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A Super Indebted European Superstate
Burak Erkut 1 +
1

Dresden University of Technology, Germany

Abstract. This paper deals with transfer mechanisms. Relying on the assumption of a European Superstate
with a functioning transfer mechanism, I analyze the characteristics of this transfer mechanism and how it
will eventually lead to a super indebted superstate by using non-cooperative game theory concepts. After a
short introduction, I analyze which concepts constitute a superstate together, and how a transfer mechanism
within a superstate functions properly (and under which assumptions). Since the critical assumption for the
justification of a transfer mechanism, i.e. the fact that there is no permanent net contributor-net recipient
structure, is often not fulfilled; in the analysis, I argue that this situation is similar to the “Prisoner's
Dilemma” game, known from noncooperative game theory. If we distinguish between a net contributor (e.g.
Northern Europe) and a net recipient (e.g. Southern Europe), both groups of countries would notice that they
would be better off if they and their counterpart would both run budget deficits - with the hope that the
counterpart will rescue them. This situation not only leads to a super indebted European superstate, but also
reduces the credit worthiness of the superstate for international financial markets. Furthermore, this
situation does not coincide with the (desired) social optimum. After discussing some alternatives with
possible shortcomings, I propose a loose cooperation between the possible members of the superstate, based
on an example of the post-USSR era, which can lead to the (desired) social optimum in our case.

Keywords: Transfer mechanisms, Superstate, European integration
JEL Codes: H63, H77, C72
1.

Introduction

Transfer mechanisms may be problematic - just like in the case of the former USSR or today's federal
Germany. This paper relies on the assumption that there will be a different development regarding the future
of European Union, that is to say, instead of a break-up of the Eurozone and the European Union, there exists
a European superstate at some point in the near future, a dream for some and a nightmare for the others,
which has been the subject of many discussions at different points of time. A transfer mechanism can be seen
as a part of a superstate. My research motivation is to analyze the characteristics of a transfer mechanism
within a European superstate and how it will eventually lead to a super indebted superstate. The structure of
this paper is as follows. The second section is dedicated to the definitions of basic concepts, such as
“superstate” and “transfer mechanism”. Furthermore, the functioning of a transfer mechanism in a superstate
will be explained to provide a better understanding of the rest of the paper. The third section makes use of
the non-cooperative game theory concepts to compare the transfer mechanism in a superstate to a so called
prisoner's dilemma. The fourth section analyzes how a transfer mechanism in a superstate may lead to a
+
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superindebted situation, i.e. a giant European superstate being indebted and having a low credit worthiness
on the international financial markets as an implication of the prisoner's dilemma game. The fifth section
provides a wrap-up of the main ideas discussed in this text.
2.

The Functioning of a Transfer Mechanism in a Superstate

A superstate is a new organisational paradigm on a macropolitical scale, uniting small elements (states,
regional/geographical/political entities) altogether to a large, central governing structure. Certainly, one can
find many different definitions of a superstate in the literature. Throughout this paper, I aim to use the
definition of [1]:
“The idea of a superstate in this context really refers to the notion of a fully federal Europe, that is, an
EU which would turn into a state truly called, and a big one at that. Admittedly a federal state involves by
definition a good deal of devolution and subsidiarity, but it is still a proper state, in which the present
national members would become so reduced in status as to resemble the States of the American Union, the
Länder inside Germany, or indeed the provinces/autonomous regions of Spain.”
Based on this definition, what kind of structures shall this superstate include can be discussed. If one
looks at the Länder inside Germany, for example, one can see three important aspects, which build up a
superstate. These are (1) a federal government together with a federal parliament, (2) a common currency
and (3) a common public finance policy together with a transfer mechanism. These are the main differences
between a superstate and e.g. a group of countries forming a common economic area, or a customs union.
Some aspects of this organisational paradigm or governing structure exist already; for example, a
monetary union exists in Europe, which -however- does not consist of all members of the Union. Also, basic
rules on strict budget and financial policies were ratified by many members of the Union. Depending on the
point of view, these two aspects can be seen as milestones on the way to a possible European superstate.
Apart from these, the recent crisis in Eurozone led European Union to implement financial stability
institutions to bailout those members in financial difficulty; European Financial Stability Facility (EFSF) was
agreed by 27 member states which has involved the implementation of financial rescue packages to the
Eurozone member states in difficulty. EFSF was financed by Eurozone member states. Later on, European
Stability Mechanism (ESM) was founded, which overtook the role of the EFSF. Apart from those, there are a
number of institutions which are responsible for governing the union: These are the European Parliament, the
European Council, the Council of the European Union, the European Commission, the Court of Justice of the
European Union, the European Central Bank and the Court of Auditors. To sum up, these institutional
paradigms are important steps on the way to a European superstate.
It is important to notice that a transfer mechanism is only one aspect within a superstate, and this will be
my focus. A transfer union may be defined throughout the literature differently; I focus on the definition
found in [2]:
“A group of countries that unite sufficiently to use transfer payments from one government to another as
a regular means to accommodating changing needs across countries. The EU is not a transfer union, though
some have suggested that it become one, and creation of the EFSF in 2010 was a step in that direction.”
From the definition above, it can be understood that a transfer union exists because of the current and/or
possible differences in the needs of the member states of a superstate, implying financial transfers from
countries in a boom to those in a recession at the same point in time. To be more precise, let me focus on a
hypothetical example (see also [3]): There exists a superstate based on two members, which form a transfer
union, let me call them member A and member B (two countries forming a superstate, for example). Both
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members pay a certain amount into the system. If at an exogenously given point of time, t=0, A is in a more
favorable economic situation than B, it receives less from the transfer payments than its contributions. A
becomes a net contributor. If at another exogenously given point of time, t=1, B is in a more favorable
economic situation than A, this time A receives more from the transfer payments than its contributions;
therefore, A becomes a net recipient. In both cases, one economy will be dampened and the other one will be
stimulated, leading to a stabilization of both. The critical assumption with respect to the model of a transfer
union in a superstate is that both economies will be net contributors at some point in time, implying
reciprocity.
This critical assumption is, however, not fulfilled in most of the cases. One striking example is the fomer
USSR, where Russia, Belarus, Lithuania and Estonia were permanent net contributors in the transfer union,
whereas Ukraine and the Central Asian republics were the permanent net recipients of the transfer payments
[4]. Also today's Germany is a good example to the case where a group of states are the permanent net
contributors (in Germany's case Hesse, Bavaria and Baden-Württemberg) to the remaining 13 Länder of
Germany. In this German fiscal equalization system, those Länder with an above-average revenue transfer
payments to those with a belov-average revenue until revenues per capita converge to an almost equal point.
Due to the permanently stuck situation, Bavaria and Hesse took this system to the German constitutional
court in 2013 with the hope that they will not have to finance the rest of the country with their contributions.
3.

The Transfer Mechanism in a European Superstate as a Prisoner's Dilemma

I continue to assume that there exists a European superstate at some point in the future, which
includes a transfer union functioning as explained in the previous section. Two representative members
constitute the European superstate; one may think of the northern Europe and the southern Europe as two
economic and social clusters within the EU. These two representative members, let me call them A and B,
have the options “running a budget surplus” and “having a budget deficit”; i.e. through fiscal measures, they
are able to determine their own budget. This situation can be modelled with game theory; the model can be
interpreted as a prisoner's dilemma. I focus on the payoff matrix given below, in Table 1:
Table 1: The Payoff Matrix
B

A

Deficit

Surplus

Deficit

[1, 1]

[3, 0]

Surplus

[0, 3]

[2, 2]

The payoff matrix is based on two players A and B, who have two strategies each. Numbers in
parentheses indicate payoffs each player gets; the first number in every parenthesis indicates the payoff A
gets when he chooses a certain strategy, under the assumption of B choosing a certain strategy. For example,
if player A chooses to run a budget deficit, and player B chooses to run a budget surplus, this leads to the
payoff [3,0]. 3 indicates that player A receives transfer payments from the transfer union equal to 3 units,
whereas B carries the burden of A's budget deficit and does not receive any positive payments from the
transfer union. As an example, one can think of Southern Europe “being rescued” by the stability
mechanisms of the European Union, funded by Northern Europe. In other words, the net contributors of the
current situation will also be the net contributors in a European superstate; for example, UK, Germany, and
France. Another important point is that the situation is symmetric with respect to player B. Furthermore, a
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social optimum can be defined as the strategy combination where the sum of both payoffs takes its maximum
value.
The first question derived from the payoff matrix is, what the social optimum is. If one compares the
sums of all four strategy combinations (2, 3, 3 and 4 respectively), one can find that the strategy combination
“surplus, surplus” gives us the social optimum - the maximum value of the sum of the payoffs with regard to
a certain strategy combination. Economically speaking, this is a Pareto efficient situation, where one cannot
make a player better off without making the other one worse off.
The second question derived from the payoff matrix is, whether a dominant strategy for both players
exists. If one considers player A's payoffs, it can be found out that player A chooses to run a budget deficit
regardless of what strategy player B chooses. This implication is due to the inequalities 1>0 and 3>2 . The
same inequalities apply for player B; regardless of what strategy player A chooses, player B chooses to run a
budget deficit as well. Therefore, both A and B have “running a budget deficit” as their dominant strategy.
Last but not least, it can be asked whether a Nash equilibrium exists, and if yes, where. Due to the
inequalities 1>0 and 1>0, the only Nash equilibrium in this game exists at the strategy combination (“deficit,
deficit”). This implies that the players have no incentives to deviate from this strategy combination
individually. Interestingly, the Nash equilibrium does not coincide with the social optimum, indicating that
there is a Pareto efficient strategy combination, which however offers individual deviation incentives for
each player.
The whole situation with the transfer union in a European superstate resembles a prisoner's dilemma:
Both criminals confessing their crime and each of them being imprisoned for two years is a socially desirable
situation, however, this is not the Nash equilibrium. No one wants to risk the situation that, whereas he
testifies against his partner, his partner testifies against him and both end up with being imprisoned for two
years instead of the “first mover” who has testified against his partner being free, and his partner denying the
situation being imprisoned for three years; therefore, the individual rationality of the players suggests that
both of them denying the crime is a better choice than the other strategy combinations.
It can also be asked, whether the model extensions can offer new insights to this problem. Under
model extensions of prisoner's dilemma, the iterated version of the prisoner's dilemma can be considered. In
case of a finite repetition of the game, the result and the Nash equilibrium does not change. Since the players
know that there is a final round of the game, and they would not be confronted with each other after that final
round, they would not deviate from their dominant strategy, i.e. they would still run budget deficits. It can be
said that an infinite repetition of the same game would lead to cooperation under certain circumstances. The
theory of repeated games [5], [6] justifies that a cooperative outcome is theoretically possible for prisoner's
dilemma; a computer simulation was done by [7], for which the winning strategy was the so-called tit-for-tat
strategy. This strategy starts friendly and continues according to the choice of the opponent on being friendly
or not, i.e. it does not per se imply cooperation; it is suggesting rather a conditional cooperation.
The latter aspect may be relevant for the European perspective. Europe is (socio-)culturally very
heterogeneous, and this can have a negative effect on the chosen strategies. „If I could rethink the European
policies, I would not begin with steal and charcoal, but with education and culture” – according to [8], this
was said by Jean Monet with regard to the European integration. The fact that many stereotypes were
mentioned since the beginning of Euro crisis between Northern European countries and Southern European
countries can be interpreted as a phenomenon which leaves no place for “friendly” strategies against the
oponent. A further factor which may also be restrictive on choosing to cooperate (i.e. running a budget
surplus) is the economic structure of Southern Europe – competitive advantages, offered goods and services
and sturctural problems are results of path dependencies, which cannot change easily. In other words, even if
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there is an initiative to run a budget surplus, it cannot easily shift the economic structure. A budget surplus
can be reached by raising the taxes or by fiscal conservatism. In both cases, the opposition would be very
strong and the strong role of trade unions would be restrictive on an efficient budget policy. To summarize,
structural differences, cultural heterogeneity and historical path dependencies may work against the tit-for-tat
strategy, which has the long term implication that the conditional cooperation cannot be realized.
4.

The Government Debt of the European Superstate

Considering the prisoner's dilemma in case of the European superstate, I can start my analysis by
looking at the current situation of the Southern European countries, which run large budget deficits. Through
the established stability mechanism, they have received transfer payments from the Northern European
countries, which are stricter regarding their budget/fiscal policies (“German-Prussian discipline”). Optimal
would be, if both North and South would have budget surpluses; but in that case, South would receive 2 units
(let me say, billions of Euros) of transfer payments instead of 3. Although this would create more welfare,
South also had to pay up more transfers, because it runs a budget surplus. Therefore, it is economically more
rational for the South to receive money, than to give it. This is true for both players due to the symmetrical
structure of the game. If both think and act this way, the situation ends up at both North and South running
budget deficits with the hope that the other one will finance them through transfer payments, or, to put it with
other word, not paying for the other one to finance their debts.
Certainly, the Nash equilibrium of this game leads to the fact that both the Northern and the
Southern states will be indebted in the end. The dream of one Europe and one state may therefore lead to a
giant state with an indebted North and an indebted South, i.e. a superstate with a super debt. All the
bureaucratic structures established to “ensure stability” are only good, if there is an institution or a body
which finances it. In the case of a giant European superstate, there would not be such a possibility, simply
because the whole super structure would be stuck in a debt pool. The current president of the German
Bundesbank Jens Weidmann said once “By shifting extensive additional risks onto the countries providing
help and their taxpayers, the euro area has taken a major step toward a pooling of risk” [9], of which the key
words “pooling of risk” can be understood also in this example.
If the European superstate cannot ensure stability through this transfer mechanism, simply because
all the members/parties are running budget deficits, one may think of the alternatives. The European
superstate's government may think of borrowing credit from a credit institution. However, this also depends
on the credit worthiness of the European superstate as a debtor.
It is a known fact that the government debt plays a vital role concerning a country's credit
worthiness. Even if the European superstate would get a credit, there would be a very high risk of a default,
i.e. the European superstate not paying back the principal and the interest on time, or being unable to pay it at
all.
In the case of an IMF credit, the European superstate would need to apply structural adjustment
conditions, such as devaluating the Euro, austerity measures, removing state subsidies, and balancing
budgets - which all would shake up the status quo, the giant bureaucracy fed structure rooted after the World
War II - and would cause Europe-wide protests, which -more or less- would lead to a scenario similar to the
end of the USSR.
Another approach during the sovereign debt crisis was the Euro Bond option. One can easily transfer
the main point to the European superstate; one could argue that it would be attractive for global investors to
invest in such a large-scaled financial product, with the background idea of “too big to fail” or “too important
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to fail”. This would, however, give a lower credit worthiness to the giant structure than to individual
members of that structure, which e.g. would be having a higher credit worthiness due to lower public debt if
they would stand alone hypothetically [9]. Also in this case it can be observed that each state acting
individually than under the roof of a superstate would at least separate apples from oranges.
Of course, one can invent other tools to think of what would happen with the government debt of the
European superstate. It is sure that to cope with such a large-scaled government debt would not be easy and
there would be a lot of restrictions, both on the national and international level, to ensure that this
government debt does not increase.
The common denominator of these examples above is the fact that a superstate with a super debt
does not build up an economically stable situation, neither for the permanent net contributors, nor for the
permanent net recipients of Europe. The fact that the permanent structure of net contributors and net
recipients may change in the future is a possibility, but the question which shall be asked is whether the tax
payers of net contributor countries are willing to finance the net recipients with their taxes until there is a
possible convergence in the future. The way out of this prisoner's dilemma would be to create incentives in
such a way that the socially desired solution, or the social optimum, would coincide with the Nash
equilibrium. One way is a more loose superstate, which would imply the abolishment of the transfer
mechanism (or at least reducing it to a minimum level, so that the incentive to run budget deficits is not
attractive anymore). The most radical solution would be to dissolve the European superstate and let the two
clusters, permanent net contributors and permanent net recipients find out their own way. Although this may
seem against the European spirit, the USSR experience showed that a convergence in economies to abolish
the permanent net contributor and net recipient structures failed; in that case, the group of net recipients
tended to continue close economic linkages [4]. Whereas some of the net contributors have joined the EU,
other net contributors, such as Russia, went into a more loose economic cooperation with the group of net
recipients under the roof of the Commonwealt of Independent States. This is a historical example for the fact
that there would be some sort of cooperative structure even after the abolishment of a superstate, which
would bring more economic and social advantages to the people being involved. Of course, political
problems between some members of the Commonwealth of Independent States has increased in the recent
years; but this does not need to be the general case. For the future research, it needs to be experimentally
clarified whether cooperative strategy is successful in culturally heterogeneous groups and the context of a
transfer union.
5.

Conclusion

A superstate may include three important elements; a federal parliament together with a federal
government, a common currency and a common fiscal policy together with a transfer union. A transfer union
relies on the critical assumption that there is no permanent net contributor/net recipient structure, which is
often not fulfilled, for example in the former USSR and in the German fiscal equalization. In Europe, it can
be distinguished between a group of permanent net contributors (Northern Europe) and a second group of
permanent net recipients (Southern Europe). Given both groups of countries within the European superstate
would notice that they would be better off if they and their counterpart would both run budget deficits, a
transfer union can easily be turned into a prisoner's dilemma, leading to a super debt of the European
superstate.
The European superstate would lose its credit worthiness and could not run its own stability mechanisms
in such a super debt situation. Even if it would manage to get a credit, there would be a high risk of default or
some political measures shaking up the status-quo as pre-conditions of the creditor. Two ways out of this
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prisoner's dilemma would be either to abolish the transfer mechanism or to abolish the superstate completely
and let the two clusters decide on the future of the region. The example of post USSR era suggests that even
after the abolishment of a superstate there is a chance of a more loose economic cooperation of the former
net contributors and the former net recipients, even though political tensions due to cultural heterogeneity
and historical path dependencies may be high in both cases, superstate and a loose economic cooperation.
6.
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Abstract. In the last years, the studies on austerity and its precise link to growth has been revived
following the austerity plans that are being adopted by governments throughout Europe in response to
pressures of EU institutions, World Bank and the International Monetary Fund. Each member state of the
European Union has tried to be innovative and to create new institutions, like the European Financial
Stability Facility (EFSF) and the European Financial Stabilization Mechanism (EFSM) to overcome the
consequences of the economic crisis. Unfortunately, the economic crisis is a consequence of many parallel
factors which are all related to globalization, Europeanization and development, so certain austerity plans
were considered inefficient and delayed due to the size of the crisis and the complexity of the
interdependence systems.
In this paper, my main concern consists in assessing the impact of austerity plans of some member states
of the European Union and their effect on economic and social development. The attention goes up on
economic adjustment programme for Greece and aims: (a) to discuss the link between the implementation of
strict budgetary programs and development; (b) to analyse the conditionality of structural reforms for the
assistance to be effective.
From a methodological standpoint, the research relies on comprehensive and systematic search of the
vast literature on European institutions’ assistance, and document analysis (among others the Annual
Reports, authorities’ data summary, obtained by using free accession to information) and strategic
documents.

Keywords: austerity plans, development, European assistance
JEL Codes: O10.

1. Introduction
Few years ago, the world experienced what is considered to be the worst global economic crisis since
the “Great Depression”. At the time being, almost all European Union Member States continue to struggle to
counter the economic, social and administrative damage. In this sense, a lot of drastic steps have been taken
to consolidate their financial policy and to reduce the impact of the crisis. One way to do that is by the
acceptance of the internationally recommended/mandated reforms and spending cuts. Starting with 2010,
many European governments embarked on a series of austerity measures, required by European Central
Bank, European Commission, and International Monetary Fund (IMF) through their bailout agreements. In
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2012, the Eurozone faces four major, and related, economic challenges: (1) high debt levels and public
deficits in some Eurozone countries; (2) weaknesses in the European banking system; (3) economic
recession and high unemployment in some Eurozone countries; and (4) persistent trade imbalances within
the Eurozone (Nelson, 2012).
Intensifying the pressure on budget, increasing the likelihood of cuts in social services throughout
Europe, changed the views on existing welfare states programs as well as demands for new programs.

2. Theoretical Background and Methodological Issues
The austerity measures comprise several policies that entrench inequality – from the loss of decent
public services to the erosion of social security and the weakening of collective bargaining through
deregulation of the labour market (Oxfam, 2013, p. 7). From a fiscal perspective, since 2010, the EU has
embarked on a new far-reaching and integrated surveillance system of the Member States. The EU is more
than ever closely monitoring the economic performance of the Member States through the stability and
convergence programmes while at the same time closely watching how Member States perform in relation to
the new Europe 2020 strategy. In this respect, the European Commission has issued clear recommendations
addressing the Member States on both their economic policies and on their National Reform Programmes in
which Member States have committed to contribute to the European wide headline targets (Hauben,
Coucheir, Spooren, McAnaney, Delfosse, 2012, p. 5).
Across Europe, austerity has primarily meant deep cuts to spending, with the aim of reducing budget
deficits. It is important to note that the cause-effect relationship between the economic crisis, the related
austerity and fiscal consolidation measures and their impact on the social and the disability sectors is not
always clear-cut. In some of the Member States the effects are more directly connected with austerity
measures rather others. For example, in order to avoid default, Greece, Ireland, Portugal, and Cyprus
received “bail-out” loans from the EU and the International Monetary Fund (IMF).
2.1.

European Financial Assistance

European leaders and EU institutions responded to the crisis and sought to stem its contagion with a
variety of policy mechanisms. Among these mechanisms is included the creation of a permanent EU
financial assistance facility, namely European Stability Mechanism. The main goal of this mechanism is to
provide emergency support to Eurozone countries in financial trouble (Nelson, 2012).
The European Stability Mechanism (ESM) and the European Financial Stability Facility
(EFSF) are intergovernmental support mechanisms created by the Euro area Member States. Within the
framework of Ecofin Council, taken on May 2010, it was created as a temporary rescue mechanism the
EFSF, and few months later, in October 2010, it was decided to create a permanent rescue mechanism,
namely ESM. However, the European Stability Mechanism entered into force in 2012, and since then, the
ESM represents the main instrument to finance new programmes, but in parallel to ESM, for some member
states (Greece, Portugal and Ireland) continue to be applied the EFSF (EC, 2010).
The rescue package, or the European Financial Stabilization Mechanism, was based on Article 122 (2)
of the Treaty on the Functioning of the European Union, and was created with the purpose to preserve the
stability, unity and integrity of the European Union by providing assistance to any Member State which is
experiencing or is seriously threatened by a severe economic or financial disturbance caused by exceptional
occurrences beyond its control (Christova, 2011, p. 50). On the other hand, as it was mentioned above, the
ESM is a permanent rescue package, an international financial institution that assists in preserving the
financial stability of the European Union monetary union.
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According to the European Commission view (EC, 2015) the instruments available to the ESM have
been modelled upon those available to the EFSF, and are:


provide loans to a Euro area Member State in financial difficulties;



intervene in the debt primary and secondary markets;



act on the basis of a precautionary programme;



provide loans to governments for the purpose of recapitalisation of financial institutions.

Such assistance, however, came with some strings attached, including the imposition of strict austerity
measures. In this sense, it can be remarked the decision adopted by the European Council on 25 March 2011,
aiming at the amendment of the Treaty on the Functioning of the European Union by the addition of a new
paragraph to Article 136 of that Treaty (Witte, 2011, p. 1). The added paragraph reads as follows: “The
Member States whose currency is Euro may set a stability mechanism to be activated if indispensable to
safeguard the stability of the Euro area as a whole. The granting of any required financial assistance under
the mechanism will be made subject to strict conditionality” (TEESM, 2014).
Regarding the procedure, the Treaty for establishing the European Stability Mechanism states that the
activation of each instrument is linked to a Memorandum of Understanding that details the appropriate
conditions negotiated by the Member State with the European Commission, in relation with the European
Central Bank, for financial support as well as the monitoring and surveillance procedures to ensure a
Member State is progressing towards financial stability, and if it is possible with the International Monetary
Fund.
Given the goal and the nature of the work, rather of a paper that analyses the country experience, the
research methodology has been selected to give a view on economic adjustment programme for Greece
under the pressures of international actors, and not to go in-depth description of some theories or models of
financial policy or finance. In this sense, in this study, the author is interested in the relationship between
perspectives on European financial assistance and measures of national programmes. The focal point is the
possible impact of the austerity measures took to implement the Memorandum of Understanding. The paper
is based on quantitative and qualitative data, using a mixture of sources: (1) the qualitative data are extracted
by author from strategic and legislative documents in force; and (2) the quantitative data comes from
statistics available in official databases of European and public authorities.

3. Empirical Overview and Findings
3.1.

Status Quo: Financial Assistance to Greece

Concerning the financial assistance it can be noticed that since 2010, Greece has been receiving
financial support from the Euro area Member States and from the International Monetary Fund. So, in order
to meet obligations and avoid defaulting on its debt, Greece has had to borrow money from other European
countries and the International Monetary Fund. Thus, in 2010, the Euro zone decided that the Fund should be
a formal part of Greece’s rescue. Following negotiations with the newly-established Troika (the Fund, the
EC and the European Central Bank (ECB)), the agreement on a program to assist Greece was reached on 2
May. The total financing was €110 billion, of which the Fund committed €30 billion under a Stand-By
Arrangement (SBA approved May 9). The remainder of the financing took the form of bilateral loans from
Euro area countries to be pooled by the EC under the Greek Loan Facility. On 18 May 2010, the Euro area
Member States disbursed their first instalment of EUR 14.5bn of a pooled loan to Greece, following a
disbursement of EUR 5.5bn from the IMF (EC, 2015).
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The International Monetary Fund with the European Union’ partners provided an unprecedented level
of support to help Greece in its effort to restore growth, jobs, and higher living standards.
Greece has been at the centre of the Eurozone debt crisis. It has the highest levels of public debt in the
Eurozone, and one of the biggest budget deficits. From a dynamic perspective, these indicators gain the
following values:
Table 1: Percentage of gross domestic product (GDP) for General government
geo\time

2008

2009

2010

2011

2012

2013

2014

EU (28 countries)

61

73

78.4

81

83.8

85.5

86.8

Greece

109.4

126.7

146.2

172

159.4

177

178.6

Source: Eurostat database

It can be noticed that the highest ratios of government debt to GDP at the end of the first quarter of
2015 were recorded in Greece (178.6%), followed by Italy (135.1%) and Portugal (129.6%). Due to failing
of the first adjustment programme, Greece adopted yet another round of austerity measures in 2013 which
called for thousands of civil service workers to face layoffs and wage cuts. The plan specifically called for
putting 25,000 civil servants (e.g., teachers, municipal police officers, school janitors and others) into a
“mobility plan” that docked their wages ahead of involuntary transfers or outright dismissals. These austerity
measures were intended to satisfy EU finance ministers and pave the way for the release of $9 billion in
rescue loans (Nelson, 2011).
3.2.

Economic Adjustment Programme for Greece and their Impact

The Greek government has designed an ambitious policy package to address the economic crisis facing
the nation. It is a multi-year program that rests on the twin pillars of substantial up-front efforts to correct
Greece’s grave fiscal imbalances and to make the economy more competitive that in time will restore growth
and jobs. Unfortunately, the initial attempts by the new government to address the national vulnerabilities in
January 2010 were not convincing. In this context, extensive consultations with the European Commission
started, and after these, additional fiscal measures were announced by the Greek authorities in February and
March 2010, but these also failed fully to cement market confidence.
Greece’s 2010 Stability Program submitted to the EC in January 2010 aimed to cut the deficit from 12½
percent of GDP to 8¾ percent of GDP in 2010 and by a further 3 percentage points in 2011 and in 2012 (the
“4- 3-3” plan). To begin the process, the authorities announced the freezing of public sector wages, partial
cancellation of civil servant bonuses, and increases in indirect taxes (IMF, 2013). Under these conditions, the
authorities’ program focuses on the three key challenges, namely (IMF, 2010):


restoring confidence and fiscal sustainability;



restoring competitiveness;



safeguarding financial sector stability.
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A summing up perspective on Greece’ Strategy from 2010 showed the following:
Table 2: Greece austerity measures
Programme’

Adjustment Measures

Actions

Dimensions
Fiscal Policy

expenditure measures

elimination of the Easter, summer, and Christmas pensions and wages
cuts in allowances and high pensions
employment reductions
cuts in discretionary and low priority investment spending
untargeted social transfers
consolidation of local governments, and lower subsidies to public enterprises

revenue measures

increase in the standard VAT rate from 21 to 23 percent and the reduced rate from 10
to 11 percent
moving lower taxed products such as utilities, restaurants and hotels to the standard
VAT rate
increasing excises on fuel, cigarettes, and tobacco to bring them in line with EU
averages

structural

fiscal

results from improvements in budget control and processes (lowering expenditure)

reforms

from improved tax administration (increasing revenue buoyancy)

measures protect the

low-income retirees are protected from the elimination of the Easter, summer, and

most vulnerable

Christmas bonus
surcharges to high pensions apply only to the top 10 percent of pensioners
low-earners in the public sector would receive means-tested bonuses to offset the
suspension of the Easter, summer, and Christmas payments
cuts in allowances are concentrated in high earners

Structural

public administration

Policies

reduce the number of local administrations, entities and elected and appointed
officials.
Simplify the remuneration system for public sector employees
Public procurement
Transparency of public spending decisions
Better Regulation etc.

incomes policy

the legal framework for wage bargaining and arbitration in the private sector will be
reformed
employment protection legislation will be revised to facilitate entry and exit in the job
market

business environment

cut red tape facing firms

and competition

tackle tariff and other restrictions in important professions (including notaries, road
haulage, and in legal, pharmacy, engineering, architect, and auditing professions)
network industries will be progressively liberalized

ISSN: 2247-6172;
ISSN-L: 2247-6172

Review of Applied Socio- Economic Research
(Volume 10, Issue 2/2015), pp. 16
URL: http://www.reaser.eu
e-mail: editors@reaser.eu
the competition authority strengthened
EU Services Directive forcefully implemented

Financial

set

up

Sector Policy

institutions

financial

set up the FSF to provide banks with a safety net

capital support to the

participation of the FSF in the shareholder base of the banks will be limited

banks

facilitate banks to re-access capital markets for financing and thus limit recourse to

through

purchase

the
of

Eurosystem facilities

preference shares
state

aid

and

fair

FSF will have the power to convert the preference shares into ordinary shares.

competition
legislation

Source: the author based on IMF Country Report No. 10/110

Financing conditions became progressively more difficult under the pressure of social, economic,
international factors. It is notable that although have been taken a lot of austerity measures, the social and
economic context of Greece is still under the economic crisis effect and the impact of austerity measures is
still under evaluation. For instance, the unemployment rate among the Member States, the lowest
unemployment rate in April 2015 was recorded in Germany (4.7%) and the highest in Greece (25.4% in
February 2015) and Spain (22.7%).

Fig. 1: Unemployment rate for EU Member States
Source: the author based on Eurostat data, http://epp.eurostat.ec.europa.eu
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Regarding the evolution of minimum wage, the situation below is outlined:
Table 3: Minimum wage in Greece
geo\time

2008

2009

2010

2011

2012

2013

2014

2015

Belgium

1309.6

1387.5

1387.5

1415.24

1443.54

1501.82

1501.82

1501.82

Bulgaria

112.49

122.71

122.71

122.71

138.05

158.5

173.84

184.07

Czech Republic

300.44

297.67

302.19

319.22

310.23

318.08

309.91

331.71

Denmark

:

:

:

:

:

:

:

:

Germany

:

:

:

:

:

:

:

1473

Estonia

278.02

278.02

278.02

278.02

290

320

355

390

Ireland

1461.85

1461.85

1461.85

1461.85

1461.85

1461.85

1461.85

1461.85

Greece

794.02

817.83

862.82

862.82

876.62

683.76

683.76

683.76

Spain

700

728

738.85

748.3

748.3

752.85

752.85

756.7

France

1280.07

1321.02

1343.77

1365

1398.37

1430.22

1445.38

1457.52

Croatia

:

373.46

385.48

381.15

373.36

372.35

395.67

395.61

Italy

:

:

:

:

:

:

:

:

Cyprus

:

:

:

:

:

:

:

:

Latvia

229.75

254.13

253.77

281.93

285.92

286.66

320

360

Lithuania

231.7

231.7

231.7

231.7

231.7

289.62

289.62

300

Luxembourg

1570.28

1641.74

1682.76

1757.56

1801.49

1874.19

1921.03

1922.96

Hungary

271.94

268.09

271.8

280.63

295.63

335.27

341.7

332.76

Malta

617.21

634.88

659.92

664.95

679.87

697.42

717.95

720.46

Netherlands

1335

1381.2

1407.6

1424.4

1446.6

1469.4

1485.6

1501.8

Austria

:

:

:

:

:

:

:

:

Poland

313.34

307.21

320.87

348.68

336.47

392.73

404.4

409.53

Portugal

497

525

554.17

565.83

565.83

565.83

565.83

589.17

Romania

138.59

149.16

141.63

157.2

161.91

157.5

190.11

217.5

Slovenia

538.53

589.19

597.43

748.1

763.06

783.66

789.15

790.73

Slovakia

241.19

295.5

307.7

317

327

337.7

352

380

Finland

:

:

:

:

:

:

:

:

Sweden

:

:

:

:

:

:

:

:

United Kingdom

1242.24

995.28

1076.46

1136.22

1201.96

1249.85

1251.05

1378.87

Source: the author based on Eurostat data

Based on the data above, it can be noticed that crisis has ushered in fundamental changes in the
pattern of wage policy development in Europe. Greece typifies the economic basket case of some southern
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European nations. Despite huge bailouts from the EU and the IMF, some economists fear that it will be
impossible to cut Greece’s 2013 $410 billion debt (160 percent of GDP) without defaulting. Moreover,
despite severe austerity measures (or perhaps because of them), Greece’s debt grew by 24 percent between
2012 and 2013 (Karger, 2014, p. 37).
3.3.

Final Remarks and Implications

Without any doubt, the recent global crisis revealed a number of serious problems of the Greek
economy. Many analysts agree that the crisis was caused by a set of common challenges facing some
Eurozone countries, as well as factors specific to each country. Greece entered the global recession with
deep-rooted vulnerabilities, and what started as a debt crisis in Greece in late 2009 has evolved into a broader
economic and political crisis in the Eurozone and European Union.
Despite Greece’s weak economy, the EU and IMF pressured it into adopting severe austerity measures as
a precondition for a bailout. Greece has requested support from its European partners, to restore sustainable
growth, create jobs, reduce inequalities, and address the risks to its own financial stability and to that of the
Euro area. However, Greece’s progress was not the expected mainly due to bad governmental choices.
A Memorandum of Understanding (MoU) has been prepared in response to a request of 8 July 2015 from
the Hellenic Republic to the Chairperson of the Board of Governors of the European Stability Mechanism
(ESM) for stability support in the form of a loan with an availability period of three years (MoU, 2015).
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Abstract. The paper presents main results of consulting project which includes a research connected with the
company’s strategic focus development on the basis of digital marketing. The key idea is to prove the necessity of
digital marketing development as an integral part of the organization’s general strategic planning.
The points raised are devoted to the organization’s development on the basis of digital marketing strategy. It deals
with theoretical issues and business case of digital marketing strategy creation with the application of SOSTAC®
Planning System methodology introduced by PR Smith. The instrument has been chosen since it is focused on main
elements of any business (situation analysis, objectives, strategy, tactics, actions, control), on the one hand, and as
it helps to get a general picture of a company performance along with the clear program of concrete tactics and
actions, on the other hand.
Keywords: business environment, economic development, e-marketing, strategic focus, management decisions.

JEL Codes: L21, M31, O31, O32.

1.

Introduction

The information era defines main characteristics of the current business environment. Along with the
tight competition the modern market requires new approaches to the strategic planning of a company,
especially in the realization of digital marketing plans.
The fact is that cognitive business philosophy related to the information analysis, marketing research,
and consumer needs assessment, etc. becomes the key tendency of the organizations’ successful
development. Among other industries e-commerce considers digital marketing strategies as must-have for
day-to-day activity as well as for the sustainable innovation growth.
This paper describes main results of consulting project which includes a research connected with the
company’s strategic focus development on the basis of digital marketing. The key idea is to prove the
necessity of digital marketing development as an integral part of the organization’s general strategic
planning. Thus, a hypothesis was formulated as follows: if a company considers the digital marketing
strategically it creates an effective system to manage both internal and external factors of business
environment.
The practical goal of the project was to create the digital marketing strategy for a company that operates
in e-commerce in order to develop its general strategic focus.
There were a number of tasks to be completed to achieve this goal:
 to examine the models and approaches to strategic planning;
 to outline the levels of organizational strategies;
 to observe the environmental factors that shape the modern strategies;
 to identify the specifics of e-business strategic plan;
+
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 to study the steps of strategic marketing plan and the frameworks of digital strategic planning and its
tools;
 to analyze the current digital marketing activities in the company, and define the gaps;
 to develop the digital marketing strategy as an integral part of strategic system of the company.
So, the digital marketing strategy and opportunities of its creation was the subject of the study.
As an object of research the e-company YYRRAA Ltd. is described. This is a new production-friendly
small-scale organization which deals with different tools and solutions to simplify the wholesale trading and
enable B2B-sector entrepreneurs to expand their commercial opportunities.
Initially the project realization required the study of comprehensive theoretical materials. Besides
classical proceedings and periodicals devoted to the foundations of business strategic development the
company’s internal issues have been revised. At this stage the findings were connected with the
environmental factors that shape the modern strategies. The specific features of e-business strategic planning
have been also discovered.
The second step of the research was focused on the planning system within the marketing context and
the peculiarities of e-marketplaces. It allowed to make a conclusion about the strategic significance of
marketing plan under the circumstances of digital revolution. Additionally, PR Smith's SOSTAC® model –
one of the most powerful planning systems ever developed – has been studied in order to be applied as an
instrument for digital marketing strategy creation.
To complete the research the company in question was analyzed. The careful study of
OORRAA.COM’s current strategy was conducted. It helped to identify the problems and gaps connected
with the strategic development.
The main result of this project consists in the development of digital marketing strategy on the basis of
SOSTAC model and the presentation of action plans for each step to ensure that the tactics is executed to the
highest possible standards.
On balance, the logics behind this project can be described in the following way. First, models, levels
and approaches to strategic planning were clarified. In addition to classical concepts it was necessary to
examine factors of business environment which are the most influential to shape modern strategies of market
players in e-business spheres. Second, the steps of strategic marketing plan were considered along with the
frameworks of digital strategic planning and its tools. Third, the company’s current business strategy was
analyzed in order to provide recommendations concerning the improvement of overall planning system on
the basis of digital marketing strategy.
As a conceptual and information background the publications of such authors as J.M. Bryson, F
Martinelli, L.T. Hosmer and others as well as internal and external OORRAA.COM resources (that do not
include NDA materials) have been used.
The aim of this paper is to discuss the most essential bottom line of the consulting project. So, the
material is focused on specifics of e-business strategic plan, digital marketing planning model including
marketing tools and techniques for e-marketplaces, and main points of marketing strategy development for
OORRAA.COM Company.

2.

Strategic Planning Process: Simplification Tendencies

Strategic planning is one of the crucial success factors for modern business. In contrast to some theses
concerning the current economic, social and political situation as being so flexible and rapid matter that only
proper reaction can help the survival on the market, the strategy is a matter of great importance to the present
entrepreneurship activity. Strategic planning sets dynamic interactions of the organization with the external
environment in order to find, or create, and exploit the opportunities which enable companies to carry on in
the fierce competition.
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In theory and practice strategic planning is considered as a comprehensive process for determining what
a business should become and how it can best achieve the goal. It appraises the full potential of a business
and explicitly links the business's objectives to the actions and resources required to achieve them. Strategic
planning offers a systematic process to ask and answer the most critical questions confronting a management
team – especially large, irrevocable resource commitment decisions.
Conceptually, process of strategy creation includes the following points:

description of the organization's main focus through mission and vision statements as well as
fundamental values and critical success factors formulating;

target of potential business arenas and exploration of each market for emerging threats and
opportunities;

estimation of current and future priorities of targeted customer segments;

analysis of the company's strengths and weaknesses relative to competitors;

evaluation of alternative strategies;

development of the advantageous business model that will profitably differentiate the company from
its competitors;

definition of the stakeholders’ expectations and establishment of clear and compelling objectives in
this relation;

preparation of the programs, policies, and plans to implement the strategy;

development of supportive organizational structures, decision processes, information and control
systems, and hiring and training systems;

allocation of resources to increase critical capabilities;

making allowance for contingencies and environmental changes;

monitoring and control of the performance.
As for practical implementation of strategic issues in day-to-day entrepreneurship activity there are
plenty of approaches described by experts and scientists of outstanding reputation in economics and
management. According to the classical proceedings devoted to the strategy development authors commonly
identify the steps involved in the planning process and treat planning as a very deliberate process that
culminates in an explicit plan. There are also approaches based on the relative simplification of the strategic
planning process that corresponds with such realities as globalization, innovation development, rate of
transactions, data exchange, etc. Such conditions require quick solutions, so there is a trend to schematism
that to some extent structures the process (Martinelli, 1999).
In this connection John Bryson’s ABC strategic model can be mentioned as well as its further
development as ABCDE model. [1] This approach is considered as one of the most useful for understanding
flow of strategy from the beginning to the end of a cycle of strategic planning activities.
Larue Hosmer identifies a simple outline for the strategy formulation process. According to this outline
the process begins with evaluating a range of strategic alternatives, then compares these alternatives against
opportunities and threats of the environment and internal strengths and weaknesses of the organization, and
culminates with the selection of a single strategy. [4]
Douglas Eadie argues that a strategic planning process consists of five basic activities: environmental
scanning, resource audit to assess strengths and weaknesses, setting strategic objectives, strategy
formulation, allocation of resources and implementation. [2]
Gregory Streib discusses strategic planning in terms of its impact on the process of decision making. [7]
In addition to the consideration of overall process, there is a common element in the strategic planning
issues. This is the point related to the environmental, or external, scanning. Most authors present the idea of
environmental scanning, or environmental assessment, as a part of the planning process. This component
helps to distinguish strategic planning from other types of planning. [5]
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According to this proposition Carter McNamara suggests an approach that provides a range of
alternatives which organizations can select. [6] Thereby a company creates a unique method for their own
strategic planning process. Moreover, an organization might integrate different models, for example, using,
first, a scenario model to identify strategic issues and goals, and then applying an issues-based approach to
carefully strategize to address the issues and reach the goals.
However, as it is in practice, each organization develops its own methodology of strategic planning. As
a rule it is based on selecting an approach and its further modification. It means that strategic planning
process is hardly can be considered as simple and descriptive. For example, one of the key elements in this
process is the engagement of all levels of staff throughout the organization:
 corporate-level strategies deal with plans for the entire organization based on changes in industry
and specific market conditions;
 business-level strategies deal with major business units or divisions of the corporate portfolio;
 functional strategies include marketing strategies, new product development strategies, human
resource strategies, financial strategies, legal strategies, supply-chain strategies, and information-technology
management strategies.
Successful implementation of strategies for different functional units will equally have positive
influence on the corporate development as a whole. This paper is focused on the marketing strategy because
it is considered as a basis for strategies of other departments. It deals with the company’s decision making
and behavior in e- marketplace.

3.

Specifics of Modern Strategic Planning in E-business

Changes always affect a strategic plan. Further to the factors which are traditionally important for a
strategy modern business faces new key elements both internal and external. The following points are
outlined below.

1. The environmental issue and the need for “green” products are one of the most significant
trends, which influence the modern consumer. Responsible performers have to look for ways to
minimize the environmental impact of their operations. It is nothing about only economic terms
since the power of the environmental-savvy consumer is a strategic factor: a responsible
environmental attitude attracts new customers who prefer to purchase more ethically derived
products.
2. Developing international products and brands becomes to be the focus of modern business
irrespective of size or activity category of organization. Start-ups assess the potential worldwide
demand even if the project is initially launched in domestic market.
3. Going global helps to increase the efficiency of related industrial activities such as product
packaging, graphics and advertising. In addition, the benefits derive from the use of common
technologies, product specifications and raw materials. The use of information technology in almost
every type of industrial process has contributed to the development of the strategies and tactics.
4. Being information related to any new idea, or design that is distributed all over the world
very quickly. This is why the strategies that support product development or facilities development
have to move at a much faster speed than ever before. Any business strategy or tactic that is not upto-date will prove ineffective when it comes to achieving departmental and organizational targets.
5. Better collaboration between departments and team is also the feature of new businesses.
Modern business strategies lay stress on using the latest tools for improving communication within
the organization as well as with clients. Companies are concentrating on innovative strategies
creating rather than just concentration on established management techniques.
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6. Advanced strategies are more data-driven in contrast to opinion-driven plans. The internet
allows gathering data about market preferences, activities from web-sites, applications, etc. The
data alerts businesses to consumer wants and needs. Spread of social media increases prospects of
consumers and marketers (digital marketing channels, quick feedback from customers, direct sales,
potential marketing opportunities).
7. Empowered customers who understand that their true value to companies goes well beyond
their wallets. It means that a single complaint on social media can cost a business millions in cash,
an online review can shape the fortune of a restaurant and feedback can significantly affect business
decisions. That is why at present strategic business decisions are mainly customer-oriented
comparing to traditional company-oriented management and planning style.
8. Active online presence in a strategic position to develop business. In 2014, research showed
that smartphones and tablets made up 60% of total digital media time spent – which was up 50%
from 20132. Currently the mobile usage is expected to continue to increase. A web site alone is not
sufficient to promote most brands. That is why having a mobile friendly website or developing
mobile application is really crucial.
So it is obvious that along with the environmental aspects online business activity gains in strategic
importance becoming to be a part of corporate marketing strategy and, therefore, one of basic components in
overall marketing strategy.
With the advent of the Internet and plenty of web development technologies around the world, ebusiness is the new mantra of entrepreneurship. The internet has facilitated in many ways the corporate
development. E-business has been added as the latest domain in entrepreneurship and has become a musthave in the highly competitive innovation-driven open market. Considering e-business in strategic terms,
managers can select technological solutions which support the company’s business strategies and create
value for the company and its customers.

4.

Planning Within the E-marketing Context

Digital revolution influences most aspects of the marketplace. While basic principles of marketing
remain the same, digital technologies provide new ways to improve the efficiency of strategic marketing
activities.
In short, before the digital era, marketing meant appealing to the masses and relied on interrupting people to
get them to pay attention to a message. For example, there was one way of advertising – from company to
consumer, and all the advertising campaigns had a limited life. [3]
The internet has changed the rules. Today marketing is about creating a strategy that targets large
numbers of unserved audiences via web. Instead of causing one-way interruption, marketing delivers content
at just the precise moment the audience needs it. The internet lets companies establish relationships directly
with customers offering required service without high cost. Companies realize individualized promotions
using actively social media.
With the changes, digital marketing arose. Digital marketing (or e-marketing, online marketing) uses the
internet and information technologies to extend and improve traditional marketing functions. This way
digital marketing becomes a part of a marketing strategy and many organizations use a combination of
traditional and digital marketing channels, and the share of digital marketing in marketing strategy is rising.3

2

Major Mobile Milestones in May: Apps Now Drive Half of All Time Spent on Digital, 25 June 2014.
http://www.comscore.com/Insights/Blog/Major-Mobile-Milestones-in-May-Apps-Now-Drive-Half-of-All-Time-Spent-on-Digital
(accessed August 31, 2015).
3
Uhlig D.K. Theories of Digital Marketing. http://smallbusiness.chron.com/theories-digital-marketing-36397.html (accessed October
14, 2015).
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There are many different approaches to build a digital marketing plan along with the number of tools
and tactics for digital marketing strategy. Even if there cannot be a single common solution, several essential
elements are crucial for each marketing plan.
As it is mentioned above innovation economy requires quick decisions, so nowadays applicability of
one or another concept is often defined by its simplicity. Among different approaches the SOSTAC® model
and associated methodology which is now used by blue chip corporations around the world and also by many
small organizations is not about time that business planning could made simpler.4
A writer and speaker PR Smith created the SOSTAC® Planning System in the 1990s to help with
digital marketing planning. The system focuses on six the most important elements of any business:
1. Situation analysis asks what the current state of the business is.
2. Objectives list the goals for business development.
3. Strategy helps to provide a big picture plan to achieve the goals.
4. Tactics break down the big picture strategy into smaller details.
5. Action assigns responsibilities and deadlines for certain tasks.
6. Control means measurement, monitoring, reviewing, updating and modifying.
Each of these elements contributes an essential piece of the overall digital marketing plan. Below they
are briefly described.
Situation analysis
The key principle here is the better analysis, the easier decision-making process. Decisions about
strategy and tactics become much easier when a company knows its customers, competitors, resources as
well as market trends. In this connection SOSTAC® outlines four factors to be researched.

1. Customer analysis is needed to ensure that company knows its customers better than they know
themselves. Defining an ideal customer makes it a lot easier to find new customers and to decide which types
of customers are worth spending resources on. Customer profiling helps prospecting, winning and retaining
profitable customers.
2. Modern business environment is packed with hyper competition. Along with direct rivals, companies
get indirect players (in consideration of a borderless market with competitors from all over the world) who
they need to compete with using content marketing to gain visibility in the search results and social media.
3. Partnership must provide the business success. Consequently, analysis of partners is aimed at
finding out the best contributor; whether a partner is intermediary or direct agent; if there can be a strategic
alliance giving new routes to market, etc. Partners require resources to manage, measure and nurture partner
relationships, that is why some organizations have special positions of partner managers and partnership
directors in the organizational structure.
4. The results of the company’s efforts are measured on the basis of Key Performance Indicators (KPI)
system that evaluates the success of an organization or of a particular activity in which it engages. In ebusiness the typical KPIs that can be used to analyze performance are ROI, site visits, bounce rate, page
views, number of downloads, engagement of KPIs, conversion rates, etc.
Thereby the situation analysis includes investigations about existing customers, benchmarks
competitors, observes company’s performance and defines what partnerships can contribute to the company
success.
Objectives
It is still prevalent that the most important goal of an organization is the increase in revenue, margin,
customer satisfaction and brand value. PR Smith gives a different view and starts with the ultimate objectives
that are the mission and vision statements followed by the typical KPIs mentioned above.
4

PRSmith Marketing Success. SOSTAC ® Guide To Your Perfect Digital Marketing Plan. http://prsmith.org/sostac
(accessed July 5, 2015).
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Strategy
Strategy pictures a way of a company to achieve its objectives. There are two critical strategic
components:
 target marketing;
 positioning.
E-marketing strategy proposed implementing of the Online Value Proposition (OVP) that can be
developed after the target marketing and positioning have been decided. An online value proposition is
closely tied to brand’s positioning. It answers questions about company within seconds of landing on a
website.
The customer value proposition should succinctly state the intrinsic benefits a visitor will get from
staying on a particular website, viewing some content, web service or functionality and how that ties to your
overall product or service.
The OVP should be progressed around audience personas, support commercial goals and be
communicated as part of ongoing integrated communications to encourage prospects to experience this
value.
Besides targeting and positioning SOSTAC® Planning System outlines seven more components to be
studied when building digital marketing strategy. In total, there are nine TOPPP SITE components:
 target markets;
 objectives;
 positioning;
 processes;
 partnership;
 sequence;
 integration;
 tactical tools;
 engagement.
Tactics
While strategy composes the bigger picture and ensures everything moves in accordance with the
general direction, tactics gives steps in detail.
Regarding marketing strategy, a crystal clear positioning statement makes tactical decisions much easier
– as does clearly defined target markets and what a company is trying to achieve with them (objectives).
There may even be a sequence or series of stages, perhaps some new processes (like marketing automation)
and perhaps the challenge of integrating all of customer data and prioritizing tactical tools including
marketing content.
In this connection the decision of great importance is which tactical tools to use. There can be the
approach based on the objectives already set. Another way is related to drawing Tactical Matrix, which is
designed to trigger some discussion about which tactical tool is best for a company at moving its
prospects/customers through various stages of the lifetime buying process.
The Tactical Matrix encapsulates five stages (Awareness, Consideration, Purchase, Post-Purchase
Relationship Building, Post-Purchase Repeat Sales) of the buying process and nine criteria (Reach – how big
an audience can it reach? Speed – how quickly can it reach that audience? Time – how long to create and
deliver this tactic? Message Volume – space to fit message in? Targeting – how granular or precise can the
targeting be? Personalization – can the tool personalize messages? Cost – is it expensive on a cost per
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thousand (CPT/ CPM) basis? Control – can a company control the message with this tactic? Credibility
(message) – some tactics have more credibility).
Another approach to tactic plan development was introduced by Henry Gantt approach. Well-known
Tactics Gantt Chart summarizes schematically which tactical tools (or channels) to allocate the company’s
resources to and when (table 1).
Obviously within each tactical tool a company have to choose what vehicle or, in the case of social
media, what particular social media platform to use. Regularly a company faces a question if it should spend
more on a channel or not. So, additional research and analytics needed to make the decision-making process
much easier.
Table 1: Gantt chart5
Month
Tools
Tool1
Tool2
…
Total

J

F

x

x

M

A

M

x

X

J

J

A

S
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N

D

x

x
x

x
x

x

x
x

x
x

x

Budget

Actions
SOSTAC® Planning System interprets actions as the details of tactics. The action section of the plan
ensures that the tactics are executed to the highest possible standard. The action section includes:
 objectives, budget, responsibilities and an estimate of the return;
 systems and processes (e.g. content marketing production; marketing automation; database analysis);
 guidelines (e.g. social media guidelines; brand guidelines);
 checklists (e.g. to boost conversions; to increase credibility);
 constant improvements;
 motivation and training (silos, training, motivation, communication).
Action plan discovers if the tactics has its own detailed objectives, an allocated budget, a list of people
responsible, an estimate of the return generated by the tactics – whether this is sales generated, number of
visitors, level of engagement (number of Likes, shares, comments) or even level of awareness generated or
level of preference generated.
Control
A plan needs to include control systems that let know whether a firm is on the target to achieve
objectives it set earlier. According to SOSTAC model the control section of a plan lists KPIs which are
measured daily, or monthly, or quarterly. This section of a plan also specifies who measures what, when and
how much it costs. Generally, 90 day planning can help ensure a plan delivers the right results. A quarterly
or 90 day focus helps to break down the annual plan into manageable parts which are then broken down by
month and week.
Thus, there are six the most important elements which are introduced by SOSTAC® Planning System.
Situation analysis contains a thorough analysis of customers, competitors, partners and current marketing
tools performance. The objectives include mission and vision statements, followed by setting the typical
KPIs. Strategy summarizes how a company will achieve its objectives. Tactics presents the details of strategy
and can be illustrated as a Tactical Matrix or Gantt chart. The Action Section of the plan ensures that the
tactics are executed to the highest possible standard. Finally the Control Section involves monitoring KPIs.

5

Clark W. The Gantt Chart: A Working Tool Of Management. Nabu Press, March 2012. p.37.
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Plenty digital marketing techniques can be used in a tactic and action planning processes. The main
commercially important techniques are presented below.

5.

Tools and Techniques for E-marketplaces

In February 2015, Dave Chaffey, CEO and co-founder of online marketing advice publisher
SmartInsights.com, carried out a research into the most commercially marketing trends for 2015. The results
based on more than 600 marketers been interviewed reveal the content marketing as a digital marketing
mainstream (mentioned by 29,6% of respondents). Then goes big data (14,6%). The third position is
occupied by mobile marketing (12,8%).6
In practice there are a great number of different instruments which are successfully used for modern
marketing strategy development. The most sufficient instruments are considered below.
Content marketing involves creation of relevant meaning and sharing it in order to attract and retain
customers and keep them loyal.
Content marketing requires a lot of time and efforts. This is an ongoing process that is focused on
owning media without renting it. It delivers volubility and relevance to the topic information that makes
customers more knowledgeable about the subject.
The content can be different; there are too many types of them: info graphics, meme, videos, guides,
book reviews, product reviews, how-to, lists, eBooks, case studies, podcasts, interviews, researches and
original data. There are plenty of content options. However, regardless of its form, the content speaks to an
audience. That audience, in turn, listens, shares, learns, and converts.
Content marketing cannot be considered separately since it always is a part of other marketing tools or
applies them. For example, content marketing stays at the core of social media marketing by providing
relevant content and contributes to search engine optimization by generating natural inbound links and
building up good content on a website that gets found in search engines.
Marketing automation “is the use of software to automate marketing processes such as customer
segmentation, customer data integration, and campaign management. The use of marketing automation
makes processes that would have otherwise been performed manually much more efficient, and makes new
processes possible. Marketing automation is an integral component of customer relationship management”.7
Marketing automation allows companies to get the routine processes to a higher level by integrating
data sources, increasing the level of security and protection of corporate data, giving new marketing
opportunities and increasing marketing effectiveness.
Marketing automation includes the following functions:
 development and management of marketing campaigns;
 tracking and generating leads;
 general management improvement;
 measurement and analysis of the results.
Mobile marketing is "any marketing activity conducted through a ubiquitous network to which
consumers are constantly connected using a personal mobile device".8
The increased usage of smartphones, tablets and similar mobile devices has made mobile marketing a
must for many online businesses. New ways of reaching people, not just through social media sites, but also
through new apps allow for more options.

6

SmartInsights. http://www.smartinsights.com/about-dave-chaffey (accessed September 2, 2015).
Marketing Automation definition. http://searchcrm.techtarget.com/definition/marketing-automation (accessed August 28, 2015).
8
Kaplan A. M. If you love something, let it go mobile: Mobile marketing and mobile social media 4x4, Business Horizons 55 (2),
2012, p.129.
7
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Mobile marketing consists of ads that appear on mobile smartphones, tablets or other mobile devices.
Mobile marketing ad formats, customization, and styles can vary, as many social media platforms, websites,
and mobile apps offer their own unique and tailored mobile ad options.
A variety of mobile marketing modes are:
 app-based marketing – mobile advertising involving mobile apps;
 in-game mobile marketing – mobile ads appear within mobile games;
 location-based marketing – ads appearance based upon a user’s location relative to a specific area or
business;
 mobile search ads – basic search ads built for mobile;
 mobile site links – jumping to specific pages of website site without wandering around;
 click-to-call mobile ad extension – putting a “call” button directly beneath an ad;
 click-to-download ad extension – puts a “download” button directly beneath an ad;
 mobile image ads – image-based ads designed to appear on mobile devices.
Social Media Marketing (SMM) is a set of measures aimed at promotion of a company and
establishment of relationships with target groups with the use of social media.
The main focus of SMM is creating content that people can share with social networks. The messages
shared by other people gain more confidence among potential customers similarly a word of mouth. SMM
helps a company to get direct feedback from regular and potential customers while making the company
seems more personable. It also helps groups with high concentration of target audience and works with them
using appropriate communications.
SMM gives the long-term outcome creating the desired image or a positive perception of the brand
among the target audience. Its main advantage is the low cost of investment compared to the possible effect
of the activities.
Conversion rate optimization (CRO) is a structured and systematic approach to creating an experience
for a website visitor. The goal is to increase the percentage of visitors to be converted into customers.
CRO is based on statistical and analytical approaches dealing with cost saving issues such as CPA (Cost
Per Acquisition or the cost of the action/buyer), CPS (Cost Per Sale) and CPL (Cost Per Lead).
This method is usually associated with testing graphical and textual components of a web page in order
to select the most effective combination with the highest rate of conversion of a certain type of incoming
traffic.
Search Engine Optimization (SEO) is a set of measures to raise the site positions in search engines
unpaid results in order to promote the site.
Search engines take into account many options to calculate the site’s relevance. For example, this is the
Keyword Density as a percentage of times a keyword or phrase appears on a web page compared to the total
number of words on the page. Or Thematic Citation Index (TIC) developed by Yandex 9 depends on the
number of web resources that link to this site. It is essential to have links from sites on the same topic as the
optimized website. Google Search uses PageRank – number from 0 to 10 that characterizes the "importance"
of a web page. The more links to a page, the more it is “important". In addition, the "weight" of the page A is
determined by the weight of page B that gives the link to page A.
All factors that influence the position of the site in search results can be divided into external and
internal. Internal optimization includes work aimed at improving the overall quality of the site, the value that
it brings to the visitor. This includes work on the structure of the website, facilitating the perception of
content and work on the quality of the content that includes the keywords. External factors are determined by
the relevance of a site based on TIC or PageRank: link building, cross linking between pages of the same
9

Yandex is a Russian Internet company which operates the largest search engine in Russia with about 60% market share.
https://en.wikipedia.org/wiki/Yandex (accessed September 3, 2015).
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website, URL normalization for web pages with multiple URLs, using "canonical" meta tag, back link from a
web directory, etc.
A vertical community is a kind of branded social network developed by a company. It is an environment
where customers and the company come together to help each other.
A good example of vertical community is kraftfoods.com developed by Kraft company. 10 People join
the Kraft community to search for recipes and cooking tips and to share their own ideas. Another famous
brand that succeeded in vertical community is Procter&Gambe.11 It is really a great job in developing content
for about all its brands. It owns a community Pampers.com with a lot of helpful information for parents:
from nutrition and skin care to tips on sleep. More than that P&G run a website PGeveryday.com that offers
interior design ideas, recipes, crafts, and more for the older consumer.
Vertical communities are very powerful because of covering meaningful consumer segment. The
narrower is the niche, the more valuable the content is to the customers. The advantages of vertical
community are increasing brand communications through customer interaction with the company, getting
feedback from them, data capture and individual web personalization. It is also a tool for influencing the
customer’s behavior.
Paid search marketing (Google AdWords, Yandex direct) is a sort of online advertising when it is
displayed according to the user's search query to the search engine. Depending on the format of pay-per-click
(PPC) advertizing can be presented as a text, video and banner advertising.
Paid search advertising is managed with the help of special tools which provide an opportunity to create
announcements and the keywords, and develop the operational management of advertising campaigns. In
Russia the most popular paid search advertising systems are presented by12:
 Yandex.Direct – the domestic system that allows placing advertisements on the search engine
"Yandex" in the Yandex Advertising Network (YAN) that includes the sites where announcements are
displayed with an automatic determination of the meaning of pages.
 Google AdWords – the system for displaying targeted advertisements on the search engine Google.
 Begun – the system of displaying paid search advertizing that works with the search engine Rambler,
and shows announcements in a vast network of their own sites.
 Soloway – system of demonstrating paid search advertisements in media-material of its projects as
well as the vast network of affiliated sites.
One of the most important features of paid search advertising is that there is no fixed price for an
advertising. Unlike other types of online advertising where the advertiser pays for displaying a banner or an
advertisement in the paid search advertising company only PPC (transition to the website) of the user, in
other words for a specific action of the visitor. As a result, the cost-per-click (CPC) can be different
depending on the rates of competitors and other factors.
Apparently, tons of digital marketing tools can be used to realize the organization’s tactic plans aimed at
business online generating. Of course, it is not necessary to choose all of them. A digital marketing expert
picks only the right tools for the job. The set of tools depends on the specifics of a business and the strategy
of a company.
All in all, regardless of a technique chosen marketing plays a vital role for both offline and online
businesses as it provides accurate information about consumer needs, outlines the markets and helps to enter
them with the best products. So the marketing plan can be thought of as the company’s blueprint for future
growth and success.
10

The Kraft Group. http://www.thekraftgroup.com.
P&G. ACQUISIO. Leading PPC Management Software. http://mkt.acquisio.com/PPC-Management.html (accessed September 3,
2015).
http://www.pg.com.
12
ACQUISIO. Leading PPC Management Software. http://mkt.acquisio.com/PPC-Management.html (accessed September 3, 2015).
11
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6.

YYRRAA Company: E-marketing Strategy Based on SOSTAC Model

YYRRAA Ltd. is a technology company in e-commerce that was founded in March 2014. The main
office is situated in Moscow, Russia The company has more than 80 employees who are developing and
supporting the company’s products.13
The company develops tools and solutions that simplify the wholesale trading and enable B2B-sector
entrepreneurs to expand their business opportunities.
For today the company’s products are:
 OORRAA.COM – an actively growing B2B-online marketplace, containing the best online tools and
solutions for the wholesale trade that brings together thousands of users sellers (Russian and CIS, Chinese,
Korean and Vietnamese manufactories) and buyers from B2C businesses (shops, online-stores in Russia and
CIS).
 OORRAA.PORT (port.oorraa.com) helps with delivering all the types of cargo from China, Turkey,
Vietnam, Italy, South Korea, Japan, India, etc. It provides customs clearance, warehousing services and
warehouse logistics, cargo insurance.
 OORRAA.DELIVERY (delivery.oorraa.com) is a calculator that allows finding and comparing
different shipping rates and transit times of up to 15 delivery companies, choosing the best one and making
the shipping order.
 FINTEKA provides services related to payment: immediate money transfer to different countries,
integration of the client’s payment system in OORRAA.COM.
Additionally, YYRRAA plans to develop and integrate more products and services that will simplify
each stage of wholesale trading.
In this connection the company’s strategic focus is reflected by the following statements: to become a
cornerstone in the ecosystem of small and medium businesses of Russia and CIS (vision); to create the
largest ecosystem in Russia and CIS that can support small and medium enterprises in all the stages of their
business – from the purchase of goods to delivering them to the customers, and for buyers to become the best
place for finding suppliers (mission).
The main aims of the company include:
 increasing number of SMEs with the full range of products on the platform;
 increasing buyers traffic from Moscow and regions;
 development of related services that simplify the wholesale trading.
According to the cycle of wholesale trading – buying products, payment, order transfer, checking goods,
price formation, merchandising, selling the goods along with creating a client base – YYRRAA suggests the
combination of all the stages in one place. This way the largest wholesale online platform can be created, and
every buyer will be able to find the suppliers of goods. In other words, YYRRAA wants to help businesses to
sell better and provide buyers with opportunities for better choice.
These goals required strategic actions in e-marketing. The SOSTAC digital marketing planning
framework was applied to the marketing strategy of the company.
To understand the actual position the project started with situation analysis of the company.
The company’s performance examination showed that the marketing efforts are currently concentrated
on involving to the platform as much users as possible. To achieve this, the company uses following
channels (fig. 1):
 paid search advertising in Google and Yandex search engines;
 banner advertising in Mail.Target, VKontakte, and Soloway ad networks;
 CPA program ActionPay;
13

http://yyrraa.net.
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 Social media groups VKontakte, Odnoklassniki and Facebook.

Figure 1: Sales funnels for online channels of OORRAA14

For e-commerce the conversion rate at 0 to 1% is considered as low, the conversion at 1 to 3% - normal,
and the conversion more than 3% - high.15 To find a reason of low performance a keyword analysis used for
search engines has been conducted (table 2).
The list of keywords consists of 8748 phrases. There are keywords that have very high conversion, and
those that have zero conversion. Since acceptable limit for this company cost per click is 1500 rubles (€20),
the keywords were divided into the following groups:

effective keyword – has at least 1 registration, conversion to registration price is less than 1500
rubles;

few statistics – the spent budget for a keyword is less than 1500 rubles, zero conversion;

delete – conversion to registration price is more than 1500 rubles.
As it was found out only 715 keywords from 8748 drive the main web traffic. Cutting the list and
leaving only “effective keywords” would allow the company to save 48% of further spending. ActionPay has
doubtfully high performance of 667% per cent. The performance of Vkontakte Group is normal due to
specifics of advertising of groups in social networks.

14

The company’s internal reports.
The average conversion rate. http://www.searchmarketingstandard.com/what-is-the-average-conversion-rate (accessed July 4,
2015).
15
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Table 2: Keywords groups16

Keyword groups
Effective keywords
Few statistics
Delete
Sum

Number of keywords

Number of conversions

715
7804
229
8748

1782
33
149
1964

Average conversion
price, rub.
499
10989
3026
844

The customer analysis involves comparing the ideal customer profile with existing site visitors profile to
see if the company reaches the right audience. The most essential findings are presented below:
 regular the YYRRAA’s visitors come from Russia and Ukraine;
 the age is ranged from 25 and 68;
 audience interests are based on the previous visitor’s search and subscriptions;
 visitors are interested in shopping, business and career.
In total, the results proved that company reaches its target audience.
To analyze business rivals the approach of competitor benchmarking was applied. Two direct and two
out-of-sector competitors were chosen to be compared on the basis of selected criteria relevant to digital
marketing strategy:
 Tiu.ru – internet portal of goods and services that gives a company an opportunity to create own
design of their web-site.
 Comerando.ru – a cloud platform that brings together providers and online stores into a single
network. It allows exchanging trade information between all participants of the network.
 Optom-plus.ru – a catalogue included a large number of manufacturers and suppliers with ability to
create tenders and requests to supply goods.
 Avito.ru – an online bulletin board where people can buy and sell almost anything they want: from
second-hand items to new products and services.
The results helped to identify the best practices from other companies and get an insight on what the
company needs to improve. Findings based on the comparison of YYRRAA’s and its competitors’ traffic
sources, SEO metrics and website performance revealed the following problem areas:
 no SEO;
 lack of e-mail marketing (low traffic source from e-mail);
 no marketing automation;
 weak OVP (high bounce rate).
YYRRAA’s objective settings are based on the above-mentioned mission and vision statements
followed by the typical KPIs (table 3).
So, the objectives are:
 increase new visits to OORRAA.COM site by 10% per month;
 increasing number of registered users by 15% per month;
 increasing number of converted to deal users by 15% per month;
 reducing the bounce rate by 4% per month to 35%.
The set of objectives provides the framework of digital strategy of OORRAA that should be aimed at
raising awareness and driving relevant prospect traffic to the website through PPC, SEO and banner
advertising and generating them into users through Online Value Proposition and lead generation techniques;
16
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position as a first eco-system for wholesale trading for SMBs; creation of strong marketing management and
analytic tool trough Marketing Automation implementation.
Table 3: Objectives KPIs17

Website
Site visits
Cost per visit
Conversion to
registration
Registrations
Cost per registration
Conversion to deals
Deals
Cost per deal
Bounce rate
Facebook
Followers
Likes
Shares
Comments
Vkontakte
Followers
Likes
Shares
Comments
Odnoklassniki
Followers
Likes
Shares
Comments

July

Q3
August

September

October

Q4
November

December

143000
15

157 300
15

173 030
15

190 333
15

209 366
15

230 303
15

0,97%

1,12%

1,29%

1,49%

1,71%

1,97%

1387
800
1%
1430
1500
45%

1762
800
1%
1573
1500
43%

2232
800
1%
1730,3
1500
41%

2836
800
1%
1903,33
1500
39%

3580
800
1%
2093,663
1500
37%

4537
800
1%
2303,0293
1500
35%

On the next stage the project dealt with tactical and action plans. The main points are presented as a
table 4.
In accordance with SOSTAC model detailed plans were created for each action to ensure that the tactics
are executed to the highest possible standard:
1. PPC advertising: to cut the keyword list to 715 effective phrases, set higher CPC to increase the
visibility and reach more qualified visitors and monitor results.
2. Doubtfully high performance of Action Pay CPA program is a result of many fake registrations.
Consequently, the company should pause using this tool and retrieve it when a platform can count the sum of
fact purchases. This way the company pays not for registrations, but a percent from purchases.
3. SEO implementation to increase the website rank in search results.
4. OVP optimization to increase the website conversion rate: creating OVP by setting a headline and
sub-headline with a visual (photo, hero shot, graphics). A/B test can be used to test which variant works best.
Implement a headline to the site and monitor the performance.
5. Marketing automation process as a responsibility of marketing management of the company. In
particular the following steps have been recommended here:
17

Own adjustment based on YYRRAA’s internal data.
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6. Integration of all the marketing activities into Marketing Automation Platform to access advanced
analytics of web traffic, SEO keywords and rank, landing page performance, etc;
7. Marketing campaigns management and programs across multiple channels, including online ads,
PPC campaigns, social media, etc;
8. E-mail marketing that enhance the relationship with current or previous customers, can encourage
customer loyalty and repeat business, acquire new customers or convince current customers to purchase
something immediately.
Weeks

2728

2930

3132

3334

3536

3738

3940

Table 4: Tactic plan for OORRAA.COM 18
41- 43- 45- 47- 49- 5142
44
46
48
50
52

PPC (Yandex, Google)
Action pay CPA
program
Display advertising
SEO
Online Value
Proposition
Marketing Automation

Thus, there were the main steps of creation the YYRRAA’s digital strategy on the basis of SOSTAC
model considered above. These recommendations allow the company to reach a wider consumer segments,
offer the prospect of increasing and improving the interactions and relationships with current and prospective
customers that all in all develops the strategic focus and helps company to achieve growth.

7. Conclusion
Nowadays the world experiences conceptual changes in all the aspects of economic and social life. The
swift integration in a digital revolution forces organizations to look for new tactical and strategic approaches
which let them survive and develop successfully in modern conditions.
Business practice demonstrates that nowadays all the functions of a company take on special
significance in strategic terms. Obviously it would be a mistake to consider any aspect of internal and
external business environment as a secondary activity comparing to so-called mainline production, and to
neglect its strategic opportunities.
The points raised in this paper are devoted to the organization’s development on the basis of digital
marketing strategy. It deals with theoretical issues and business case of digital marketing strategy creation
with the application of SOSTAC® Planning System methodology introduced by PR Smith. The instrument
has been chosen since it is focused on main elements of any business (situation analysis, objectives, strategy,
tactics, actions, control), on the one hand, and as it helps to get a general picture of a company performance
along with the clear program of concrete tactics and actions, on the other hand.
Presented research indicated the current business strategy of e-company YYRRAA Ltd. At the first
glance, some functions that were found as failures cannot be considered as strategic ones. However, as it is
mentioned above the modern entrepreneurship requires strategic attitude to all the particulars of a project. So,
such problems as lack of SEO or poor e-mail marketing should be taken into account as the areas of great
importance.
18

Own adjustment based on YYRRAA’s internal data.
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The main recommendations concern the strategic-based integration of modern e-techniques in the
company’s performance. It is also advised to consider the actions aimed at the implementation of new tools
as a digit marketing strategy of a company. Being an essential part of the company’s planning system,
especially if it operates in e-commerce industry; digital marketing strategy allows not just reaching
customers effectively or generating financial benefits but provides business sustainable development.
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Legislative Similarities and Differences between the Annual Financial
Statements for the Individual and Consolidated Economic Entities
Daniela Georgescu1+,
1
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Abstract. Even from the first day of 2015, the annual financial statements have suffered a number of
changes, according to the Minister of Public Finance’s Order 1802/2014, published in the Official Journal
no. 963/30.12.2014. The accounting regulations approved by the new Order raise the attention of all
specialists in the field of accounting, given that they aim the size criteria of the economic entities, the reports
that they have to make and also a number of accounts and some accounting treatments. More exactly, the
new Order of the Minister of Public Finance has introduced a number of accounts and new assets – such as
the real estate investments the productive biological assets. Also, the new accounting regulation has changed
the subsequent commercial discounts afferent to the inventories in balance at the end of the reporting period
and that affect the stock value, not the profit or loss accounts. The legislative similarities and differences
between the Order 1802/2014 and the Order that was before (3055/2009) are detailed in this paper. I believe
that achieving financial statements will be harder because of the big number of changes introduced by the
Order 1802/2014, changes that may have major impact on all the spheres of activity.

Keywords: annual financial statements, Order 1802/2014, Order 3055/2009, accounts, accounting
treatments, economic entities.

JEL Codes: M41, M48

1.

Introduction

At the end of last year, in the Official Journal no. 963/30.12.2014, the MPF’s Order 1802/2014 was
published, where the accounting regulations regarding the individual and consolidated annual financial
statements were approved, regulations that came into force starting the 1st of January 2015, date when MPF’s
Order no. 3055/2009 was abrogated.
The accounting regulations approved by MPF’s Order 1802/2014 refers to size criteria of the
economic entities and the reports that had to be done by them, as well as a series of accounts.
This paper analysis the legislative similarities and the differences regarding the annual financial
situations, between the two Orders of the Ministry of Public Finance.

+
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2.

Modifications in Classifying the Entities

Regarding the establishing of the requirements of accounting reports, the new Order introduces three
categories of entities, which previously were generally named “legal persons”. Therefore, the reporting
entities2 are classified in: microentities – with assets that do not exceed 350.000 euro, their turnover is
maximum 700.000 euro, and the average number of employees is 10 –, small entities – whose turnover is
maximum 8.000.000 euro, the total of assets is not higher than 4.000.000 euro, and the average number of
employees is 50 – and medium and large entities3 – which implies the framing within the same limits as the
small entities.
3.

Modifications in the Accounts Plan

Besides the modifications made for the classification of the reporting entities, MPF’s Order
1802/2014 refers to the Account Plan, too, introducing new accounts and the modification of some existing
ones. Hereinafter, I will detail the novelties, respectively the similarities and the differences regarding the
accounts, according the two orders.

New Accounts
The new accounts refer to five of the nine classes of accounts, thus: the first class, the
Shares Account, comprises six new accounts, the second class, Assets Account, and the sixth class,
the Expenses Account, got nine accounts each, the third class, Stock and Production Account in
execution process, comprises three new accounts, and the seventh class, the Revenue Account,
contains seven new accounts.
3.1.

Table 1: New accounts, appeared in MPF’S Order 1802/20144

ACCOUNT
1017
103
1173
1517
169
1692
206
215
216
235
2815

2

NAME
Private patrimony
Other elements of equity
The brought forward result obtained from the modifications of the accounting
policies
Provisions for termination of the labour contract
Premiums regarding the reimbursement of the debentures and other debts
Premiums regarding the reimbursement of other debts
Exploitation and evaluation non- tangible assets of mineral resources
Real estate investments
Exploitation and evaluation tangible assets of mineral resources
Real estate investments in execution process
Amortization of real estate investments

These will draft annual financial situations if, at the moment of drafting the balance, they do not exceed the limits of at least two of
the three criteria specific to each of the reporting entity category.
3
This category is divided in small and medium groups, respectively larger groups, classified according to their observance and
exceeding of the following criteria: total assets – 24.000.000 euro, net turnover – 48.000.000 euro, the average employees number –
250.
4
Mariana Darlaiane, Contabilitatea și prevenirea erorilor contabile, Editura Rezon Media Grup, București, 2015.
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2816
2915
2916
2935
347
3947
3955
615
642
6421
655
6586
6651
6652
6817
6861
7017
7018
725
755
7615
7651
7652

3.2.

Amortization of exploitation and evaluation tangible assets of mineral resources
Impairment for real estate investment depreciation
Impairment for the depreciation of exploitation and evaluation tangible assets for
mineral resources
Impairment for the depreciation of the real estate investments in execution
process
Agricultural products
Impairment for agricultural products depreciation
Impairment for agricultural products depreciation at third parties
Expenses with personnel training
Expenses for in kind advantages and vouchers given to employees
Expenses for in kind advantages given to employees
Expenses for tangible assets reevaluations
Expenses representing transfers and contributions due based on some special
normative documents
Unfavorable differences of exchange rate referring to monetary elements in
foreign currency
Unfavorable differences of exchange rate from the evaluation of monetary
elements part of the net investment in a foreign entity
Exploitation expenses regarding the impairment for the depression of the trade
fund
Expenses for provisions update
Revenues from agricultural products sales
Revenues from biological assets sales of stock kind
Incomes from the production of real estate investments
Revenues from tangible assets reevaluation
Revenues from other financial assets
Favorable differences regarding the exchange rate referring to monetary elements
in foreign currency
Favorable differences regarding the exchange rate referring to a net investment in
a foreign entity

Renamed or Reclassified Accounts

MPF’s Order 1802/2014 comprises a series of modifications of the already existing accounts which
have been renamed or reclassified. Thus, from the point of view of renaming, the following changes have
come:
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Table. 2. Accounts renamed according to MPF’s Order 1802/20145

5

ACCOUNT

MPF’S ORDER 3055/2009

MPF’S ORDER 1802/2014

107

Conversion reserve

Differences of exchange rate from
conversion’s

1176

Retained earnings resulting from the adoption of Accounting Regulations according to
the Fourth Directive of the European
Economic Communities

Retained earnings reported from the
adaptation of the accounting regulations
according to European directives.

1663

Debts towards associates

Debts towards associates and jointly
controlled entities

1686

Accrued interest on debts towards associates

Accrued interest on debts toward jointly
controlled entities

213

Plant and machinery, motor vehicles, animals
and plantations

Technical installations and transport
means

223

Plant and machinery, motor vehicles, animals
and plantations in transit / analytically
distinct

Technical installations and transport
means in transit

263

Investments in associates / analytically
distinct

Investments in jointly controlled entities

2673

Receivables related to associates

Receivables related to associates and
jointly controlled entities

2674

Accrued interest on receivables related to
associates

Accrued interest on receivables related to
associated and jointly controlled entities

2692

Amounts payable in relation with associates
/ analytically distinct

Amounts payable in relation with
associates

2813

Depreciation of plant and machinery, motor
vehicles, animals and plantations /
analytically distinct

Amortization of installations and
transportation means

2913

Impairment of plant and machinery, motor
vehicles, animals and plantations /
analytically distinct

Impairment for the depreciation of
installations and transportation means

2962

Impairment of investments in associates

Impairments for value loss of shared held
to associates and jointly controlled entity

2964

Impairment of amounts owed by related
parties

Impairment for value loss of the amounts
owed by related parties

2965

Impairment of receivables related to
associates

Impairment of value loss of receivables
related to associates and jointly controlled
entities

Ibidem.
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326

Animals in transit

Biological assets of stock kind in transit

356

Animals at third parties

Biological assets of stock kind at third
parties

361

Animals and poultry

Biological assets of stock kind

368

Price differences on animals and poultry

Price differences on biological assets of
stock kind

3956

Write-down of animals at third parties

Write –down for depreciation of
biological assets of stock kind at third
parties

396

Write-down of animals

Write –down for depreciation of
biological assets of stock kind

453

Transaction with associates

Transaction with associates and jointly
controlled entities

4531

Transaction with associates

Transaction with associates and jointly
controlled entities

4538

Accrued interest on transactions with
associates

Accrued interest on transactions with
associates and jointly controlled entities

606

Animals and Poultry

Expenses on biological assets of stock
kind

686

Impairment losses and write down of
financial assets

Financial expenses on amortizations,
provisions and the impairment for value
loss

6868

Amortization of premiums on redemption of
debentures

Financial expenses on reimbursement
premiums on redemption of debentures
and other debts

701

Sales of finished goods

Gains from selling the finished products,
agricultural products and biological assets
of stock kind

7613

Revenues from long term investments in
associates / analytically distinct

Revenues from shares held in associates

From the reclassification point of view, according to MPF’s Order 1802/2014, the following
modifications appeared:
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Table 3. Reclassified accounts according to MPF’s Order 1802/20146

ACCOUNT AND NAME IN MPF’S ORDER
3055/2009

ACCOUNT AND NAME IN MPF’S ORDER
1802/2014

1068 – Other reserves / analytically distinct

1031 – Benefits given to the employees as own
capital instruments

1067 – Reserves from foreign exchange differences
in respect to a net investment in a foreign entity

1033 – Foreign exchange differences in respect to a
net investment in a foreign entity

1064 – Fair value reserve

1038 – Differences from the modifications of the fair
value of the financial assets available for sale and
other elements of own capital

1065 – Reserve representing the evaluation reserve
surplus

1175 – Retained earnings representing the surplus
resulted from the reevaluation reserves

141 – Gains in respect of sales or cancellation of own
capital instruments / analytically distinct

1411 – Gains in respect of sales or cancellation of
own capital instruments

141 – Gains in respect of sales or cancellation of own
capital instruments / analytically distinct

1412 – Gains in respect of sales or cancellation of
own capital instruments

1495 – Other loses in respect of own capital
instruments / analytically distinct

1491 – Other loses in respect of own capital
instruments

1491 – Loses in respect of re-organizations and
which are determined by the cancellation of held
titles

1495 – Loses in respect of re-organizations and
which are determined by the cancellation of held
titles

1495 – Other loses in respect of own capital
instruments / analytically distinct

1498 – Other loses in respect of own capital
instruments

169 – Premium on redemption of bounds

1691 – Premium on redemption of bounds

2134 – Animals and plantations

217 – Productive biological assets

223 – Plant and machinery, motor vehicles, animals
and plantations in transit / analytically distinct

227 – Productive biological assets in transit

263 – Investments in associates / analytically
distinct

262 – Investments in associates

2692 – Amounts payable in relation with investments
in related parties / analytically distinct

2693 - Amounts payable in relation with investments
in related parties

2693 – Amounts payable in relation with other
financial assets

2695 – Amounts payable in relation with other
financial assets

2803 – Amortization of development costs /
analytically distinct

2806 – Amortization of the exploitation and
assessment non-tangible assets for mineral resources

2813 – Depreciation of plant and machinery, motor
vehicles, animals and plantations / analytically
distinct

2817 – Amortization of the productive biological
assets

6

Ibidem.
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2903 – Impairment of development costs /
analytically distinct

2906 – Impairment for the non-tangible assets
depreciation and assessment of the mineral resources

2913 – Impairment of plant and machinery, motor
vehicles, animals and plantations / analytically
distinct

2917 – Impairment for the depreciation of productive
biological assets

232 – Advance payments for tangible non-current
assets

4093 – Advance payments for tangible non-current
assets

234 – Advance payments for intangible non-current
assets

4094 – Advance payments for intangible non-current
assets

642 – Employee luncheon vouchers

6422 – Employee luncheon vouchers

644 – Expenses with remunerations in the form of
own capital

643 – Expenses with remunerations in the form of
own capital

643 – Expenses with bonuses for employees from
profit

644 – Expenses with bonuses for employees from
profit

671 – Expenses related to natural disasters and other
extraordinary events

6587 – Expenses related to natural disasters and
other extraordinary events

701 – Sales of finished goods

7015 – Sales of finished goods

7417 – Subsidies related to other income

7419 – Subsidies related to other income

7613 – Revenues from log term investments in
associates / analytically distinct

7612 – Revenues from log term investments in
associates

4.

Modifications of the Accounting Treatment

With the appearance of the MPF’s Order 1802/2014, a series of accounting treatments have
suffered modifications. For instance, if until 31st of December 2014 the trade discounts received
subsequently the invoicing were registered in account 609 – Trade discount received -, no matter if
the stocks were or not in the inventory, according to the new Order, the trade discounts will be
accounted on this account only if the stocks are not in inventory.
Another accounting treatment which was changed starting the 1st of January 2015 refers to
debts costs. Thus, according to MPF’s Order 3055/2009, the entity could opt between capitalizing
or not the debts costs, while in this moment the capitalizations becomes compulsory.
Also, from the entering into force of MPF’s Order 1802/2014, the cumulated depreciation of
the positive trade fund directly diminishes its value, the expenses-and loss account not being used
anymore.
In addition, the new Order has also introduced the notion of “real estate investment”, which
represents the propriety held mainly to obtain incomes from rents or in order to increase the capital
values – or both – than to be used in producing goods and services or to be sold.
Another novelty appeared in MPF’s Order 1802/2014 in the introduction of the term
“productive biological assets”, such as: cow milk, grape vine or fire wood trees and which are not
cut down, fruit trees etc., assets that come under the category of tangible assets and which are
different from the stock biological assets, being auto-generator assets.
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Starting with the 1st of January 2015, it was introduced, as well, by the new Order, the
treatment named “Stimulants issued when concluding or renegotiating some contracts”, through
which the lessor may offer the lessee some stimulants in respect of concluding the contract.
5.

Conclusions

The New Order of the Ministry of Public Finances no. 1802/2014 introduced a new series of
accounting accounts, new classes of assets – such as the productive biological assets, real estate
investments, mineral resources exploitation and assessment physical assets etc. the new accounting
regulation brings modifications regarding the subsequent commercial reductions, afferent to stocks,
being on sold at the final of the reporting period and which affects the value of the stock, not the
profit-and-loss account.
Also, through MPF’s Order 1802/2014, a classification of the entities according to their size
appears, as well as requirements regarding the presentation and the content of the financial
situations. In addition, the stimulants assigned at the signing or renegotiation moment of the
operational leasing contracts are regularized.
In my opinion, the fulfillment of the annual financial situations could be pressed by the large
number of modifications brought by MPF’s Order 1802/2014, regulations that may have a major
impact on all the activity fields.
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Abstract. The concept of participatory budgeting represents restoration for public space and community
life and financing of different public projects. Participatory budgeting is a new instrument included
within previous political instruments that have influenced the political culture of Slovak public officials
regarding decision-making processes about municipal budgets and also their level of acceptance of
active citizen participation in these decision-making processes This participative budgeting had strong
impact on behaviour of citizens in certain regions and localities.
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1.

Introduction
After the Velvet revolution in Czechoslovakia in 1989 and the founding of the independent Slovak
Republic in 1992, democratic instruments in policy decision-making were strengthened and were legally
accepted for regional policy within a new public administration. The process of political thawing went
hand in hand with development of functional regional policy and its instruments, acceptance of civic
space and the possibility to participate on it. One of the most important manifestations of participatory
democracy is participatory budgeting. This type of budgeting in Slovakia has a different concept
compared to the concept used in various countries of Latin America (especially in Brazil) or in other
European countries. In Slovakia participatory budgeting has existed for about two to three years.

2.

Methodology
Concept of participatory budgeting varies very much with different cases, what had happened in
different countries and also with different cases what had happened in Slovakia. This concept is very
much influenced by cultural and historical background and also by political aspirations of different civic
associations which are behind participarory budgeting. The aim of this study is illustration of different
cases of participatory budgeting what were realized in Slovakia in different towns and their different
realization.

1
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3.

Participatory Budgeting in Slovak Republic
It is necessary to understand that participatory budgeting is a new instrument included within previous
political instruments that have influenced the political culture of Slovak public officials regarding
decision-making processes about municipal budgets and also their level of acceptance of active citizen
participation in these decision-making processes.Increased interest among citizens to more fully
participate in the public arena was raised after accelerated development of municipal policy, especially in
various locations over the last several years in both small villages and also in larger towns, where active
citizens started organizing themselves into various community and non-profit organizations. This interest
in involvement in public issues has been manifested in several cities: Banská Bystrica, Bratislava and
Ružomberok
A common thread in these three cases that has influenced the concept of participatory budgeting has
been the special interest of many citizens in restoration of community life in their locales. Citizen groups
have been interested in participatory budgeting as a way to support social relations among various city suburbs
and city parts, which had been destroyed during the socialist era of industrialization. This interest in
participatory budgeting represents desire for restoration of their community in general, for better planning
so as to support adequate municipal projects, as well a dedication to local needs in their communities.

4.

Case studies of Bratislava, Banská Bystrica and Ružomberok
Similar processes of participatory budgeting took place in these three municipalities. The seminal
participatory budgeting began in Bratislava in 2011 as “civil budgeting”. Finances allocated for
participatory budgeting were not distributed via different public grants but were and remained part of the
municipal budget. Local elected officials decide how much financial support should be allocated for
different projects based on what they considered the primary public interest. The allocated sum of money
for public projects was (and is) less than 1percent of the municipal budget and very often is less than
0.2%. In Bratislava, the participatory budget in 2014 for six public agendas is €46,000 (of the total €370
million city budget).
The main goal of this participatory budgeting is to support various public agendas that should be of
interest for the general public. Bratislava’s participatory budget has several agendas such as for traffic
and roadways, environment, culture, sport, social aid and social assistance. The primary public interest in
participatory budgeting is concentrated on selection of appropriate projects from within the abovementioned agendas.
All projects that are selected by the public must be executed according to the regulations for public
procurement and a municipality’s internal budgetary regulations. This process has to be checked by the
public, particularly by participatory civic forums that are expected to be very active in the process.
In Bratislava participatory budgeting was defined as civil budgeting because acceptance of
participatory budgeting has been supported by citizens and activists in accord with their interest in
upgrading Bratislava’s public, community space. Citizens’ different ideas about implementation of
various public projects culminated in the development of a special “public stock exchange”. This public
stock exchange is internet-based and its web address is advertised on Bratislava’s city council webpage.
All citizens (18 years and older) can contribute their ideas and projects and can post information on the
website.
The desirable aspect of this project was that this participatory budgeting involved citizens of
Bratislava to participate in creating part of the city budget and to help implement interesting, new public
projects and take part in the process of redistribution of public finances for various financial and public
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agendas Bratislava’s participatory budgeting underwent severe criticism in 2014 from the side of the
general public, especially concerning the transparency of the decision-making processes in public forums
and ignorance on the part of public officials from the municipality of Bratislava.[1].
Banská Bystrica began its experience with participatory budgeting only in 2014. The budget
allocated for participatory decision-making for various public projects was set at €20,000 or 0.2% of the
total city budget less than 1percent of the municipal budget and very often is less than € 48 million.
Community sub-councils with the help of activists decided to implement four projects. The decisionmaking process here has been more transparent because the winning projects have mostly been
implemented and accepted by the public.
In Ružomberok participatory budgeting implemented by activists and civic sub-councils began in
2013. This participatory budgeting was originally initiated by the civic association named Creative
Development. Ružomberok’s total city budget is about €18 million and this year €4,500 has been
allocated to the participatory budget for public projects.
5.

Communication
Participatory experience of citizens has been supported by creating different civic and community
associations that try to unify atomized public discussion and interests to develop more pronounced
democratic activity on the local level. One of these activities is generating support for participatory
budgeting and construction of a new type of “participatory tree” – more positive networks among
different civic activists and civic associations. Public interest in more participative civic space at the
local level was catapulted by municipal reforms undertaken in 2011.
This municipal reform put in the foreground the general development of communities and general
well-being of inhabitants on the municipal and local level and support for subsidiarity and
decentralization of public administration.[2] Consequently, this new phase of regional policy influenced
the growth of new civic and community associations. On the other hand, this initial stage of increased
public interest was also accompanied by a significant amount of skepticism.

6.

Participating actors
The local actors in these initiatives have mostly been various civic associations that are interested in
participation in budgeting and implementation of local projects. One of the most important civic
associations has been Utopia that has been pushing for implementation of the participatory budgeting
process in Bratislava and that has backed various participatory projects in the Slovak Republic. The
primary interest of members of this civic association is solidarity and cooperation based on rational
support of real, spontaneous activities.
Utopia has been interested in creating participatory communities capable of monitoring and limiting
hegemony of power on a local level. The activity of this civic association was inspired by the
philosophical book The Turning Point and by the political activity of Friedrich Ebert, the well-known
German social-democratic politician. Utopia has suggested that one of turning points on the local level is
creation of a participatory budget process with openly-accessible data as one of the possibilities of
controlling hegemony of power at the local level. From this point of view, it is understandable why
Utopia’s primary goals are creation of various participatory networks and participatory communities
(with open access for citizens) and support for functional communication among them.
The Utopia
civic association has built participatory communities that supported the project of participatory
budgeting in Bratislava, Banská Bystrica and Ružomberok and developed participatory communication
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among different communities The other type of actors are those who normally gather together in
participatory activities based on local interests, professions and neighborhoods and their activity often is
more targeted and brings better results.
One example is student activity at the youth hostel Mlyny in Bratislava. This project of participatory
budgeting has been very successful. The group has implemented several projects with the €10,000 that
has been allocated to it. Another successful project in participatory budgeting has been in Bratislava’s
City District II. In this city district there is a very active municipal authority supporting participatory
budgeting. In 2014, €25,000 was allocated for participatory budgeting and the citizens who participated
in a discussion forum suggested 18 projects for implementation. The final decision was that 11 projects
will be implemented.
7.

The future of participatory budgeting
True functionality of participatory budgeting depends not only on active participation by citizens on
the local level but also on real supportive interest on the part of municipal officials. This interaction
between citizens and local elected officials and city authorities is possible because this interaction goes
hand in hand with municipal reform. This municipal reform is based on support for a functioning civic
space and various forms of flexible and decentralized activity for public administration in Slovakia.
Support of participatory budgeting on the local political level is, perhaps somewhat paradoxically, one of
the possibilities to strengthen public participatory space in Slovakia.

8.
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Abstract. The target group of people at the age of 60+ is interesting for all marketers. The offer for
seniors should be understandable and mainly authentic. Communication mixture tools can motivate and
influence the purchase decision-making process of customer-senior. The goal of this article is finding out the
influence of communication mixture on seniors’ purchase behaviour over 60 years in Ustecky region in the
Czech Republic. The analysis of secondary data, technical literature and studies which deal with given
issues, was accomplished to fulfil the goal of this article. The results from the questionnaire will be used as
primary data. It examined the influence of communication tools components on seniors’ purchase behaviour
in specific region. The results of the research point at the fact that first of all the effect of traditional
communication mixture components, such as advertisement on TV, receiving leaflets into post boxes and
mainly discount products, has the influence on purchase behaviour of this segment. Neither the age nor the
social status of seniors has significant influence on the effect of marketing communication tools. In the near
future it is assumed that the influence of information technology and the lifestyle of older people will affect
the marketing communication. The senior before the retirement will be different from the contemporary
senior.

Keywords: seniors, growing older, communication mixture tools, purchase decision
JEL Codes: M31, M37.

1.

Introduction

Europe and the Czech Republic are getting older. Seniors are becoming an interesting target group for
traders and services providers. The population over 50 years in the EU countries will be considerably rising
in the nearest years according to the prognosis of European statistical office Eurostat. In 2014, this age limit
had the representation of almost 40% population [4]. Eurostat population projection presumes that in EU-27
in 2060 there will be less than two people at productive age (15-64) for every person at the age of 65 and
more. Contemporary ratio is 4:1 [6].
Old age is denoted as a display and consequence of regressive, morphological and functional changes
which are modified with the influence of the environment, state of health, lifestyle, self-evaluation and
acceptance of certain role. The World Health Organisation considers the early old age period 60-74 years,
the old age 75-89 years and long-term age over 90 years. If we take into consideration demographic changes
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with the extension of life length, the age of 65 is considered the beginning of old age, about old age it is
spoken over 75 years.
Contemporary classification of the old age is inspired by the author B.L. Neugarten. She divides the old
age into “young seniors” from 65 to 74 years where the seniors solve the issues of retirement, free time,
activities and self-realization. Then she divides it into “old seniors” from 75 to 84 years where these seniors
solve the issues of adaptation, tolerance, stress and loneliness. Last stage is called “very old seniors” over 85
years where the issues of self-sufficiency and social security are solved [9]. The authors Zavazalova [29] and
Holmerova [7] also agree with this classification in their publications.
Nowadays the people who are 45 and more have changed the process of growing old. The so-called
generation of baby-boom was 26 to 44 twenty years ago. Today, with many entering their 50s and beyond,
they remain as active as ever, with varying degrees of purchasing power. As such, it would make sense that
advertisers, marketers and public-relations professionals would aim to harness what will be the largest
segment of consumers.
The sociologist Sykorova distinguishes 6 different attitudes of seniors not according to the age but
according to how they experience and cope with growing old [20]. It is about the attitude “young old age”,
“balanced old age”, “ambivalent old age”, “negation of old age”, “seriously ill old age”, “coping with the
fourth age”. There are more seniors who want to have active lifestyle, educate and take part in social life.
Senior population is heterogeneous. It means that there is not a typical senior. Seniors differ from each
other from the age, state of health, functional state, lifestyle, family background, economical circumstances,
social network, education etc. [1]. For better satisfying of seniors’ needs, marketer’s task is to analyse and
understand their mental states and finding how their purchase behaviour differs from younger consumers
[14].
Moreover, Moschis points that shopping of the same products in shops is typical for older generation and
sellers regard them as loyal customers [15]. The authors Lambert-Pandrued and Laurent agree with this
statement and they also refer to high seniors’ loyalty [11]. Many seniors prefer traditional lifestyle which
means that these people have not had high ambitions for all life. They learnt to adapt their life situations.
This group of old people has been hard-working for all life and they want to enjoy their deserved pension
and rest [8].
They prefer new products which offer less perceived risk and are innovative if they are socially active.
While going for shopping they do not only buy products but they are interested in having buying experience
[23].
This demographic segment represents a greater potential for advertisers and marketers blond the
insurance plans, medicine and other products that are associated with the health of the elderly [5].
2.

Objective and Methodology

Nowadays in the Czech Republic there is 37,2% of population over 50 years, from that the representation
of people over 65 years and more reached 17,4% [2]. The growth of demographic curve except the problems
with paying out pensions and extension of the retirement leave brings the change of goods producers’
attitude and service providers to this target group of inhabitants. Contemporary senior feels the influence of
traders’ marketing activities more, he or she has bigger choice of shop or product and he or she can gain
more information about the product. It is required to look at the seniors from the point of view of the
marketing tools influence and from the point of view of time of creating their values. Contemporary seniors
at the age of 80 and more spent a big part of active life in totalitarian regime and it can be supposed that most
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of them had already created their value scale. Twenty years younger seniors, at the age of 60, were creating
value structures in totalitarian regime and democratic regime could influence their value attitudes.
The goal of this article is finding of communication tools influence on seniors’ purchase behaviour over
60 years in Ustecky region in the Czech Republic. The secondary goal is the assessment of growing age
influence and lifestyle on purchase decision of older people. Seniors 60+ represent in the examined region
approximately 24% which rates this region among regions with the lowest seniors’ representation. Seniors
increase in this region every year compared to children and this development will be confirmed
[3]. It is assumed that seniors’ needs and wishes in certain area will be different from the needs of older
people from another area. Therefore the attention is paid to one region.
The collection of primary data via written questioning was used to define the communication tools
influence on seniors’ behaviour in purchase decision making. The questionnaire was distributed to seniors in
printed version. Stratified random choice of respondents’ samples was used because it was not possible to
fulfil the requirements for representative choice. Respondents’ gained replies were filled on the basis of
analytic research which enabled to examine mutual relations and dependences among discovered
information.
To find out the influence of communication tools on seniors’ behaviour in purchase decision making, the
research question was established: “What communication mixture tools have the biggest influence on
seniors’ purchase behaviour?”
The questionnaire research was taken place in spring 2015. The number of female and male respondents
was 418. The determination of age range, working status and amount of income was important index for the
research of the influence of communication tools on seniors’ purchase behaviour. The respondents were
divided into 4 age groups 60-64 years, 65-69 years, 70-74 years, 75 years and more. 35% of seniors made the
age category 60-64 years, 32% of seniors made the age category 65-69 years, 24% of seniors made the age
group 70-74 years and the last age category 75 years and more made 9%.
The influence of particular elements of communication mixture on motivation of purchase decision
making among age groups with regard to their income and working status was compared within particular
age categories.
3.

Results

According to the results from the questionnaire research 60% of all seniors’ respondents buy in different
kinds of shops (supermarkets, self-service shops, small shop with staff) according to their offers. This target
group is represented more than two thirds by women, three fourths of respondents buy in this way in the
category 60-69 years. Mostly seniors (75%) make the group shopping on the basis of special offers whose
only income is old age pension. Just economic reasons of given segment can be the cause of such purchase
decision. From the research follows that the seniors with their monthly pension in the range of 8 to 12
thousand Czech crowns (55%) make the strongest income group of respondents.
Seniors’ shopping according to special offers of shops is also influenced with sending of advertising
material to post boxes. From the research results follows that 70% of respondents do not mind the fact they
find advertising material in their post boxes. Only 12% of all respondents mentioned that the leaflets annoy
them and they refuse them. The leaflets also annoy the rest of seniors 18% but they are not able to refuse
them.
Regarding the influence of advertisement, it can be supposed that it has a big influence on seniors’
behaviour. Advertisement affects seniors with different tools (Tab 1). The most respondents (77%), from
them two thirds are pensioners from 60 to 75 years, are motivated to purchase with leaflets. TV
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advertisement still has significant influence on purchase decision making mainly by “young seniors” from 60
to 69 years (19%). We can claim the same about the advertisement in newspaper and magazines (24%). The
perception of the advertisement in newspaper or magazines depends on the writing size of text and print
quality. Seniors (5%) also mention that they like listening to the radio but the perception of advertisement
from this media is the worst.
Almost 47% of seniors are motivated with their acquaintances’ references during their shopping. A part
of seniors is alert on one hand, on the other hand a little bit suggestible by purchase of goods, therefore the
references of given products can be used by certain group of people in their favour.
As it can be assumed, internet advertisement has the smallest influence on purchase decision making at
this respondent target group (6% of respondents). The respondents who perceive the advertisement in
certain media belong mainly to the age group 60-64 years with the social status – pensioner and working
pensioner.
Table 1: The percentage of particular advertising tools

The percentage of particular advertising tools

Age

TV
advert

Radio
advert

Advert in
newspaper/magazine

Leaflets

Acquaintance’s
reference

Internet
advert

Other

60-64

10,3

1,7

7,2

25,6

17,7

3,1

4,3

65-69

8,6

1,9

9,6

26,1

15,3

1,2

1,7

70-75

5,0

0,7

5,5

18,4

11,7

1,4

2,2

76more

1,4

0,2

1,9

6,9

2,6

0,0

1,4

total

25,4

4,5

24,2

77,0

47,4

5,7

9,6

Source: author. Note: Respondents could mark more answers.

Moreover, the questionnaire research is focused on finding of the influence of another communication
mixture tool, which means marketing support. Respondents should order particular tools of marketing
support (extra present, economy pack, tasting of certain product, discount, consumer competition, discount
coupon) according to the biggest influence on their motivation for shopping.
The discount of goods motivates the most seniors for shopping. Up to 68% of all respondents with the
pension from 8 to 12 thousand presented this fact. Price will be the biggest factor when shopping goods if
there are low pensions. Another motivating tool of marketing support is economy pack according to the
seniors (35%).
Another tool of marketing support “discount coupon” is ambiguous. This is a tool where on one hand
respondents (22%) pointed that this tool motivated for shopping, on the other hand the same percentage of
respondents claimed that this tool does not motivate them for shopping. Given fact can depend on the
discount amount which seniors get during their purchase. The target segment is pleased when they get extra
present during shopping (32%).
“Tasting of certain product” and “consumer competition” are the tools for given segment which motivate
least for shopping. Seniors like taking part in these actions but it does not mean that they are motivated more
for shopping. Up to 54% of respondents mentioned that they do not rather buy goods advertised in the shop.
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It is showed here that seniors are people who do not waste money and they like their stereotype during
shopping.
The object of questionnaire research is finding if direct marketing also influences seniors’ purchase
behaviour (Tab 2). When respondents decide to buy goods out of shops, then they choose products in
catalogues (66%). Pensioners do not prefer too much to buy goods via TV spots and letter into post box.
Table 2: The most often used form of direct marketing

The percentage of goods purchase via direct marketing

Age

Catalogue

Phone

TV spot

Letter into post box

Total

60-64

28,4

3,0

5,2

3,7

40,3

65-69

20,1

0,7

7,5

6,7

35,1

70-75

12,7

0,7

2,2

3,0

18,7

76-more
Total

4,5
65,7

0,7
5,2

0,7
15,7

0,0
13,4

6,0
100,0

Source: author

Internet as the media is important communication mixture tool which begins to influence mainly “young
seniors” from 60 to 64 years (19%) to whom their retirement age lengthens and they are forced in some
measure to adapt technological development of society. When seniors buy via internet, it is about electronics
(43%) and clothes (13%).
3.1.

Discussion

Marketing experts, economists and sociologists are aware of senior’s importance as the target group for
companies considering growing old of inhabitants not only in Europe but all over the world. In particular
experts’ opinions there is not given the same age view of seniors. The authors in particular studies introduce
seniors as older generation from 55 years, in technical literature it is from 60 years and the Czech statistical
office defines the senior status from 65 years. As it follows from next studies the age is not too important in
seniors’ purchase behaviour.
When the baby boomers were 18, they were regarded as the most important generation as far as marketers
were concerned. That generation has moved on. But the marketers have not moved on with it. The need isn't
for campaigns that specifically target older people. The greatest ads have always been those that are the most
inclusive [22].
According to managing director of the company Doner Cardwel Hawkins (2010), a 50-year-old has more
in common with a 25-year-old than with somebody in their nineties. Digital-led communication holds the
key to change because it's there that mature consumers can interact with brands in their own time and space.
The head of consumer communications of the company Honda has the same opinion. He claims that
important aim is to create ads that will appeal to people irrespective of their age. After all, age is a state of
mind and the age at which we consider ourselves to be old gets older all the time. The authors Wolfe [28]
and Treguer [21] confirm in their publications that products offered by seller are accepted by younger and
older group of customers.
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The results of another study, which compare German to American seniors, confirm the fact that most
contemporary seniors needs to get closer to lifestyle of young people not only emotionally but also with life.
Moreover, this study also shows that considering seniors behaviour the attention should be paid to
differences between social classes, culture of given country, individual state of health of every senior and his
or her private lifestyle [27]. Ward R. points at this fact in his survey [26]. These analyses investigated change
in perceived age in both midlife (48-54 and 55-64) and later life (65-and more), enabling comparisons of
patterns in these different parts of adulthood. Older respondents report increasingly younger felt age
compared with chronological age, but felt age tends to be proportionately similar from midlife into later life,
as also noted by Rubin and Berntsen [19].
The author Vysekalova [24] confirms these above mentioned authors’ opinions in her publication
Emotions in marketing and presents that biological age is not too important to marketing seniors’
communication but the social time should be considered. It means that the people at the same age, education
and income do not have to create marketing segment. The authors Kotler and Keller [10] claim that mainly
seniors before retirement do not often decide according to their age but according to their lifestyle when they
buy something. These seniors are characterized by high knowledge of brand and sensitivity but their brand
loyalty is not too big as older senior generation.
Today’s market of population 55 introduces interesting potential for traders and marketers. Older people
are more experienced, confidence and sensitive to influence of marketing activities. Within free time this
segment deals with media world more than it is with younger generation. According to the study Mather [13]
it is necessary to choose media carefully for addressing this target group – it is mainly about TV, radio,
tabloid, hobby magazines and direct mail. On the other hand seniors do not want to be isolated group and
therefore they do not like advertisement displaying people over 50 years [17].
According to the author’s research Vysekalova [25], in 2011 companies released negligible part of their
budget for communication with seniors. According to this research, the prospect into the future is more
positive. Almost one third of marketing managers presented that they want to establish active dialog with
seniors.
According to the author called Reidl [18] within communication policy it is suitable to present seniors
positive as vital, working people who do not lose their charm and charisma and look calmly regardless their
age. Verbal communication is effective for seniors’ purchase (Word of Mouth).
The research „An Exploratory Note on the Shopping Behaviour of the Low Income Senior Citizen” [12]
of 1974 confirms that senior uses personal observation in terms of physical search and the newspaper as
primary sources of product information, purchases food mainly from a chain supermarket, purchases clothing
and household furnishings mainly in the central business district,) is highly mobile and well informed, and
considers shopping to be a major part of his or her life style. According to the study of agency Mather [13]
the sense of advertisement is important for the generation 55+, by selected products which are mainly
travelling, food purchase and medical equipment.
The SME Digital & Mobile Behavioural Study for 2014, carried out by the consulting firm Estudios
Técnicos, found that 45% of people sampled for the study, between the ages of 40 and 45, are connected to
the Internet; followed by 40% of those between 55 and 64, and 14% of those 65 and older. As each group
advances in age, the numbers in each age bracket will keep increasing. This study is also confirmed by The
Ministry of work and social matters from 2008 which claims that internet becomes the key source of
information, mainly information about solution of various life situations and key communication tool [16].
After the evaluation of the results of the questionnaire research and particular authors’ technical studies
there are not any significant differences of seniors’ purchase behaviour of different age and their social
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status. From the point of view of communication mixture influence, the customers are motivated to shopping
mostly via leaflets which they get into their post box. Contemporary pensioner is a person whose pension is
usually between 8-12 thousand Czech crowns and that means from the point of view of marketing support
they watch mainly the discount. Seniors are active and within taking part in consumer competition, tasting
they do not reject a small present for the shopping. These tools do not motivate them too much for shopping
because older people are conservative and they do not often decide spontaneous. Regarding influence
efficiency of direct marketing elements, effective purchase via catalogue is for the approaching of this
segment.
Contemporary older people are influenced a little by modern communication technologies. In a few years
this statement will not be valid. As it followed from local research „young seniors” do not refuse shopping
on the internet.
In general, as it follows from the conclusion of studies and technical literature, future seniors will have
different purchase behaviour than seniors today. From that it can be deduced the tools of communication
policy influence on purchase decision making will change. People who get into the category senior in
following years will be with the people with bigger purchasing power than today’s older generation has.
People, who do business nowadays, are active in their free time and make reserve per pension saving, go into
retirement. Marketer will not look at seniors from the point of view of age but from the point of view of their
lifestyle.
4.

Conclusion

The development in recent years from the point of view of demographic growing old is characterized by
unstoppable changes of age structure. The character of contemporary age group has potential of active
growing old. The number of older people will depend on following development of mortality, development
of foreign migration and development of fertility. Economic activity of older people contributes to life
quality – to higher standard of living in old age. Nowadays marketers are mainly interested in the age group
of older people from 55 to 65 years maximum. They are not interested in people over 65 much which is a
shame because these people begin to have their purchase standard. Although most seniors have their monthly
income about 12 thousand Czech crowns, there are some rich seniors who are difficult target group requiring
luxurious products and they are loyal to verified brands.
From the point of view of fulfilment of the goal of the article it can be stated that communication tools
influence all seniors in the same way regardless the age and their social status. Marketing communication
occurs via TV advertisement, leaflets in post box, marketing support – mainly discount of products.
On one hand, the target group of seniors is opportunity for companies and they have to react with the fact
that people before retirement and pensioners become the target group of the future and mainly that these
people will be different from today’s seniors over 65. Marketers will have to work with new marketing
communication tools and mainly with information technologies when approaching older people.
5.
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Abstract. As most of the countries around the world, even in Eastern Europe it became necessary to
implement the policy and macro-prudential instruments. The measures adopted by the authorities varied and
they consisted in controlling the banks’ loans issued in the foreign currency.
Foreign currency lending was the main feature which was strengthened even more during the credit boom of
the past decade. The policymakers in the region were clear about the need for development of the capital
markets in local currency, in such a way that banks were to shrink for foreign currency funding and longterm maturities.
It is obvious that macro-prudential instruments and policies varied amongst countries. This is due to the fact
that each country has different problems of the macroeconomic nature and in the financial system. According
to the report of IMF (2011b) when applying macro-prudential instruments should be noted that the same
measures are not equally effective in all countries where they are applied. The instruments used have had a
positive effect, namely the reduction of lending and liquidity coverage. It is important to realize that the
degree of effectiveness of instruments does not depend on the stage of economic development or the exchange
rate. So, the emerging economies that have fixed exchange rate and limited interest rate tend to use macroprudential instruments.
The same tools are equally effective when used in developed countries with flexible exchange rate regimes.
The implementation of macro-prudential instruments costs that must be taken into account when calculating
the benefits from these instruments (IMF, 2011a). The liquidity instruments that are used in Eastern
European countries demonstrated that they were effective in limiting the financing in foreign currency. In
this context, the instruments relating to capital may be helpful for limiting the credit growth (IMF, 2011b).

Keywords: micro–prudential regulation, systemic stability, macro–prudential regulation
exogenous risks
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1.

Macro-prudential Policy in Central and Eastern European Countries - is
there anything we should Learn?
Bulgaria

While Bulgaria was getting prepared to join the European Union, there was an increase in the number of
the mortgage loans for individuals. This was followed by an increase in housing prices which put into
question the ability of the banks to manage risk related to mortgages. Measures were taken to minimize
systemic risk. In order to manage better the crisis situation, Bulgaria as many other European countries
+
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impletemented macro-prudential instruments by tightening the rules for loans applications during 20042005. During this period of time the reserve requirements were tightened, higher provisioning for mortgages
were applied, LTV ratio was revised by increasing it to 70% for mortgages with a 50% risk weight.
In 2006 it was introduced a marginal reserve requirement for banks exceeding the average loan growth.
In 2007 there was an increase for reserve level.
Bullgaria also applied measures in regards to the general loan growth and assets price growth, such as
loan limit and the risk based of LTV's (IMF 2011b).
As IMF states in a later report, in 2012, the capital adequacy in the banking sector is 12% conforming to
the agreed minimum. The asset quality is impacted by the real estate marker and a slow progress of nonperforming loans. The level of non-performing loans is 13.4%.
The banking sector is supervised by the National Bank of Bulgaria by imposing higher liquidity buffers
and capital (IMF, 2012).
The post-crisis situation of Bulgaria can be described as a country with financial stability due to the
macro-prudential policies implemented before the crisis and the banking supervision.
Welcome to
REASER, Issue nr.1. The review’s coverage is : general economics, sustainable development, ecodevelopment, distribution of wealth, household behaviour and family economics, human resources, incomes
distribution, human development, migration, business management, marketing, consumer behaviour It also
provides a friendly platform for academic and application professionals from crossing fields to
communication together.
Croatia
Croatia joined EU in 2013. This country like most of the Western Balkan countries implemented the
macro-prudential measures to overcome the economic crisis starting from year 2004 and onwards. These
measures main purpose was to minimize the foreign borrowing and contain the credit growth. The banks had
to fulfil the requirement of sublimit on credit growth of 1%. The marginal reserve requirement applied aided
the foreign borrowing of the banks.
During 2001-2003 in Croatia bank lending to the private sector was increased by 20-30% per year.
During this period of time there was a rapid economic growth that was followed by a "boom" as a result of
capital inflows and domestic consumption (Hafizi & Bushi, 2014).
In 2007 the mortgages increased rapidly at an annual rate of 31%. Also the housing prices increased with
a 30% rate for the same period. Systemic risk increased bank loans in the foreign currency, particularly for
vulnerable borrowers from the weak standards of the banks. The latter were subject to liquidity risks and
unforeseen change of investors in the region. They took measures to slow the immediate credit growth, to
reduce pro-cyclicality, to slow down foreign borrowing and encouraged banks to apply prudential policies in
such cases (IMF 2011b).
The macro-prudential instruments that Croatia used:
In 2003 - As a result of the additional liquidity requirement ratio increased by liquid foreign assets in
foreign borrowing them at 24%.
During 2004 -2006 banks found it necessary to impose additional provisioning for excessive credit
growth; the liquidity was raised to 32% and the LTV started to be applied for mortgages in the sum of 75%.
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Also, new loans were not approved if the average monthly income of a borrower did not cover his own total
expenses.
2006 –it was introduced a special reserve requirement at 55% on increases in liabilities created by debt
securities which was followed by 20% drop in capital inflows.
As a result of the credit growth slowing down, the external borrowing of the banks dropped.
2008- The general reserve requirement was at the level of 17% until the end of the year (Hafizi & Bushi,
2014).
The macro-prudential measures implemented in Croatia seem to have been effective.
The prudential and macro-prudential measures reduced capital inflows for one quarter and they
contributed to increasing for one year the monetary independence. The level of NPLs is 10.78% for the
period of 2009-2014, but regardless of these levels it can be said that the foreign-owned banking system is
robust (Hafizi & Bushi, 2014).
Czech Republic
Czech Republic joined the European Union in 2004. It was the first country that aimed and managed to
keep inflation low and keep lower rates in recent years, showing a high degree of credibility of these
policies. The interest rates on foreign currency loans are generally lower than those in the local currency, as a
result of inflation in the domestic economy and low monetary policy (ESBR, 2011). The policymakers of the
countries mentioned in this study addressed the risk that is related to foreign currency loans during various
phases of the crisis. Czech National Bank lowered its policy rate by 150 bps during the period from June to
December 2008. Czech policymakers did not have to intervene on foreign currency loans, as they were from
corporations and remained stable over the past decade (IMF, 2012).
All the above countries imposed LTV-in and all, except Croatia, limited distribution of profit and debt
service activated income. Lending in foreign currency has been a key feature which further strengthened
during the credit boom in the past decade. Each of the factors related to demand and supply of foreign
currency loans, has played a role in the growth of foreign currency loans in the aforementioned countries.
Throughout the region, policymakers are firm about the need for the development of capital markets in local
currency, so that banks can reduce their support for foreign currency funding for long maturities; while at the
European Union level, the European Systemic Risk Board has published a series of recommendations for
lending in foreign currency (ESBR, 2011). Tighter monetary policies and macro-prudential policies can be
strengthened together.
Also, strong macro-prudential policies can contribute to increasing the options available to monetary
policy and to support the transmission of monetary policy in small open economies. In countries that have a
high degree of foreign ownership in the banking system (as is the case of the above-mentioned countries),
avoidance of domestic macro-prudential measures, can be a problem to enhance the effectiveness of macroprudential and monetary policy (IMF, 2011).
Hungary
Hungary joined the European Union in 2004. In 2010 it introduced the policies on LTV and DTI
differentiated by currency, before the mortgage loans in foreign currency were stopped (IMF, 2011b).
Weaknesses in its economy were in the form of high external debt, as well as changes in foreign currency. A
large part of the house mortgages were issued in foreign currency by causing borrowers in this category to be
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vulnerable towards the variations in the exchange rate. The measures were related to the treatment of foreign
exchange changes on mortgages.
The macro-prudential instruments that Hungary used are:
2010 - The introduction of LTV and DTI limit for housing loans in foreign currency, also were detained
housing loans in foreign currency.
Poland
Poland as a country that joined the European Union in 2004 increased the risk weight of the household
loans given in foreign currency (IMF, 2012). During the year 2006 there were set more strict rates of LTV
and DTI for the new customers taking a loan in foreign currency. At that period of time there were also were
made attempts to handle the risk of foreign currency lending, particularly for mortgages. The credit boom of
the 2006-2008 addressed the issue of weak credit standards used by the banks. The increase of the number of
loans in foreign currency against to vulnerable borrowers who were supported by interest rate differentials
and the local currency rating, signaled the possibility of systemic risk formation. The measures taken were
aimed to strengthen capital and liquidity cover and to soften the risk of foreign currency lending in order to
handle shocks.
In the year 2008 weight on housing loans in foreign currency was introduced and the mortgages risk
increased. Risk weights were differentiated for mortgages in local currency (75%) and foreign currency
(35%). The lending in foreign currency was reduced in 2010 and grew up to 100% for all loans in 2012.
In 2009, there was a reduction of reserve requirements from 3.5% to 3% in order to increase the liquidity
of the banking sector. They were also imposed restrictions on profit distribution.
In the year 2010, there were adopted measures aiming at lending and retail lending (retail) as well as
tighter LTV conditions (IMF, 2013). The ceiling for foreign currency lending was set at 50% of total lending
of houses located in the same year. More stringent conditions for loans in foreign currency introduced that
were introduced in 2006.
In 2011, the DTI was 50% -65% cap on loans to households and 42% for loans in foreign currency.
Serbia
Serbia received the status of the candidate country to join the European Union in 2012. The country met
the inflation target by exceeding it with more than 5% in 2011. In Serbia, in 2006, they were introduced the
higher risk weights such as that of foreign currency loans over a certain amount. In 2008 there was
differentiated the classification of loans and provisioning rules as per the currency. Serbia's National Bank
increased its policy rate by 200pbs during the period June-December 2008 (IMF, 2012). Also, it in the same
way as Croatia, adopted measures to curb foreign currency lending. Serbia had a rapid credit growth, which
was followed by the obligations and responsibilities towards external debt. Systemic risk was increased as a
result of the bank loans in foreign currency which did not have strong standards. The risk of these loans
specifically affected vulnerable borrowers. The measures taken intended to limit currency risk, as well as
limit the high credit growth.
The Macro-prudential instruments that Serbia used were as follows:
2004 - DTI for families: introduction of the ceiling (cap) in DTI and its recalibration several times since
2004.
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2005 – There were introduced differentiated reserve requirements for foreign currency and the reduction
of foreign currency loans.
2006 - The capital ceiling was introduced to 200% in the proportion of mortgage portfolio. This ceiling
was reduced to 150% a year later.
2007 – 2008 - Ceiling on foreign currency lending by introducing a minimum deposit of 20% for loans
(non-mortgage) for families. A year later it was reduced to 0%.
2008 - Restrictions on the distribution of profits, dividends and bonus payments were forbidden, if the
bank was under provisioning. This rule is in effect today.
Serbia’s banking sector has not been as impacted by deleveraging pressures as other European peers.
Capitalization and liquidity indicators are high and NPLs are well provisioned. NPLs are at the level of
15.58%. Credit growth is low despite abundant liquidity in the banking system due to perceived lending
risks, and high NPLs (Hafizi & Bushi, 2014).
Romania
Romania joined the European Union in 2007. In 2005 Romania differentiated and classified loans and
provisioning rules. The country also set a maximum rate of foreign currency loans to borrowers. In 20082009 strengthened DTI limits for families for a short period. LTV differentiated by currency was also
introduced (IMF, 2012).
In 2003 there was a rapid growth of the credit in private sector up to 40%. One of the factors influencing
this increase was the economic stability and favorable economic conditions. An increase was also observed
in foreign currency loans for mortgages. Measures taken aimed to slow down credit growth, limit foreign
currency risk, as well as to establish a debt limit to individuals.
The Macro-prudential instruments that Romania used (IMF, 2012):
2004-2007: LTV - cap on LTV of 75%
DTI: DTI cap at 35% for mortgages and 30% for consumer loans.
The ceiling on foreign currency lending of unhedged borrowers was limited to 300% of the institution's
own funds.
2004-2006 Reserve requirements for foreign currency deposits were increased from 25% to 30% in
2004, from 30% to 40% in 2006.
2005 - The introduction of DTI cap on total household debt of 40%
2002 and 2005 - Provisions: credit provisioning rules with stricter rules and classification given currency
risk borrowers.
Slovakia
Slovakia's economy is small and open and relies heavily on exports to perform. Last crisis found
Slovakia in good economic condition. But the situation of the global crisis affected the country in 2008.
Among measures taken were related to the release of liquidity risk. More specifically, measures were taken
to strengthen the position of short-term liquidity to banks, to prevent the outflow of liquidity of liquid assets,
and to increase capital base (IMF, 2011b).
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Macro-prudential instruments that Slovakia used:
2008 - maturity mismatch: the introduction of a new indicator of short-term liquidity.
2009 - Restrictions on the distribution of profit: the issuance of central bank's recommendation, that
banks will not distribute all their profits from 2008, but will use it to raise its own funds.
2.

Conclusions

The authorities in Eastern Europe adopted various measures to control bank loans given in the foreign
currency. The instruments seem to have had the effect of slowing down the credit growth and the formation
of capital or liquidity coverage. The degree of effectiveness of instruments does not depend on the stage of
economic development or the exchange rate. Emerging economies that have fixed exchange rate and interest
rate limited tend to be the most widely used macro-prudential instruments. The same tools are equally
effective when used in developed countries with flexible exchange regimes rate. The implementation of
macro-prudential instruments cost must be taken into account when calculating the benefits from these
instruments (IMF, 2011a ).
The basis for a successful implementation of the macro-prudential instruments is a good structure and
strong surveillance. According to the IMF (2011b) when applying macro-prudential instruments should be
noted that the same measures are not equally effective in all countries where they are applied. Instruments
used needed to address systemic risks as listed below:
• For liquidity risks of the system there can be used limitations in the mismatch of liquidity restrictions
on the net position in foreign currency (if liquidity risk derived from financing in foreign currencies) (IMF,
2011b).
• For systemic risks caused by inflation or increased credit the appropriate instruments that can be used
are those related to the loans, such as the limit of DTI and LTV (IMF, 2011b).
• For risks arising from the effect of financial leverage, the instruments related to capital can be used.
The latter creates a countercyclical situation through changes in capital requirements and risk weight assets.
In this way it is possible to limit the excessive financial leverage. If this increase is due to the demand of
banks to expand lending, these measures may be supplemented by instruments related to credit (IMF,
2011b).
• If the above mentioned risks are created as a result of capital flows, then the listed instruments can be
used. Instruments used for liquidity are effective in limiting the financing in foreign currency. In this context,
the instruments related to capital may be helpful for limiting the credit growth (IMF, 2011b).
Different countries have adopted the design and calibration of instruments based on their particular
circumstances such as: resource and risk type, the ability of their system to avoid regulations, the quality of
surveillance, implementation, management and agreements related to the macro-prudential politics. The
following points need to be taken into consideration (Gerlach , 2013) .
• An instrument versus many instruments
• Broad-based versus targeted
• Rules versus discretions
• Coordination with other policies
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The advantage of using multiple tools lies in addressing the risk from different angles. This allows
reducing the possibility of loss and be given a better guarantee to the effectiveness by addressing the various
sources of risk. An example that illustrates this is the limit (cap) for LTV-in and DTI, which complement
each other in the cyclicality of loans with collateral. When using credit related instruments to show the risks
created by excessive credit growth, funding liquidity risk may be limited. Based on the same report the IMF
(2011b) the use of multiple instruments can impose a higher cost for banks, so it is important to choose tools
that will minimize the cost so that there are no losses in the financial sector.
Some of the macro-prudential instruments can be used to address specific risks, but there exceptions. The
adaptation of macro-prudential instruments is used at different stages of the cycle to mitigate the cyclical
nature. Dynamic provisioning and capital coverage limit mentioned in the Basel III belong to those
instruments that mitigate the cyclical nature (Gerlach, 2013).
Instruments with obvious benefits should be used more often. Two examples that can be given are:
dynamic provisioning and capital preservation coverage.
Using these instruments helps to predict the regulatory environment. These two tools are excluded as
other instruments such as LTV, DTI and credit limit on reserves, may need to be adjusted on the basis of
decision makers (IMF, 2011a). To freely use instruments there should be a structure to guide the
development of macro-prudential policies. Within this structure should also be a mechanism to identify and
monitor the systemic risk. Also, there are fiscal and monetary instruments used to deal with systemic risk, so
a clear communication strategy and an important set of rules to make it work is needed. The use of macroprudential instruments combined with instruments of monetary and fiscal policy to address systemic risk
tend to be more effective when financial sector risks are intertwined with those of other sectors (IMF, 2013).
Macro-prudential policies should be used only as a complement to the monetary policy, which is the
most direct way. On the other hand, macro-prudential policy is the most appropriate tool for specific areas.
The main purpose of the use of these macro-prudential policies is the financial stability (Canuto & Cavallari,
2013).
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Abstract. A global economic and financial crisis affected the world by the increasing inflation and
unemployment rate. It affects billions of people living in developing countries, these crises have strengthened
the overall state of crisis comprised by propagate poverty and extreme poverty. The crisis had its origin in the
richest countries, but it creates greater impact on emerging developing countries. The threatening crisis
creates lot of social impact and visible effects such as slowing global economic growth, contracting world
trade, job losses. It's important to analyze the global economic and financial crisis to find out the root cause of
the emerging economic and financial crisis and provide possible solutions based on past available historical
economic and financial crisis data.
This economic and financial crisis comprises of key elements such as macroeconomic policies, financial-sector
supervision and regulation, financial engineering, and the global activities of large private financial
institutions. A key lesson from the global financial and economic crisis is that we need to rethink the policies
for economic growth which have existed over the past few decades.

Keywords: economic and financial crisis, financial institutions, government regulations.
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1.

Introduction

In almost all countries economic recession has deep-rooted that led to mass unemployment and
starvation of millions of people. The financial market meltdown during 2008 and 2009 was the result of
institutionalized fraud and financial manipulation.
This crisis is deepening with the risk of disrupting international trade and investment. All major sectors
of global economy are affected. Financial Crisis and recession is becoming very common nowadays.
People in different countries are starving as a result of global market. The price of essential commodities
for living has shot up dramatically in the recent years globally. Globalization affected millions of people
under hunger and starvation.
2.

Background of Economic and Financial Crisis

The main reason for this is that banks create too much money, by making loans, in short periods and
used them to push up house prices and speculate on financial markets. Lesser portion of the money that
banks created went to business outside of financial sector. As Banks start to lend more money in property
market house prices shoot up along with personal debts [Fig. 1]1
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Fig. 1: Money lend by banks

Millions of people could no longer afford repayment due to Unemployment and they either tried for
foreclosure on mortgage payments or walk away by returning keys to the banks. The effect of financial crisis
was felt all over the world. This process caused financial crisis. [Fig. 2]
In the summer of 2008, the US financial sector suffered one of the most damaging events in its
history. The volatile stock market, induced by the subprime market, led to the default of Lehman Brothers,
and subsequently to a massive global crisis.
September 15, 2008—the date of the bankruptcy of Lehman Brothers and the takeover of Merrill Lynch,
followed within hours by the rescue of AIG—marked the beginning of the worst market disruption in
postwar American history and an extraordinary rush to the safest possible investments. Creditors and
investors suspected that many other large financial institutions were on the edge of failure, and the Lehman
bankruptcy seemed to prove that at least some of them would not have access to the federal government’s
safety net. Panic and uncertainty in the financial system plunged the nation into the longest and deepest
recession in generations. The credit squeeze in financial markets cascaded throughout the economy.
As the housing bubble deflated, families that had counted on rising housing values for cash and
retirement security became anchored to mortgages that exceeded the declining value of their homes. They
ratcheted back on spending, cumulatively putting the brakes on economic growth—the classic “paradox of
thrift,” described almost a century ago by John Maynard Keynes.
After this, banks discourage offering loans and this slowdown in lending caused prices in property
market to drop. Banks started to cut lending. This led to economic crisis.

ISSN: 2247-6172;
ISSN-L: 2247-6172

Review of Applied Socio- Economic Research
(Volume 10, Issue 2/2015), pp. 67
URL: http://www.reaser.eu
e-mail: editors@reaser.eu

Fig. 2: The 2007-10 financial crisis: key trigger,propagations nd mplification mechanisms

Globally, interest rates have been extraordinarily low for an exceptionally long time, in nominal and
inflation-adjusted terms, against any benchmark. Such low rates are the most remarkable symptom of a
broader malaise in the global economy: the economic expansion is unbalanced, debt burdens and financial
risks are still too high, productivity growth too low, and the room for maneuver in macroeconomic policy too
limited. The unthinkable risks have become routine and being perceived as the new normal.
Thus, the financial factors played key role in triggering macroeconomic effects of the crisis are:
1. rise in overall financing costs within the financial sector for firms and households, and
2. the more general deterioration in asset markets beyond the US housing market.
Following a significant deterioration of conditions in the US housing market, a sharp increase in
perceived default and liquidity risk precipitated a dramatic global re-pricing of risk. The result was an
outbreak of turbulence in global money markets in August 2007; a development which signaled the onset of
the financial crisis. [Fig. 3].
Although the financial crisis that began that time is a global crisis, and many countries – especially
Europeans– have been affected by the financial turmoil.
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Fig. 3: Financial market spreads

Decline in stock and property prices worsened balance sheets of firms and reinforced negative dynamics
associated with increased perception of risk and higher financing costs.[Fig. 4]

Fig. 4: Stock prices
2.1.

Political Factors

Many governments have already fallen, and more will do so in the years ahead because of persistent
unemployment and popular anger and distrust.
Concerning the process of deregulation –financial in particular and economic in general – in the US, we must
point out that such process can be seen mainly as a political phenomenon brought about by – among other
things– the increased power of giant banks and financial corporations, the resurgence of conservative

ISSN: 2247-6172;
ISSN-L: 2247-6172

Review of Applied Socio- Economic Research
(Volume 10, Issue 2/2015), pp. 69
URL: http://www.reaser.eu
e-mail: editors@reaser.eu

thinking, etc. Besides tax reductions, the removal of price controls, and the curbing of collective bargaining
rights and benefits of workers, the deregulation process began during the Carter administration and affected
basically the financial, transport, communication and energy sectors, financial deregulation being the most
important one.
2.2.

Non-political Factors

Non-financial factors like generalized collapse in business and consumer confidence also play a
significant role. The volume of Euro area goods exports declined on average by over 16% in 2009, compared
with 2008.
As per IMF Global growth is set to slow this year to its weakest pace since the financial crisis as
mounting threats from China to the Eurozone add to a long list of forces restraining the world economy.
The biggest worries are due to China’s stock market turbulence and Greece’s long festering debt.
The reason for Greece’s economy issue is that the government gave maximum pension to public sector
employees than their actual wages and it also favored business elites with tax-free status. Some of the state
employees got their pay without actually going to work.
Profits as a share of business income are high in Greece, followed by Italy, France, Germany, USA
and UK. In Europe Greece became the hardest place to start business.
Also, the demand for goods and services (actual GDP) was less than what the economy was capable
of supplying (potential GDP). This output gap led to excess unemployment and idle productive capacity in
business, which resulted in Recession.
The Central Bank plays an important role in achieving economic growth of a developing country
through the various measures. The important issues that central banks face as a result of Economic Crisis are:
- to establish relationship between asset prices and monetary policy
- bring in effectiveness of standard interest rate instrument, and
- design of non-standard monetary policy measures such as credit support
2.3.

Perceptions of economic recession






Initial impact of recession and short/medium term actions taken in response.
Changes to business strategy as a consequence of recession.
Barriers to future business growth and development
Initial impact of recession and the short and medium-term actions taken in response

3.

Current situation

The world economy continues to grow at a modest pace. The growth of world gross product is projected
at 2.8 per cent in 2015, accelerating to 3.1 per cent in 2016. The growth divergence between various regions
is widening in 2015, owing to differing impacts from the recent decline in the prices of oil and other
commodities, as well as country-specific factors. [Fig. 5]
Current account imbalances in major economies narrowed slightly in 2014, continuing the trend of
the past few years. The decline in the prices of oil and other commodities has contributed to this process,
leading to lower deficits in several large commodity-importers and smaller surpluses or even deficits in
major commodity-exporters, notably Saudi Arabia and other Gulf Cooperation Council (GCC) countries.
The strengthening of the dollar could, however, presage some widening of global imbalances in the outlook
period, albeit not to the levels seen in 2006-08.
This recession is regarded as an opportunity to implement strategic change that would otherwise not
have occurred. Most firms adapt under recession conditions through judicious cost/asset-cutting behavior and
through investment in product innovation and market development.
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Fig. 5: Growth of world output - annual % change (2013 to 2016)

The crisis has highlighted the need to pay greater attention to the international dimension of
economic analysis, especially in the context of highly integrated international financial systems and more
closely integrated production processes.
Consumer spending is likely to grow just in pace with the economy. Few consumers are stretching beyond
their incomes, and few are withdrawing from spending. As incomes rise, their spending rises at about the
same rate.
4.

Solutions

Serious efforts to reform the international financial system must consider the broad lessons of the current
crisis for financial market regulation, specific steps to take to make future financial stability more likely, and
the reshaping of the international financial system, including its architecture and governance, so that it better
serves the needs of the underlying real economy. Such efforts should begin with the recognition that the
social costs of financial instability on the emerging market and developing economies – and on the poor and
the working classes more generally – are immense
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Situation and diagnosis: The US “subprime” financial market meltdown is having severe adverse social
effects on the developing world. Nations with well-ordered and regulated economic, trading and financial
systems have been brought into the turmoil through its second- and third-order effects. Thus the crisis is no
longer a US-centered financial crisis, but a global economic crisis. A crucial part of the problem is the
interaction between the financial system and the “real” economy during the downturn. The diagnosis is
simple: existing financial market regulation is pro-cyclical, inconsistent, outdated and incomplete, deficient
in its concern for banks’ short-term liabilities and liquidity needs, and based on the erroneous assumption
that one can trust the market's assessment of systemic risk.
Financial stability: To make future financial stability more likely, concrete steps must be taken to remove
or at least abate the existing system’s pro-cyclicality, bring every institution, market, instrument, and
economy under a clear and simple system of regulatory control, address banks’ liquidity needs, and
aggressively control systemic, aggregate market risk and few other solutions as follows:
 Allow markets to work and bankrupt bad banks, whilst maintaining their institutional knowledge
 Co-ordinate a global interest-rate cut to almost zero. Inflate means to try and boost aggregate
demand in the economy to create higher economic growth. For example, in a recession, the Central
Bank could cut interest rates, print money or pursue quantitative easing. This leads to an increase in
the money supply and can help to stimulate economic activity; it is also likely to cause higher
inflation also makes it easier for the government to pay back its debt. In fact inflating away your debt
is seen as a kind of a partial default. The government finds it easier to pay back debt and bond
holders lose out because their savings are worth less.
 Temporarily fix exchange rates (implement capital controls. Devaluing exchange rate makes exports
cheaper which helps boost growth. In the case of the Euro, one possibility is for Greece to leave the
Euro and restore their own currency. This would lead to an effective fall in their exchange rates and
help economy become more competitive.
 Create growth through an agreed global investment plan supported by the good banks and scaled to
maintain effective demand.
 Reduce the risks of regulatory capture by a global regulatory authority
 Reform international company law and standards to reduce costs of decarbonizing the global
economy. It refers to the decision by government to stop repaying part or all of its debt. This will
make it difficult for government to borrow in the future, but it means they don’t have to aggressively
cut spending to reduce borrowing. When government borrowing as a % of GDP increases rapidly, it
becomes quite difficult to control borrowing. In order to meet interest repayments, and reduce the
debt burden, the government may be forced to pursue fiscal austerity (cut spending, increase taxes).
However, cutting spending in a recession can make it worse. e.g. the attempts by Greece to cut
spending have failed to reduce their budget deficit. The deficit continues to rise and it has created
social instability; they are also likely to default anyway. A better option may have been for Greece to
admit they were going to struggle to repay debt and default on their bonds earlier. It means investors
in Greek bonds would lose some money. However, it gives Greece a chance to enable economic
growth and in the long run this may be a better deal for bond holders.
 Governments should possess ‘Tight’ monetary policy and fiscal policy which will lead to cost cuts,
higher taxes and also it reduces the level of government borrowing. e.g. many countries in the Euro
area have been trying to solve their fiscal crisis by reducing government spending.
5.

Conclusions

Any solution must take the social costs of the crisis as its starting point, because these are
disproportionally affecting the developing countries, as well as the poor and labor more generally. A viable
and stable global banking and financial system is a means to an end, not an end in itself, and the ends that
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matter are social. The merit of the banking and financial system should not be judged merely in terms of the
stability that it promotes or in terms of the growth, innovation, and investment that it may encourage.
The systemic arrangements should also be judged in terms of how effectively they promote social justice.
For this reason, representative global institutions – not ad hoc groupings without democratic legitimacy must
be at the center of any reform effort. The IMF, BIS, and other related bodies may have a role to play in the
new system, but proposals that lack democratic legitimacy will go nowhere.
Finally, these reforms must necessarily establish a new balance between the economic and the political, a
new balance that favors the democratic state over the financial market, the public interest over private gain,
and an accountable government over unaccountable speculation.
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