to a need 
for diligence, initiativeness, innovativeness 70.8%, 
respectively competency, knowledge – 69.1%, insight, 
perceptiveness – 63.2% and a need/necessity for 
operativeness, reaction and readiness of mind – 61.7%. In 
comparison with the earlier year the part of these 
respondents increased almost in all cases (see Table 2). 

 
TABLE 2 

ASSESSMENT OF INDIVIDUAL/PERSONAL ENTREPRENEURIAL TRAIT NEED/NECESSITY IN THE YEARS 2012 AND 2013 

2012  2013  

Personal traits, most necessary for an 
entrepreneur 
 

Average 
Estimate 

In  
points 

Part of respondents, 
thinking that the 
relevant traits are 

educated at university 
in percentage 

Average 
Estimate  

In  
points  

Part of respondents, 
thinking that the 
relevant traits are 

educated at university 
in percentage 

Precaution, vigilance, prudence 3,75 33,4 3,74 38,1 

Insight, perceptiveness 4,53 60,1 4,47 63,2 
Honesty, keeping promises 3,93 42,2 3,94 43,0 
Competency, knowledge 4,41 63,7 4,35 69,1 
Reputation, image 4,17 30,6 4,23 42,8 
Goodwill, altruism 2,95 26,5 3,20 32,5 
Operativeness, reaction and readiness of mind 4,52 58,7 4,43 61,7 
Respect, tact, tolerance 3,88 58,7 3,99 57,0 
Diligence, initiativeness 4,64 71,6 4,54 70,8 
Orderliness, discipline 4,11 54,7 4,17 60,9 
Trust, openness 3,32 27,4 3,45 36,3 

 
On the one hand, a sufficiently highly assessed 

need/necessity for individual entrepreneurial traits 
revealed the meaning of the university role in the 
education of entrepreneurship and its increase. On the 
other hand there might be made a presumption that for the 
youth studying in the following programmes there are 
characteristic entrepreneurial provisions for the 
development in the social and professional performance. 

In order to indicate the link between the certain 
entrepreneurial trait need/necessity in business there is 
carried out a correlative analysis and there are estimated 
Pearson correlation coefficients.  

Under the research data 2012, in all cases the obtained 
meanings statistically meaningfully differ from zero (p = 
0,000<0.01).  

The greatest correlation of estimates was noticed 
between such entrepreneurial trait need/necessity as: 

•  Goodwill, altruism and honesty, keeping promises 
(correlation coefficient – 0.474) and respect, tact, tolerance 
– 0.491; Openness, trust – 0.462 

• Honesty, keeping of promises and respect, tact, 
tolerance (0.466); openness, trust - 0.370 

• Diligence, initiativeness and operativeness, reaction 
and perceptiveness – 0.403; orderliness, discipline – 0.357 

The greatest positive correlative links in terms of 
linearity when Pearson coefficient meanings statistically 
meaningfully differ from zero (p = 0.000<0.01), under the 
research data of the year 2013, they are between 
assessments of such a trait necessity/need for an 
entrepreneur: 

• Diligence, initiativeness and trust, tact, tolerance – 
0.501; competency – 0.416; operativeness, reaction and 
perceptiveness- 0.415; orderliness, discipline - 0,473 

• Honesty, keeping of promises and goodwill, 
altruism – 0.504; respect, tact, tolerance – 0.487; 
competency- 0.433 

• Goodwill, altruism and trust, openness – 0.535; 
respect, tact, tolerance – 0.470. 

It can be stated that in case of the relevant individual 
trait necessity increase related to entrepreneurship there 
increases a need for other traits and vice versa. Involving a 
guarantee of 95%, it can be stated that entrepreneurial 
traits (their necessity in business) in terms of legal basis 
are statistically meaningfully related. Comparing the 
outcomes of the years 2012 and 2013, their link strength 
differs in some cases. 
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TABLE 3 
ESTIMATE CORRELATION COEFFICIENTS OF INDIVIDUAL/PERSONAL ENTREPRENEURIAL TRAIT 

NEED/NECESSITY FOR ENTREPRENEURSHIP UNDER THE DATA OF THE YEAR 2013 ANTREPRENERIŠKŲ  

Pearson Correlation  1. 2.  3. 4. 5. 6. 7. 8. 9. 10. 11. 
 1           1. Precaution, vigilance, 

prudence N 332           
 ,291** 1          2. Insight, 

perceptiveness N 332 336          
 ,301** ,246** 1         3. Honesty, keeping 

promises N 331 333 333         
 ,082 ,308** ,433** 1        4. Competency, 

knowledge N 328 331 329 331        
 ,225** ,263** ,230** ,377** 1       5. Reputation, image 

N 332 334 333 330 334       
 ,321** ,191** ,504** ,251** ,211** 1      6. Goodwill, altruism 

N 332 334 333 330 334 334      
 ,130* ,380** ,158** ,332** ,251** ,103 1     7. Operativeness, 

reaction and readiness of 
mind N 330 334 331 329 332 332 335     

 ,249** ,204** ,487** ,373** ,282** ,470** ,325** 1    8. Respect, tact, 
tolerance N 332 335 333 331 334 334 333 335    

 ,198** ,393** ,350** ,416** ,254** ,258** ,415** ,501** 1   9. Diligence, 
initiativeness N 331 333 332 329 333 333 332 333 334   

 ,275** ,209** ,374** ,281** ,243** ,271** ,254** ,431** ,473** 1  10. Orderliness, 
discipline N 332 334 333 330 334 334 332 334 333 334  

 ,161** ,111* ,363** ,228** ,198** ,535** ,048 ,373** ,240** ,292** 1 
11. Trust, openness 

N 332 334 333 330 334 334 332 334 333 334 334 
*. Correlation is significant at the 0.05 level (2-tailed). **. Correlation is significant at the 0.01 level (2-tailed). 

 
Assessing the significance/benefits of the obtained/natural skills for the education of entrepreneurship, it was indicated 

that in both years 2012 and 2013, all traits were significant/beneficial for the education of entrepreneurship (there agree 
almost 70% of respondents).  

 
TABLE 4 

ASSESSMENT OF THE EDUCATED/OBTAINED SKILL SIGNIFICANCE/BENEFITS FOR THE EDUCATION OF ENTREPRENEURSHIP IN THE 
YEARS 2012 AND 2013 

2012  2013. 

Skills educated/obtained in the 
study process  

N 

Part of respondents, who 
agree that skills are 

significant/beneficial for 
the education of 

entrepreneurship, % 

N 

Part of respondents, who 
agree that skills are 

significant/beneficial for the 
education of 

entrepreneurship, % 
Communication skills 313 74,2 233 69,3 
Innovatory performance, innovativeness, 
creativity 328 77,7 228 67,9 

Group work, cooperation 330 78,2 244 72,6 
Systematic and/or critical thinking  335 79,4 241 71,7 
Analytical, investigative skills 319 75,6 231 68,8 
Career planning, work in an organization, 
leadership  332 78,7 241 71,7 

Perception of multi-culturalism, and 
communication in a foreign language 324 76,8 238 70,8 

Totally respondents  422 100,0 336 100,0 
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Under the data of both years and under the significance, 

the traits of systematic and/or critical thinking remain the 
key ones: respectively 79.4% and 71.7%; career planning, 
work in an organization, leadership 78.7% and 71.7%; 
group work, cooperation 78.2% and 72.6% of all 
respondents. 

A high level of expectations, positively assessed 
education of skills for entrepreneurship at university, a 
great necessity/need of entrepreneurial personal traits and 
their interdependence reveal the creation of entrepreneurial 
orientation and existence characteristics among the youth. 

 
 

IV. CONCLUSION 
 
Having analyzed theoretical access of entrepreneurship 

development, emphasized the role and diversity of 
entrepreneurial traits, and highlighted methodological and 
empirical aspects of the entrepreneurial trait, skill and 
intention assessment among the Lithuanian youth, there 
were drawn the following conclusions: 

Entrepreneurship conception is very versatile and it 
depends on the authors’ analyzed topic context. Some 
authors perceive entrepreneurship under the aspects of 
personality’s abilities, intention; entrepreneurial 
orientation, mentality or behavior; the others emphasize 
the context of social or individual life wellness/quality or 
national social-economical development under the 
perspective of a new business establishment or the 
increase of employment. Entrepreneurship development 
challenges turn to be very relevant as a part of the EU 
countries including Lithuania, face with difficulties of 
entrepreneurship promotion under the national level. It can 
be stated that on the one hand, the development of 
entrepreneurship and its promotion would contribute to the 
change of the residents’ value attitudes, the culture of 
entrepreneurship, the increase of their self-perception 
level, creativity, pro-activeness, support of personal 
initiative, seeking to increase the potential of the national 
entrepreneurship. On the other hand, relevantly applied the 
potential of entrepreneurship may foster the recovery of 
economies and business expansion, the development of the 
new knowledge related to the establishment of smart 
ventures, the increase of employment, the involvement of 
the youth into the labor market, the design of the small and 
medium business development models, business 
specialization in the inter-sector refraction fields, 
effectiveness of small and medium business networking 
and clustering, seeking for the creation of new work 
places. 

Highlighting the practical relevance of the following 
problem that proves that the social need for entrepreneurial 
knowledge is enormous and the outcomes of the 
theoretical and empirical research would aid at the meeting 
of such a need. Under the following approach the concept 
of entrepreneurship, occupying insufficiently determined 
niche in the science system of business management, 
psychology and economy, involves a wide complex of 

theoretical presumptions and partially might be expanded 
grounding it under different approaches.  

The development of entrepreneurial traits influences an 
entrepreneurial intention (expectations), orientation and 
behavior, and it changes the young people’s perception, 
and not only ones’, sustains abilities, skills and provisions. 
The following traits are a significant condition for the 
emergence and development of entrepreneurial 
performance. However, it should be noted that even 
possessing a complex of the required traits, a person will 
be a hired employee and not necessarily will turn into an 
establisher of a personal business. Not highlighting the 
search and analysis of a better or worse set/complex of 
entrepreneurial traits, the identification of an individual’s 
entrepreneurial traits and identification of the scope under 
theoretical sense would contribute to the complex 
approach towards the development perspectives of 
entrepreneurial performance. There is a lack of the solid 
scientists’ opinion concerning the diversity of individual’s 
entrepreneurial traits and their identification, there should 
be noted their heterogeneousness and compatibility.  

Orienting towards the increase of the youth employment 
and highlighting the meaning of entrepreneurship 
education, individuals’ expectations, including studies, 
their personal approach towards a need/necessity of 
entrepreneurial traits play a peculiar role. As a matter of 
fact, an individual applies/will apply the obtained 
knowledge not only for the meeting of self-
cognition/development needs, but in order to 
qualify/refresh qualification/change qualification, gain 
entrepreneurial skills, secure self-competitiveness in the 
labor market, and earn means of subsistence.  

Thus, he/she chooses his/her future profession, the study 
campus, i.e. he/she has the certain motives/expectations in 
terms of working performance perspective. Following the 
research there were indicated the students’ expectations, 
those influenced the selection of studies most: professional 
possibilities after having graduated from the following 
studies (career); possibilities to get a good salary in future 
(high income); and the interest in the certain profession. 
Possibilities to create/set up own business influenced the 
selection of studies a bit more than average. The key 
individual/personal traits, taking into consideration their 
necessity for a businessman, were indicated: diligence, 
initiativeness, insight, perceptiveness, operativeness, 
reaction and readiness of mind, competency, and 
knowledge. Entrepreneurial traits (their necessity in 
business) in terms of legal basis are statistically 
meaningfully related and comparing the outcomes of the 
years 2012 and 2013, their link strength differs in some 
cases.  

Assessing the significance/benefits of the 
obtained/natural skills for the education of 
entrepreneurship, it was indicated that in both years 2012 
and 2013, all traits were significant/beneficial for the 
education of entrepreneurship (there agree almost 70% of 
respondents). Under the data of both years and under the 
significance, the traits of systematic and/or critical 
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thinking remain the key ones, career planning, work in an 
organization, leadership; group work, cooperation. A high 
level of expectations, positively assessed education of 
skills for entrepreneurship at university, a great 
necessity/need of entrepreneurial personal traits and their 
interdependence reveal the creation of entrepreneurial 
orientation and existence characteristics among the youth. 
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Energy paradigm of the Black sea region 
Nina Dyulgerova1 

 

Abstract: The world has been actively transformed, passing 
through different political, diplomatic and military formats. 
Configurations have been changing but the main players 
remain in the field of the energy strategic confrontation. 
These processes, however, determine the terminological 
diversity, allowing a better reference for the changes 
occurring in the regional and global space. It is an 
undeniable fact that the economic globalization is 
accompanied by political fragmentation.  The interests of the 
transnational corporations are increasingly and categorically 
overcoming the weak protection of the national governments. 

Index Terms: energy, energy paradigm, Black Sea region, 
energy corridors, transnational corporations, pipelines, 
interests, Europe, Eurasia, Middle East. 

I. INTRODUCTION 
The world has been actively transformed, passing 

through different political, diplomatic and military 
formats. Configurations have been changing but the main 
players remain in the field of the energy strategic 
confrontation. The bipolar confrontation is gone now. It 
has highlighted the tendencies in every area of the social 
development.  In 21st century, especially after the “Arab 
Spring”, the dynamics have strengthened, increasing the 
speed of restructuring the international stratification.    

These processes, however, determine the terminological 
diversity, allowing a better reference for the changes 
occurring in the regional and global space. It is an 
undeniable fact that the economic globalization is 
accompanied by political fragmentation.  The interests of 
the transnational corporations are increasingly and 
categorically overcoming the weak protection of the 
national governments. This process is consistently 
manifested in the energy sector, which makes it possible 
not to outline the geopolitical, but the geoenergy borders. 
They are much more mobile and strategically justified.  

The term “paradigm” gives a clear vision for the energy 
pattern that emerges in the Black Sea Region. The concept 
“zone” is not chosen randomly. Given the increasing 
political instability, economic turmoil and social unrest, it 
helps to make an analogue with the “buffer” zone (or the 
so called frontier since 19th century), which allows the 
analysis of the processes in a large geographical perimeter 
where these trends have a sustainable, multivector 
character.  

II. ENERGY PARADIGM OF THE BLACK SEA REGION 
Energy issues in the Black Sea area unite/divide 

political entities in Europe, Eurasia and the Middle East.  
The growing energy needs of European societies create 

 
 

1Nina Dyulgerova is with International Law and International 
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University “Neofit Rilski” 

better conditions for corporate alliances that, through 
political and diplomatic actions of regional and global 
actors, fill the energy paradigm in the Black Sea Region 
with dynamic content.  

The battle is focused on projects for transiting 
conventional raw materials (oil and gas) and expanding the 
usage of renewable and alternative sources. And while the 
last two kinds can be seen as a part of the local solution of 
energy needs, the struggle in the gas sector and in the 
construction of nuclear power is becoming a major 
geopolitical corrective.   

For almost a decade in the Black Sea Region, the 
political and diplomatic energy has been concentrated in 
“for” and “against” projects for constructing the gas 
pipeline “South Stream” and “Belene” Nuclear Power 
Plant. This process runs in parallel with the tolerated by 
EU and USA project on “Nabucco” pipeline. The political 
aspect of both projects is strongly manifested in Bulgaria, 
helping to escalate the political confrontation. The trends 
in this direction are intensified after the attempts of the 
American company “Chevron” to obtain a license for shale 
gas studies in Northeastern Bulgaria.   

This policy is a part of the so called American shale 
diplomacy through which Washington is included in the 
energy race in Europe. The unsuccessful attempts in 
Poland, the prohibition of using shale technology in 
France and Bulgaria, but Romania as well, which has 
given up, are a part of the battle for energy, meaning 
political influence.  In European institutions there are also 
intensive negotiations that have been held. A result of 
them is two resolutions of the European Parliament since 
the autumn of 2012 and the strong support of the European 
Commission President Jose Manuel Barroso. According to 
him, by the end of 2013 the European Union has to 
prepare a draft regulation on shale gas yield that would 
allow the “safe and secure shale gas produce in Europe”.  

The political support for using the shale technology is 
an element of the resistance of Brussels against the rising 
Russian energy dependency. The very limited flow of 
conventional raw materials from the Arab world as well as 
the absence of still a real alternative to the Russian 
transport energy system compels the European 
Commission to look for different ways of eliminating the 
monopoly of “Gazprom” in Europe. These measures 
include the banking crisis in the “offshore paradise” for 
Russian oligarchs – Cyprus, periodic searches in the 
offices of “Gazprom” in the European Union, unsuccessful 
attempts on legal regulation of bilateral relations of EU 
member states with Russia, etc.  

In 2012-2013 the emphasis in the gas sphere is placed 
on finalizing the two competing projects for pipelines 
“South Stream” and the modified “Nabucco”.  

“Nabucco” project underwent major adjustments since it 
was restructured into two tracks – “Nabucco – West”, 
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(through Bulgaria) and “Trans Adriatic Pipeline” (TAP, 
through Greece, Albania towards Italy). With a reduced 
capacity but ambitious aims, the consortium “Shah Deniz 
2” on June 28, 2013 announced that it began the 
construction of TAP, which eliminates Bulgaria from the 
transformed “Nabucco” project. This decision has a 
strategic importance as it creates good conditions for gas 
diversification, increasing Europe’s capacity to solve its 
energy needs. Since the beginning of June 2013 the 
Azerbaijani COSAR, which holds 10 % of “Shah Deniz 
2”, has made a strategic move by the purchase of the 
subsidiary company – the operator of the Greek gas 
network DESFA. The hopes Brussels has regarding this 
project are based on the fact that in the coming years the 
development of the open gas fields around Israel and 
Cyprus in the Mediterranean will be able to increase the 
capacity of the otherwise slim volume (10 billion cubic 
meters of gas) TAP. 

The energy race in the diversification area continues 
through the escalation of paces for constructing the “South 
Stream” pipeline. Regardless of the political support 
“Nabucco” project receives by the European Commission, 
the presence of the shareholding company of “South 
Stream”, of the Italian concern ENI, the German 
Wintershall and the French EdF, except for the Russian 
“Gazprom”, are a serious European guarantee at corporate 
level. 

The last day of October 2013 was the day when the 
official start of the pipeline “South Stream” on Bulgarian 
territory took place. This coincided with a number of 
political events in the Black Sea area, which outlines the 
geoenergy parameters in the region. The presidential 
elections in Georgia put an end to the era of “Saakashvili”, 
which ended the period of the so called “Color 
Revolutions” in the post-Soviet space. The Georgian 
elections were preceded by the choice of Viktor 
Yanukovych for a President of Ukraine in 2010 as well as 
the completion of the “Tulip Revolution” in Kyrgyzstan in 
2010-2011, changing the political status of the state into a 
parliamentary republic.   

In the fall of 2013 energy projections determine the 
strengthening of the political activity in the Black Sea 
Region.  

The intensive construction of the gas pipeline “South 
Stream” coincided with the summit in Vilnius at the end of 
November 2013 where it was expected from the countries 
of the “Eastern Partnership” to sign documents for 
European association. Only Moldova and Georgia signed 
them. Ukraine found itself in the center of the battle 
between Russia and EU. The choice between European 
Association and the Customs Union made Kiev face a very 
hard choice.  The decision of the Ukrainian government to 
abandon association with EU caused a strong wave of 
unrest in the country. The geostrategic positioning of 
Ukraine turns it into an important segment of the Black 
Sea energy zone. The energy, political and financial 
dependence on the former principal Russia predestines its 
stay in a Russian orbit. The status quo is unlikely to be 
changed by the enhanced political actions, visits and 

declarations from representatives of the European 
Commission, European parties or USA.  

Ukraine and Moldova are an essential part of the energy 
system, supplying Europe with Russian gas and oil. The 
political energy project “South Stream” seriously harms 
both countries. Regarding the absence of a real alternative 
to Russian transmission system in the near future, there is 
a high probability for the new gas pipeline not to eliminate 
the existing transit routes up to now. The onset of winter is 
also a serious argument for maintaining the constructive 
and pragmatic dialogue among Moscow, Kiev and 
Brussels.  

A main competitor of Ukraine in the gas transit on the 
new route is Bulgaria. The subsequent events after the 
official launch of “South Stream” prove that there is an 
agreement reached between Moscow and Washington 
regarding the Bulgarian energy space. The social tension 
marked by rallies, demonstrations and student 
“occupation” is gradually fading. Updating the topic on 
constructing the seventh nuclear reactor in NPP 
“Kozloduy” can be considered as a strong evidence in this 
direction after the visit of the Minister of Economy and 
Energy Dimitar Stoynev in USA. The public space is again 
filled with political demagoguery and passions. It is a fact 
that the issue of nuclear power station or reactor on the 
territory of Bulgaria continues to be relevant. The 
Bulgarian society flashes back to months earlier when the 
political position of Sofia in the energy sphere is marked 
by discord, enthusiasm and impermanence. The state is 
again facing another challenge to maneuver among global 
actors but in much harsher conditions. The refugee wave 
sweeping the country turns Bulgaria into a part of the 
processes of “Arab Spring”.   

The economic and social destabilization of Bulgaria can 
be perceived as a part of a strategic plan, oriented towards 
weakening the external borders of EU. The refusal of 
powerful countries to escalate the Syrian problem as well 
as the intensive development of the Kurdish issue put 
Turkey and Israel into a very delicate situation. The 
problems have been increasing since the agreement 
reached on 25 November 2013 on Iran’s nuclear program 
between Tehran and “the six”. A part of the agreement 
says that the country should not enrich anymore uranium 
to levels above 5 % for a period of six months and the 
technical tools that allow such enrichment should be 
destroyed. The blast of comments, analyses and forecasts 
give a reason to search new parameters of energy, which 
means political restructuring in the Black Sea as well as in 
the Black Sea – Caspian Basin.   

In this situation Turkey can no longer control or direct 
processes in the Arab world. Moreover, Ankara is forced 
to comply with the new circumstances, which motivates it 
to seek possibilities and ways to destabilize its neighbors. 
This is a real chance to overcome internal collisions and to 
survive. The instability that exists on its Southern borders 
with Syria and Iraq is a serious argument in creating 
favorable conditions for the reorientation of the refugee 
wave towards the Bulgarian borders. It is not accidental 
that this process is enhanced in October when there are 
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intensive negotiations on the Syrian case as well as Iran’s 
nuclear program. 

Israel is also dissatisfied by the diplomatic negotiations 
as well as the political ones that are detrimental to its 
interests. The anti-Iranian position of Tel Aviv is 
subsequently and unyieldingly upheld by Prime Minister 
Benjamin Netanyahu. He is the only one who has 
described the agreement reached between Iran and the six 
as “a historical mistake”. Restricting the US embargo 
against Iran creates favorable conditions for its restoration 
as a serious regional power. Legitimate are the concerns of 
Tel Aviv related to the recovered opportunities of Tehran 
to influence the processes in the Middle East, especially in 
the Israeli-Palestinian dialogue. 

The hot autumn of 2013 has not only rearranged the 
geopolitical layers in the Black Sea Region and the Middle 
East, but it has also turned the time back. Again, with great 
interest, speeches and talks have been monitored and 
analyzed at different levels among representatives of 
Moscow and Washington on hot topics about Syria and 
Iran. In September 2013, when this intensive, completely 
duplex dialogue started, there was a tendency that vividly 
highlighted the differences in the behavior of institutional 
representatives of the two countries. The formulation of 
the American position on military strikes against the 
government of Bashar al-Assad showed lack of political 
consolidation. The discord in the statements of various 
representatives of the American administration proved that 
they were a political transmission of corporate interests 
and Arab pressure. This process with a varying degree of 
intensity has been current until today. During the complex 
and dynamic dialogue with Washington and the rest of the 
states on the Syrian case and the Iranian nuclear program, 
Moscow is consistent and purposeful in its policy oriented 
towards regulating the Syrian and Iranian problem in a 
beneficial direction.  During the two months of intensive 
negotiations an interesting aspect stands out, which 
differentiates the motivational element in the behavior of 
the American and Russian politicians and diplomats. 
Representatives of Washington are a political transmission 
of the American transnational corporations while in Russia 
Kremlin is the center of economic interests that receive 
specific policy forms and positions. This also explains the 
concentrated and subsequent policy of Moscow and the 
behavior of Washington that is quite insecure and 
dependent on external factors (mostly Saudi Arabia) as 
well as corporate interests. 

The positions and actions of the rest of the participants 
in the political and diplomatic dialogue on Syria and Iran 
remain in the background. The active role of Saudi Arabia 
that is strongly and categorically imposing its will in 
solving the Middle East problems cannot be eliminated. It 
is a fact the Riyadh was the basis of carrying out military 
strikes against Syria at the end of August 2013 through 
exerting a considerable pressure on Washington. The 
unsuccessful attempts of USA to implement this plan once 
again prove the increasingly diminishing role of 
Washington as a consolidating factor in solving issues of 
national and international security. This is another proof of 
the ever-growing trend towards the regionalization of 

problems, which eliminates the danger of a global conflict. 
The regional problematic zones now have different 
dimensions as the destabilizing factor in its multilayered 
forms does not recognize geographical boundaries. The 
processes in the Black Sea Region show that the intensity 
of the growing uncertainty and instability is proportional 
to corporate contracts in the energy sector. The inclusion 
of one or another state in this area is directly proportional 
to its presence in the energy projections for production and 
transit of still only conventional raw materials (oil and 
gas). 

III. CONCLUSIONS 
The energy paradigm in the Black Sea Region is much 

more political in its character. The unrealized projects still 
serve as evidence. They accumulate funds but they have 
not been implemented yet. The events in the recent years 
have proven that the political parameters of the energy 
projections in the Black Sea Region have a faster action.  
The political format of economic dimensions has become 
increasingly important in the existing through the centuries 
dichotomy economics – politics. The corporate struggle 
manifests itself notably in the political form of 
negotiations, declarations and decisions in the “plurality of 
sovereignties”. The opportunities for maintaining a state or 
national interest are getting more and more restricting. 
Energy battles of transnational corporations continue. The 
Black Sea area is a kind of a standard for concentrated 
energy dynamics with mobile political configurations, 
transiting long-term strategies of corporate interests.  
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Abstract. The article analyses how financial institutions in 
Lithuania identify their customers before starting to provide 
their services to them, and how the mentioned institutions 
implement the principle “get to know your customer.” This 
requirement has emerged from the importance of the 
prevention of money laundering. In the complex legal 
regulatory mechanism the following concepts appear: proper 
identification, simplified identification, identification without 
being physically present. These methods differ with regard to 
the scope of the gathered personal data and the method of 
data collection. Theoretical legal possibilities not to gather 
personal data appear where customers can stay anonymous 
in electronic payments of small sums especially in the case of 
electronic money. 

Index Terms: prevention of money laundering, customer 
identification, customer due diligence measures, simplified 
customer due diligence measures, enhanced customer due 
diligence. 

JEL Classification: G2, K33, K4. 
 

I. INTRODUCTION 
Identification of customers of financial institutions is a 

fundamental element of internal control of these 
institutions. Identification is necessary in order to protect 
financial institutions from risks such as abuse, fraud, 
operational, business reputational and strategic risks. But 
most often customer identification is related to 
requirements established in legal acts in order to prevent 
possible money laundering and terrorism financing. For a 
long time the most popular and the safest method to hide 
taxes and to possibly launder money was anonymous 
accounts. With the help of these accounts it was possible 
to hide illegally received money. Fighting against money 
laundering and terrorist financing, EU Member States 
adopted the Directive 91/308/EEB on the prevention of the 
use of the financial system for the purpose of money 
laundering, where it was indicated for the first time that 
Member States must forbid their credit and financing 
institutions to have anonymous accounts or anonymous 
passbooks (COUNCIL DIRECTIVE 91/308/EEC). 
Currently based on this Directive EU Member States have 
already renounced anonymous accounts. 
The decision to establish the Financial Action Task Force 
on Money Laundering (FATF) made in 1989 by the G-7 
Summit increased the transparency of financial 
institutions. The main areas of activities of FATF were the 
fight with shadow economy and observation of tendencies 
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and technologies. In 1990 FATF passed the Forty 
Recommendations for fighting against money laundering. 
In 1996 the Recommendations were reviewed for the first 
time because of technological changes in the activities of 
money laundering due to the appearance of electronic 
payments and the use of these technologies in the schemes 
of money laundering. The 1996 Forty Recommendations 
have been endorsed by 130 countries and have become the 
international standard for money laundering prevention. 
These Recommendations were transferred to the first EU 
Directive on money laundering prevention. This article 
will analyse the Recommendation No. 5 in depth (FATF 
40) (“Financial institutions should not keep anonymous 
accounts or accounts in obviously fictitious names. 
Financial institutions should undertake customer due 
diligence measures, including identifying and verifying the 
identity of their customers”.), giving the most attention to 
the discussion of customer due diligence measures existing 
in Lithuania. This article will analyse the provision of 
contemporary financial services by electronic means and 
customer identification procedures in physical as well as 
cyber space. The changes of legal acts adopted in 
Lithuania in 2013 allowed financial institutions to start 
business relationships with customers without them being 
physically present with the help of qualified certificates. 
Why qualified certificates? Why a safe electronic 
signature, which can be substituted by electronic 
identification systems of third parties (banks), is not 
sufficient? Also the practice when fast loans companies 
cannot identify their customers through banking systems 
and cannot start business relationships – ant collect private 
data – is an especially relevant topic. 
 

II. CURRENT STATE AND THEORETICAL 
BACKGROUND 

a. Definition of customer identification 
We use our personal information every day, we depend 

on it, it identifies us. Identification is also necessary where 
our physical participation is impossible – i.e. in 
cyberspace. We provide our personal data when 
connecting to financial services, seeking to use electronic 
banking services, electronic money, etc. The information 
that identifies us differs in physical and cyber spaces – 
other requirements are raised for this information. (Štitilis, 
Pakutinskas, Dauparaitė, Laurinaitis) When seeking to 
confirm our identity in physical space, we do this using 
one of the obligatory elements – an identification 
document. IDs follow us through our whole life; they are 
obligatory to have for people living in Lithuania as well as 
other countries. Identification documents issued by the 
state form a person’s identity – a legal identity of person. 
The most important legally recognized documents that 
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confirm personal identity in physical space most often are 
identity cards and passports. Such documents are provided 
only by institutions authorised by the state, and they are 
the only legal identification means. (Štitilis, Pakutinskas, 
Dauparaitė, Laurinaitis) Financial institutions have been 
assigned the function to duly identify their customers in 
physical space, but are they capable of doing this? A 
practice has formed that identification in physical space 
with the customer being physically present is more secure 
than identifying the customer remotely. This practice is 
characteristic of many European countries. And 
supervision institutions check identification processes and 
received personal data of customers of financial 
institutions especially thoroughly.  

All financial institutions must identify their clients and 
benefit recipients (Law 22 December 2011). Most often 
this requirement is applied before business relationships 
are started. It is necessary to emphasize that one-off 
operations are not considered to be business relationships 
if they do not exceed the set limits. Business relationships 
suppose constant cooperation with a financial institution. 
Financial institutions, observing regulation in physical 
space, identify people with corresponding measures. 
(Resolution No. 942) In Lithuania the application of these 
measures and the related procedures are indicated in a 
separate Resolution of the Government (Resolution No. 
942). As foreseen in the Law of the Republic of Lithuania 
on the Prevention of Money Laundering each financial 
institution chooses the method used for identification: a 
due/full or a simplified one. In the framework of our 
analysed subject we will discuss only these methods and 
exceptions related to payments in physical and cyber 
space. Legal acts foresee that identification is performed 
only with the customer being physically present 
(exceptions and order when a customer can be represented 
by another person are also provided). It is indicated that 
when starting customer identification an employee of the 
financial institution must assess whether the customer 
provides a valid identification document and to determine 
if the provided document contains a photograph of the 
customer (Resolution No. 942). The regulator – the state – 
foresees the duty to identify, but does it create some real 
means to do this? It should be emphasized that the primary 
function of financial institutions is not identification or 
implementation of the prevention of money laundering. 
Financial institutions seeking to properly implement 
functions given to them by the state must finance the 
operation of these procedures themselves, i.e. if an 
employee must assess if the document presented is valid, 
s/he has to have the possibility to do this. The validity of 
the document is determined based on the data of the public 
registers but in order to ascertain the authenticity of the 
data on the document it is necessary to order special 
extracts from state registers, which incurs additional costs. 
Another interesting moment is the requirement to 
determine that the presented document contains a 
photograph of the said customer. What means can be used 
for this aim? Only visual contact? People change with 
time; sometimes these changes are significant, so external 
characteristics alter. The necessity of such requirements 

and factual problems encountered by employees of 
financial institutions do not allow proper implementation 
of the mentioned requirement. Let us take a simple 
example: would an employee of a financial institution in 
Lithuania be able to vouch that the photograph of a 
Chinese citizen or of an immigrant from Nigeria presented 
to them belongs to the person standing in front of them? 
Such requirement is understandable but before setting the 
regulatory mechanism it is necessary to make it clear how 
financial institutions will be able to implement it. It is 
necessary to keep in mind that they do not have to perform 
the functions of the state. Similar problems are related to 
another practical requirement to assess the state of the 
presented document (Resolution No. 942). It is difficult to 
ensure that employees of financial institutions were also 
document specialists. If the document has been 
professionally altered, if the photograph in it has been 
changed, it is impossible for a simple employee to 
distinguish this. This method of identification in physical 
space is practically applied uniformly in all countries of 
the European Union. EU countries have implemented the 
provisions of the Directive on the prevention of the use of 
the financial system for the purpose of money laundering 
and terrorist financing of 2005 (Directive 2005/60/EC). 
The Directive of 2005 introduced new identification 
concepts such as customer due diligence measures and 
simplified customer due diligence measures. Customer due 
diligence measures (identification) are used most often and 
applied before the start of business relations. Simplified 
customer due diligence measures encompass simpler 
standards when identifying customers. 

We will discuss in more detail the method of simplified 
customer due diligence measures for electronic payment 
systems in Lithuania. All banks in Lithuania identify their 
customers duly and practically they do not apply the 
simplified identification therefore we will analyse 
customer identification procedures of other financial 
institutions – institutions of electronic money. The 
Directive of 2005 (Directive 2005/60/EC) as well as 
Lithuanian legal acts (Law 22 December 2011) in the case of 
electronic money allow to apply simplified customer due 
diligence measures, indicating that this is valid for 
electronic money, if the device cannot be recharged, the 
maximum amount stored in the device is no more than 
EUR 250, or where, if the device can be recharged, a limit 
of EUR 2500 is imposed on the total amount transacted in 
a calendar year, except when an amount of EUR 1000 or 
more is redeemed in that same calendar year by the bearer 
(Directive 2005/60/EC). The indicated sums are small 
therefore the risk that it will be used for money laundering 
is small. It is logical to think that this would also allow 
applying easier identification methods, as indicated in the 
name “simplified customer due diligence measures”. But 
when analysing the regulatory mechanisms in Lithuania it 
becomes clear that electronic money issuers must identify 
their customers properly even though they qualify for the 
exception described in the law. The mentioned Resolution 
of the Government of Lithuania (Resolution No. 942) 
indicates that when applying simplified customer due 
diligence measures financial institutions can choose a 
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corresponding point from the indicated methods for 
customer identification. But almost all methods that can be 
chosen talk about physical participation of the person 
during identification, about the necessity to make a copy 
of the person’s personal identification document, and in 
the case of electronic money, especially in online based 
electronic money systems, such requirement becomes 
unrealisable. The purpose of electronic money is to ease 
the transmission of value. When talking about electronic 
money of low value and about the applicable sum limits 
(Directive 2005/60/EC) there is even a possibility to be an 
anonymous user. Such small value payment means are 
often used by children but in Lithuania an imperative 
regulatory mechanism exists that foresees that 
identification is necessary even in the case of small values 
in case of electronic money. 
 
b. Electronic customer identification 

Up till the middle of 2013 financial institutions in 
Lithuania did not have a legal possibility for customer 
identification based on their present electronic identity, 
although a qualified electronic signature is issued by 
several providers in Lithuania. (We will not discuss 
electronic signatures or their types in this article; we will 
talk only about its application in the financial sector for 
identification procedures.) 

The possibility to identify customers remotely existed 
also before 2013. The Directive of 2005 (Directive 
2005/60/EC) described the possibility when a person could 
act through his/her representative. If transactions or 
business relations are made through a representative or the 
customer is not physically present during his/her 
identification, or when there is a big risk of money 
laundering and (or) terrorist financing, financial 
institutions and other subjects must apply enhanced 
customer due diligence identification measures (Law of 
the Republic of Lithuania on Prevention of Money 
Laundering). During enhanced identification it is 
necessary to use additional means. It is necessary to use 
additional data, documents or information for customer 
identification and also to use additional measures for 
verification or confirmation of presented documents. 
Based on these rules it is not possible to transmit only a 
simple copy of the document electronically (to send a scan 
of it) because it will not be possible to verify or confirm 
the presented documents. A possibility is foreseen that 
another financial institution can do this by presenting a 
certificate that confirms the customer’s data (the so-called 
third reliable party that identifies and verifies the identity 
and transmits the fact to another financial institution). 
Another foreseen measure is that the first payment would 
be performed through the account opened in a credit 
institution in the customer’s name, which would allow to 
verify if the customer’s presented data correspond to the 
data of the sender indicated in the bank transfer. It is 
necessary to emphasize that these means are applied 
together, i.e. by using the enhanced identification the 
financial institution must receive as much data as possible 
that would allow to confirm the identity of the customer.  

In August of 2013 the mentioned Resolution of the 

Government of the Republic of Lithuania (Resolution No. 
942) was supplemented, identification procedures were 
expanded and next to proper identification a possibility 
appeared to identify a person without the customer being 
physically present. “The financial institution or another 
entity may identify customers, who are citizens of the 
Republic of Lithuania without them being physically 
present, i.e. remotely, using a qualified electronic signature 
and only in cases when the customer’s identity, before 
issuing a qualified certificate to him, was identified with 
him being physically present” (Resolution No. 942). This 
new norm allowed what had been not allowed before – to 
properly identify a customer’s identity based only on a 
valid qualified electronic certificate. Until the appearance 
of this norm no financial institutions were allowed to do 
this in Lithuania. An electronic qualified certificate is 
accepted as a legally valid identity document in 
cyberspace (Law of the Republic of Lithuania on 
electronic signature). And all documents or public services 
of state institutions in cyberspace1 are provided using the 
identification method adapted to cyberspace – an 
electronic signature. But a strange discrepancy appears. 
Lithuanian state institutions use an electronic certificate 
when they identify citizens/customers, but it is not 
necessarily qualified, i.e. customers are free to choose the 
method of identification, and often they choose the method 
that is the most widely spread currently: identification 
using a reliable third party – a bank. Electronic banking 
services use their identification system that joins two 
elements of identification in cyberspace: what they know 
and what they have (Štitilis, Pakutinskas, Dauparaitė, 
Laurinaitis). The security means used by a bank to identify 
customers are identification codes, passwords, password 
cards, and password generators. A customer chooses the 
recognition means provided to the user him/herself 
(Štitilis, Pakutinskas, Dauparaitė, Laurinaitis), and based 
on the legal regulation such method of identification and 
such security measures can become a secure electronic 
signature (Law of the Republic of Lithuania on electronic 
signature). But such signature is not qualified because 
qualified electronic signatures can be issued only by 
electronic signature providers accredited by supervision 
institutions (Law of the Republic of Lithuania on 
electronic signature). Customer authenticity is considered 
to be confirmed if the user has used the recognition and 
security measures provided by the bank correctly and if 
the bank has received the user’s information about his/her 
registration in the system. The bank acknowledges this 
identification system as an electronic certificate, and it 
considers all confirmed documents to be equivalent to 
written ones. Such possibility is given to banks by the Law 
on electronic signature (Law of the Republic of Lithuania 
on electronic signature): customer identification systems 
for electronic data used by banks have the same legal 
power as a signature on written documents and are 
admissible as proof in court in all cases because the 
customer and the bank have mutually agreed so. 
Practically the identity created by banks corresponds to the 

                                                 
1  E-Government Gateway: https://www.epaslaugos.lt 
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real personal identity because banks use the most 
important principle of proper customer identification but 
our legislators have chosen only the qualified electronic 
certificate as the possibility for remote identification. Such 
strict position creates many inconveniences: many 
consumers have banking means, i.e. they have already 
been duly identified so why shouldn’t it be possible to use 
them if they need to identify themselves in another 
financial institution? We believe that the principle of 
technological neutrality is violated in this way.2 This 
concrete requirement – to use qualified certificates – 
created a big wave of problems for providers of fast credits 
in Lithuania, who allowed to sign agreements of credit 
reception remotely using electronic banking systems. 
Supervision institutions in Lithuania penalised several fast 
credit companies. Legal proceedings are still going on but 
the essential argument of the court is that legal acts on the 
prevention of money laundering foresee that if the identity 
is determined without physical participation the enhanced 
identification procedure should be applied automatically or 
a qualified electronic signature must be used whereas 
credit transfer using electronic banking is not considered 
to be a proper means of enhanced identification. 

Another important question is why only citizens of the 
Republic of Lithuania can use qualified certificates when 
starting business relations in Lithuanian financial 
institutions remotely? Is that not a discrimination of EU 
citizens? Because qualified certificates, issued in EU 
countries, are valid and have legal power in all EU 
countries (Law of the Republic of Lithuania on electronic 
signature). So citizens of other countries, who have a 
qualified certificate, issued in the EU, and who want to 
open an account in a bank in Lithuania remotely, will not 
be able to do that. This all looks strange knowing that 
Lithuania participates in the project of unified identity in 
the EU STORK3 - the main aim of the project is the 
possibility for EU citizens to use their electronic identities 
in all EU countries. 
 

III. EMPIRICAL RESEARCH 
We will discuss concrete examples in Lithuania. We have 

chosen active institutions of electronic money as our 
object because commercial banks and other big financial 
institutions in Lithuania theoretically perform proper 
customer identification. Currently two companies have 
licences to issue electronic money in Lithuania (Electronic 
money institutions). One of the companies is 
ANTIGRAVITY PAYMENT SYSTEMS; they have a 
licence for restricted activity, and they can operate only in 

                                                 
2 The principle of technological neutrality states that the state cannot 
establish a dominating technology by legal acts. It can only set minimal 
requirements for it.  
3 The aim of the STORK project is to establish a European eID 
Interoperability Platform that will allow citizens to establish new e-
relations across borders, just by presenting their national eID. Cross-
border user authentication for such e-relations will be applied and tested 
by the project by means of five pilot projects that will use existing 
government services in EU Member States. In time however, additional 
service providers will also become connected to the platform thereby 
increasing the number of cross-border services available to European 
users. https://www.eid-stork.eu/  

Lithuania. Another company – EVP International – has a 
licence to operate in the whole EU. These companies 
directly encounter problems of remote identification.  

ANTIGRAVITY PAYMENT SYSTEMS owns the brand 
MokiPay, which is a platform of mobile payments that 
allows customers to perform payments in physical space 
using their mobile phones or contactless cards. Their 
services are financial services therefore their customers 
must identify themselves. The exception discussed above 
relating to electronic money regarding simplified 
identification is valid, but customers have to provide a part 
of their data, and anonymity is not possible in practice. But 
when analysing the agreement between consumers and 
MokiPay a point allowing anonymity can be found: 
“4.4.The following limits shall be set for the Clients who 
have not identified themselves according to the procedure 
established by the laws: the total value of payment 
transactions during a calendar year may not exceed LTL 
8,500, the amount of money kept in the MokiPay Wallet at 
any time may not exceed LTL 500, and the amount per 
payment transaction may not exceed LTL 500. The Clients 
who have identified themselves according to the procedure 
established by legal acts may keep more than LTL 500 in 
their MokiPay Wallets and the total amount of settlements 
per year may exceed LTL 8,500.”(Antigravity payment 
systems) Basically MokiPay allows their customers to be 
anonymous in small payments, and that is good, but an 
imperative prohibition exists in laws, so how can it be that 
laws prohibit, and the subject operates? We believe 
MokiPay operates legally because firstly we have to see 
the system’s aim and purpose. If an anonymous user can 
operate only with small sums, if s/he can pay small sums 
and transfer them to another user of MokiPay, practically 
there is no risk of money laundering. The risk appears if 
money were exchanged back to cash, but in this case 
MokiPay foresees strict measures and identification. So it 
is impossible to stay anonymous if customers wish to 
exchange their electronic money for cash or if customers 
plan to take their money out of the MokiPay system. Such 
measures adopted by MokiPay really ensure proper 
prevention of money laundering, and it would really be 
disproportionate to require each customer, who uses this 
means to perform micro payments, to identify him/herself. 
MokiPay has all the necessary means for proper customer 
identification; customers may use their qualified electronic 
signatures seeking to become customers of MokiPay and 
to operate with bigger sums of money without restrictions 
(Antigravity payment systems). 

Another company of electronic money (the biggest one 
in Lithuania) is EVP International, managing brands 
mokejimai.lt and Paysera. It does not leave any practical 
possibility for its customers to stay anonymous. This 
situation is explained by the fact that this company is an 
online based money creator, and customers can exchange 
this kind of money freely in Europe and beyond, therefore 
the risk is bigger. All customers of this company have been 
duly identified (General payment service agreement).  

The purpose of electronic money is everyday small 
payments. The Directive on electronic money of 2009 
(Directive 2009/110/EC). transferred into the Lithuanian 
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legal system (Law of the Republic of Lithuania on 
electronic money and electronic money institutions), gave 
a start to the appearance of new financial institutions in 
Lithuania, thus raising many new problems related to 
customer identification. 

Electronic money seeks to change cash in everyday 
payments; both adults and children want to use it, but legal 
regulation does not make a difference regarding to this and 
indicates to identify, and the means to perform this are 
really difficult and sometimes are not even accessible for 
children (electronic qualified signatures). 

Europe understands the importance and potential of 
electronic money and plans to change the requirements 
regarding identification in the new Directive on the 
prevention of money laundering that has not been adopted 
yet (Law of the Republic of Lithuania on electronic money 
and electronic money institutions): 

Member States may decide to allow obliged entities not 
to apply certain customer due diligence measures in 
respect of electronic money, if all of the following risk 
mitigating conditions are fulfilled: 

(a) the payment instrument is not reloadable; 
(b) the maximum amount stored electronically does 

not exceed EUR 250. Member States may increase this 
limit up to EUR 500 for payment instruments that can only 
be used in that one particular Member State; 

(c) the payment instrument is used exclusively to 
purchase goods or services; 

(d) the payment instrument cannot be funded with 
anonymous electronic money; 

(e) the issuer carries out sufficient monitoring of the 
transactions or business relationship to enable the 
detection of unusual or suspicious transactions. 

But this future Directive also leaves the right to Member 
States to decide if identification should be applied or not. 
Who will guarantee that countries will not choose the 
more complicated version thus distancing us from modern 
payment means? The regime of the prevention of money 
laundering for institutions of electronic money applied in 
Lithuania is one of the strictest in Europe, so there is no 
sense in talking about stimulating the competition. The 
biggest institutions of electronic money in Europe can 
identify new customers based on a reliable third party – a 
bank: it is sufficient to relate the payment card with the 
account of electronic money, and such method of 
identification is sufficient. Therefore often many 
customers choose the simpler way – because simplicity 
leads to massification. 

 
IV. CONCLUSIONS 

The main purpose of the article was to reveal the 
procedures of identification in Lithuania. Each financial 
institution in Lithuania must identify its customers before 
starting business relations. 

Identification procedures described in legal acts in force 
in Lithuania encompass due, simplified and enhanced 
identification methods. 

Financial institutions have a new possibility to start 
business relationships with customers using electronic 
qualified certificates.  

The possibility foreseen in Lithuanian legal acts to use 
qualified certificates for identification in the financial 
sector only for citizens of the Republic of Lithuania 
violates EU consumer rights and distorts competition. 

The regime of the prevention of money laundering for 
institutions of electronic money applied in Lithuania is one 
of the strictest regimes in Europe; the possibility for 
underage persons to use such money freely and 
comfortable hasn’t been thought of at all. All potential 
risks are really small therefore identification requirements 
for electronic money of small value could be significantly 
decreased. 

The state seeking for a ‘society without cash’ should 
create certain legal provisions instead of burdening low 
risk financial services with strict identification 
requirements. 
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Optimization of the size of foreign reserves by 
increasing the size of the monetary gold 

 
Anastasiia V. Stoliarchuk1, Sergii V. Voitko2 

 
 

Abstract Investigated the basic component of the national 
wealth – the value of monetary gold in the amount of 
reserves. Analyzed the dynamics of changes in monetary gold 
in Ukraine and the world. Considered the top 40 countries 
and international organizations on official reserves of gold. 
Inspected the basic gold-bearing province of Ukraine and 
discovered the potential of the company in the field of 
geology and metallurgy. Proposed the ways increasing the 
size of reserves. 

Index Terms: foreign reserves, monetary gold, effective 
management. 

 
I. INTRODUCTION 

 
Foreign reserves are a guarantee for paying capacity and 

security of citizens and the country in general. The rising 
volume of foreign reserves is a positive signal to investors, 
as it indirectly indicates a stable situation in the country, 
an appropriate business environment and favorable 
investment climate. 

However, every country has to decide on the structure of 
its owner reserves. In the structure of foreign reserves 
dominate the share of reserves in foreign currency and in 
gold, or in the other components (gems). The currency 
reserves can be located either within the country (for 
example, monetary gold) or on deposit accounts in foreign 
banks. The purchase of highly reliable, mainly government 
bonds, nominated in the foreign currency, is also possible. 
 

1, 2Anastasiia Stoliarchuk and Sergii Voitko are with a National 
technical university of Ukraine "Kyiv Polytechnic Institute", 37/1 
Peremogy Sqr., Kyiv, Ukraine 

 
 
 

II. ANALYZATION OF THE STRUCTURE OF 
FOREIGN RESERVES UKRAINE 

 
In particular, the largest share in the structure of the 

official foreign reserves of Ukraine (Fig. 1) has a foreign 
currency reserves – 92.23% gold – 7.73%, SDR (Special 
Drawing Rights) – 0.04% and the reserve position in the 
IMF – 0.0001%. 

The world leader, in terms of the share of foreign 
reserves of gold, is the United States of America and has 
8.1 thousand tonnes (75.4%). There are a few leaders in 
the EU: Germany – 3.4 tonnes (72.4%), Italy – 2.45 tonnes 
(72.0%), France – 2.44 thousand tonnes (71.6%), 
Switzerland – 1.04 thousand tonnes (11.5%), Netherlands 
– 0.61 tonnes (59.8%). In Bulgaria, the foreign reserves 
account for 86.58%, while gold is 8.52%. 

 
III. THE ROLE OF MONETARY GOLD IN THE 

WORLD 
 

However, there are some countries where monetary gold 
is an important part of foreign reserves, and the 
distribution of official gold reserves is quite 
disproportionate (Table 1). The largest share of gold 
reserves belongs to countries with developed economies – 
about 83% of world reserves of gold. The largest deposits 
of gold has the USA (37% of holdings in developed 
countries), Germany (15.4%), Italy (11.2%) and France 
(11.1%). 

In this rating Ukraine ranks only 51 seats of the 
monetary gold of 36.4 tonnes, representing about 6.7% of 
the size of the gold reserves of the country. 

 

Figure1. The structure of foreign reserves Ukraine, mln., 2013 (Official site of the National Bank of Ukraine. - 
http://www.bank.gov.ua/ ) 
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TABLE 1 
TOP-40 COUNTRIES AND INTERNATIONAL ORGANIZATIONS ACCORDING TO OFFICIAL GOLD RESERVES ON 

THE DATE OF 01. 12. 2013 (World Gold Council - http://www.gold.org/) 

№ Country Monetary gold reserves, tonnes 
 % of foreign reserves 

1 USA 8133,5 70 
2 Germany 3387,1 66 
3 IMF 2814,0 – 
4 Italy 2451,8 65 
5 France 2435,4 65 
6 China 1054,1 1 
7 Switzerland 1040,1 8 
8 Russia 1035,2 8 
9 Japan 765,2 2 

10 Netherlands 612,5 51 
11 India 557,7 7 
12 Turkey 519,7 15 
13 The European Central Bank 502,1 26 
14 Taiwan 423,6 4 
15 Portugal 382,5 84 
16 Venezuela 367,6 72 
17 Saudi Arabia 322,9 2 
18 The United Kingdom 310,3 12 
19 Lebanon 286,8 23 
20 Spain 281,6 23 
21 Austria 280,0 47 
22 Belgium 227,4 33 
23 Philippines 193,2 9 
24 Algeria 173,6 3 
25 Thailand 152,4 4 
26 Kazakhstan 143,7 23 
27 Singapore 127,4 2 
28 Sweden 125,7 7 
29 South Africa 125,1 10 
30 Mexico 123,1 3 
31 Libya 116,6 4 
32 Bank of International Settlements 115,0 – 
33 Greece 112,2 75 
34 Korea 104,4 1 
35 Romania 103,7 8 
36 Poland 102,9 4 
37 Australia 79,9 6 
38 Kuwait 79,0 9 
39 Indonesia 78,1 3 
40 Egypt 75,6 16 
51 Ukraine * 36,4 6,7 

* submitted for reference 

Among the leaders there are countries that have 
significant reserves of gold which, in particular, import 
much of the precious metals, but not mine their own. 
Mainly, it fulfills the needs of the gold jewelry industry 
and is also used for technical purposes. 

India, for example, annually buys at least 400 – 450 
tonnes of gold, while Japan, Turkey and Taiwan – more 
than 100 tonnes of metal. Gold in Ukraine, first of all, 
provides for industrial production and around 80% is for 
the jewelry industry. In Ukraine of the even date of 1 
January 2014 imports of gold (including gold coated with 

platinum, unworked or napivobroblene, or in powder 
form) reached 12768.6 kg, which is 576338000$, and 
exports – only 465.1 kg, which is equivalent to 196 
498 000$. Exports of gold from Ukraine during 2013 was 
carried out by the only country – Switzerland. The largest 
share of imports belongs to the countries of Europe, 
namely Switzerland – 68.88%, Netherlands – 27.35% 
United Kingdom – 1.92%, Germany – 1.75% and Belgium 
– 0.08%. It should be noted that in recent years a large 
proportion of investment demand was fulfilled by the 
central banks. For the fourth year in a row, central banks 
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are net buyers of gold – net acquisition in 2012 totaled 
544.4 tonnes. Total amounts of purchase in 2013 slightly 
decreased, but during 6 months of the previous year net 
acquisitions of central banks reached only to 180.8 tonnes 
compared with 279.7 tonnes of the first half of 2012. were 
The largest buyers of gold were the central banks of 
Turkey, Russia and Kazakhstan. It should be noted that the 
National Bank of Ukraine continues to increase the total 
amount of monetary gold. The percentage of gold in the 
gold reserves of Ukraine in 2013 increased to 7.73% (total 
amount of central bank monetary gold in 2000 totaled 14.1 
tonnes, in 2010 –  27.5 tonnes, and in 2013 – 36.4 tonnes). 

Monetary gold for the global financial system playes a 
major role, the conclusion "of the General Agreement on 
gold" central banks of European countries confirms this. 
For example, in September 1999, 15 central banks signed 
a joint agreement which provided that (Press release. 26 
September 1999 – Joint statement on gold): 

1) gold is an important element of global monetary 
reserves;  

2) the banks will not go to market to sell in excess of the 
quota; 

3) the sale of gold would be agreed on within five-year 
periods. Annual sales will not exceed 400 tonnes, and the 
total for the five-year period will not exceed 2,000 tonnes;  

4) the parties of the agreement will not expand using 
gold leasing transactions, as well as options and futures 
within a specified period; 

5) this agreement will be reviewed after five years.  
As provided in the first agreement, five years later, in 

March 2004, a new "common agreement on gold" was 
signed, which has increased annual sales to 500 tonnes and 
total sales over this period will not exceed 2,500 tonnes 
(Press release. 8 March 2004 – Joint Statement on Gold ).   

This agreement was extended up to 2009, and on 27 
September 2009 a new agreement was signed, which 
envisaged restrictions on gold sales within an agreement of 
1999. In addition, it was supplemented with a new 
paragraph stating that the duly authorized persons who 
signed the agreement acknowledge the intention of the 
IMF to sell 403 tonnes of gold. (Press release. 7 August 2009 
– Joint Statement on Gold ).  

In spite of demonetization of gold, through the adoption 
of the Second Amendment up to the IMF, which has 
transferred gold into the category of products, gold 
continues to be an important reserve asset for central 
banks. The main factor that led to the preservation of the 
function of gold as of reserve asset, is that gold is an asset, 
which is relatively risk–free, as it is physically secured 
and, at the same time, gold is enough liquid commodity, 
and in addition, it is a high net asset (at least in the long 
run).  

 
 
 

IV. THE INCREASING THE SIZE OF THE 
UKRAINIAN MONETARY GOLD 

 
In particular, investigating and assessing the size of 

reserves Ukraine, the increase in reserves is possible with 
the growth of monetary gold by gold extraction out of the 
ground. 

In times of USSR the prospects of gold extraction on the 
territory of Ukraine have not acquired a wide public 
interest and were not properly evaluated, since at that time 
there were others, that had become traditional gold mining 
regions, where works had been led with a high degree of 
profitability for decades or even centuries. 

At the present time, according to experts, Ukrainian and 
foreign as well, found and estimated gold reserves in 
Ukraine total in about 7 trillion $. Also, Ukrainian 
geologists indicate that deposits of gold have quite high 
gold fineness of about 880 – 980. 

Nowadays in Ukraine three major gold provinces are 
allocated (Fig. 2). They are the Ukrainian crystalline shield 
(central part of Ukraine), Transcarpathian structural and 
metallogenic zone and metallogenic Donetsk region. 

It should be noted, for a long time, the government has 
been trying to launch exploration of gold from the depths 
of Ukrainian land. The Law of Ukraine «On state 
regulation of production, manufacture and use of precious 
metals and precious stones, and control transactions with 
them» proves it. Given the necessity for use of existing 
potential, Parliament of Ukraine on 22 December 2011 
adopted the draft bill allowing the National Bank to 
explore, extract, produce precious metals to replenish gold 
monetary reserves. As a result, the National Bank has 
received on its the balance the property complex of the 
State Geological Enterprise «Pivnichgeologiya» engaged 
in exploration and production of gold. 

According to the estimates of the State Service of 
Geology and Mineral Resources of Ukraine, the cost of 
production of 1 gram of gold is 150 UAH/g while the 
market price ranges from 400 UAH/g (441.02 USD/g of 
the even date of 25.03. 2014 (official rates of bank metals. – 
Mode of access : http: / / tables.finance.ua / ua / metals / 
official)). It is expected that the activisation of its 
production will allow to reduce the imported component of 
a country to 1/3. 

It is also important to underline the need for use of 
alternative technologies of gold extraction and, 
undoubtedly, the importance of international cooperation, 
in particular, with companies that involved in gold mining 
that are mainly companies of the United States, Canada 
and Australia, and among the European Union the Finnish 
company Agnico-Eagles Mines, which is a one of the 
twenty most powerful companies producing gold (in 2011 
mining of which totaled in 37.1 tonnes of gold, which is 
almost 700 tonnes more than the amount of gold in 
Ukraine).  
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Figure 2. The deposits of gold in Ukraine 

 

Today in Ukraine is expected the cooperation with 
experts from Sudan, who will be studying the possibilities 
and potential of Ukrainian companies in the field of 
geology and industry in order to start cooperation in the 
field of gold mining. In particular, the Australian company 
Korab Resources Limitedthat, selling through Lugansk 
Gold Ltd. and JSC «Donetsk ridge» the project on the 
extraction and saturation of golden sulfide ores of 
Bobrivskiy deposit (Luhansk region), intends to draw 
about 500 000 dollars for the development of the 
Ukrainian project. 

 
V. CONCLUSION 

 
Thus, to preserve and increase the reserves Ukraine it is 

reasonable to increase monetary gold in the total foreign 
exchange reserves. Gold is not only a safe object of 
investment, but also is a profitable asset. However, one 
should not overestimate the value of gold and expect a 
return of the gold standard. The essence of money evolves 
with the evolution of humanity. Ukraine has a real 
geological background and sufficient scientific, 
engineering  department, geological prospecting, 
mining, mechanical-engineering infrastructure to create a 
national gold and gold-processing industry to improve and 
consolidate the existing potentials (complete geological 
exploration, development and industrial testing flowsheets, 
saturation and gold-bearing ores recycling of concentrates, 
preparation plants and storage facilities, reconstruction of 
hydrometallurgical plants, etc). 

Increasing of gold by its extraction of the depths of 
Ukrainian land, and subsequently, their optimal 
diversification, first of all, will also result in reducing 
imports of precious metals to Ukraine, and from its own 

reserves – will create the conditions for the effective use of 
gold in the industry of Ukraine. And, above all, increasing 
of the share of monetary gold in the total reserves will 
increase the total amount of gold monetary reserves in 
Ukraine. 
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Consolidation of Financial Markets Regulation in the 
European Union 

Jusif Seiranov1  
 

Abstract. The objective of the article is to analyse the 
consolidation process in financial markets regulation in the 
European Union. The regulation system is viewed as an 
adjusted balance of preventive and protective framework. 
The consolidation of regulation is analysed at national and 
supranational level. The general trend of shifting to more 
consolidated national regulation models is confirmed. 
Conclusion is made that creation of Banking Union in Euro 
Area may lead to two speed consolidation process. The 
regulation models of the Baltic States are compared, some 
consequences of joining Euro Area are analysed. 

Index Terms: financial markets regulation, regulatory 
reform in the European Union, macro-prudential supervision 

JEL classification: G18 - Government Policy and 
Regulation; G28 - Government Policy and Regulation 

 

I. THEORETICAL APPROACH TO FINANCIAL 
MARKETS REGULATION 

Regulation of financial markets should be able to detect 
and prevent systemic risks arising across national borders 
and across traditional business sectors and would have 
powers and resources to deal with the problems of 
financial institutions which are “too big to fail”. 
Regulatory reforms have to ensure efficiency and 
competitiveness of financial markets, otherwise 
overregulation would become too expensive for economy. 
Regulation of financial markets can be understood as 
combination of preventive and protective measures applied 
by regulatory institutions (Heremans, 1999). According to 
Dirk Heremans, the preventive or ex ante measures, 
consist of structural and prudential procedures. Structural 
measures regulate entry into business, scale of operations, 
define product and geographical restrictions. Prudential 
measures embrace portfolio restrictions (capital adequacy, 
liquidity requirements and diversification), disclosure, 
business conduct rules, inspection and examination.  

 

 

 

 

 

 

 
1Jusif Seiranov is with Mykolas Romeris University 

The protective or ex post measures are provided by 
lender of last resort (government or central bank) and 
deposit insurance and suggest that certain funds are 
accumulated or become immediately available to halt 
contagion. Therefore, effective regulators should not only 
gain powers to supervise participants of the market and 
impose regulations, but dispose sufficient funds to 
restructure and resolve troubled institutions. 

The efficiency of regulator depends on how a regulatory 
model is adjusted to conditions of a certain market. 
Regulatory functions can be distributed among various 
agencies or concentrated in a single body. Optimality of 
the model is determined by relevance to business structure, 
scale, technologies and practices of given market. Of 
various approaches to the study of national regulatory 
models two concepts are broadly accepted. The expert 
Group of Thirty applies “Four Approaches” in supervision 
of financial markets: institutional, functional, integrated 
and “twin peaks” approaches (Group of Thirty, 2008). 
Four supervision models do not cover all regulatory 
functions of certain market, so are complimented by the 
country studies of roles of central bank and deposit 
insurance. Alternative concept suggested in World Bank 
studies specifies sectoral, integrated and “twin peak” 
models (World Bank, 2013). Within sectoral model, which 
describes traditional by-sector regulation (banking, 
security, insurance) few modifications are specified. 
Sectoral and integrated models are complimented by 
country studies of business conduct regulations. Both 
reviewed concepts regard integrated and “twin peaks” 
models as representing higher consolidation in comparison 
to sectoral (or institutional/functional models. In our paper 
we shall follow World Bank classification of supervision 
and regulation models. \ 

 

II. ANALYSIS OF CHANGES IN MEMBER STATES’ 
SUPERVISION MODELS 

During last decade the landscape of supervision of 
financial markets in the European Union was substantially 
changing. According to Martin Melecky and Anca 
Podpiera there was a general world trend of shifting from 
pure sectoral to more consolidated models of supervision 
of financial markets (Melecky & Podpiera 2012). To 
summarize developments in the EU countries from 1999 to 
2010 we use the data of World bank study (World Bank, 
2013) presented in Table 1.  
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Since 1999 to 2010 the number of countries applying 
sectoral model of prudential supervision decreased from 
17 to 6. Sectoral model was not newly introduced in any 
country. In the same period the integrated models were 
actively introduced. While in 1999 Financial Supervisory 
Authority (FSA model) independent from central bank 
was used in just 3 member states, in 2010 it  was applied 
in 12 countries. Consolidation of prudential supervision in 
central banks (CB model) was not practiced in 1999 at all, 
while in 2010 there were 4 countries using such model. 
The FSA model popularity was promoted by creation of 
Financial Services Authority in the United Kingdom, 
where it functioned between 2001 and 2013, and 

establishment of Federal Financial Supervisory Authority 
(BaFin) in 2002 in Germany. After 2010 the process of 
introduction of more consolidated models continues. Thus 
Lithuania transited to integrated CB model in 2012. It is 
necessary to note that consolidation trend is dominating, 
but there are important variations. After Financial Crisis of 
2007-2008 the UK supervision authority was reformed. In 
April 2013 functions of Financial Services Authority were 
transferred to newly created Financial Conduct Authority 
(FCA) and Prudential Regulation Authority (PRA), the last 
one is being part of Bank of England. 

 
 

TABLE 1 
CHANGES IN NATIONAL PRUDENTIAL SUPERVISION MODELS, EU-28, 1999-2010  

Type of supervision 
model 

Countries, applying the model in 1999, 
number of countries in brackets 

Countries, applying the model in 2010, 
(number of countries) 

Sectoral [1] 

Bulgaria, Croatia,  Cyprus, 
Czech Republic, Estonia, France, 

Germany, Greece, Hungary, Latvia, 
Lithuania, Netherlands, Poland, Romania, 

Slovak Republic, Slovenia, Spain (17) 

Cyprus, Greece, Lithuania, Romania, 
Slovenia, Spain (6) 

Sectoral, partly 
integrated,  banking 

outside CB [2] 
Austria, Belgium, Luxembourg (3) Luxembourg (1) 

Sectoral, partly 
integrated, banking 

within CB [3] 
Finland, Ireland, Italy, Portugal, Malta (5) Bulgaria, Croatia, France, Italy, Portugal 

(5) 

FSA [4] Denmark, Sweden, United Kingdom (3) 
Austria, Belgium, Denmark, Estonia, 

Finland, Germany, Hungary, Latvia, Malta, 
Poland, Sweden, United Kingdom (12) 

CB [5] none Czech Republic, Ireland, Netherlands, 
Slovak Republic (4) 

Notes to Table 1.  [1] Sectoral supervision by three sectors. [2] Partial integration, where two financial sectors are 
supervised by the same institution, banking is supervised by an agency outside of the central bank. [3] Partial 
integration, where two financial sectors are supervised by the same institution, banking is supervised within the 
central bank. [4] Integration of the main financial subsectors’ supervisions in an “FSA” (Financial Services 
Authority type), a supervisory agency separate from the central bank. [5.] Integration of the main financial 
subsectors’ supervisions into the central bank.  

Source: Composed by author from the data from World Bank Global Financial Development Report 2013. 

 

In this paper we analyse the changes in supervision 
models only and do not cover business conduct analysis. It 
should be noted that twin peaks model is applied in 
Netherlands since 2003 and in Finland since 2009.  
Restructuring of FSA in the UK in 2013 also introduces 
twin peaks model. We may conclude that generally EU 
countries were following the trend found by Melecky and 
Podpiera. These results also conform to supervisory 
structure analysis of ECB (ECB,  

 

 

2010). The shifts in national models application is 
illustrated in Figure 1. From prevailing use of less 
integrated sectoral and partly integrated sectoral models in 
1999 there is a definite move to more integrated FSA and 
CB models by 2010. 
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Figure 1. Shifts in supervision models application in 
EU-28 (1999-2010) 

 

III. DEVELOPMENTS IN PREVENTIVE AND 
PROTECTIVE BRANCHES IN THE REGULATORY 

SYSTEM IN THE EUROPEAN UNION 
 
Foundations of pan-European preventive framework 

were laid soon after creation of common European 
currency. Process known as the four level Lamfalussy 
supervision process was launched in 2000 to promote 
Financial Services Action Plan and united four levels of 
decision making. Third Level expert committees were 
organized for micro-prudential supervision of relevant 
financial market sectors. Together with certain successes 
in integration of financial markets supervision in the EU 
remained divided by sectors and national borders. The 
process of creation of supra-national regulation system in 
the European Union accelerated after 2007-2008 financial 
crises. Based on Report of de Larosiere Group of 2009 
(Report, 2009) new framework of macro- and micro-
prudential supervision and regulation was introduced since 
January 2011. The micro-prudential arms are represented 
by European Supervisory Authorities (ESA), consisting of 
refurnished and strengthened sector regulators, replacing 
former expert committees: 1) European Banking 
Authority; 2) European Securities and Markets Authority; 
3) European Insurance and Occupational Pensions 
Authority. The macro-prudential arm of supervision and 
regulation, represented by the European Systemic Risk 
Board , is responsible for safeguarding financial stability 
in the EU. Thanks to its structure, the Board creates a new 
mechanism of interaction between the European 
Commission and the European Central Bank.  

Assessing the new EU supervision system we may note 
that ESA authorities have got more powers to implement 
prudential control, prepare rescue plans, arrange 
refinancing, while ESRB has mostly advisory powers. The 

significance of the EU supervision bodies is shadowed by 
creation of more integrated system of supervision and 
regulation within Euro Area. Formation of Banking Union 
is accelerating and after the legislative confirmation of 
Single Supervisory Mechanism in October 2013 (Council 
of the EU, 2013) the lag in consolidation speed between 
Eurozone members and non-members deepens. With ECB 
to monitor directly around 130 Eurozone banks the 
functions of European Banking Authority certainly 
diminish and asymmetry at least in banking supervision 
grows.  

EU sovereign debt crisis of 2010-2011 and efforts to 
stabilize Eurozone proved that that preventive branch of 
regulation should be developed alongside with protective 
branch. In order to meet cross-sector and cross-border 
financial risks and effectively deal with problems arising 
from sovereign debts, regulators should have access to 
funds larger than resources of separate national 
governments or national central banks. Due to strong 
national egoism direct fiscal transfers between the member 
states are impossible. Hence rescue mechanisms in the EU 
work on lending basis. Salvation of problem economies 
requested various schemes engaging European 
stabilization funds, European Commission funds, 
International Monetary Fund (IMF) as well as bilateral 
agreements between creditors and borrowers. The first 
temporary mechanism of fund transfers within the 
Eurozone was created in June 2010 by establishing of the 
European Financial Stability Facility (EFSF). EFSF held 
active operations till June 2013. The programs facilitated 
rescue of national finance systems of Ireland, Portugal and 
Greece. Notably, in Ireland and Portugal cases the funds 
were mostly provided to refinance government support to 
national banking sectors. In September 2012 was launched 
permanent European Stability Mechanism (ESM) 
scheduled to replace the temporary EFSF. After EFSF 
stopped active operations in July 1, 2013, new mechanism 
ESM is the single facility providing new rescue programs 
for Eurozone member states. ESM, which can be labelled 
as “IMF of the Eurozone” has a subscribed capital of €700 
billion with effective lending facility of € 500 billion. 
ESM has already been engaged in support of Spain 
finances and in Cyprus crisis resolution, in fact to 
refinance relevant governments’ support to national banks. 

The use of ESM funds as for rescue of financial sector is 
limited by condition that only the government of the 
member state can be a borrower from ESM. ESM is 
tailored to substitute fiscal transfers and can be used for 
recapitalization of financial institution only as an 
emergency instrument until adequate mechanism is 
created. So the role of ESM in protective branch of 
regulation is limited and temporary. 

While at first stages of financial crisis the function of 
the lender of last resort in Eurozone was carried by 
national governments, at later stages ECB started to play 
increasingly important role. Since the end of 2011 ECB 
launched long-term refinancing operations with total 
volume over €1 trillion, also provided unconventional 
Securities Markets Program and Covered Bond Purchase 
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Program. The full scale protective branch of regulation in 
banking sector may be created within the Banking Union 
of Eurozone member states (MEMO/13/679, 2013). It is 
worth to note, that of four projected pillars of Banking 
Union, preventive Single Supervisory Mechanism and 
single rule-book, and protective Single Resolution 
Mechanism and Deposit Guarantee Scheme, only SSM is 
introduced. Given the significance of banking sector in the 
EU, the priority of creation preventive mechanisms in this 
sector is reasonable, however two speed consolidation 
process in Eurozone and beyond Eurozone should be 
noted. 

 

IV. CONCLUSION  
 
The changes of financial markets urge rebuilding of 

regulation systems, restructuring both preventive and 
protective branches of regulation. In the European Union 
regulatory reforms imply changes at national and 
supranational levels. 

The restructuring of supervisory institutions of member 
states at national level started more than decade ago and 
seeks to meet the systemic risks coming from cross-border 
and cross-sector operations of financial institutions. The 
decade long trend is the transition from sectoral models of 
supervision to more consolidated models with rising role 
of central banks. 

At supranational level the European Union finalized 
many of supervision regulatory reforms started by 
Lamfaloussy process. The driving factor of the changes is 
the quest for adequate protective facilities, as ESM funds 
cannot be used for financial sector rescue at constant basis. 
There forms a trend of two speed consolidation process 
(Euro Area and beyond) in the process of Banking Union 
creation. 
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