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Preface



It is the long history of humankind (and animal kind too) that those who learned to collaborate and 
improvise most effectively have prevailed.

Charles Darwin

Theconceptof“collaborativeeconomy”isfrequentlyusedfordescribingthecharacteristicsofthe
currenteconomybutsofar,acommondefinitionofitorofitssynonyms,namelysharingeconomy(Sun-
dararajan,2016),peer-to-peereconomy(Frenken,Meelen,Arets,&vandeGlind,2015),collaborative
consumption(Belk,2014),gigeconomy(Ravenelle,2017),andaccess-basedconsumption(Bardhi&
Eckhardt,2012),isstillmissing.Somescholars(Botsman&Rogers,2011;Frenkenetal.,2015)adopt
ageneralperspectiveandstatethatthecollaborativeeconomyiseithertheoneinwhichconsumersare
“grantingeachothertemporaryaccesstotheirunderutilizedphysicalassets,possiblyformoney”(Frenken
etal.,2015)orasocio-economicphenomenoncharacterizedbynon-ownership,temporaryaccess,and
redistributionofmaterialgoodsorservice(Botsman&Rogers,2011).Ontheotherhand,Laurelland
Sandström(2017)andSchlagwein,Schoder,andSpindeldreher(2019)adoptatechnologicalapproach
andlabelitasatechnology-basedeconomy;thus,theformerdefinesitas“ICT-enabledplatformsfor
exchangesofgoodsandservicesdrawingonnonmarket logicssuchassharing, lending,giftingand
swappingaswellasmarketlogicssuchasrentingandselling”(Laurell&Sandström,2017,p.63)while
thelatterdescribesitas“anIT-facilitatedpeer-to-peermodelforcommercialornoncommercialsharing
ofunderutilizedgoodsandservicecapacitythroughanintermediarywithoutatransferofownership”
(Schlagweinetal.,2019,p.2).

Butthetruecollaborationisdrivenbysocialandenvironmentalconcerns,notbytechnologicalis-
sues;thelatterisjustthemeantoapurpose.AsLi,Ding,Cui,Lei,andMou(2019,p.2)state“sharing
isalwaysthoughttobeeco-friendlyandlessresource-intensiveandtoprovidestrongersocial ties”.
Thus,theaccentisontherationalexploitationofresourcesandbringingclosercustomersandproviders.

Upuntiltoday,thedevelopmentofthecollaborativeeconomyinfluencedvariouseconomicactivi-
tiesfromtheservicesarea,suchasaccommodation(Airbnb,HomeAway,Couchsurfing),car/rideshar-
ing(Uber,Bolt,Taxify,Blablacar),andservicesprovidedbyplumbersandelectricians(TaskRabbit).
However,itexpendsrapidlytotheothereconomicsectorsfromtheserviceandproductionareadueto
itsimpactonsustainability,thewayitchallengesthetraditionalbusinessmodels,andalsotheemphasis
itputsonintellectualcapitalandintangibleresources.

Againstthebackdrop,thepurposeofthisbookistoemphasizethebusinesstoolsandstrategiesthat
mayfacilitatethedevelopmentofsustainableorganizationsinthecurrentcollaborativeeconomy.Itaims

xvii
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tohighlighthowcorporatetoolsandstrategiescanimprovethecompany’ssustainabilityattheeconomic,
socialandenvironmentallevelwhilebenefitingfromthetechnologicaladvancements.

Thereminderofthebookisorganizedaroundtwosectionsthatshedlightonhowbusinesssustain-
abilityisperceivedfrombothexternalandinternalstakeholders’perspectives.Thus,thefirstsectionof
thisbook,entitledBusiness Sustainability from the External Stakeholders’ Perspective,bringsforwardthe
changesthatappearedormayappearinthegeneralexternalenvironment.Inotherwords,itconcentrates
onthelegal,socio-cultural,andtechnologicalfactorsthatfosterthedevelopmentofthecollaborative
economyandinfluencethecompany’ssustainability.Lastbutnotleast,itemphasizeshowcorporate
socialresponsibilityservesasabridgebetweenthefirmanditsexternalstakeholders,gettingitcloser
notonlytothecustomersbutalsotothecommunity.

Chapter1,entitledChanges in Regulatory Laws Over the Sharing Economy Business on the Example 
of Brazil: A Crucial Point for Its Feasibility,highlightsthechallengesthatoccurinthelegalenviron-
mentduetotheadvancementofthecollaborativeeconomy.TheauthoranalyzestheBrazilianeconomy
andlegalframeworkandshowshowthestateregulationcanactasaninhibitorforinnovationandthe
developmentofnewbusinessmodels.

Chapter2,calledThe Role of the State in Optimizing Communication Between Generation Z and 
Migrants in the Human Resources Management,concentratesonanotherpressingissueofthecurrent
environment,namelymigration.This iseithercausedbyhostilitiesorpovertyand it influences the
political,socialandeconomicdevelopmentofthehostcountries.takingtheseintoaccount,theauthors
developagame-theoreticalmodelinordertoidentifythebestprocessforharmonizingthestate’sand
migrants’interestsandprovethattrainingcanbeasatisfyingsolution.

Chapter3,titledHow Does National Culture Influence Microfinance Institutions? Evidence Based on 
Investigating 45 Countries,focusesalsoonpovertyreductiononlythistimetheculturalframeworkand
theefficiencyofthemicrofinanceinstitutionsaretakenintoconsideration.Thus,basedonHofstede’s
culturaldimensions,theauthorsprovethatthemicrofinanceinstitutionsaresuccessfulinthecountries
characterizedbyhighlevelsofpowerdistance,collectivistic,longtermorientedandrestraintculture,
andrecommendseveralknowledgestrategiesthatcouldincreasetheirefficiency.

Chapter4,entitledFactors Affecting Sustainable Higher Educational Partnerships,maintainsthe
attentiononthesocio-culturalenvironment,onlythistimethehighereducationinstitutionsrepresentthe
cornerstone.Ifthesharingeconomyaimstobringclosercustomersandsellersandtofostertherational
exploitationofresourcesbasedoncollaboration,thecurrentchapteremphasizestheneedforcollabora-
tionamongtheacademicpartners.Withinthisframework,itunveilstheknowledgemanagementfactors
thatcouldenablecollaborationamongthehighereducationinstitutionsanditexaminesthesustainability
practicesinvolvedinhighereducationpartnerships.

Chapter5,calledWhen Giants Meet: Collaborative Economy, Blockchain Technology, and Social 
Media,concentratesontheclassicaltechnologicalapproachofthesharingeconomyanditdealswith
thedevelopmentofblockchaintechnologyandcryptocurrencies.Nevertheless,itexaminestheroleof
socialmediainthecollaborativeeconomy–blockchainnexus.

Chapter6,titledPredictive Factors of Attitude Towards Online Disruptive Advertising,emphasizes
thelinkestablishedamongthesocio-culturalfactors,technology,andcustomersbyanalyzingtheinflu-
enceoftheuncertaintyavoidance,perceivedusefulness,andopennesspersonalitytraitontheattitude
towardsonlinedisruptiveadvertising.Usingmultiplelinearregressionanalysis,theauthorsprovethat
theperceivedusefulnessandopennesspersonalitytraitsareabletopredictcustomers’attitudestoonline
disruptiveadvertising.

xviii
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Chapter7,calledFirm-Specific Moderators in Recovery from Brand Scandals: Insight Into Consumer 
Markets and Capital Markets,remainstoconcentrateoncustomers’perspectiveanddealswiththeissue
ofcorporatescandals.Thus,itbringsforwardtheimpactofseveralfactors,suchasbrandequity,firm
size,andindustry,corporatereputation,socialresponsibility,CEOtraits,sourceandtimingofdisclosure,
ontheeffectsizeofthecorporatescandalswithwhichbrandsarefacedwith.

Chapter8,entitledThe Corporate Social Responsibility (CSR) and the 2030 Agenda in the Framework 
of New Trends in Tourism and Hotel Companies’ Performance,switchestheperspectivefromcustomers
tocommunityandbringstolightconceptslikeeco-efficiency,ecologicalcrisis,triplebottomline,and
sustainabletourism.Itgoesbacktothemaingoalofthesharingeconomy–fosteringtherationalex-
ploitationofresources–anditemphasizestheneedforcompaniesfromthehospitalityindustrytoadapt
progressivelytothestructuralchanges,takingintoaccountcustomers’,environment’sandcommunity’s
influence.Thus,theauthorshighlightseveralpracticesthatcouldenhancethesustainabledevelopment
oftheSpanishtourismindustry.

Chapter9,titledCorporate Social Responsibility as a Part of the Strategies for Business Sustain-
ability Based on the Innovative Activity Development,takesastepfurtherandpresentscorporatesocial
responsibility(CSR)asaninnovativeactivityformodernbusinesseswhichisinfluencedbyindividu-
als’socio-demographiccharacteristics.Therefore,itprovesthatthereisastrongrelationshipbetween
stakeholders’educationandtheirCSRknowledgewhilejobtitlehasnoinfluenceonCSRawareness.
Startingfromthese,severalrecommendationsaremadeonhowtoimproveinnovationthroughCSR.

Section2isentitledBusiness Sustainability From the Internal Stakeholders’ Perspectiveanditap-
proachessustainabilityformmanagers’andemployees’pointsofview.Thus,itdealswiththechanges
thatoccuratthebusinessmodelsandtoolslevel(especially,thusrelatedtostrategicmanagement,human
resourcemanagement,performancemanagement)anditalsoemphasizesthechallengesgeneratedby
thenewgenerationsofemployees(GenerationZandGenerationY).Lastbutnotleast,thissectionis
closedbypresentingtalentmanagementasanenhancementofsustainablehumanresourcemanagement.

Chapter10,calledAddressing Sustainability and Industry 4.0 to Business Model,highlightsthebusi-
nessopportunitiesbroughtbythetechnologicaladvancementsandtheincreasedinterestinensuring
social,environmentalandeconomicsustainability,generallylabeledasthetriplebottomline.Based
onthese,theauthorsemphasizetheneedforadaptingthebusinessmodelsbytakingintoaccountthe
sustainabilityandIndustry4.0drivers.

Chapter11,titledDeveloping Strategies in the Sharing Economy: Human Influence on Artificial 
Neural Networks,combinestheclassicaltechnologicalapproachofthesharingeconomywiththehu-
manapproachofstrategicmanagement.Giventhefactthatthebusinessstrategiesaredevelopedand
implementedbyandwithhumans,thischapteraimstoexaminehowmanagersinfluence,voluntarilyor
involuntarily,thereliabilityofamanagerialearlywarningsystem,basedonanartificialneuralnetwork.

Chapter12,entitledThe Response of Trading Volume to Borsa Istanbul Sustainability Index Inclusions 
and Exclusions,concentratesontheTurkishstockmarketandbringsforwardmanagers’andshareholders’
perspectivesonbusinesssustainability.Thus,itanalyzeswhetherthefirms’inclusioninorexclusion
fromtheBorsaIstanbulSustainabilityIndexaffectstheirtradingvolume.

Chapter13,calledCreative Problem Solving in Online Innovation Contests: What Motivates Top 
Solvers to Participate in the New Collaborative Economy?bringsbackthetopicofinnovationonlythis
timeitisapproachedfromaninternalperspectiveandnotfromanexternalone.Thefocusisonthe
motivationalaspectsofcreativeproblem-solving.Inotherwords,theauthoraimstoidentifythecore

xix
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motivationaldimensionsbasedontheexperiencesoftopsolversinthreedifferenttypesofonlinein-
novationcontests.

Chapter14,titledPerformance Measurement Systems for Healthcare Organisations,addressesthe
challengesraisedbythesharingeconomyattheperformancemanagementlevel.Thus,itdealswiththe
influenceofseveralissues,suchasefficacy,quality,adequateness,useofICTandsustainability,onthe
performancemanagementsystemsdevelopedforthehealthcareorganizations.

Chapter15,entitledPredicting Employees Performance: An Intergenerational Approach,remains
focusedonperformancemanagementbuttheperspectiveswitchesfromtheorganizationalleveltothe
employeelevel.Anintergenerationalanalysisisperformedregardingtheimpactofcounterproductive
behaviorandcontextualperformanceonemployees’taskperformance.Theauthorsprovethatsignifi-
cantdifferencesappearregardingtheinfluenceof(i)thecounterproductivebehavioronthecontextual
performance (Generation Xvs.Y); (ii) the contextual individual performanceon taskperformance
(GenerationXvs.Z);and(iii)thecounterproductivebehavioronthecontextualindividualperformance
(GenerationYvs.Z).

Chapter16,calledStrategies for Business Sustainability in a Collaborative Economy: Building the 
Career Resilience of Generation Z,maintainsthefocusonthegenerationsofemployeesthatareactive
onthelabormarketanditdealswithanotherstringenthumanresourceissue,namelycareerresilience.
Thus,itdiscussesconceptslikeagilemanagement,intrapreneurship,careershocks,andstressors,coun-
selingandmentoringfromtheperspectiveofGenerationZ.

Chapter17,titled3W1H Approach to Understand Millennial Generation,examinesthecharacteristics
oftheGenerationYbyprovidingananswertothefollowingquestions:Who?Why?What?andHow?

Chapter18,entitledTalent Management as a Part of Sustainable Human Resources Management,
closesthebookbyemphasizinghowtalentmanagementisusedaspartofthesustainablehumanresource
managementintheSlovakianindustrialsector.

Hence,againstthebackdropofglobalization,digitalization,thedevelopmentoftheagingsociety,
andtheentranceoftheGenerationZonthelabormarket,theeconomicenvironmentstartedtobemore
dynamic,complexanduncertainthanever.Therefore,thepurposeofthisbookistoemphasizethebusi-
nesstoolsandstrategiesthatmayfosterthecompany’ssustainabilityinthecurrentcollaborativeeconomy.

Ramona-Diana Leon
National School of Political and Administrative Studies, Romania
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ABSTRACT

The shared economy gained importance in the early 21st century, gaining scale through the internet. 
With this, various business models were created, offering innovative products and services to people. 
Many of the businesses in the sharing economy, because of their innovative character, challenge state 
regulation, which still does not know how to fit them, because, as disruptive, these businesses no longer 
seem to fit into traditional legal categories. And this difficulty in the legal framework can create burdens 
on innovative companies that can negatively impact results, as well as maintaining these companies 
in the market in a competitive manner. The search for state regulation that can adequately frame new 
businesses born in the sharing economy is a major challenge for the state regulator, which must seek 
regulation that protects users without impeding the development of new business. The regulation of new 
businesses in the sharing economy is a great challenge in Brazil because this regulation creates a lot of 
problems to the companies born in the sharing economy.

Changes in Regulatory 
Laws Over the Sharing 
Economy Business on 
the Example of Brazil:

A Crucial Point for Its Feasibility

Luiz Guedes da Luz Neto
 https://orcid.org/0000-0003-1245-4344
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Changes in Regulatory Laws Over the Sharing Economy Business on the Example of Brazil
 

INTRODUCTION

The sharing economy has been taking center stage this early 21st century, increasing its scale through 
the Internet, which is available anytime and anywhere through mobile devices. New business models 
have been created offering services and products in innovative ways to thousands of people and have 
impacted traditional trading, which initially did not know how to handle the competition.

Because of its innovative features, much business encompassed into the sharing economy has chal-
lenged the state regulation, which is not able to frame them. Since they are disruptive, such businesses 
seem not to match traditional legal categories.

This legal difficulty in framing the new activities of the sharing economy ambiance might create 
legal onus to innovative companies such that it will take a negative impact on their results and even 
compromise their presence as competitive businesses as well.

Considering this huge challenge for companies of the sharing economy, the following research question 
emerges: has the impact caused by state regulation directly affected the feasibility of sharing economy 
businesses, or is it a secondary and reflexive outcome?

As an answer for the above problem, here is the hypothesis: being drawn upon compelling laws in 
which the obedience is binding to anyone submitted to the authority of the state upon a particular territory, 
the economic state regulation has direct impact on the feasibility of activities in the sharing economy 
and depending on its shaping, it may even crucially compromise some modalities.

As a first step, a descriptive methodology is applied to analyze the regulation ambiance of the shar-
ing economy in Brazil. Then a prescriptive approach is adopted through the design of a legal framework 
proposal aimed to generate conditions of feasibility for the business models of the collaborative economy. 
The analyzed experience is mostly that of Brazil due to the importance of that country in South America. 
Brazil has the capacity to influence neighboring countries with its legislative policy.

This work aims to verify how economic regulation over the sharing economy can directly impact the 
viability of its business models. The specific objectives are as follows:

• Conceptual delimitations will be defined on the main categories employed in the study for the 
economic regulation of the sharing economy;

• An analysis will be undertaken about the interaction between technology and the collaborative 
economy as a means for disruptive innovations;

• The first reactions of the state regulator with regards to the sharing economy will be verified;
• The need for a regulatory disruption to face reality created by the sharing economy will be 

ascertained;
• The state legal regulation as an impact factor on business feasibility will be analyzed.

This theme matters a lot today. Although national legal frames are different requiring case studies, 
this world phenomenon seems to have practical and real outcomes over the dynamics of the national 
economies anywhere, since the regulatory challenge would have similar effects. This reasoning justifies 
the analysis of those businesses’ impact on regulatory economics. Therefore, regulation shaping might 
be a decisive dimension for business feasibility. Considering such a dimension on a large scale, it will 
generate whether a positive or negative impact on the nation’s wealth.
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Changes in Regulatory Laws Over the Sharing Economy Business on the Example of Brazil
 

METHODOLOGY

As stated above, a descriptive methodology is applied to analyze the regulation ambiance of the sharing 
economy in Brazil. Then a prescriptive approach is adopted through the design of a legal framework 
proposal aimed to generate conditions of feasibility for the business models of the collaborative economy 
that can be applied to Brazil and other countries because challenges are similar.

OF THE CONCEPTUAL LIMITS OF THE CATEGORIES HERE APPLIED

In this article, the concepts of “sharing economy” and “collaborative economy” are understood as 
synonyms being used to describe “an economic model based on the swap of assets, what may or not be 
remunerated” (Guedes da Luz Neto, 2017a). The sharing economy reached a range of uses because of 
information technology, which has erased physical barriers and decreased transactional operation costs 
as well.

This study takes the term digital platform as “a business model that uses technology to connect people 
and drive interactions. Or, in trade language, platforms aim to maximize the encounter between demand 
and supply.” (Rockcontent, 2018).

Regulatory economics shall mean “an institute that would encompass any way of the state agency 
that may intervene in private choices, being such a role traditionally undertaken through state interven-
tion.” (Saddy, 2014).

In this article, the term feasibility means the quality of what is feasible due to the existence of a nor-
mative ambiance capable of generating both predictability and business security. For the entrepreneur, 
norms applied to his business mustn’t be amended to the will of the ruler of the moment, but as well 
from whom is about to take the task of interpreting the law for administrative and judicial purposes.

Another relevant term here taken is the regulatory frame. This expression describes the set of legal 
devices such as leis, portarias, decretos, etc. They are the regulatory statute itself establishing the lim-
its within which all the agents (rulers, referees or judges, and economic agents) must play their roles, 
whether in or over the market.

For all the other terms here applied, the reader should consider the traditional terminology of legal 
sciences. Therefore, they do not deserve a particular explanation about their meaning, since they are all 
part of the legal knowledge for whoever is managing any expertise in Law.

TECHNOLOGY IN CONJUNCTION WITH THE SHARING ECONOMY 
AS THE BASIS FOR DISRUPTIVE INNOVATIONS

The most valuable asset of the sharing economy is creativity. Creativity is how new services show up 
while old services would gain a reshaping to be placed on the market. The use of information technology 
has provided a scale gain; therefore, a reduction in the transaction cost of the sharing economy business. 
This way, the use of information technology combined with creativity has triggered disruptive products 
and services which have broken the usual logic until now employed in commerce and business.

The World Wide Web has made it possible to expand the range of business models designed and 
developed according to the logic of the sharing economy. In times before the Internet, such businesses 

 EBSCOhost - printed on 2/8/2023 2:02 PM via . All use subject to https://www.ebsco.com/terms-of-use



4

Changes in Regulatory Laws Over the Sharing Economy Business on the Example of Brazil
 

had a very limited outreach with operation within the radius of the boroughs and cities where they were 
located.

Following the advent of the popularization of the Internet, there virtually is no geographic limits for 
new businesses. Besides, technological development allowed the invention of mobile devices connecting 
users anywhere, any time through Internet access what has considerably amplified possibilities in business.

It is relevant to remember that the sharing economy is not recent, not a twenty-first-century phenom-
enon, having existed for many years. It is important to recall the sharing of goods among acquaintances 
when neighbors used to share goods for the mutual benefit of all involved, for instance, in case one 
would have needed a tool to perform a service. Performing like that, this person did not invest his or her 
financial capital in acquiring a tool that would be used just once. However, in its traditional shaping, the 
sharing economy was not reproduced in scale, then companies were not attracted by it.

This traditional behavioral logic has changed with technological evolution in society. These changes 
have made available devices on a massive scale due to internet access with low cost and satisfactory 
quality connection to the Web. This possibility of increasing scale combined with low transaction costs 
has pushed companies and entrepreneurs to create services and products within the logic of the sharing 
economy.

Concerning the reduction of the transaction cost of the sharing economy business, the spreading of 
information technology is valuable to portable equipment, as found in a report issued by the Getúlio 
Vargas Foundation (2016): “Before the spread of information technology for portable equipment, the 
transaction cost for this type of service was so high that it was not feasible to have a lasting service. It 
meant that the amount of information to keep people involved in supply and demand was extremely high.”.

Technology allowed the emergence of new economic players giving room for small and medium-sized 
companies to enter the market in conditions of effective competition with large ones already consoli-
dated. Most interestingly, many of these technology-intensive start-ups have taken off large companies 
their market slice.

An interesting example is fintech, financial start-ups that have entered a highly regulated market to 
win customers from traditional financial institutions. Using artificial intelligence, they offered lower-cost 
financial products and services to their customers with more efficiency.

According to the Central Bank of Brazil (2019), fintechs are “companies that bring innovations to the 
financial markets by the intensive use of technology, with the potential to create new business models. 
They operate via online platforms offering industry-leading innovative digital services.”

Technology-intensive companies have created disruptive services and products that break the tra-
ditional mindset of the market, pushing well-established companies to adjust to real challenges newly 
brought up. Otherwise, they would have become obsolete and consequently gone bankrupt.

Across the globe, thousands of cases demonstrate that companies, whether startups or those already 
in the market, have intensively used technology to deliver disruptive products and services. They have 
changed the economic mindset. And this paradigm shift came about with the fruitful conjunction of 
technology and the sharing economy.

The disruption, as mentioned earlier, has consequences not solely in Economics but at Law studies. 
This assessment undermines state regulators since a paradigmatic change will push the government to 
rethink the old shape of regulatory economics. It might be the greatest challenge for law in the twenty-
first century.
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FIRST REACTIONS FROM THE STATE REGULATOR 
TO THE SHARING ECONOMY

The sharing economy has modified the paradigm of business models while it uses technology in a change 
that was not limited to economy and business. They have effects on national legal frames. State regula-
tors are facing new challenges for which they do not have appropriate answers.

Before the first impact of new models of business, regulators reacted trying to ban them. It did not 
occur just in Brazil but also in the United States of America and Portugal.

An example of a negative reaction from the state regulator occurred in the case of the Uber ride-hailing 
service. In the city of João Pessoa, Paraiba state, in northeastern Brazil, the starting reaction was the 
law enactment number 13.105/2015 by the municipal chamber of representatives (City Council of João 
Pessoa, 2015). It made unlawful all ways of alternate taxi developed by app or by any digital means in 
the city of João Pessoa. In Portugal, such a service had a similar reaction from lawmakers discouraging 
transportation by private vehicles that were not regular taxis. According to Guedes da Luz Neto (2017b) 
“The Draft Law nº. 50 / XIII at the Council of Ministers recognizes that no law in the legislation en-
compasses currently the reality created by online platforms of individual transportation. This proposal 
features a model of regulation through the establishment of a legal regime for the activity of remunerated 
transportation of individuals in non-chartered vehicles, except for the sharing of non-profit vehicles, and 
rentals of short-term driverless vehicles with sharing.”.

Looking at that law bill, it finds that Portugal, as much as Brazil, follows the trend of making it dif-
ficult to provide paid private transportation services offered through apps. It required compliance to many 
demands including a mandatory presentation of a special driving certificate going against the business 
logic of the sharing economy since it would create a burden on the business. It will likely make it less 
competitive and more expensive as well for the user. The bound advantage to the innovative service 
over taxis might disappear.

Later on, the regulator switched to a more appropriate posture changing from the legal ban to allow-
ing the deployment of the ride-hailing services, in spite of some restrictions.

An example that may illustrate this change occurred when the representatives of the municipal 
chamber of João Pessoa repealed the law enacted in 2015 to issue a new act, the law nº 1.866/2017. 
In the beginning, they felt squeezed by lobby groups formed by taxi drivers and bus companies. The 
representatives realized over time that the collaborative economy was about to overcome the balance of 
power of the agents involved. Now they felt under attack, this time by a countermove from users of the 
ride-hailing service who wanted them to keep the service on working. Today, the municipal jurisdiction 
of João Pessoa remains without legal regulation over the service performed through apps.

Given the tension between taxi drivers and app ride-hailing service providers, the federal legislative 
branch acted proposing a regulation through a bill at the House of Representatives within the param-
eters of a legal authorization of the service but imposing some limitations. The House of Representa-
tives introduced Bill 5.587-A/2016, which regulated private transportation through apps or any other 
digital platform. Bill No. 5,587-A/2016 (Chamber of Deputies, 2016) amended article 4th of Law No. 
12.587/2012 to state as follows:

Art. 4th [...]
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X – Private remunerated transportation of individual passengers: remunerated service for transpor-
tation of passengers, not open to the public, utilizing rental vehicles, for individual or sharing rides 
exclusively ordered by users previously registered in an app or other communication platforms 
into a network. (my emphasis).

Bill 5587-A /2016 provided for the additions of arts. 11-A and 11-B to article 3 of Law no. 12,587 
of January 3, 2012 (Câmara dos Deputatos, 2016):

Article 11-A. It is for exclusive responsibility of the Municipalities and the Federal District [Brasília] 
to regulate and oversee the individual private paid passenger transportation service as established at 
item X of art. 4th of this Law within their territories.

Single paragraph. In the regulation and inspection of the private individual passenger transport service, 
the Municipalities and the Federal District shall observe the following guidelines, given efficiency, ef-
ficacy, safety, and effectiveness in providing the service:

I - an effective collection of municipal taxes due to the provision of the service;

II - Requirement to contract Passenger Personal Accident insurance (Acidentes Pessoais a Passageiros, 
APP) and Compulsory Personal Injury Insurance caused by Motorway Land Vehicles (Danos Pessoais 
causados por Veículos Automotores de Vias Terrestres, DPVAT);

III - the requirement of registration of the driver as an individual contributor of the National Institute 
of Social Security (Instituto Nacional do Seguro Social, INSS), under the terms of point h of item V of 
art. 11 of Law No. 8,213 of July 24, 1991.

Art. 11-B. Municipalities that choose to regulate the private paid passenger service provided for in 
item X of article 4th of this Law, it will only be allowed for drivers who meet the following conditions:

I - have a National Driver’s License in category B or higher that contains the information that he or she 
performs the remunerated activity;

II - drive a vehicle that meets the maximum age of use of the vehicle and characteristics required by the 
traffic authority, and the municipal government, and the Federal District;

III - have and carry specific authorization issued by the municipal government or the Federal District 
of the place where the authorized service is provided;

IV - issue and keep the Vehicle Registration and Licensing Certificate (Certificado de Registro e Li-
cenciamento de Veículo, CRLV) in the Municipality of the provision of the service, mandatorily in its 
name, as owner, beneficiary or leaseholder, with vehicle registration and license plate of the vehicle in 
the rental category.
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Single paragraph. The exploitation of remunerated services of private individual passenger transport 
without the fulfillment of the requirements foreseen in this Law and the regulation of the municipal public 
power and of the Federal District will typify illegal passenger transportation.

Bill 5.587/2016 imposes limits on item IV, article 3rd of the Law 12.587/2012, without blocking 
the transportation work via apps. However, it makes it difficult for some variations for the use of the 
ride-hailing service, as shown in another publication of this author (Guedes da Luz Neto, 2017a). The 
amendment would make it impossible for the driver to rent a vehicle for a short period to provide the 
service since the driver must have his or her name on the CRLV, as read on the item IV mentioned earlier.

The technological disruption experienced in these new businesses directly impacts the law, especially 
the state entities responsible for regulatory economics. Thus, “the emergence of this new market has 
generated several difficulties, which are more than known. In particular, it has created a difficulty for 
regulation by the government. It is unclear to some government actors even what would be the correct 
instance for such regulation” (Fundação Getúlio Vargas, 2016).

The doubt about the correct governmental body or agency for regulation is a minor difficulty, which 
will be overcome by interpreting constitutional norms. The real difficulty lies in the format of regulation 
over the sector. While providing security for users, a good design would match stability, foreseeability 
for those offering products and services, at the same time, it would be adaptable to new technologies as 
they arise. Thus, from a total ban on business activities of the new sector, it moved to a phase of impos-
ing boundaries. Depending on the type and intensity, these limitations have virtually made it impossible 
for such new business models to compete in the market, which is detrimental to the nation’s wealth.

The common thread between the starting reaction of the regulators and the current one in Brazil is 
the difficulty of finding a legal frame for the new business. This way, they tried to frame it within the 
traditional concepts prevailing so far. The sharing economy has spawned regulatory disruption through 
disruptive innovation. According to Nathan Cortez (2014), technological innovation “disrupt existing 
regulatory schemes”. It means that the disruptive innovation presented by technology imposes disrup-
tion in the regulatory mindset. This reality is already experienced by countries, which are facing the 
configuration in which these challenges are present. They must rethink how to regulate these phenomena 
created by the intensive use of technologies, which have economic and legal repercussions.

REGULATORY DISRUPTION AS AN OUTCOME OF THE SHARING ECONOMY

State regulators must accept the following fact: The technology-intensive use in the sharing economy is 
a lasting reality and there is no way of returning to the same conditions that prevailed in the twentieth 
century. That model of business and consumption that shaped western culture, and the law included in 
it, underwent major transformations from the late twentieth century more intensively in the first decade 
in the twenty-first century through the creative force embedded in the collaborative economy.

It is no longer necessary to buy a particular consumer good to use it today. For example, in the 
dominant market mindset over the past century, if a consumer wanted to drive a luxury car, he or she 
should have been able to buy it. With models generated through the sharing economy, renting a vehicle 
from whoever is the proprietor or in possession of it is simply sufficient with no rental agreement signed 
between the consumer and a particular company. The agreement can be signed between the user and 
whoever is the owner.
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With the sharing economy developed through apps, there was the rapprochement between natural and 
legal persons, whoever owns the consumer good and that who wants to use it. A platform is a tool to con-
nect people. The business of the company that developed the platform is not renting, but to develop the 
electronic environment, a platform that allows those interested in sharing. It changes the traditional logic 
of consumption wholly, with relevant impacts on the law and the way of thinking about legal regulation.

The sharing economy businesses use digital platforms through which they can make the connection 
between the user or consumer and whoever intends to offer the product or service. And these platforms 
often operate in legal gray zones, in zones of blurring, due to the innovation brought about by the shar-
ing economy, as well stated by Katz (2015), “sharing platforms often operate in legal gray areas, and the 
regulatory vacuum surrounding these services has raised complex legal questions. Sharing companies 
erode the distinction between commercial and personal, public and private, and the definition of goods 
and services”.

The sharing economy has annihilated the traditional and sharp distinction in the legal culture between 
commercial and personal use, between the private and public realms, generating legal uncertainties that 
have direct repercussions on state legal regulation.

While thinking about regulation along the lines existed so far, the regulator will not be able to pres-
ent effective and efficient regulatory formats for the new business models that have been developed. It 
generates negative externalities in legal regulation, which can prevent or hinder the implementation of 
new services and the supply of new products.

In a seminar held in conjunction with the Municipal Chamber of São Paulo and the Getúlio Vargas 
Foundation (2016), the participants presented the options regarding the sharing economy that the state 
regulator has and stated that “There is a pressing issue in this debate: the state - here represented by the 
São Paulo City Hall and the Municipal Chamber - is required to decide on the legality of ride-hailing 
online platforms. Possible decisions can be made on a linear spectrum: the government can totally ban 
these platforms, regulate them or release them entirely”.

The options that the government has in the face of the reality created by the sharing economy are very 
clear. On the one hand, the government may opt for a total ban on these platforms. It was precisely the 
first reaction adopted by the state regulator, as happened in the municipality of João Pessoa, with Law 
nº 13.105/2015, which prohibited ride-hailing services offered through an app or any digital platform 
within the municipal jurisdiction. On the other hand, there was the repeal of the law mentioned above. 
Today, João Pessoa has no law about regulatory economics concerning this type of transportation.

Thus at the other extreme, no law means a total liberation. It is the option of not regulating the busi-
nesses of the collaborative economy, letting the market regulate itself. Private stakeholders create their 
rules. At first sight, it may seem like the best option in terms of free trade, as there will be no regulatory 
strings attached to the creation and implementation of new products or services. However, it is difficult 
to predict whether there will be effective and free competition between competitors. Some players might 
form cartels to dominate the market, preventing other competitors from entering and participating through 
pricing or other instruments that may be used for the same purpose.

Between total prohibition through regulation and the absence of regulation, there is the intermedi-
ate option of regulating. Finding a regulatory format that does not block the feasibility of the sharing 
economy business while providing certainty and predictability for both users and consumers, as well as 
those offering products and services in the marketplace, is a major challenge.

It seems that the answer will not come from the regulator (e.g., regulatory agencies, the executive or 
legislative branch). The cases in Brazil have shown highly limiting regulations. Regulators have no incen-
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tive for paradigm-shifting, so it is easier to keep making laws and doing administrative acts traditionally. 
In addition to not taking the regulators out of their comfort zone, this still meets the demands of certain 
lobby groups that usually contribute to the election campaigns for the executive and legislative powers.

Proposal for new regulatory models seems to come from scholars, through studies, research, and 
qualified debates to analyze the ideological-free economic phenomenon that will give society plausible 
and feasible solutions that can contribute to the construction of more improved regulation. These reflec-
tions can lead to disruption in regulation, as it is already clear that traditional models of regulation have 
become obsolete. They no longer generate effective outcomes to create a regulatory environment for 
allowing the development of new businesses as well as the broadening of the economy to embrace the 
needs of the business models of the fourth industrial revolution.

According to a lesson taught by Khun (1997), from time to time, the paradigms of the scientific world 
change, requiring a new perception from the scholars about their environment. Scholars must primarily 
learn to figure out a new form in situations with which they are already familiar. Law is experiencing 
a new period of crisis, which “is a necessary precondition for the emergence of new theories” (Khun, 
1997). The regulatory impasse is today one aspect of this crisis of law.

The university has begun to prize the issue of disruptive innovation, as stated by Cortez (2014), when 
he writes that “legal scholars have examined disruptive innovation in various disciplines, such as civil 
procedure, environmental law, and intellectual property”. However, the study of disruption theory is still 
in its beginning, needing further investigations and use in the respective areas of knowledge. Accord-
ing to Cortez (2014), “no one has yet applied disruption theory to the field in which it should be most 
useful—administrative law. Administrative law scholarship contains a rich, sprawling discourse on how 
agencies should regulate new markets. These questions, incidentally, can be particularly vexing with 
categorically novel technologies and business practices”. Cortez (2014) understands that Administrative 
Law is a useful field for the application of the theory of regulatory disruption, an area with enormous 
possibilities of contribution to regulating new markets and even comments that Administrative Law is 
the discipline that can benefit most from the application of the theory mentioned above.

Cortez (2014) made the point in saying that the theory of regulatory disruption will be most useful 
to administrative law. This branch of law is the most averse to change, remaining practically in the nine-
teenth century, sometimes maintaining almost all the dogmas of a bureaucratic public administration 
inspired by Weberian lines. Not only is Administrative Law the most reluctant to thinking revolutions, 
but also other branches of public law, such as Constitutional Law, and Economic Law. It seems that they 
share the same mindset as Administrative Law, and are therefore more difficult to incorporate change.

The theory of regulatory disruption may be the beginning of the response to the new regulatory chal-
lenge posed by the sharing economy. It may not be sufficient, as also recognized by Cortez (2014). The 
object of the present article is not the analysis of the regulatory disruption theory, however. The mention 
of this theory is used to reinforce the specific objectives analyzed in this study based on the idea that the 
regulatory response is necessary for the current horizon of technological innovations because it demands 
the paradigm shift. It seems that the change needs to be intense, radical, since disruptive innovations are 
requiring disruption of regulation, given that the traditional model accepted hitherto no longer satisfies.

If factual reality has considerably changed in the field of sharing economics through the use of 
technologies, the regulatory framework needs to be redesigned as an adaptation to this new reality. Oth-
erwise, instead of creating a regulatory environment conducive to the development, deployment, and 
provision of new services and products, the law will act as a deterrent to business evolution, generating 
huge losses for the entire economy.
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There is no point in tinkering the existing regulation as it was designed based on past business models. 
These reforms will not work in the pursuit of optimal regulation that seeks the best results for market 
players, as it will be replicating insufficient modified models of a past regulatory culture that can no 
longer legally approach new businesses.

In this way, a real regulatory disruption needs to be met, capable of facing not only the present 
challenges, which are already huge but also the future ones. A satisfactory regulatory response today 
should embrace the challenges that will come with the evolution of technology that will increasingly be 
employed in the sharing economy.

LEGAL REGULATION AS AN IMPACT FACTOR ON BUSINESS SUSTAINABILITY

The State has a monopoly on the use of violence, being the sole legal entity that has the monopoly on 
physical power, the legitimate violence, i.e., legitimated by law with constitutional competence to issue 
abstract and effective erga omnis legal norms. Thus, the legal rule issued by the State has the dimension 
of enforcement, and one may be asked to comply by force with what is predicted in law under the state 
authority. Therefore, due to coercibility, state regulation is the most used, although there are examples 
of self-regulation.

Through regulation, state intervention has the power to alter market forces. It can encourage com-
petition between economic actors or might guarantee monopolies to certain groups depending on how 
the government manages its policy on the sector. It is an instrument with a wide capacity to change the 
economic balance, whether or not promoting free competition. By interfering with economic dynamics, 
the State can choose who remains in the market or who is unable to participate in it, whether or not it 
encourages competition, establishing artificial monopolies, among other negative externalities.

Due to these features above described, the interest groups of the already consolidated economic sec-
tors in the market have called for state regulation as a barrier to the entry of new competitors, especially 
those that bring innovations to the market. They are against business models that are disrupting the 
industry in the market.

Considering the direct influence of state legal regulation over the balance among economic agents, it 
plays an important role in the feasibility of the business because of the competition between players in 
the market. Offering to the market a minimum of feasible conditions means a state regulation worded to 
be stable, clear, and able to absorb the concept of new technologies, new products, and services designed 
in the sharing economy within its legal framework.

It is impossible to elaborate and undertake a business model when there is no stability in the rules 
that compose the state regulatory acquis. Regulation must not be changed at all times by the state, cre-
ating an environment in which it is impossible to make a certain degree of predictability for the future. 
In a scenario without legal certainty, it is not possible to produce medium and long-term productive 
investments that are so important for the socio-economic development of a country. Hence it is impor-
tant to assert that stability is a positive outcome of the rules enacted by lawmakers and enforced by the 
administrative public sector.

In addition to being stable, the regulation needs to be clear, avoiding doubts for the interpreter of 
the norm. Clear rules tend to generate certainty1 regarding its normative content, which contributes to 
lasting effects as it removes the lack of certainty and foreseeability found in an imprecise and obscurely 
worded norm.
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Added to this is the possibility of legal regulation to adapt to technological progress. It is valuable 
for the society that the regulatory norm may absorb in its frame the concept of new technologies, new 
products, and services conceived in the sharing economy. This dimension is of fundamental importance 
since technological advance occurs at a speed that is not compatible with the normative change operated 
by the State, tending to become outdated in a short time given the faster advance of technology.

An important feature is the possibility of the legal regulation to adapt to technological advances for 
the sector in question. There is a delay that causes the rule to become outdated in a short time, given the 
faster pace of technological improvements. The regulatory norm must absorb within its framework the 
concept of new technologies, new products, and services designed in the sharing economy. It is crucial 
because technological advance occurs at a different speed that is not the same as the state-operated 
normative change.

This last dimension is the greatest challenge of regulation in the 21st century, in an era in which so-
ciety will increasingly use technologies. These technologies are reproducible, generating new ones, new 
products, new services, in a unique evolutionary cycle of its use to respond to the new needs of society 
and the productive sector. In addition to the emergence of new demands, other ones will be invented to 
put in market new products and services that did not exist before.

As mentioned above, disruptive technological innovations defy the law, especially those formulated 
by the governments at different nations and levels into the national state, which still drafts the legislation 
looking for the most appropriate solution ways. They exercise their regulatory power remaining in the 
shape of the legal culture of the past without adapting to current challenges. This tension configuration 
is given to future problems created by new technologies that break with a resistant mindset. Such dis-
ruptive technological movement has generated the need into the Law community of scholars of making 
the same shift as well. If the law is to provide effective answers to the challenges created and imposed 
by disruptive technologies, it must also make its disruptive evolution. Otherwise, it seems that it will be 
more a generator of negative externalities than an instrument that can be used to promote the develop-
ment and socioeconomic sustainability of a nation.

The entire regulatory environment generated from stable, clear assumptions that can adapt to tech-
nological developments is a necessary condition for the feasibility of the sharing economy business.

The term feasibility is used here as the quality of what is viable due to the existence of a normative 
ambiance capable of generating legal certainty but also safety for businesses. The business owner must 
be assured that the rules that regulate his or her business have a reasonable length of time, that it meets 
the requirements of an entire generation of trend market development instead of being made to please 
reluctant groups tied to the values of the past. It must not be altered according to the wishes of the ruler 
of the moment, as well as there must be certainty regarding law enforcement by administrative agents and 
judicial interpreters. It requires some consistency according to the jurisprudence on the regulated subject.

Last year some companies gave up on the scooter sharing business in Brazil because of state regula-
tion. One of them was 99 (Exame, 2019), a Brazilian company that is the direct concurrent of Uber in 
Brazil. The other one was the Lime Company, that closed its activities in Brazil. This is a multinational 
company that will also close operations in Bogotá, Buenos Aires, Montevideo, Lima and Puerto Val-
larta (Estadão, 2020). The reason is the same. The problematic state regulation of the sharing economy.

The current reality of state legal regulation of the sharing economy is not business-friendly as it is 
not capable of generating lasting viability for business as it creates huge risks that can result in its total 
unfeasibility given the way it is designed.
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Regulation of the sharing economy is a big challenge to every State. In this chapter is proposed a 
way of improving the state regulation of the collaborative economy. The sharing economy, due to the 
innovation of the services offered on the market, causes emulsification to emerge among the concepts 
of traditional legal institutes, demanding that a new concept be created, or that the previous concepts be 
modified, to adapt to the new reality.

The intersection area must contain an open concept that can adapt to the evolution of information 
technology, allowing the monitoring of technological innovation through regulation and, thus, in addition 
to maintaining effective regulation over time, it does not impede technological innovation and its imple-
mentation in the economy. Thus, the need for change is found in the adaptation of the legal regulation 
of the area of intersection of traditional concepts of law. It seems the best way to regulate the sharing 
economy: to adopt an open concept that can adapt to the evolution of the technology.

CONCLUSION

The research problem addressed in this study was as follows: does the economic regulation undertaken by 
the government have direct impacts on the feasibility of the sharing economy business, or is the impact 
secondary as a reflective reaction of little relevance?

The impact of the regulatory environment on the feasibility of business in the collaborative economy 
was analyzed taking into account the Paraiba state in correlation to the House of Representatives of the 
Federal Republic of Brazil. This relevant topic today has a direct impact on the economy. State legal 
regulation can be the differential for the consolidation of a viable sharing economy with wealth genera-
tion for the country. Otherwise, it can be the state and lobbying instrument that will stifle initiatives 
from the sharing economy, alienating the nation from the opportunity of creating innovative products. 
These products meet the needs of their users and thus generate wealth for the whole society, and bring 
the benefit of increased tax collection to the public coffers.

It was found that the disruption in the traditional mindset of consumption throughout the twentieth 
century occurred because of the following changes, the technological innovation, the popularization of 
the use of the Internet along with the emergence of mass use of computing devices, especially mobile 
equipment. It allowed people and businesses to be connected anytime and anywhere at a lower cost, 
thereby lowering the transaction cost and enabling the creation of new business formats that previously 
would not have been possible due to the high cost of the transaction. Technological innovation, there-
fore, has opened previously unimaginable possibilities in the business world. The insertion of innovative 
companies intensified, such as startups in some markets previously dominated by large corporations, 
such as fintechs in the financial market.

The analysis undertaken confirmed the hypothesis here presented. State economic regulation is a 
compelling law whose obedience is mandatory to whoever is subject to state authority in a given ter-
ritory. It has a direct impact on the feasibility of businesses in the sharing economy and, depending on 
their formatting, may even hinder the development of any business model in the sector.

This research confirmed the hypothesis and was carried out according to the following main objec-
tive: verifying how the economic regulation of the sharing economy has directly impacted the feasibility 
of its business models.

As for the specific objectives, the following were proposed. First off, it established the conceptual 
delimitation of the main categories employed in the study on the economic regulation of the sharing 
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economy. It analyzed the interaction between technology and the collaborative economy as a substrate 
for disruptive innovations. It verified the first reactions of the governmental regulator concerning the 
sector. It asked about the need for a regulatory disruption to face the challenging reality of the sharing 
economy. The article also analyzed state legal regulation as an impact factor on business feasibility.

From the analyses carried out throughout here, it gives as lines of a conclusion that all the normative 
and empirical evidence studied point up to the fact that state legal regulation is a crucial assumption for 
the feasibility of the business inserted in the sector of this new branch of online services. Indeed, the 
format of regulation will determine whether the success or failure of the business in the ambiance of 
the sharing economy.

The efforts of the sectorial entrepreneurs to develop and market new products and services designed 
for the sharing economy will not succeed if the regulatory environment is highly hostile. This failure 
will occur under some precise circumstances like if:

• State regulation is designed to create market reserves for certain traditional economic groups;
• There are stipulations of highly restrictive conditions that hinder or even prevent new players from 

entering the market;
• Criteria are created that burden new business to such an extent that competitive advantage is taken 

over traditional and established business.

The above conclusions are further enhanced by the need for regulation to be designed and imple-
mented in a stable, clear, and capable way to absorb in its frame the concept of new technologies. It 
means new products and new services conceived in the ambiance of the sharing economy. Feasibility 
presupposes stability of the rules and their interpretation over time by the administrative agents involved 
and the Judiciary, as well as clarity of content, so as not to create hermeneutic problems that affect the 
legal certainty that the market needs to attract and maintain investments.

Thus said above, the sharing economy, due to the innovation of the services offered on the market, 
causes emulsification to emerge among the concepts of traditional legal institutes, demanding that a new 
concept be created, or that the previous concepts be modified, to adapt to the new reality.

The intersection area must contain an open concept that can adapt to the evolution of information 
technology, allowing the monitoring of technological innovation through regulation and, thus, in addition 
to maintaining effective regulation over time, it does not impede technological innovation and its imple-
mentation in the economy. Thus, the need for change is found in the adaptation of the legal regulation 
of the area of intersection of traditional concepts of law. It seems the best way to regulate the sharing 
economy: to adopt an open concept that can adapt to the evolution of the technology.

The great challenge for any national regulatory law is to draw up a regulation that could be synchro-
nized with the evolvement of technological disruptions. For this, a regulatory disruption is essential, as 
traditional legal categories no longer provide satisfactory answers to the challenges introduced by the 
sharing economy.

To this end, the legal professional must understand the dynamics of disruptive business, which can 
accurately typify new products and services, especially given the difficulty of classification resulting 
from the emulsification of private and commercial uses in the sharing economy.

Only after the proper classification of products and services will it be possible to think of a regulatory 
framework that encourages the business environment of the sharing economy, generating the potential of 
continuous investment in new businesses. This reality will provide a viable long-term environment for 
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businesses. Regarding companies, it is positive for the society that regulation does not hinder the entry 
of companies of all sizes, from a small startup to a large company.

As for the aspect of the effectiveness of the sharing economy regulation over time, the regulatory 
model must be able to keep up with technological changes. Given the high capacity for innovation inher-
ent in this model of the economy that intensively uses new technologies, it must not lose effectiveness 
with technological development.

This design is the regulatory challenge that nations need. They must deal with the crisis with careful 
and well-designed laws and rules. It is necessary to find the appropriate regulatory format that allows 
the socio-economic development of society because the sharing economy plays an important role in the 
economy of the country. In addition to bringing innovative products and services to the market that are 
user-friendly, it can help with other contemporary issues. It can reduce emissions of polluting gases, 
help in the improvement of traffic in big cities by removing cars from the streets, such as in the case of 
the car-sharing, among other varied possibilities of the inventions from the human mind.

The worst posture of the public power is to prohibit, through regulation, the businesses of the sharing 
economy. This initial conduct has been adopted not solely in Brazil but in various parts of the planet 
and continues to be in others. The absence of state regulation is only better than prohibitive regulation. 
Still, experience has shown that the market is not as efficient in promoting self-regulation accompanied 
by the minimization of negative externalities. The alternative that best fits with regulatory feasibility 
is the establishment of state regulation along the lines set out above, i.e., stable, clear, and capable of 
absorbing in its frame the concept of new technologies, new products, and services conceived in the 
sharing economy as a whole over time.

It was found that public authorities, solely by their own motivation, seem to have no incentive to 
change their regulatory mindset. This inertia occurs especially through the dynamics of lobby groups 
that represent the interests of opposing firms and economic sectors already established in the market. 
This latter sees the sharing economy as a threat. Thus, in a democratic rule of law, it is imperative that 
people and companies in the sharing economy also adopt the lobbying strategy to press the lawmakers 
and governmental sectors in favor of interests politically connected to the majority. Society should seek 
to influence the elaboration of regulation so that it is thought and elaborated to foster the business of 
the sharing economy.

The more room for the development of the technology-intensive sharing economy is present in the 
society, the better for the economy of the country and people. There will be more income generation 
options as it will boost new business to provide the flowing dynamics of economic and social interac-
tions. The construction of a friendly regulatory framework is crucially important for the feasibility of 
the business inserted in the sharing economy.
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ENDNOTE

1  Absolute legal certainty will never be achieved for every norm must be interpreted and the process 
of interpretation depends on the interpreter. Therefore the interpretive result tends to vary to some 
degree according to the interpreter. However, as much as the rule is clear, less substantial variation 
in the content of the norm is found, therefor it increases the degree of security.
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ABSTRACT

The aim of this work is to develop methods of government migration policy in order to motivate migrants 
to joint economic activities, especially with generation Z. The goals of a developed state are to include 
migrants in social, political, and economic institutions to increase the welfare of their citizens, as in 
the short-term, so in the long run. Migrants who are not suitable for the realization of the interests of 
indigenous peoples should be repatriated (deported). Migrants can run away from hostilities; they can 
run away from poverty. The game-theoretic model built in the article made it possible to identify the 
fundamental features of the process of harmonizing the interests of the state (government) and migrants. 
To implement the motivation of migrants, the chapter offers an example of consistent general trainings 
that migrants must successfully develop for successful joint activities with Generation Z.
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INTRODUCTION

Generation Z is growing under conditions that differ from previous generations. The main condition is 
that they actively use electronic devices to receive, process and present information. Their entry into 
economic and social relations in society will lead to a certain dissonance with the now actively function-
ing generations. In the field of the functioning of sustainable organizations, this discord will be most 
noticeable.

However, the appearance of Generation Z on the economic and social scene is not the only feature in 
the current period. Today, migratory flows are rapidly growing on the planet. People migrate domesti-
cally mainly for economic reasons (although there are other reasons as well: the example of Ukraine is 
indicative). Today there is a large flow of migrants between countries. For example, people with high 
intelligence and professional skills migrate (the so-called brain drain, which is carried out mainly from 
developing countries).

Moreover, most migrants are people with disabilities, skills and professional experience. These people 
came from undeveloped countries, and they need specific help from a developed country to adapt to new 
conditions for them. They do not adapt well to living conditions and culture in a developed community. 
However, adaptation methods for migrants, as a rule, are still under development.

The emergence of a sufficiently large number of migrants for whom in a developed country economic, 
social, political and cultural norms of behavior are unacceptable, sooner or later will lead to confronta-
tion with the indigenous (domestic) population. Migrants will seek to form local territorial settlements 
and organize business with the involvement of main migrants. The economic activities of firms with 
immigration personnel will differ from firms consisting of indigenous (domestic) peoples. As a result, 
difficulties will arise in managing the economic development of this developed country.

In addition, as a rule, migrants have more children than the indigenous (domestic) population. There-
fore, the relative part of migrants in the population of a developed country will increase.

Generation Z is quite different from previous generations. However, their difference from migrants 
from undeveloped countries is much stronger. A migrant will not be able to overcome such an abyss on 
his own. Therefore, state assistance is necessary for a migrant.

Unfortunately, migrants from undeveloped countries are left “on their own” when they themselves 
are forced to try to narrow the gap in knowledge, skills, and abilities between themselves and the popu-
lation of a developed country. However, migrants, as a rule, are not accustomed to efficiently absorb 
huge amounts of new information, which is common for generation Z – see, for example, (Westerman, 
& Yamamura, 2007). Therefore, they can fall into conditions of strong cognitive dissonance. And this 
can already lead to the rejection of all that is unusual for them.

Thus, the problem of adaptation of migrants from an undeveloped country and their communication 
with the indigenous (domestic) population of a developed country is still relevant. The relevance of 
research in this area with the advent of generation Z only increases.

BACKGROUND

Scientific studies of the impact of migrants on indigenous peoples’ life are usually carried out within the 
framework of economics, sociology, education, comparative psychology, marketing, communication, 
law, and education. For example, Kivisto and La Vecchia-Mikkola (2015) discusses the perception of 
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the safety of Iraqi migrants in Helsinki and Rome. In Peri, Romiti, and Rossi (2015), the problems of 
the influence of migrants on the elderly care market are explored. Jacquemet (2015) is devoted to the 
study of communication problems of migrants who have little command of the native language of the 
indigenous population while Jerrima, Chmielewski, and Parker (2015) show that the low-income stra-
tum of people cannot count obtained on higher education. However, migrants can be attributed to just 
such people. Finally, Hallowell and Yugar-Arias (2016) found that there is an increased level of injury 
among migrants.

Zmigrod, Rentfrow, and Robbins (2020, p.407) found that: “In a sample of over 700 U.S. citizens, 
partisan extremity was related to lower levels of cognitive flexibility, regardless of political orientation 
... These findings suggest that the rigidity with which individuals process and respond to nonpolitical 
information may be related to the extremity of their partisan identities.”

Thus, the influence of cultural characteristics that manifest themselves in ideology is associated with 
their cognitive flexibility.

The results of this work show that the most plastic in the cognitive sense migrants will have a higher 
level of adaptation to the conditions of a new country and will more successfully integrate into the new 
world. Therefore, the use of tests to identify cognitive flexibility can be used as a criterion for identify-
ing promising migrants for the country.

Migrants with low cognitive flexibility who are more focused on adhering to their country’s cultural 
traditions will protest against a new culture in a developing country. Therefore, they can be considered 
natural candidates for repatriation.

Zmigrod, Rentfrow, and Robbins (2019, p.1) wrote that “present original evidence that objectively 
assessed cognitive inñexibility predicts extremist attitudes, including a willingness to harm others, and 
sacriðce one’s life for the group”. It was also found that “cognitive inñexibility was related to greater 
conðdence in the decision to sacriðce one’s life in an in-group trolley problem scenario. Analysis of 
participants ’performance on the cognitive tasks revealed that cognitive rigidity - distinctly from other 
aspects of cognition - was speciðcally implicated as a cognitive antecedent of extremist attitudes” (Zmi-
grod et al., 2019, p.1).

As a result, today there are powerful tools for reliably identifying the signs of migrants, which indicate 
both the successful integration of migrants in the social and economic life of the new society and their 
commitment to extremist manifestations.

The methods described above for identifying both migrants with limited adaptive abilities and 
extremist-minded people can be used within the tools proposed in this article to identify migrants most 
needed for the country.

Thus, it becomes necessary to identify the part of migrants who can adapt to the conditions of a 
developed state. However, this is not enough today, as migrants must adapt to joint activities with genera-
tion Z. This fact leads to new challenges that need to be addressed at the level of state migration policy.

Artero and Chiodell (2019) draw attention to the fact that the spatial localization of migrants can be 
caused by their religious preferences. The authors emphasize the need for further research in this area, 
especially with a view to avoiding the emergence of possible critical problems related to residential 
concentration, especially in the long term (e.g., further stigmatization on a territorial basis).

Pérez and Salgado (2019) examined the use of mobile phones by adolescent migrants in everyday 
life. They found that migrant teens are actively involved in the youth subculture, both locally and glob-
ally. It is noted that “they are able to access different social networks that allow them to play out the 
personas they wish to adopt.” Thus, migrant adolescents are actively involved in the life of Generation 
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Z. However, this involvement must be manageable. First of all, in the direction, that migrant adolescents 
must assimilate both a developed country culture and the Z generation culture.

Ramirez, Liebig, Thoreau, and Veneri (2018) indicate that migrants prefer to settle in separate local 
territorial entities, and in them, they adhere to their home culture and behavior. However, these cultures 
and behavior are in many ways not acceptable for the indigenous population of a developed country (and 
especially for Generation Z). Moreover, the young generation of migrants, who are outside the cultural 
environment and norms of behavior of a developed country, is at a disadvantage compared to generation 
Z from the indigenous population of a developed country.

Thus, a significant progressive difference arises between migrants from undeveloped countries and 
generation Z from the indigenous population.

The aim of the work is to develop methods for government migration policy in order to motivate 
migrants to joint economic activities, especially with Generation Z.

The work is structured in this way.
Section 3 describes the methodology of the chapter. Section 4 describes the goals of both a developed 

country and migrants. Section 5 builds a game-theoretic model to coordinate the interests of the gov-
ernment and migrants. Section 6 provides an example of sequential general training that migrants must 
successfully complete for successful collaboration with Generation Z. Section 7 discusses the results. 
Section 8 is a conclusion.

METHODOLOGY

As a research methodology, this way is used. First, the interests (goals) of the government of a developed 
state and migrants were identified. Here, attention is drawn to the need for the continuous growth of 
welfare for all residents. Based on personal research, the goals of migrants are identified. Sustainable 
development of the state requires the optimization of communication between the government and mi-
grants. An appropriate game-theoretic model is constructed for its description. The requirement to fulfill 
the goals of the government was chosen as a concept for solving this game-theoretic model.

Implementation of the results of the game-theoretic model is carried out taking into account the fact 
that the most effective adaptation of migrants to the conditions of a developed country requires their 
communication with generation Z. This generation is today a very dynamic driver for the development 
of a developed state. It is proposed to use a consistent set of general training for migrants as an improve-
ment in the effectiveness of adaptation. The requirements for migrants take into account both the need 
for their socialization and the need for their participation in highly skilled labor in a developed country. 
Also, the identification of extremist-minded people was proposed in the process of passing these pieces 
of training.

The use of such a research methodology allows identifying areas for improving the state management 
of migration processes in developed countries.

INTERESTS (GOALS) OF THE DEVELOPED COUNTRY AND MIGRANTS

The purposes of a developed country when receiving migrants are as follows.
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1.  A developed country accepts migrants in order to increase the welfare of its citizens, both in the 
short and long term.

2.  A developed country has the goal of supporting (and developing) existing cultural, economic and 
social institutions.

3.  A developed country accepts migrants who are suitable for the realization of indigenous society 
interests, for which country allocates some resources. The remaining migrants must be repatriated 
(deported).

Resources allocated by a developed country should be spent on the following directions:

• on the identification of migrants who possess the features necessary for a developed country;
• for training and adaptation of migrants with the necessary traits with a view to the subsequent 

integration of them and their families in a developed society;
• to repatriate (deport) migrants who do not have the necessary traits to their home country.

Among the interests of migrants are the following can be distinguished.

1.  Migrants who run away from hostilities. As a rule, these migrants are forced to leave their coun-
try. For the most part, they are not inclined to integrate into the new society. Many of them have 
psychological injuries and deformations, often quite serious. Their goal is to first “wait” and then 
return to their homeland. However, after some time in a developed country, the goal of many of 
them may change. Migrants intend to stay in a developed country. But at the same time, they will 
persistently strive to keep the cultural, economic and social institutions of their home country 
unchanged. That is those institutions from whose activities they fled. These institutions are often 
quite contrary to the institutions that exist in a developed country.

2.  Migrants who “run away from poverty”. This is a rather heterogeneous group of migrants.

The first group of migrants intends to settle in a developed country.
Some of them immediately bring their family. Thus, the signal that they are ready to consciously cut 

off all the paths to return to themselves. These families require a lot of help from the state, as they almost 
always have several young children. The salary of parents in the conditions of a new country is almost 
always insufficient. As a result, conditions are created for such a family to fall into the trap of poverty 
(Costas & Stachurski, 2005). However, such “family” migrants, under certain conditions, will make 
every effort to integrate into a developed country’s economy and society. Integration into the economy 
of a developed country will give them an increase in the standard of living of the family. Integration into 
the society of a developed country will give them confidence in the future of their children.

Another part of the migrants is planned to transport the family only after they themselves adapt to the 
conditions of a developed country. These migrants, in fact, leave themselves the opportunity to return to 
their homeland. They strive not to lose touch with the home country; therefore they shy away from full 
integration both in the economy of a developed country and in its social and public life. These migrants 
also strive not to lose touch with the community of migrants from their country (for example, with the 
aim of transferring money to their home country for the family). As a result of this, it is more advanta-
geous for them to settle compactly, that is, to form local territories where mainly migrants from this 
country live. Of course, such conditions sharply reduce the ability of migrants to adapt to the economy 
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and social life of a developed country. For example, due to the fact that a migrant has to exist in “two 
different worlds”: both in a developed country and the developing world of his native country. As a 
result, discontent may develop among this stratum of migrants, which can serve as a breeding ground 
for extremism.

The second group of migrants intends to earn a certain amount of money in a developed country 
and return to their homeland (for example, in order to open their own business). These migrants are 
usually men who intend to adhere to the social, economic and political institutions of their homeland. 
They also strictly observe the cultural and religious rules of their country. They are prepared for the risk 
of engaging in “slightly illegal” operations in a developed country in the event that it can bring them 
financial benefits. In the event of a conflict of interests between the requirements of the developed and 
their home country, they will usually choose the interests of their homeland.

Finally, the third group of migrants arrives in a developed country with the intention of “living on 
social benefits.” They do not initially intend to integrate into the social, economic and political institu-
tions of a developed country. They will preserve the cultural, religious and institutional habits of their 
homeland. They will also seek to raise children in the “traditions of their homeland.” Such migrants 
are a danger to the national security of a developed country. Indeed, they are the inclusion of a foreign 
culture, adhere to moral and ethical values   alien to a developed country. In addition, they feel in constant 
danger from the indigenous people of a developed country. Such migrants are forced to very aggres-
sively resist teaching their children the lifestyle of the inhabitants of a developed country. They will 
strive to significantly limit the training of their young generation. In fact, migrants of this group are 
oriented towards a certain “robbery” of the gross domestic product of a developed country. They only 
intend to consume without producing anything in return. It is among such migrants that there will be 
many dissatisfied with the fact that they were “given insufficient finances”: naturally, their standard of 
living will be lower than the standard of living of citizens of a developed country. All attempts by the 
administration of a developed country to adapt to this group of migrants will be met very aggressively.

These interest groups were highlighted by personal observation, as well as focus groups and surveys of 
migrants from Ukraine to developed countries. How widespread interest groups are found among migrants 
from other countries requires a separate study. However, in the game-theoretic model, consideration of 
migrant interest groups will be needed already at the stage of consideration of specific financing of the 
sequential general training proposed below.

In conclusion, we emphasize that migrants from the second and, especially the third group are often 
a breeding ground for extremists of different directions.

Thus, the main problem of the modern state is the identification of migrants who want to adapt to the 
existing culture, political, social and economic institutions. This identification method should be cost-
effective. It is also necessary that this method involves migrants themselves in the identification process.

GAME-THEORY MODEL FOR AGREEMENT OF THE 
INTERESTS OF THE GOVERNMENT AND MIGRANTS

We are building a model of game theory to coordinate interests between two players: a developed state 
(more precisely, power and power structures) and migrants.

There are such basic goals for players.
The government aims to integrate migrants into existing cultural, social and economic institutions.
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Migrants aim to provide themselves with a standard of living and security at least equal to that previ-
ously enjoyed in their home country.

As you can see, the goals of the players do not coincide, and therefore it is necessary to develop a 
model to harmonize them. The implementation of this model in real life falls on the shoulders of the state 
and government, as migrants do not have the necessary resources. Migrants can only agree or disagree 
with participating in inappropriate activities.

The game-theory model for harmonization of the interests of the developed state and migrants are 
shown in Figure 1.

Let introduce the following notation.
Capital letters show G – the government (state), M – migrants. State (top) and migrant (bottom) win-

nings are shown in the rectangles below the end of the respective path of the game tree.
The timing of the game’s deployment is as follows.
Step 1: The move is done by the government. It selects either the “nl” strategy, that is, the non-

localized allocation of migrants between the indigenous people of the country, or the “l” strategy, i.e. 
the localized allocation of migrants by compact groups (creating a kind of Chinatown).

Note that these may also be, for example, detention camps for migrants. At these camps, migrants will 
be expected to turn to participate in certain state programs. It should be noted that such an organization 
of work with migrants is not rational, as migrants will be expected to receive information mainly from 
other migrants. This information will necessarily be distorted. Therefore, the government will have to 

Figure 1. A dynamic game of harmonization between the government and migrants
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make additional efforts to convince migrants that they have received inaccurate information from other 
migrants.

It should be noted that migrant recruitment to extremist organizations can begin in camps.
Step 2: Migrants make the move. They can choose the first strategy “a”, that is, adapt to the condi-

tions of the developed country. They can also choose a second “na” strategy, that is, not adapt to the 
conditions of the developed country and live by the rules of the country where they came from.

The interests of major migrant groups were described above. Therefore, the state should create condi-
tions for migrants to choose their own strategy voluntarily and this will allow the state to get information 
about the migrants’ goals. It is recommended to interview migrants so that they have the opportunity to 
choose one of the above strategies themselves before they interact with previous generations of migrants.

Note. Migrant adaptation also refers to the fulfillment of the rules and regulations of formal and 
informal social and economic institutions that make up the society, state, and culture of the indigenous 
population.

Step 3: The government creates the conditions for migrants to acquire a suitable profession. For 
example, it could be training, encouraging entrepreneurs to hire and train migrants and more.

At this stage, the special structures of government identify those personal traits that allow migrants 
to participate in the economic, social, cultural and political life of a developed country. This will be 
discussed in more detail below.

Migrants make the move. They can choose the first strategy “t”, that is, study the proposed profession. 
Migrants can also choose the “nt” strategy, that is, not to acquire a profession. Thus, the state provides 
migrants with a list of possible professions for them, and migrants make a choice. It should be noted that 
the state can offer migrants a rating of the necessary professions for a developed country. State needs 
for the territorial localization of migrants can also be offered.

Step 4: The move is done by the government. It either decides to grant the migrant a long-term work 
visa (maybe, with subsequent citizenship) or decides to send the migrant to the home country. This aspect 
will be discussed in more detail below.

Let’s justify the players’ winnings. First of all, it is important to note that in the theory of games, 
not only the magnitudes of winnings are important, but their ordering for each player (Gibbons, 1992). 
Therefore, specific numerical values will not play a role.

We also emphasize that for a dynamic game, only those wins that come from one vertex are compared.
State’s (government’s) winnings: The state (government) will receive the greatest benefit if the 

migrant is successfully integrated into society, receives training and becomes actively involved in the 
economic growth of the country. This will be the case for “nl®a®t” strategies.

The smallest benefit of the government will be if the strategy “nl®a®nt” is chosen. Under this strategy, 
the state will lose an already adapted migrant, to whom it has invested large enough funds (for example, 
by providing housing and finances for living and learning).

When implementing the “nl®na®t” strategy, the state will receive a trained migrant who is not 
adapted to the conditions of life and activity in society. This is a good option, but the state will receive 
less from such a migrant than possible.

The “nl®na®nt” strategy will cause losses, but these losses will be less than in the case of the 
“nl®a®nt” strategy due to the lower possible “return” from the migrant.

The “l®a®t” strategy is beneficial to the state, but it has the “spoon of tar” benefit: the migrant has 
little involvement in public life. Therefore, in some cases, it may place the interests of its community 
above the interests of indigenous peoples.
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The “l®a®nt” strategy requires relatively little expenditure from the state (in fact, only housing and 
migrant adaptation).

The “l®na®t” strategy offers the smallest benefits for state from a trained migrant, which, however, 
is not adapted to society and able to live only in the migrant enclave.

The “l®na®nt” strategy requires the smallest contribution of resources from the state but gives noth-
ing for the economy.

It should be noted that the state’s expenses when a migrant lives in the migrant’s enclave are less than 
when the migrant lives surrounded by the indigenous population.

Migrant winnings: The greatest benefit will be provided to the migrant if he/she successfully inte-
grates into society, undergoes training and is actively involved in the economic growth of the country.

This will be the case for “nl®a®t” strategies.
The smallest winning for a migrant will be if the strategy “nl®a®nt” is chosen, as the migrant will 

spend efforts to adapt to life in this society, which will be in vain when he returns to his country.
In implementing the “nl®na®t” strategy, the migrant will successfully participate in economic life, 

but he/she will not be adapted to the conditions of life and activity in society. It’s a good option, but not 
the best for a migrant.

The “nl®na®nt” strategy will result in small losses for the migrant. In fact, he only loses time and 
learns skills that are superfluous in his country (where he/she will be repatriated).

The “l®a®t” strategy is advantageous to the migrant, but this benefit has the “spoon of tar”: the 
migrant has little involvement in public life, his adaptive capacity will be less significant than in the 
case of “nl®a®t” strategies.

The “l®a®nt” strategy requires the migrant to adapt to the enclave of similar migrants. But he will 
not need these skills in his own country (where he/she will be repatriated).

The “l®na®t” strategy provides the least benefits for a migrant who remains to live and work in the 
country.

The “l®na®nt” strategy requires the least cost to the migrant.
Please note that if a migrant chooses the “nt” strategy, he/she will be repatriated from a developed 

country, which was taken into account in his / her winnings.
Solution the dynamic game: For a dynamic game, the Nash equilibrium is rational (Gibbons, 1992). 

This equilibrium is found by the reverse induction method, starting from the bottom-up motion (i.e. from 
the last stage to the first) (Gibbons, 1992).

Since the last move is made by the government, we firstly compare the winnings of the state and 
carry them to the corresponded top.

The government compares the winnings “Gnl-a-t” and “Gnl-a-nt” each other: With the «Gnl-a-t» win-
ning, the state receives a migrant who is already able to exist independently in the cultural and social 
environment of a developed country. This is due to the fact that the migrant is forced to live in an envi-
ronment of a new culture (choice of strategy “nl”). In addition, the migrant is making efforts to actively 
adapt to the new cultural, social, economic and political environment (choice of strategy “a”). Finally, 
the migrant has made to master a profession that is able to provide him with a sufficient standard of 
living (choosing a “t” strategy).

With the “Gnl-a-nt” is chooses, the state receives a migrant who is similar to the previous. The only dif-
ference is that this migrant does not have a profession that can provide him with a sufficient standard of 
living (he chose the “nt” strategy). This means that the state must spend additional resources to provide 
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this migrant with a sufficient standard of living. As a result, the winning to the migrant who has chosen 
the “nl-a-nt” strategy will be smaller than the winning to the migrant to the “nl-a-t” strategy.

Thus, the government chooses the “nl-a-t“ strategy and the corresponding payment to the state.
The state compares the winnings “Gnl-na-t” and “Gnl-na-nt” each other: With the «Gnl-na-t» winning, the 

state receives a migrant who is already able to exist independently in the cultural and social environment 
of a developed country. This is due to the fact that the migrant is forced to live in an environment of a 
new culture (choice of strategy “nl”). However, this migrant made no effort to fully adapt to the condi-
tions of the developed country (choosing a “na” strategy). The migrant has made to master a profession 
that is able to provide him with a sufficient standard of living (choosing a “t” strategy).

With the “Gnl-na-nt” winning, the state receives a migrant who is similar to the previous. The only dif-
ference is that this migrant does not have a profession that can provide him with a sufficient standard of 
living (he chose the “nt” strategy). This means that the state must spend additional resources to provide 
this migrant with a sufficient standard of living. As a result, the cost for the state for a migrant with 
“nl-na-nt” strategy will be higher than that for a migrant with “nl-na-t” strategy.

Thus, the government chooses the “nl-na-t” strategy and the corresponding payment to the state.
The state compares the winnings “Gl-na-t” and “Gl-na-nt” each other: With the “Gl-na-t” winning, the 

state receives a migrant who is unable to exist independently in the cultural and social environment of 
a developed country. He/she remains the carrier of extractive economic, social, cultural and political 
institutions. He/she is familiar with life in a developed country very fragmentarily. This is due to the 
fact that the migrant is forced to live in an environment of a home culture (choice of strategy «l). In 
addition, this migrant made no efforts to fully adapt to the conditions of the developed country (choice 
of “na” strategy). The migrant has made every effort only to master a profession that is able to provide 
him with a sufficient standard of living (choosing a “t” strategy). However, this migrant requires ad-
ditional resources from the state to control it. It is also necessary to protect both this migrant from the 
society of the developed country and to protect indigenous peoples from certain manifestations of the 
migrant’s activity (for example, which engages in behavior that is unacceptable to indigenous peoples 
of the developed state).

With the “Gl-na-nt” winning, the state receives a migrant who is similar to the previous. The only dif-
ference is that this migrant does not have a profession that can provide him with a sufficient standard of 
living (he chose the “nt” strategy). This means that the state must spend additional resources to provide 
this migrant with a sufficient standard of living. As a result, the cost for the state for a migrant with “l-
na-nt” strategy will be higher than that for a migrant with “l-na-t” strategy.

Thus, the government chooses the “l-na-t” strategy and the corresponding payment to the state.
The state compares the winnings “Gl-a-t” and “Gl-a-nt” each other: With the “Gl-a-t” winning, the 

state receives a migrant who is unable to exist independently in the cultural and social environment of 
a developed country. He/she remains the carrier of extractive economic, social, cultural and political 
institutions. He/she is familiar with life in a developed country very fragmentarily. This is due to the 
fact that the migrant is forced to live in an environment of a home culture (choice of strategy “l”). How-
ever, this migrant has made some efforts to adapt to the conditions of the developed country (choice of 
strategy “a”). The migrant has also made efforts only to master a profession that is able to provide him 
with a sufficient standard of living (choosing a “t” strategy). However, this migrant requires additional 
resources from the state to control it (however, these efforts will be smaller compared to the consider-
ation of the state’s “Gl-na-t” and “Gl-na-nt” gains). It is also necessary to protect both this migrant from the 
society of the developed country and to protect indigenous peoples from certain manifestations of the 
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migrant’s activity (for example, which engages in behavior that is unacceptable to indigenous peoples 
of the developed state).

With the “Gl-a-nt” winning, the state receives a migrant who is similar to the previous. The only dif-
ference is that this migrant does not have a profession that can provide him with a sufficient standard of 
living (he chose the “nt” strategy). This means that the state must spend additional resources to provide 
this migrant with a sufficient standard of living. As a result, the cost for the state for a migrant with “l-
a-nt” strategy will be higher than that for a migrant with “l-a-t” strategy.

Thus, the government chooses the strategy “l-a-t” and the corresponding payoff for the state.
As one can see, the government always chooses the strategy “t”. Thus, we obtain the graph shown 

in Figure 2.

Migrants must now make the choice.
In this case, there may be several options for decision-making concepts for migrants.
The first conception: Migrants use a short-sighted strategy. That is, they focus solely on the current 

situation, trying to minimize their costs and efforts. Then they will choose at this stage a “na” strategy, 
that is, not adapt to the living conditions in a developed country.

It should be noted that the same strategy will be chosen by migrants in case they do not have com-
plete information on what the developed country will look at in the future. That is when migrants have 
incomplete or incorrect information about a given dynamic game.

The second conception: Migrants use a long-term strategy. Then they will be guided by the further 
choice of the state and therefore will choose the strategy “a”.

Migrants’ choice of a strategy, that is, to adapt to the conditions of life in a developed country, will also 
be made if migrants are provided with complete and reliable information about the conditions of play. At 
the same time, migrants should be clearly aware of the interests of a developed migrant-receiving state.

The result of a rational choice of migrants of strategy “a” is shown in Figure 3.

Figure 2. Dynamic game after government choice
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Choosing a strategy for migrants in the first stage of the dynamic game, shown in Fig. 3 may also be 
different. It repeats the two different concepts described above - short-sighted and long-term.

Similar to the above argument, the short-sighted choice of migrants will be an “l” strategy, i.e. local-
ized residence surrounded by the same migrants (preferably not only from the same country but also 
from the same locality of their homeland).

The long-term choice will be the “nl” strategy, that is, the residence of migrants surrounded by in-
digenous peoples of a developed country.

Thus, the Nash equilibrium for this dynamic game will depend on the communication organization 
of the developed country and migrants from underdeveloped countries.

We would like to emphasize that the case when the Nash equilibrium is “nl®a®t” strategy will be 
optimal for a developed country.

AN EXAMPLE OF CONSEQUENTIAL GENERAL TRAINING 
WHICH SHOULD SUCCESSFULLY DEVELOP MIGRANTS FOR 
SUCCESSFUL JOINT ACTIVITIES WITH THE GENERATION Z

So, consideration of the game-theoretic model of interaction between a developed country and migrants 
from undeveloped countries revealed the need for a developed country to conduct special events. Among 
such measures should be both the creation of conditions for the identification of migrants necessary for 
a developed country, and the presence of a sufficiently large number of general and special training.

Figure 3. Dynamic game after the choice of migrants
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The following is an example of a possible set of such tools that should accompany the inclusion of 
migrants in the life of a developed country. Features arising from the need for migrants to communicate 
with Generation Z in a developed country are examined in detail.

It is most convenient to use the results of education and training as tools to determine the level of 
inclusion of migrants in the life of a developed country. Each training or educational program must be 
accompanied by exams. This allows us to use them as a signaling process both about the true intentions 
of migrants and about their capabilities (Spence, 1973).

Let’s define the training requirements for migrants.
Generation Z uses the country’s domestic language. The new language words, the new generation Z 

slang uses as well. Generation Z relies on its communication on certain linguistic structures, which are 
a kind of markers of “friend – foe”. In addition, regardless of the language of their country, generation 
Z uses the English language quite well (of course, also with the presence of slang). Migrants, at best, 
know the language of a developed country. Sometimes they also fragmentary know quite English. At 
the same time, the linguistic forms that migrants use are either archaic enough (gleaned from old school 
literature) or slang-oriented for specific groups of the population (with which migrants spoke in their 
homeland). Thus, the state needs to teach migrants of 1) the language of a given developed country, 2) 
the slang of generation Z of a developed country, and 3) the English language with the slang features of 
generation Z (which is used in this developed country).

Generation Z is quite well oriented in the lifestyle, culture, and traditions of their country. However, 
Generation Z has also formed its own distinct lifestyle, subculture, and traditions. Migrants know nei-
ther the first nor the second. Moreover, migrants are carriers of the lifestyle, culture, and traditions of 
their homeland. Therefore, they can quite aggressively perceive the lifestyle, culture, and traditions of a 
developed country, as well as the features inherent in generation Z. In some cases, there may even be an 
aggressive rejection of this. Thus, the state should organize rather specific training for migrants in the way 
of life, culture, and traditions, both traditional for a developed country and inherent in the Z generation.

The main danger for a developed country is that the vast majority of migrant habits lie in the field 
of extract (exclusive) institutions. While in a developed country, migrants must abandon a number of 
familiar behaviors in their former way of life and traditions. They must adopt a new lifestyle, culture, 
and traditions.

Finally, migrants must learn to obey the laws of a developed country. Moreover, a sufficiently large 
number of laws will contradict their usual behavior. The social signals given to them by the indigenous 
people will also often contradict the signals to which migrants are accustomed.

All this requires the implementation of sequential multi-stage training for migrants. Each of the stages 
is general training in the sense of Becker (1962, 1964).

Another important circumstance is that after each such training a part of migrants should be repatri-
ated. That is, migrants who did not cope with the assimilation of lifestyle, culture, and traditions should 
be returned to their homeland. The state should not integrate migrants who will not be able to support 
their own existence. Also, the state should not integrate migrants who will destroy the social, social, 
economic and political institutions that make the country developed.

Probably one of the most effective may be such a sequence of actions of a developed state.
First stage: During this stage, migrants will learn the language of a developed country. The term of 

study should be limited by the time sufficient for training “from scratch”. This training is provided that 
the migrant makes efforts that exceed the level established by the state. This can be determined on the 
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basis of specially conducted experiments. Moreover, partly these data can be found from the results of 
existing courses in the study of foreign languages.

Example 1. An engineer from Ukraine migrated to Israel. Since Israel has a fairly large number of 
citizens who use the Russian language, he did not learn Hebrew. He had to work without knowledge of 
the official language in the working professionals, that is, his labor productivity for more than 20 years 
was lower than that of the indigenous population.

Example 2. A migrant family moved their country with English to a country with German. The 
youngest child began to attend kindergarten in a new country and began to communicate in German for 
six months. The oldest child went to elementary school. In order to adapt, he was seated for six months 
next to a child who knew his native language. This child translated teacher requirements for a migrant. 
The oldest child had significant problems understanding German. And only when he was transplanted 
to a student who spoke only German, the eldest child mastered German in a few months. This example 
of one family clearly shows the necessity and importance of placing a migrant in the environment of 
the indigenous population of a developed country. In the case of non-localized allocation of migrants, a 
developed country spends significantly fewer resources (time, finances, qualified teachers and trainers, 
etc.) than with localized allocation of migrants.

All migrants who do not pass the language proficiency test must be repatriated.
Note. What to do in case of separation is a separate consideration. However, it seems to the authors 

that the smallest unit for deciding on repatriation will be the family (wife, husband, and children who 
are not independent of school-age).

Second stage: It consists in the fact that migrants study the legislation and culture of a developed 
country (including a kind of “unwritten laws” of behavior in a developed country). Such training should 
also be given as general training. Law training should probably be carried out separately from cultural 
training. As part of the study of culture, the study of the “unwritten laws” of a developed country should 
also be singled out as a separate unit.

The results of such general training will show how ready a migrant is to live and work independently 
in a developed country. Testing should consist in the analysis of fairly standard situations of a legislative 
and cultural nature.

Farashah and Blomquist (2019) found that “For managers, migrants’ commitment to the host country 
way of life is more important than their job skills, educational level, and language proficiency.” Thus, 
knowledge of legislation and culture of a developed country (including a kind of “unwritten laws” of 
behavior in a developed country) gives migrants access to more skilled work (and, therefore, higher-paid). 
They will more effectively integrate into a developed society. As a result, such migrants will quickly 
return to society the resources spent on their training.

At this stage, a minimum limit should also be set for the points scored. Migrants who have not reached 
the minimum order must be repatriated.

Note. Here it will be interesting to find the correlation between the points scored in the first and 
second stages.

Third stage: During this stage general training provides on digital literacy. (At this point, general 
learning provides digital literacy.) Migrants will be trained in the use of digital technologies not only in 
their personal and public life but also in business. They will also teach communication between people 
(and between people and organizations) both over the Internet and using various gadgets and applica-
tions. Tests to determine the level of assimilation of information technology today are widespread and 
widely used.
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It is at this stage that migrants will be trained in the rules and methods of communication with gen-
eration Z. Training migrants in the slang of generation Z at this stage will also be useful.

Those migrants whose test results are below a certain limit should be repatriated.
Fourth stage: Both general and special training in mastering given professional skills should be at 

this stage. The migrant has already learned the general rules of behavior in a developed society and 
therefore can focus on gaining professional skills. Here it is necessary to take into account the results 
of the first three stages. We can say that the professions offered to the migrant are the result of his tests 
on language skills, legislation, the culture of a developed country and digital literacy. A migrant should 
be offered a choice of the profession from about one level of difficulty from a finite list of professions.

The results of the final test should also have a minimum boundary. Migrants who have not reached 
the border must be repatriated. There should also be a collective responsibility at the family level. For 
example, their level of control over the level of motivation of children can be identified.

At this stage, the successes of children in kindergarten or school should also be taken into account. 
This allows us to assess the level of family education of migrants. For example, the level of their manage-
ment of the motivation for children to live and work in a developed society must be taken into account.

The training provides opportunities for identifying extremists-minded people using psychological tests 
on the level of cognitive flexibility. These tests can be used at each stage, which will create a temporary 
profile for each migrant.

DISCUSSION AND OUTLOOK

Obtained results can serve as the basis for further economic modeling of various strategies of state mi-
gration policy. For example, the further development of the game-theoretic model will make it possible 
to evaluate both the state’s costs for the adaptation of migrants and the state’s income from their work. 
The state can implement different strategies for managing migration flows. The state can also use dif-
ferent policies for managing migrants in different regions of the country, as well as in different areas of 
business. Finally, the state can also make a forecast of long-term income from the next generations of 
migrants who will be studying already in a developed country. Moreover, within the framework of the 
developed model, technologies can be used to identify those migrants who may be dangerous for the 
indigenous population.

Important for the practical implementation of migration policy is that the work draws attention to 
the institutional differences between migrants and the indigenous population of a developed country. It 
seems to us that insufficient attention has been paid to this issue before. So, Artero and Chiodell (2019, 
p.19) concludes that “a certain level of ethnic and religious residential concentration could have positive 
effects in favoring the insertion of migrants in Italian cities and the self-organized fulðllment of certain 
needs that public authorities are not willing to satisfy (e.g., the increasing need for places of worship), 
in particular within the framework of the current, growing hostility and social tensions connected to 
religious diversity in Italy.”

However, the question of the conformity of the developed country’s institutions with those social, 
economic and political institutions that are characteristic of the migrants ’country of residence is usu-
ally not considered. At the same time, the institutions of undeveloped countries may be unacceptable to 
the indigenous inhabitants of developed countries. The study of such institutional discrepancies began 
relatively recently. Acemoglu and Robinson (2012) give a large number of examples when the mismatch 
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of political and / or economic institutions significantly affected the level of development of the country. 
If there is such a difference in institutions within one country, and especially if it is localized on social 
groups that have linguistic and / or cultural differences, then in such a country there may be a tragic 
confrontation between two (or more) different groups population. For a developed country, this can be 
extremely negative.

The article does not address migrants from developed countries and migrants from undeveloped 
countries who are invited to study or teach at universities and doctoral programs. These people undergo 
special control before they start their studies or work. In addition, as a rule, they win the competition 
with indigenous peoples for this work. Illegal migrants who violate the law of a developed country are 
also not considered.

The results relate primarily to migrants from undeveloped countries. These migrants may be refugees 
fleeing war. They can also flee from poverty or natural disaster.

The key in the dynamic model is that the government gets rid of those migrants who do not want to 
participate in its economic life (work), that is, to increase the country’s GDP. If such migrants are left in 
the country, they will not contribute to the GDP, and the country will spend it on providing the migrants 
with the necessary resources for life. This will lead to destabilization of the social state of society due 
to the growing level of dissatisfaction of the indigenous population.

As a rule, today Europe (for foreign migrants) and Ukraine (for internal migrants) do not have the 
effective mechanisms by which official migrants can be returned to the countries (or regions) from 
which they came.

The developed game-theoretic model allows us to solve the problem. Its implementation requires 
wide dissemination of information, both for migrants and the general public, about their proposals.

For example, from the outset, migrants should be made aware that they must make an effort, first, 
to adapt to life in a given society and, second, to learn those professions that are necessary for them to 
participate in the social and economic life of the developed country. The developed country should also 
inform migrants that it provides them with the opportunity to live in indigenous populations. It is also 
mandatory to inform migrants that they must comply with institutional requirements that are specific to 
indigenous people. At the same time, migrants should be informed that they must fulfill the requirements 
in the developed country both in legal and cultural spheres.

The localized residence of migrants leads to their isolation from indigenous society and, as a result, 
to the onset of conflict with indigenous habitats. Now, this is not between people (these conflicts are 
regulated by law), but between separate groups of people.

As a result, such conflicts turn into conflicts between cultures, and this type of conflict is the least 
tolerant and the most irreconcilable.

Examples of this are the constant riots and acts of mass disobedience of the law, which are becom-
ing increasingly commonplace in developed countries. Most of these social outbreaks take place just 
where migrants are concentrated in areas of compact living. In fact, this is what leads to the geographical 
stratification of cultures.

The dynamic model developed above allows us to solve the problem of not only motivating migrants 
to participate in the economic life of the country but also to participate in public life in the conditions 
adopted in a developed society.

The latter is due to the fact that dispersed (localized) migration of migrants is more economically 
viable and stimulated by the state and society. For example, a career for dispersed migrants will be more 
successful.
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Ramirez et al. (2018, p.5) provide extensive data on the characteristics of migrant integration, espe-
cially in developed countries. In particular, it was found that “migrants are, on average, more spatially 
concentrated than natives, especially in most metropolitan and capital-city regions… Regions with initially 
high levels of development and with larger communities of foreign-born seem to be more attractive for 
new migrants to settle… Migrants tend to live in regions where the regional unemployment rate is lower 
than the national average. At the same time, unemployed migrants are more spatially concentrated than 
their native-born peers… Migrants, and especially in EU countries, are more likely to be employed in 
most metropolitan regions than in other types of regions, but their gap in employment rates relative to 
the native-born population is higher in such regions”.

As follows from the results of Ramirez et al. (2018), today in developed countries, migrants imple-
ment the “l-na-nt” strategy. As follows from the above analysis, this strategy can be called “go with the 
flow” for both the government of a developed country and migrants. Note that this strategy is the worst 
option for a developed country.

So, migrants are concentrated more in the metropolitan regions and their environs. However, in this 
region predominantly highly skilled workers are required, but migrants from undeveloped countries, as 
a rule, do not possess highly skill. As a result, predominantly jobs are available for them that require 
unskilled labor. And, accordingly, migrants receive low salaries (compared to most residents of the 
capital regions). Therefore, their standard of living contrasts quite sharply with the standard of living 
of the indigenous population. This is confirmed by the results of Ramirez et al. (2018, p.5): “Across all 
types of regions, migrants in Europe tend to be more likely to live in overcrowded dwellings and de-
prived housing conditions than natives”. As a result, the level of dissatisfaction with life among migrants 
(especially among young people and children) will constantly increase. This is a breeding ground for 
manifestations of extremism and recruitment to terrorist organizations.

A developed state receives a fairly small contribution from migrants to GDP, since they are predomi-
nantly employed in low-productive, unskilled labor. Thus, the developed countries are increasingly faced 
with the task of changing the methods of working with migrants. A number of European countries, for 
example, increase quotas on the number of migrants from Ukraine (for example, in Poland, and in the 
Czech Republic), since these migrants are close in culture to European countries.

However, so far these are all half measures, as the number of migrants to developed countries from 
Asian and African countries is growing. These migrants are extremely different in their religious, cultural, 
legal and social norms from the inhabitants of developed countries. Given this, the forms of tolerance 
and political correctness inherent in developed countries are likely to be substantially revised. This is 
necessary to preserve the identity of the indigenous population of developed countries. It is also neces-
sary to preserve inclusive institutions, the presence of which is crucial for every developed country.

Obtained results allow outlining possible approaches to the work of the government of developed 
countries with migrants.

Example. In recent years, governments of developed countries have begun to actively manage migra-
tion processes. Examples of the United States (especially illegal migration from Mexico) or the United 
Kingdom (influence on Brexit) are quite revealing. Of the latter: new migration incentives that allow 
the government to deny visas to women who intend to come to the US for childbirth. This indicates that 
in developed countries there is a growing understanding of the need to implement an active migration 
policy. Therefore, the results of this chapter can help governments develop new migration rules with 
predictable consequences.
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CONCLUSION

The emergence in the economy of developed countries of an ever-growing number of migrants is a feature 
of the modern period. At the same time, Generation Z also comes into the economy, that is, young people 
whose childhood and youth have largely passed in the digital world. The latter circumstance requires 
new methods of organizing both communication and joint activities of representatives of generation Z 
and migrants.

The aim of this work is to develop methods of government migration policy in order to motivate 
migrants to joint economic activities, especially with Generation Z.

The goals of a developed state are to include migrants in social, political and economic institutions 
to increase the welfare of its citizens, both in the short and long term. Migrants who are not suitable for 
the realization of the interests of indigenous peoples should be repatriated (deported).

Migrants can run away from hostilities, they can run away from poverty.
The game-theoretic model built in the article made it possible to identify such fundamental features 

of the process of reconciling the interests of the state (government) and migrants.
First, the state (government) will receive the greatest benefit if the migrant is successfully integrated 

into society, receives training and becomes actively involved in the economic growth of the country. 
This will be the case for “nl®a®t” strategies when the state accepts a migrant who is already able to 
independently exist in the cultural and social environment of a developed country. This is due to the 
fact that the migrant is forced to live in a new culture (the choice of the “nl” strategy). In addition, the 
migrant makes efforts to actively adapt to new cultural, social, economic and political conditions (choice 
of strategy “a”). Finally, the migrant has mastered a profession that can provide him with an adequate 
standard of living (by choosing the “t” strategy).

Secondly, the state (government) should at all stages of decision-making by migrants to motivate 
them to choose those decisions that are necessary for the state.

To implement the motivation of migrants, the article offers an example of consistent general training 
that migrants must successfully develop for successful joint activities with Generation Z.

Unfortunately, extensive data on the characteristics of migrant integration, especially in developed 
countries, indicate that today migrants choose the most harmful strategy for the state, “l®na®nt”. The 
state accepts a migrant who cannot independently exist in the cultural and social environment of a devel-
oped country. He/she remains a carrier of extractive economic, social, cultural and political institutions.

He/she is very fragmented in life in a developed country. This is due to the fact that the migrant is 
forced to live in an environment of home culture (choice of strategy “l”). In addition, this migrant did 
not make efforts to fully adapt to the conditions of a developed country (choosing the “na” strategy). 
The migrant does not have a profession that can provide him with an adequate standard of living (he 
chose the “nt” strategy).

As a result, the level of dissatisfaction with life among migrants (especially among young people and 
children) will constantly grow. This is a breeding ground for extremism and the recruitment of terrorist 
organizations. These migrants, as a rule, are extremely different in their religious, cultural, legal and 
social norms from the inhabitants of developed countries. Given this, the forms of tolerance and political 
correctness inherent in developed countries are likely to be substantially revised. This is necessary to 
preserve the identity of the indigenous population of developed countries. It is also necessary to preserve 
inclusive institutions, the presence of which is crucial for every developed country.
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KEY TERMS AND DEFINITIONS

Adaptation: Active actions of a person, which are aimed at reducing the differences in his behavior 
from that adopted in this social community (social layer, society, etc.).

General Training: The development of such knowledge, skills, and abilities of a person that can be 
applied in different conditions of his life.

Generation Z: The people born from the mid-late 1990s to 2012. They have virtually unlimited ac-
cess to any information that interests them, live in a world where face-to-face communication between 
people is quite limited. They are able to perceive and process huge amounts of information of various 
kinds (visual, sound, text).

Indigenous Peoples: People who live in a developed country, are usually its citizens and are car-
riers of certain norms of behavior, culture, habits, knowledge, skills of social, economic, political life, 
characteristics of a developed country.

Localized Allocation: The conditions under which circle of contacts for migrants (at work, training 
or leisure) is predominantly also migrants. These may be living and working in territorial enclaves, social 
networks (when migrants are also neighbors), companies (where the personnel are mainly migrants), etc.

Migrants: People who are citizens of other countries who come to live and/or work (permanently 
or temporarily) in another country.

Non-Localized Allocation: Conditions when migrants live and work, when their circle of contacts 
(at work, training, or leisure) are mainly indigenous citizens of a developed country.

Socialization: The process of including a person as an integral part of a certain social community, 
which, as a rule, differs from a migrant in a number of characteristics (behavior, language, habits, at-
titude to law, etc.).
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ABSTRACT

Many studies deal with the determinants of countries’ culture or efficiency of microfinance institutions 
(MFIs). This chapter aims to fill the gap in the literature by analyzing the connection between national 
cultural features and indicators of countries’ MFIs. The summary of analyses made regarding MFIs is 
followed by the national cultural dimensions, and how knowledge strategy could serve poverty reduction. 
Forty-five countries represent the subject of the research. Their statistics are available for both MFIs 
and national culture. Rank correlation and investigation of TOP5 countries show that the MFIs are 
successful in countries characterized by high levels of power distance, collectivistic, long-term-oriented 
and restraint culture. Based on these results, the chapter lists countries where MFIs could be success-
fully introduced based on their national cultural features and recommends certain knowledge strategies 
for effective operation. Finally, research directions as a continuation of this study are also presented.
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INTRODUCTION

One of the segments of the collaborative economy is open knowledge (Palos-Sanchez & Correia, 2018) 
and the twenty-first centuries itself can be considered undoubtedly the century of knowledge (Jelenic, 
2011). The connection the management of knowledge and national culture appeared to be a dividing ques-
tion for a while for certain researchers (Ang & Massingham, 2007). However, the relevance of national 
culture itself and cultural differences have become more crucial nowadays especially for organizations 
operating in several countries, international markets or even having employees from different cultures. 
The idea of cultural differences being associated with differences in management cannot be considered 
new. It can be traced back to the 1950s, e.g. to the work of Morris (1956) who developed his analysis 
of dimensional human values to give a scientific basis to previous philosophical elaboration of human 
values. On the other hand, from another point of view, it is suggested that every culture distinguishes itself 
from others by the specific solutions it chooses to certain problems that reveal themselves as dilemmas 
(Trompenaars & Hampden-Turner, 2000). For most countries reducing poverty is a key strategic goal, 
and the methods of applied to this could depend on national culture and cultural differences as well. To 
help the operation and spread of microfinance institutions (MFIs) and the establishment of good condi-
tions to manage knowledge, it is important to be aware of the roots and reasons for cultural differences.

The idea of founding MFI comes from Professor Muhammad Yunus. MFIs lend very small sums 
of money to extremely poor clients (billions of unbanked adults, who are unable to access traditional 
banking services) in order to provide financial assistance for starting their small-sized enterprises. He 
established the first MFI named The Grameen Bank in Bangladesh (India) in 1979. The vision of this 
bank type does not focus on achieving more and more profit instead it fights against poverty, as an al-
truistic mission (Balogh et al., 2013). Muhammad Yunus and the Grameen Bank won the Nobel Peace 
Prize in 2006 for their efforts to create economic and social development from below.

The World Bank classifies countries based on income into the following four categories: low-income 
economies, low-middle-income economies, upper-middle-income economies, and high-income economies. 
As a result, the classification of some countries has changed each year. Sumner (2012) argued that most 
poor no longer live in the low-income economies, but the middle-income countries. The basis income 
levels of this classification are modified by World Bank each year. World Bank’s Poverty and Equity 
Database can serve as a quick snapshot of the severity of poverty affecting the world. This database 
contains 64 series (plus population data) about 169 countries and 16 aggregates (e.g. Europe & Central 
Asia, Sub-Saharan Africa) covering 45 years from 1974 to 2018 (World Bank, 2019). Appendix 1 (Table 
6) shows the average annual change of the number of people and the percentage of the population, liv-
ing on less than $1.90 or $3.20 a day in 2011 purchasing power parity (PPP). Years were observed from 
2000 to 2018 and 2017 was the last year from which data was available. Appendix 1 contains only those 
countries for which data for both years (2000, 2017) were available. That means only 15 countries. For 
example, Hungary has not provided data on the examined poverty indicators since year 2016. Appendix 
1 shows that the number and the percentage of population living on less than $1.90 or $3.20 follows 
decreasing trend in the examined 15 countries.

The objective of this chapter is to identify the national cultural types in which MFIs widespread. Based 
on this knowledge those countries could be listed which do not have MFIs yet, but where introducing it 
would be worth and this might need some kind of knowledge strategy.

The chapter can provide useful information on the one hand to practicing managers of MFIs concern-
ing the potential countries where the expansion of their activity could be a success, or evaluate their 
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managerial strategies applied previously. On the other hand, this study can help all debutant managers 
of small business because MFI promotes small business, so these institutions can be considered as one 
of the elements which support small business strategies’ sustainability. Furthermore this chapter serves 
helpful insights for individuals, entrepreneurs and policymakers from countries with limited availability 
of financial resources and big share of poor population.

The chapter is structured as follows. First, the Background section summarizes the analyses made 
regarding MFIs, presents different models of national culture and national cultural dimensions of Hof-
stede, and demonstrates what knowledge strategy is and how it could serve poverty reduction. After 
presenting the research question the databases used for the examination are presented which is followed 
by the hypotheses the study aimed to examine. Not only descriptive statistics are introduced, but the 
methods and their results are also presented in the paper. Based on these results the paper contains rec-
ommendations and shows research directions to be followed in the future as a continuation of this study.

BACKGROUND

This section starts with previous studies on microfinance institutions (MFIs) that are aimed to reduce 
poverty. The next part is about national cultural peculiarities which can determine the efficiency of 
MFIs. This section ends with the importance of knowledge strategy that can help the operation of MFIs.

This paper aims to fill in the gap in the literature, i.e. analyzing the connection between MFIs and 
national cultural features.

Previous Analyzes on MFIs

The microfinance industry is considered complex and highly innovative, having the potential to expand 
the financial frontier to the poor in a sustainable manner (Kalyango, 2009; Littlefield et al., 2003). 
The thought behind MFIs is in line with social sustainability, but in the long term it is hard to provide 
microfinance institutions’ financial sustainability because of the low profit they can achieve. (Hermes 
& Lensink, 2011). This problem can be reduced by the client’s social networks (Wydick et al., 2011).

The main criticism of microfinance institutions highlights that over time these institutions also be-
come profit-driven banks (Bruck, 2006). However, many studies confirm that this mission drift is not 
true (Rhyne, 1998; Christen & Drake, 2002; Mersland & Strom, 2010).

The efficiency and sustainability of microfinance institutions represent the focus of most research (An-
nim, 2010; Haq et al., 2010; Gutierrez-Neito et al, 2009; Nghiem, 2006; Robinson, 2001). These papers 
examine the impacts of microfinance institutions on reducing the number of poor. Typically considered 
variables related to microfinance institutions (e.g. their size, age, average loan size, profit, cost, assets) 
and microfinance institutions’ clients (e.g. women/men, rural/urban, individual/group borrowers) have 
been collected by previous and recent analyzes. The conclusions of previous research results are mixed, 
e.g. related to gender issues a study result has shown that those MFIs are more efficient and more sustain-
able which have fewer women borrowers (Hermes et al., 2011), while another study revealed that higher 
number of women clients meant higher repayment for microfinance institutions (D’Espallier et al., 2011).

The previous researches dealing with MFIs could be grouped into two parts according to the number 
of studied countries. There are studies whose object is just one country, for example Latvia (Baldi & 
Sipilova, 2014; Baldi et al., 2014), India (Imai et. al, 2010); and there are studies which explore more 
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countries, for example 39 MFIs across Africa, Asia and the Latin America (Haq et al., 2010), 350 MFIs 
of 70 countries (D’Espallier et al., 2011), 435 MFIs of the World (Hermes et al., 2011).

National Culture

The understanding and overcoming of the potential barriers and difficulties related to MFIs’ operation 
that may appear due to the different backgrounds, approaches and national particularities are of high 
importance. In order to help the operation and spread of MFIs and the establishment of good conditions to 
manage knowledge, it is important to be aware of the roots and reasons for cultural differences. National 
cultural dimensions can have a significant effect on the organization itself, furthermore on knowledge 
sharing within organizations and outside the organization (Heidrich, 2002; Gaál et al., 2009).

In Table 1 six models of national cultures widely cited and utilized in management literature are 
presented. The Table includes the models proposed by Kluckhohn and Strodtbeck (1951, 1961), Hall 
(1977, 1981), Hofstede (1980, 2010), Adler (1991) and Trompenaars and Hampden-Turner (2002). 
Each of them can be useful in understanding some aspects of culture and highlight different aspects of 
societal beliefs, norms, and values. These models of national cultures can also be grouped into three 
categories defined by Morden (1999) being single dimension models, multiple dimension models, and 
historical-social models.

The authors selected Hofstede’s dimensions to investigate the similarities and differences of the 
national culture of the examined countries in order to understand the different preferences related to 
the usage of MFIs in them. The reason why Hofstede’s classification will be applied to the following 
research is that only his qualifications have accessible quantitative results, which can be the base of our 
calculation. Hofstede’s work (1980), having been widely cited (Tung & Verbeke, 2010), represents a 
real milestone for the following several reasons (Pauluzzo & Cagnina, 2016):

• the empirical value of the initial study was unprecedented in its discipline, due to the use of the 
large dataset collected in the IBM branches of 40 countries.

• attention was switched from individual responses to ecological analysis, where participants were 
aggregated as societal units at the level of the country

• emphasis was put on the examination and application of differences in cultural values at the 
workplace.

Nonetheless, the approach has also received important critiques as it offers a rather simplistic and 
stereotypical interpretation of the values nourished by any culture (among others, Bird & Fang, 2009; 
Chevrier, 2009; Fang, 2003; Fang, 2005; Fang, 2006; Fang, 2012; Holden, 2002; McSweeney, 2015; 
Osland & Bird, 2000).

Hofstede (1980) set up a database by using a standardized questionnaire in order to describe culture 
at national, organizational and individual levels. Since 1985 the Hofstede Centre has collected more than 
60000 questionnaires from 52 countries. Hofstede et al. (2010, p. 25) define culture as “the collective 
programming of the mind distinguishing the members of one group or category of people from others”. 
Based on the database analysis six dimensions of national culture have been differentiated (Hofstede & 
Hofstede, 2001):
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• Power distance expresses “the degree to which the less powerful members of a society accept and 
expect that power is distributed unequally” (Hofstede & Hofstede, 2001, p. 79). In countries of 
high-level power distance people accept a hierarchical order, in low level of power distance people 
except an equal distribution of power.

• Individualism refers to one’s preference for such a social framework in which one is expected 
to take care of only oneself and one’s immediate families. However, in collectivistic culture in 
exchange for unquestioning loyalty, one could expect the relatives or certain groups to look after 
them. This dimension expresses whether we live in an “I”- or a “We”-centered culture.

• Masculinity describes the most important values of a society. In high masculine culture achieve-
ment, heroism, assertiveness or material rewards for success have a preference. Its opposite, femi-
ninity stands for a preference for cooperation, modesty, caring for the weak and quality of life.

Table 1. The Feature of National Culture Models (based on Morden 1999 and Szabó et al., 2010)

Author(s) Discipline Models National cultural dimensions

Kluckhohn 
(1951) 
Kluckhohn & Strodtbeck 
(1951, 1961)

anthropology multiple dimension

relationship with nature 
relationship with people 
relationship with time 
human activities 
human nature

Hall 
(1977, 1981) anthropology single dimension

context (low vs. high) 
space (center of power vs. community) 
time (monochronic vs. polychronic) 
relationship (deal vs. relationship-focused)

Hofstede 
(1980) 
Hofstede et al. 
(2010)

organization science multiple dimension

power distance (low vs. high) 
individualism vs. collectivism 
masculinity vs. femininity 
uncertainty avoidance (low vs. high) 
long-term orientation 
indulgence vs. restraint

Adler 
(1991) organization science multiple dimension

human nature 
relationship with nature 
individualist vs. collectivist 
human activity (being vs. doing) 
space (private vs. public) 
time (past vs. present vs. future)

House et al. (2001) organization science multiple dimension

uncertainty avoidance 
collectivism I: societal collectivism 
collectivism II: in-group collectivism 
gender egalitarianism 
assertiveness 
future orientation 
performance orientation 
humane orientation

Trompenaars & Hampden-Turner 
(2002) organization science multiple dimension

universalism vs. particularism 
individualism vs. communitarianism 
affective vs. neutral 
specific vs. diffuse 
achievement vs. ascription 
time orientation 
internal vs. external control
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• Uncertainty avoidance dimension represents the degree to which the society members do not feel 
comfortable with uncertainty and ambiguity. This dimension shows whether or not society tries 
to control the future. Countries with high-level uncertainty avoidance have rigid rules and regula-
tions for the society, and with low-level uncertainty avoidance relaxed attitude and practice over 
principles are preferred.

• Long term orientation refers to the time-orientation of society. Societies with low scores maintain 
their tradition and view significant societal changes with suspicion. High score cultures have a 
pragmatic approach by preparing for the future.

• Indulgence stands for a society allowing “relatively free gratification of basic and natural human 
drives related to enjoying life and having fun”, while restraint societies suppress gratification of 
needs which are regulated by means of strict social norms. (Hofstede et al., 2010, p. 281).

Hofstede’s (1980) initial work was followed by several replications, follow-up studies, and related 
research projects were also conducted, expanding the target populations and the number of countries 
investigated as well (Pauluzzo & Cagnina, 2016).

Knowledge Strategies

This section deals with the importance of knowledge strategy that can help the operation of MFIs in 
countries with different national cultural features. During the development and formulation of strategic 
goals, the determination of operational plans, and the development of the control system, the achievement 
of goals and objectives defined in the vision and mission need to be taken into consideration (Szabó 
& Csepregi, 2016). However, as it was mentioned earlier, the vision of MFIs does not focus on profit, 
instead, it has an altruistically aim. Thus the strategies of MFI do not necessarily respond to the regu-
larities of typical business strategies. Strategic decision making is of high importance and crucial due 
to the characteristics of strategic decisions and the involvement of fundamental decisions shaping the 
course of an organization (Eisenhardt & Zbaracki, 1992; Papadakis & Barwise, 1998; Papadakis, 2006). 
Furthermore, at European and American organizations the contribution of strategic decision making 
to higher performance depends upon the way best practice adaptation relates to not only products and 
services, but also to processes and management operations (Bogan & English, 1994; Boxwell, 1994; 
Iacobucci & Nordhielm, 2000).

In the era of the knowledge-driven economy, the strategic management of knowledge has become a 
key factor in enabling organizations to reach sustainable competitive advantage (Winch & Schneider, 
1993). Competitive advantage for organizations can be provided by relating knowledge management 
to the organizational strategies and objectives, and the learning experience of organizations should be 
used to build on their knowledge positions (Davenport et al., 1998; Zack, 1999). Successful knowledge 
management implementation requires the selection of a favorable knowledge strategy, which is a strate-
gic issue (Bratianu & Orzea, 2013) for MFIs as well. However, no absolute consensus exists on what a 
knowledge strategy is (Denford & Chan, 2011; Donate & Canales, 2012) as the following descriptions 
of knowledge strategy demonstrate. According to von Krogh et al. (2001, p. 426) knowledge strategy is 
“the employment of knowledge processes to an existing or new knowledge domain in order to achieve 
strategic goals”. On the other hand, Ibidunni et al. (2017, p. 3) consider it as “the engagement of strategic 
dimensions that develop from possible interactions of a firm’s knowledge-based resources and capabili-
ties in relation to its organizational strategy as a means of achieving and sustaining competitiveness.” 
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However, knowledge strategy can also be described as the ability that secures a distinct perception apart 
from its competitors in the hearts of a company’s customers (Abdollahi et al., 2008). By analyzing sev-
eral notions, Bolisani and Bratianu (2018, pp. 3-4) have collected some core keywords representing the 
possible concept of knowledge strategy, which are:

• its objects are the knowledge or cognitive resources of a company,
• it relates to guidelines and to the practical application of processes,
• its ultimate goal is to achieve a strategic or competitive advantage,
• it develops adequate capabilities to process information and knowledge.

De Toni et al. (2011), based on their literature review, identified three primary knowledge strate-
gies that are (1) knowledge development (internal vs. external), (2) knowledge sharing (codification vs. 
personalization) and (3) knowledge exploitation (internal vs. external).

Knowledge development focuses on the internal and external development (exploration) of knowl-
edge which is related to the organization’s primary sources of knowledge. Based on this, Zack (1999) 
divided organizations into provincial firms exploring internal knowledge resources, cosmopolitan firms 
exploring external knowledge resources and boundless firms that do not consider the boundaries of the 
firm when acquiring knowledge.

On the one hand, concerning knowledge sharing strategy related to codification strategy, knowledge 
is stored in databases and can be accessed and used by any organizational employees. On the other 
hand, personalization strategy knowledge is considered to be closely tied to the knowledge developed 
by employees and is shared through person-to-person interactions (Hansen et al., 1999). In order to use 
knowledge effectively, Hansen et al. (1999) propose an 80/20 knowledge strategy mix of codification 
and personalization strategy. In addition, by combining personalization strategy with internal knowledge 
development and codification strategy with external knowledge development greater business perfor-
mance can be achieved by organizations (Choi et al, 2008).

Knowledge exploitation, based on the ways an organization can profit from knowledge, can be 
characterized by internal and external exploitation of knowledge (Beckett et al., 2000). During internal 
exploitation knowledge is developed and codified within the organization, while during external ex-
ploitation knowledge is sold outside the organization. The joint adaptation of external exploitation with 
internal exploitation is suggested by Lichtenthaler (2007), and concerning exploiting existing knowledge, 
McKenzie and Van Winkelen (2004) stress that it can bring short-term returns by efficiency improve-
ment and cost reduction. Finally, comparing exploitation and exploration (development) March (1991) 
argued that exploitation contributes to short-term profit maximization, while exploration (development) 
can result in long-term success of organizations.

THE EXAMINATION OF MICROFINANCING AND NATIONAL CULTURE

Research Question, Database, Hypotheses

The study’s goal is to find an answer to the following research question (Q): Does any dimension of 
Hofstede’s national culture have an impact on any indicator related to the countries’ microfinance institu-
tions? This chapter does not focus on indicators used so far for the analysis in field of the microfinance 
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institution but examines a new variable. It aims to fill in the gap of investigating microfinance institutions 
in selected countries regarding their similarities and differences in terms of their national cultural features.

Our data was collected from two online sources. The data about MFIs (MIX, 2019) cover five variables 
that are easily accessible on the website of a global organization named MIX: the number of financial 
service providers, their gross loan portfolio (USD), number of active borrowers, deposits (USD), num-
ber of depositors. Among them, the sum of the gross loan portfolio and the number of active borrowers 
can be a more important indicator than others. More specifically, the most relevant variable can be their 
rate, because larger countries can borrow more. For this reason a further indicator is calculated by the 
authors: the sum of gross loans divided by the number of active borrowers. Their database contains 99 
countries (which do not contain data with the value of zero). The data related to the countries’ national 
cultural dimensions derive from ‘the Hofstede centre’, where 103 countries’ national cultural dimension 
scores can be found.

The authors have conducted on filtering taking into consideration both databases. 52 countries can 
be found in both statistics. Furthermore, those countries have been ignored where ‘number of active bor-
rowers’ data as one of the most relevant variables was zero. As a result, 45 countries have been included 
in the sample for further analyses. These countries are the following (from six regions): Eastern Europe 
and Central Asia (Albania, Russia, Serbia, Turkey), East Asia and The Pacific (China, Fiji, Indonesia, 
Philippines, Vietnam), Africa (Angola, Burkina Faso, Ethiopia, Ghana, Kenya, Malawi, Mozambique, 
Nigeria, Senegal, Sierra Leone, South Africa, Tanzania, Zambia), Middle East and North Africa (Egyp, 
Iraq, Jordan, Lebanon, Morocco, Syria), Latin America and The Caribbean (Argentina, Brazil, Chile, 
Colombia, Costa Rica, Dominican Republic, Ecuador, El Salvador, Guatemala, Honduras, Mexico, 
Peru), South Asia (Bangladesh, India, Nepal, Pakistan, Sri Lanka). Table 2 lists the TOP5 countries in 
the case of each MFI indicator.

Table 2. TOP5 countries based on MFI indicators

TOP

1 2 3 4 5

1. No. of MFIs
India Mexico Ecuador Peru Pakistan

126.00 73.00 55.00 46.00 44.00

2. Gross Loan Portfolio (USD) bn
India Peru Bangladesh Vietnam Ecuador

30.36 13.34 8.82 8.75 6.95

3. No. of Active Borrowers m
India Bangladesh Vietnam Mexico Pakistan

37.75 21.25 7.50 7.40 7.11

4. Gross Loan Portfolio per No. of Active 
Borrowers (bn USD / m capita)

Russia Kenya Ecuador China El Salvador

107.00 6.60 4.76 4.03 3.92

5. Deposits (USD) bn
Peru India Ecuador Bangladesh Colombia

11.25 9.61 5.61 5.39 4.70

6. No. of Depositors m
Pakistan Bangladesh Vietnam Colombia Peru

33.89 28.60 9.56 8.47 8.45
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Out hypotheses concern the relationship between the success of MFIs and the dimensions of Hofst-
ede’s model of national culture. The success of MFIs are measured by the values of MFI data: the higher 
the value is the more successful MFIs are (higher number of MFIs, higher amount of their gross loan 
portfolio (USD), higher number of active borrowers, larger rate of the sum of loans per active borrowers, 
higher amount of deposits (USD) and higher number of depositors).

Hofstede’s dimensions are measured with a scale of 0 to 100 (less than 50 score means relatively 
low value, greater than 50 score means relatively high value). The two categories within each national 
cultural dimension is divided based on the scores being under or above 50 as follows: power distance 
(low, high), individualism (collectivism, individualism), masculinity (feminity, masculinity), uncertainty 
avoidance (low, high), long term orientation (short term orientation, long term orientation), indulgence 
(restraint, indulgence).

Our hypotheses are the following:

• H1: The MFIs are successful in countries where Hofstede’s power distance dimension is higher.
• H2: The MFIs are successful in countries where Hofstede’s individualism dimension is lower (in 

the countries with collectivist culture).
• H3: The MFIs are successful in countries where Hofstede’s masculinity dimension is lower (in 

feminine countries).
• H4: The MFIs are successful in countries where Hofstede’s uncertainty avoidance dimension is 

higher.
• H5: The MFIs are successful in countries where Hofstede’s long term orientation dimension is 

higher.
• H6: The MFIs are successful in countries where Hofstede’s indulgence dimension is lower (in 

countries with restraint culture).

Hypotheses formulate our assumptions that MFIs are successful in developing countries where most 
of the population is poor. These underdeveloped countries can be described by strict hierarchical order 
(H1), rigid rules and regulations for the society (H4), even human rights are limited (H6). The H2 based 
on the fact, that loans provided by MFIs are given not only to individuals but more often to groups whose 
members take responsibility for each other. The reason why H3 does not contain masculine culture is 
that in feminine countries caring for each other, the weak and the poor is more important. According to 
H5 MFIs spread more in countries in which the population prepares for the future.

The next section summarizes the descriptive statistics on applied data then applied analyzes will be 
disclosed.

Descriptive Statistics, Relationship Analyzes

Table 3 shows some descriptive statistics of all (45) selected countries. (Table 7 in Appendix 2 contains 
MFIs’ indicators by regions. The most country belongs to the region ‘Africa’ (13 countries), then ‘Latin 
America and The Caribbean’ (12 countries). Due to the low number of countries within a region, ana-
lyzes not interpreted in regions.) There are countries with only one MFI, but there is a country (India) 
where 126 MFIs can be found. Most of the active borrowers are also in India (37.75 million people). 
India has the largest gross loan portfolio (30.36 billion USD). Peru has the largest amount of deposits 
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(11.25 billion USD). The highest number of depositors is in Pakistan (33.89 million people). Russia has 
the largest value regarding the variable ‘sum of loans per borrowers’.

The scores (1-100) of Hofstede’s dimension were divided into two groups. One containing the num-
ber of countries having scores under 50, the other over the score of 50. The data shows that the sample 
contains countries characterized by rather high power distance, collectivism, femininity, low uncertainty 
avoidance, low long term orientation, and low indulgence (10 countries have no data about indulgence).

The more relevant questions are the correlation between MFIs’ indicators and Hofstede’s dimensions. 
Because the latter can be measured ordinal scale at most, Table 4 shows the non-parametric bivariate 
correlations coefficients (Spearman’s Rho values) and their significance. These rank correlations were 
based on the 45 countries named before.

Table 3. Descriptive statistics of all (45) countries

MFIs’ indicators (variables no. 1-6)

Min. Max. Mean Standard 
Deviation

1. No. of MFIs 1.00 126.00 (India) 16.84 22.97

2. Gross Loan Portfolio (USD) bn 0.00 30.36 (India) 2.28 5.16

3. No. of Active Borrowers m 0.01 37.75 (India) 2.49 6.49

4. Gross Loan Portfolio per No. of Active Borrowers (bn 
USD / m capita) 0.00 11.25 (Russia) 1.45 2.62

5. Deposits (USD) bn 0.00 33.89 (Peru) 2.82 6.89

6. No. of Depositors m 0.00 107.00 (Pakistan) 3.73 15.80

Hofstede’s dimensions (variables no. 7-12)

Number of countries with score

≤ 50 > 50

7. Power Distance 3 42

8. Individualism 44 1

9. Masculinity 27 18

10. Uncertainty Avoidance 27 18

11. Long Term Orientation 18 27

12. Indulgence 28 7
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Table 4 marks only one significant rank correlations at the 0.05 level. It is tied to Hofstede’s individu-
alism dimension and the number of depositors. In relation to the causality, we assume that indicators of 
MFIs can’t influence national culture, but the culture could affect MFIs. Based on this, the following 
statement can be made:

• Countries with higher (lower) individualism score, i.e. the more individualistic (collectivistic) the 
culture, less (more) number of depositors have a country’s MFIs. Thus these negative relation-
ships confirm the H2 hypothesis.

Other methods have been used to examine the remaining hypotheses. Therefore, further analysis has 
been refined by dividing Hofstede’s 1-100 scores into two intervals as follows: 1-50: low, 51-100: high. 
On the other hand, the analysis focuses on only those countries which are the most successful considering 
their MFI values. Any of TOP5 economies of Table 2 can serve as good example to those countries that 
do not have MFI yet. That is the reason why these TOP5 countries - which cover overall 14 countries 
listed in Table 5 - are the objective of the following investigations. According to the frequency of these 
countries in Table 2 Bangladesh, Ecuador, India, and Peru can be qualified as the most successful coun-
try, because each of them appeared 4 times in Table 2. Table 5 marks the low or high nature of these 12 
countries based on Hofstede’s dimensions.

Table 4. Correlation matrix (N = 45) – Spearman’s Rho

indicators of MFIs MFIs’ indicators

1. No. of 
MFIs

2. Gross Loan 
Portfolio 
(USD) bn

3. No. of Active 
Borrowers m

4. Gross Loan 
per Active 
Borrowers

5. 
Deposits 
(USD) bn

6. No. of 
Depositors 

m

Hofstede’s 
dimensions

7. Power Distance
Rho .003 .008 -.106 .059 .061 .020

Sig. .983 .959 .486 .699 .700 .900

8. Individualism
Rho -.183 -.064 -.053 -.108 -.167 -.326*

Sig. .228 .674 .727 .478 .291 .033

9. Masculinity
Rho .095 .181 .244 -.017 .175 .101

Sig. .534 .234 .106 .914 .269 .520

10. Uncertainty Avoidance
Rho .095 .181 .244 -.017 .175 .101

Sig. .534 .234 .106 .914 .269 .520

11. Long Term Orientation
Rho .027 -.003 -.172 .288 -.232 -.274

Sig. .859 .985 .257 .055 .139 .076

12. Indulgence
Rho .054 .141 .046 .033 .185 .047

Sig. .760 .420 .791 .853 .302 .791

* Correlation is significant at the 0.05 level.
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Table 5 confirms the results of the previous rank correlation analysis regarding the individualism 
dimension. All of the 12 most successful countries have low individualism scores, i.e. overwhelmingly 
collectivist countries. This reinforces H2 hypothesis.

The theses below can be formulated related to the hypotheses:

• T1: The MFIs are successful in countries where Hofstede’s power distance dimension is higher. 
(H1 is accepted.)

This statement is true in all 12 countries belonging to any TOP5 countries by MFI indicators (see 
Table 5), and 42 countries represent this in the 345 examined countries (see Table 3). (Only Costa Rica, 
South Africa, and Argentina are exceptions.)

• T2: The MFIs are successful in countries where Hofstede’s individualism dimension is lower (in 
the countries with collectivist culture). (H2 is accepted.)

Based on the Spearman’s Rho values of the rank correlation, this statement is valid for one MFI vari-
able, for the number of depositors a country has (see Table 4). Moreover, all of the 12 TOP5 countries 
(see Table 5) and 44 out of the 45 researched countries (see Table 3) are characterized by collectivist 
culture. Only South Africa has an individualistic culture.

Table 5. The characteristics of TOP5 countries by low/high nature of Hofstede’s dimensions

Frequency in 
Table 2

Hofstede’s dimensions: low or high

Power 
Distance Individualism Masculinity Uncertainty 

Avoidance
Long Term 
Orientation Indulgence

≤ 50 50 < ≤ 50 50 < ≤ 50 50 < ≤ 50 50 < ≤ 50 50 < ≤ 50 50 <

Bangladesh 4 x x x x x x

China 1 x x x x x x

Colombia 2 x x x x x x

Ecuador 4 x x x x x

El Salvador 1 x x x x x x

India 4 x x x x x x

Kenya 1 x x x x x

Mexico 2 x x x x x x

Pakistan 3 x x x x x x x

Peru 4 x x x x x x

Russia 1 x x x x x x

Vietnam 3 x x x x x x

∑ 30 0 12 12 0 5 7 5 8 4 8 6 4

Mode - 50 < ≤ 50 50 < 50 < 50 < ≤ 50
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• T3: The success of MFIs is influenced by Hofstede’s masculinity dimension, i.e. the masculine 
or feminine cultural feature of a country determines the success of MFIs. (H1 is accepted for 45 
countries.)

Considering all 45 countries, there are more countries (27) with feminine culture, than masculine 
(18) (see Table 3). However, among the 12 TOP5 countries there are more (7) countries with masculine 
characteristics, than feminine (5) (see Table 5).

• T4: The MFIs are successful in countries where Hofstede’s uncertainty avoidance dimension is 
higher. (H4 is accepted for 12 TOP5 countries.)

Considering all 45 countries, there are more countries (27) with lower uncertainty avoidance, than 
higher (18) (see Table 3). However, among the 12 TOP5 countries there are more (8) countries with 
higher uncertainty avoidance, than lower (5) (see Table 5).

• T5: The MFIs are successful in countries where Hofstede’s long term orientation dimension is 
higher. (H5 is accepted.)

In all 45 countries there were more long term oriented culture (27) than short term oriented (18) ones 
(see Table 3), their frequencies among the 12TOP5 countries: 4 short term and 8 long term oriented 
culture (see Table 5).

• T6: The MFIs are successful in countries where Hofstede’s indulgence dimension is lower (in 
countries with restraint culture). (H6 is accepted.)

There were 28 countries with restraint culture and 7 with indulgence culture (10 countries have no 
data about indulgence) in the 45 examined countries (see Table 3). Their frequencies among the 12 TOP5 
countries: 6 restraint and 4 indulgence culture (see Table 5).

In summary, the Hofstede’s dimensions that are typical in both 45 countries and in the TOP5: lower 
individualism and indulgence, higher power distance and long term orientation.

RECOMMENDATIONS

This section deals with the recommendation based on the results of the study. On the one hand, those 
countries are listed which were not investigated in the present study but where the authors believe MFIs 
could operate successfully in the future. On the other hand, the authors also recommend certain knowledge 
strategies that can be applied by MFIs having given national cultural peculiarities to be more effective.

Being aware of the study results the authors would recommend certain countries where the institutions 
of MFIs could be introduced and could operate successfully based on the following features: the country 
cannot be found among the 45 countries investigated in this chapter; the country can be characterized 
by Hofstede’s 6 national cultural dimensions. Thus these countries could show similarities and match 
to the theses stated concerning the study.
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According to theses 1, 2, 5 and 6 MFIs are successful in countries characterized by high power 
distance, collectivistic culture, having high level of long term orientation and having restraint culture. 
The countries fitting these features but not having any MFI data yet are Croatia, Hong Kong, Japan, 
Singapore, South Korea, and Taiwan. Thus the authors would recommend these countries to consider 
the introduction and operation of MFIs since based on their national cultural peculiarities these institu-
tions could operate successfully.

In this section of the chapter, the authors recommend certain knowledge strategies being more effec-
tive in the cultural clusters the research revealed. The primary knowledge strategies considered in this 
case were identified by De Toni et al. (2011) based on literature review, and are (a) knowledge develop-
ment (internal vs. external), (b) knowledge sharing (codification vs. personalization) and (c) knowledge 
exploitation (internal vs. external).

In cultures having a high level of uncertainty avoidance, when the organizations (as MFIs) use 
knowledge from outside the organization by following an external development knowledge strategy the 
relevant knowledge for operating MFIs can be collected. In organizations having collectivistic culture 
and following this knowledge strategy, this can result in fresh thinking and benchmarking knowledge for 
the organizational members (Szabó & Csepregi, 2016). On the other hand because of the restraint culture 
and high power distance the organizations expect from its employees to collect and use knowledge from 
outside the organization from clients, competitors, etc. in form of best practices for example.

Furthermore, in countries with collectivistic culture members of organizations rather relying on in-
formal discussions and networking to store their insights, and share those (Desouza & Evaristo, 2003). 
Thus personalization knowledge strategy could be applied by MFIs to share their knowledge within the 
organization with each other. Thus MFI employees can work together better and work out better ways to 
reach their present and possible future clients with their services. However the rigid rules of the society, 
because of being characterized by a high level of uncertainty avoidance, power distance, and restraint 
culture, can also influence the way knowledge should be shared in MFIs. In this case by ordering the 
storage of knowledge (client information, best practices, etc.) in databases, codification strategy could 
be applied to avoid uncertainty of losing it.

Finally in a collectivistic culture where the group work is stressed the culture enables working in 
teams and also group learning fostering the application of internal exploitation knowledge strategy where 
knowledge is developed within the organization (Szabó & Csepregi, 2016). Furthermore, depending 
on the regulations determined related to high level of uncertainty avoidance, high power distance and 
restraint culture, knowledge could be also codified within the organization.

MFI’s knowledge strategies might show similarities and differences regarding their connection to 
their clients compared to the knowledge strategies applied only within the organization.

Because of having a collectivistic culture, being characterized by high level of uncertainty avoidance 
MFIs need knowledge from their clients outside the organization to be able to provide the best service 
fitting their clients and to maintain and improve their operation. Thus an external development knowledge 
strategy might be advised for MFIs. In addition, the leaders of MFIs expect their employees keeping in 
touch with the clients to gather the required knowledge from their clients as well.

Having a collectivistic culture can result in sharing knowledge much openly with clients and to avoid 
uncertainty. This kind of informal discussion can favor the application of a personalization knowledge 
strategy. On the other hand, high level of power distance and the restraint feature of the culture can result 
in the application of codification knowledge strategy in certain situations, since this way the knowledge 
controlled could be shared with clients.

 EBSCOhost - printed on 2/8/2023 2:02 PM via . All use subject to https://www.ebsco.com/terms-of-use



51

How Does National Culture Influence Microfinance Institutions?
 

Finally, external exploitation knowledge strategy could also be used by MFIs towards their clients 
in countries with a high level of uncertainty avoidance, high power distance, collectivistic and restraint 
culture. Based on this strategy they can propagate their knowledge outside the organization and they 
could extend their client base.

FUTURE RESEARCH DIRECTIONS

As a continuation of this study, several possible future research directions could be mentioned that are 
presented in this section.

This chapter only contains a filtered database (45 countries) however in the continuation of this study 
the countries missing from this study, because of the filtering used, could also be taken into consideration. 
Thus in the future, the whole database containing 99 countries could be investigated. This would allow 
the usage of other quantitative methods and not only those presented in this chapter. These methods could 
be one-way ANOVA, regression analysis, dimension reduction methods like cluster analysis, principal 
component analysis, and factor analysis.

A research model of the influencing factors affecting the success and successful operation of MFIs 
and their knowledge strategies could also be depicted. This multivariate model could contain not only 
national culture as an influencing factor but also other factors related to knowledge management and 
business strategy. The relevant variables of national cultural dimensions could be built into the existing 
models which measure the efficiency and/or sustainability of MFIs. Furthermore, the relationship of MFIs, 
knowledge strategies and collaborative economy could also appear on the model and be investigated. The 
countries could also be grouped based on various categorization (regionally, having similarities concern-
ing national cultural features, etc.), and these country groups could be modeled and analyzed further.

A way of the study augmentation could be the cross-studying of MFI development within other 
countries’ classification. This can be useful to specify the mechanisms and how cultural factors can 
influence MFI development.

In addition, instead of analyzing several countries together, countries individually could be chosen 
and investigated separately. This would provide the possibility to find country-specific results and focus-
ing more on the MFIs operating in the given country. In this case, other variables could also be taken 
into consideration and thus a model could be created containing those influencing factors that affect the 
success and successful operation of MFIs and the knowledge strategies used by them.

Besides quantitative methods, qualitative methods could also be used (e.g. case studies, interviews, 
with MFI managers, employees, making a survey to find out the knowledge of current and potential MFI 
clients about MFIs). The successful application of knowledge strategy in practice for managing micro-
financing depending on peculiarities of national culture could be explored only through case studies.

Regarding the application of knowledge strategies in MFIs company-specific investigation could 
also be used by focusing only on one company. As a result of this investigation, interviews could be 
conducted, case studies could be written, and best practices of MFI operation, their business strategies, 
knowledge strategies, their relationship and communication within the organization, outside the organi-
zation with clients could be collected. These could provide information and knowledge for researchers 
and practitioners investigating or working in these kinds of companies.

Based on these future research directions the following research questions could be answered by 
future research studies:
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• How can the development, efficiency, successful operation or sustainability of MFIs be described 
and measured better and in more detail than current models?

• Which mechanisms can specify the development of MFIs?
• Which factors can influence the operation of MFIs besides national cultural dimensions?
• How are MFIs and their knowledge strategies connected to the collaborative economy and is there 

any multidirectional relationship between them?
• Which factors can affect the knowledge strategies of MFIs, the relationship between MFIs, the 

communication with the organization and outside the organizations?
• Is there any difference regarding the success and successful operation of MFIs from the viewpoint 

of MFI managers, MFI employees, and MFI clients?

These research questions could help the work of researchers investigating this topic in the future.

CONCLUSION

Reducing poverty is one of the biggest problems nowadays causes one of the biggest headaches for many 
economists and sociologists. MFIs aim at resolving or at least mitigating this very complex current so-
cial and economic problem. The mission of these institutions does not contain profit-oriented approach, 
instead universal and humanitarian aspects are validated.

Models exist to analyze the efficiency and sustainability of MFIs. Furthermore, the typically consid-
ered variables of these models are related to microfinance institutions (e.g. their size, age, average loan 
size, profit, cost, assets) and microfinance institutions’ clients (e.g. women/men, rural/urban, individual/
group borrowers). On the other hand, these models do not deal with national cultural-specific factors. 
However, to help the operation and spread of MFIs and to foster good conditions to manage knowledge 
and establish a successful knowledge strategy, being aware of the roots and reasons of cultural differences 
is of high importance. The purpose of the authors was to fill in this gap in the literature.

The authors selected Hofstede’s (2001) dimensions of national culture to investigate their similarities 
and differences in order to understand the different preferences related to the usage of MFIs in them. 
Taking into consideration the various national cultural features of MFIs in different countries, three 
primary knowledge strategies identified by de Toni et al. (2011) were chosen and examined to help the 
operation of MFIs.

The study’s goal presented here in this chapter was to find the answer to the following question: Does 
any dimension of Hofstede’s national culture have an impact on any indicator related to the countries’ 
microfinance institutions? Thus 45 countries the data of which were available for both MFIs and na-
tional culture were examined. Rank correlation and the investigation of 12 TOP5 MFI countries showed 
that the MFIs are successful in countries characterized by high level of power distance and long term 
orientation, and low level of individualism and indulgence. Accordingly, the chapter suggests the ap-
plication of certain knowledge strategies being more effective in these cultural clusters. Furthermore, 6 
countries have been identified that do not have MFIs (their data are missing in MIX database) yet, but 
it could be successful (i.e. these countries have higher power distance and long term orientation beside 
lower individualism and indulgence): Croatia, Hong Kong, Japan, Singapore, South Korea and Taiwan. 
Thus the authors would recommend these countries to consider the introduction of MFIs in the future. 
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Finally, as a continuation of this study several possible future research directions were also introduced 
at the end of the chapter.
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KEY TERMS AND DEFINITIONS

Cultural Dimensions: The number of cultural peculiarities characterizing the population of a nation.
Knowledge Strategy: Knowledge applied to the achievement of strategic goals.
Microfinance Institutions: Institutions lending very small sums of money to extremely poor clients 

being unbanked adults, who are unable to access traditional banking services.
National Culture: Norms, behaviors, and beliefs followed by the maturity of the population of a 

given nation.
Poverty: Population living on less than a certain budget a day.
Success of MFIs: The values of MFI data measured. The higher the value is, the more successful 

MFIs are.
TOP5 Countries: 14 countries belonging to the 5 most successful countries by any of the six ex-

amined MFI indicators.
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APPENDIX 1

Table 6. Average annual change of some poverty indicator on countries for which data are available 
both 2000 and 2017 (Based on Data source: World Bank, 2019)

Number of the people in 
million

Percentage of the 
population

Number of the people in 
million

Percentage of the 
population

living on less than

$1.90 $3.20

a day at 2011 PPP

Indonesia -3.994 -1.976 -3.094 -5.712

Colombia -0.276 -0.735 -1.171 -0.418

Ecuador -0.182 -1.471 -2.424 -0.288

Peru -0.182 -0.759 -1.218 -0.282

Kyrgyz Republic -0.118 -2.388 -3.412 -0.153

Bolivia -0.106 -1.341 -1.741 -0.129

Argentina -0.100 -0.306 -0.600 -0.188

Thailand -0.094 -0.147 -1.065 -0.671

Moldova -0.076 -2.094 -3.959 -0.147

Belarus -0.041 -0.418 -1.600 -0.159

Georgia -0.041 -0.847 -1.676 -0.082

Chile -0.035 -0.218 -0.624 -0.094

El Salvador -0.035 -0.606 -0.912 -0.053

Panama -0.018 -0.582 -0.818 -0.018

Costa Rica -0.018 -0.324 -0.647 -0.024
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APPENDIX 2

Table 7. Descriptive statistics of MFIs’ indicators (variables no. 1-6) (Based on Data source: MIX, 2019)

Regio N Min. Max. Mean Std.Dev.

1.
  No. of MFIs

all 45 1.00 126.00 16.84 22.97

AFRICA 13 1.00 27.00 8.23 7.52

EAST ASIA AND THE PACIFIC 5 1.00 30.00 15.20 13.37

EASTERN EUROPE AND CENTRAL ASIA 4 1.00 22.00 6.75 10.18

LATIN AMERICA AND THE CARIBBEAN 12 3.00 73.00 25.42 21.46

MIDDLE EAST AND NORTH AFRICA 6 1.00 6.00 3.67 1.97

SOUTH ASIA 5 4.00 126.00 44.20 48.44

2.
  Gross Loan 

Portfolio (USD) bn

all 45 0.00 30.36 2.28 5.16

AFRICA 13 0.01 3.10 0.58 1.09

EAST ASIA AND THE PACIFIC 5 0.00 8.75 2.34 3.64

EASTERN EUROPE AND CENTRAL ASIA 4 0.02 1.07 0.32 0.50

LATIN AMERICA AND THE CARIBBEAN 12 0.03 13.34 3.23 4.01

MIDDLE EAST AND NORTH AFRICA 6 0.02 0.63 0.21 0.22

SOUTH ASIA 5 0.47 30.36 8.44 12.72

3.
  No. of Active 
Borrowers m

all 45 0.01 37.75 2.49 6.49

AFRICA 13 0.02 1.96 0.30 0.52

EAST ASIA AND THE PACIFIC 5 0.01 7.50 3.06 3.24

EASTERN EUROPE AND CENTRAL ASIA 4 0.01 0.07 0.04 0.03

LATIN AMERICA AND THE CARIBBEAN 12 0.03 7.40 1.91 2.41

MIDDLE EAST AND NORTH AFRICA 6 0.06 1.05 0.33 0.39

SOUTH ASIA 5 0.32 37.75 13.55 15.90

4. Gross Loan 
Portfolio per No. of 
Active Borrowers 

(bn USD / m capita)

all 42 0.00 11.25 1.45 2.62

AFRICA 13 0.20 6.60 1.34 1.72

EAST ASIA AND THE PACIFIC 5 0.00 4.03 1.12 1.69

EASTERN EUROPE AND CENTRAL ASIA 4 0.40 107.00 27.73 52.85

LATIN AMERICA AND THE CARIBBEAN 12 0.66 4.76 2.05 1.31

MIDDLE EAST AND NORTH AFRICA 6 0.18 2.00 0.96 0.69

SOUTH ASIA 5 0.27 1.47 0.69 0.48

5.
  Deposits (USD) bn

all 43 0.00 33.89 2.82 6.89

AFRICA 11 0.00 4.52 1.08 1.60

EAST ASIA AND THE PACIFIC 5 0.00 4.37 1.08 1.88

EASTERN EUROPE AND CENTRAL ASIA 3 0.00 0.93 0.34 0.52

LATIN AMERICA AND THE CARIBBEAN 12 0.00 11.25 2.11 3.49

MIDDLE EAST AND NORTH AFRICA 6 0.00 0.02 0.00 0.01

SOUTH ASIA 5 0.35 9.61 3.48 4.00

6.
No. of Depositors m

all 45 0.00 107.00 3.73 15.80

AFRICA 12 0.00 6.56 1.10 1.81

EAST ASIA AND THE PACIFIC 5 0.00 9.56 3.61 4.51

EASTERN EUROPE AND CENTRAL ASIA 3 0.01 0.06 0.03 0.03

LATIN AMERICA AND THE CARIBBEAN 12 0.00 8.47 2.05 3.22

MIDDLE EAST AND NORTH AFRICA 6 0.00 0.06 0.01 0.02

SOUTH ASIA 5 0.08 33.89 13.05 16.73

Abbreviations in the column header: Min: Minimum, Max: Maximum, Std.Dev.: Standard Deviation
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ABSTRACT

The globally competitive environment of higher education is exemplified by many UK universities, 
private education institutions, and public colleges entering into collaborative agreements with partner 
organisations. No more is this movement seen than with private higher education institutions (HEIs) 
entering into collaborative arrangements with many stakeholders, including new partners once seen 
as competitors. Those entrepreneurial-minded executives leading and governing HEIs have thus seen 
partnerships as strategies for business sustainability in a collaborative economy, giving them competi-
tive advantage and enhancing their strategic intent. This chapter provides a critical and useful review 
of HEI knowledge management (KM) factors that enable successful stages of collaboration. Within this 
chapter, sustainability practices in higher education partnerships are reviewed through examination of 
KM factors and discussions of a private HEI using case study examples from their sustainability journey.

INTRODUCTION

This chapter provides the reader with a deep understanding of the factors that are affecting successful 
collaborations within the Higher Education sector. Moreover, the chapter focuses on how those factors 
contribute to sustainable higher education partnerships operating in a global economy. On completion 
of reading this chapter the following objectives shall be achieved:

• An understanding of the global context of Higher Education (HE)
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Factors Affecting Sustainable Higher Educational Partnerships
 

• An appreciation of the need for HE partnerships
• A familiarization with the stages of partnership development
• Understanding of Knowledge Management factors (KM) for Sustainable HEI Collaborations
• The ability to assess a HE collaborative project using Knowledge Management Factors (KM) for 

Sustainable HEI Collaborations as a framework of analysis
• Recognizing the Socio-Economic impact of HEIs and its relationship with Social Capital

Thus, this chapter provides knowledge and understanding of the factors affecting successful col-
laborations within the HE sector and aims to plug the research gap that exists between theories of 
collaboration and the realities of practice in the context of the HE global domain. In this respect, a 
successful collaboration is one that promotes sustainability practices to the partners, through adoption 
and appreciation of KM factors, for sustainable HEI collaborations as shown through the case study 
examples included in this chapter.

THE GROWING NEED FOR SUSTAINABLE 
HIGHER EDUCATION PARTNERSHIPS

The population of the world is growing fast and knowledge transfer through education is key to global 
development. Likewise, Chatlani (2018) makes reference to the UNESCO Institute of Statistics when 
highlighting that by 2030 it is expected to have an increase of around 120 million students attending 
higher education programs. This growth in the student population presents significant opportunities and 
challenges for the executives of HEIs. Significantly, Altbach, Reisberg, and Rumbley (2019), Durnin 
(2019), and Atack (2019) explain that the increasing demand in the HE sector, student mobility and 
immigration policies, and the rise of non-traditional students, together with the technological develop-
ments, encourage HEIs to reconsider their business models. Moreover, in order to remain competitive 
and maintain business continuity and sustainability, research undertaken by Ilieva, Killingley, Tsiligiris, 
and Usher (2019), Shattock (2019), and Hunt and Boliver (2019) argue that HEIs need to become more 
resilient and focus on enhancing the ability of their organizations to learn and thus reinvent their strate-
gies. Additionally, due to the scarcity of resources, lack of market knowledge and difficulties in budget 
availability necessary to operate an HEI, many HE executives have considered collaborative projects as 
alternatives to overcome such challenges (Stewart, Witte, & Witte, 2019).

The development of partnerships between HEIs presents opportunities to add value to the existing 
HE services by exchanging institutional knowledge. The exchange and management of institutional 
knowledge are of paramount importance when it comes to facilitating, and later on, consolidating, the 
collaboration between HEIs. Hence, elements of Knowledge Management (KM) take prominence in be-
ing able to understand how HEIs could work collaboratively in a knowledge economy with the purpose 
of developing and implementing sustainable HEI strategies.

Similar to other sectors, educational partnerships within the HE sector seek to add value to the 
existing operations and allow an HEI to attain outcomes that would not be feasible if operating alone 
(Li, 2020; Shattock, 2019). Literature in HE collaborations (Elliott, 2017; Li, 2020; Maringe & de Wit, 
2016) highlights several examples of different types of partnerships in the HE sector that have allowed 
institutions to enhance the quality of research and teaching practices, student experience, and reduce 
costs. Furthermore, through collaborations, HEIs have been able to generate a wider range of academic 
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programs that best respond to the diverse needs of the local economies and strengthening the quality 
and integrity of their degrees (Maringe & de Wit 2016; Stewart et al., 2019). Although according to 
DeWit (2017), Elezi and Bamber (2018a), and Stewart et al. (2019) collaborations may not be the ulti-
mate answer of overcoming the sector challenges, referring to current political dynamics, socio-cultural 
and economic developments. However, joint cross-institutional efforts are seen as vitally important in 
developing and implementing sustainable strategies.

It is argued (Elezi & Bamber, 2018b; Iqbal, Latif, Marimon, Sahibzada, & Hussain, 2019) that KM 
elements serve the purpose of structuring, using and generating new knowledge which is essential for 
the betterment of society. In the context of the HE sector, KM plays a significant role in an HEI when 
working collaboratively in encouraging innovation and strengthening market competitiveness. Neverthe-
less, the application of KM elements in HE collaborations, where HEIs still remain competitors, does 
not come without challenges. It is important to highlight that identifying the developmental stages of a 
partnership and using KM elements, may help HE executives assess the suitability of their institutional 
strategies and adjust accordingly in attempting to respond to an ever-changing HE landscape.

THE GLOBAL CONTEXT OF HIGHER EDUCATION INSTITUTIONS

Operating in a knowledge economy is increasingly making the role of Higher Education Institutions 
(HEIs’) more important in preparing the future workforce with the appropriate level of behavioral skills 
and expertise required from different industries. HEIs play a significant role in the economic progress 
and competitiveness of a country through the development of human capital, research, and innovation.

The landscape of the HE sector is explained by Atack (2019) and Bothwell (2017) as continuously 
changing and responding to market needs because of emerging challenges from issues related to market 
accessibility, student recruitment, allocation of resources and appropriate teaching and researching in-
frastructure. Therefore, HEIs are continuously seeking alternatives to working collaboratively in order to 
ensure their mission to the development of societies is delivered sustainably. Collaborations in HEIs are 
explained by Elliott (2017) as having developed dual and joint degrees, franchising, validation, branch 
campuses, and online programs. According to Maringe and de Wit (2016), Elliott (2017), UUK (2018a), 
and Li (2020), those dual and joint degrees take place mainly between US, UK, Germany, China, and 
India while, franchising and validation are more apparent in Latin America, Asia, and Africa. Importantly, 
there is an increase in student mobility where according to British Council (2012) by 2020 the largest 
student outbound comes from China (585k), India (296k), South Korea (134k), and Germany (100k).

A report prepared by British Council (2012) also highlights that by 2020 countries such as India, 
Nigeria, Malaysia, Nepal, and Pakistan will have the fastest-growing rate of outbound mobile student 
and USA, UK, Australia, Canada and Germany will be the top five countries that will experience the 
highest inbound mobile students. This British Council prediction has been somewhat been agreed with 
the publishing of the UK Universities report (UUK, 2018a) that provides similar figures. Maringe and 
de Wit (2016) and Elliott (2017) argue that with the predicted increase in global student mobility rates 
expected it is vitally important for HEIs to channel their resources and efforts when working collabora-
tively. Therefore, HEIs are facing a challenge from the dynamics of economic global change and require 
to develop new strategies for sustainability.
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THE SOCIO-ECONOMIC IMPACT OF UK HIGHER EDUCATION INSTITUTIONS

According to the UUK (2018a) report “Patterns and Trends in UK Higher Education 2018”, the income 
across all the UK HEIs counted for £35.7 billion reflecting growth of £1 billion from the preceding year. 
The report also highlights that almost half of the income comes from teaching, around £17.7 billion, 
and around 22.1%, £7.9 billion, is generated from research activities. Bothwell (2017) pointed out that 
HEIs contribute a significant figure of around £95 billion to the UK economy and support more than 
940,000 jobs thus playing a crucial role in the UK economy.

The contribution to the UK economy from HEI activities, because of global economic changes and 
local government regulatory changes, is currently in flux. Accordingly, UUK (2018a, 2018b) and Shattock 
(2019) reflect views that HEIs contribution to the UK economy may change due to institutions facing 
numerous challenges in terms of global competition, the uncertainty of student funding and changes in 
the political landscape (i.e. Brexit). Highman (2018) argues that the economic impact of HEIs in the 
UK is also extended to the upskilling of the British workforce allowing the UK companies to remain 
competitive in the international arena. According to “Solving future skills challenges” (UUK, 2018b), 
there were 440,000 new professional jobs created however only 316,690 first-degree holders in the UK, 
with a gap of 123,310 jobs requiring qualified staff. Moreover, Marini, Locke, and Whitchurch (2019) 
explain that such circumstances may have negative socio-economic implications long term. “Solving 
future skills challenges” report (UUK, 2018b) also highlights that by 2030, the UK is projected to ex-
perience a talent deficit of anywhere between 600,000 to 1.2 million qualified workers. Accordingly, 
Ilieva et al. (2019) and Hunt and Boliver (2019) clarify that operating in a knowledge economy requires 
UK organizations to, not only be recruiting highly skilled employees but also to, apply up-skilling and 
re-skilling programs to the existing workforce. With the number of opportunities and challenges in 
the HE sector, Bothwell (2017), Hunt and Boliver (2019) and Shattock (2019) all argue that exploring 
collaborative working opportunities may result in positive outcomes for institutions themselves, and 
importantly, for the British society and economy.

The socio-economic impact of the UK HEIs sector, for those reasons, poses a significant strategic 
dilemma for institutional governance and leadership, when enduring their short term existence and creat-
ing long term strategic intent. Thus immediate collaborative opportunities can bring short and medium-
term results while valuable long term partnerships can bring sustainable practices and future income.

THE SIGNIFICANCE OF COLLABORATIONS FOR DEVELOPING 
SUSTAINABLE HIGHER EDUCATION INSTITUTIONS

Collaborations are acknowledged for the level of complexity and hence pose numerous challenges to 
leaders and managers in their attempt to develop sustainable operations (Aleixo, Leal, & Azeiteiro, 2018; 
Alshahrani, Dadich, & Klikauer, 2016; Boliver, 2019). While there is a common agreement (Huang & 
Chiu, 2018; Kourti, 2017; Verdecho, Alfaro, & Rodriguez-Rodriguez, 2009) the success of collaborations 
depends on the performance of institutional and inter-institutional actions, there are different views on 
the nature of factors impacting the inter-organizational performance. For instance, a study was under-
taken by Kourti (2017) discussed the performance management of inter-organizational collaborations 
highlighting that there are four collaborative patterns that may enhance collaborative performance such 
as confrontation, trust, adaptation, and resistance.
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Furthermore, research presented by Huang and Chiu (2018) elaborates on the importance of the 
relationship between governance mechanisms and collaborative performance. According to Huang and 
Chiu (2018), the relationship between governance mechanisms and collaborative performance is dynamic 
and changes through the life-cycle stages of collaboration, thus making it a challenging process to as-
sess performance in inter-organizational collaborations. Verdecho et al. (2009) argue the importance of 
performance management systems which have been advocated as tools that could assist with the manage-
ment of collaborations, however, lack of understanding of the structure and dynamics of collaboration 
may lead to its failure. Therefore, the implication of current experts on collaborative factors and research 
findings suggest that there is a need for HEIs to adopt these concepts but adapt collaborative theories to 
the context of the global HEI sector with the purpose of reflecting sustainable development.

The need for HE sector sustainability is increasingly becoming a more prominent subject with an 
increasing level of competition, uncertainty in funding schemes, changes in legislation and policies and 
technological developments noted. Internationalization strategies, diversification of income streams, 
and quality assurance frameworks for academic services have been subject to numerous studies discuss-
ing sustainable HEIs. The research, undertaken by UUK (2018a, 2018b) and Hunt and Boliver (2019), 
evidence that HEI governance and leadership need to reconsider their business models and minimize 
bureaucracy by encouraging collaborations. Likewise, Hunt and Boliver (2019) and UUK (2016) explain 
that working collaboratively with other HEI establishments, or HE providers, encourages innovation 
and contributes to developing sustainable strategies fit for a knowledge economy. For example, Hunt 
and Boliver (2019) highlight that collaborating with HE providers encourages competition, stimulates 
innovation and enhances the quality of academic products and services which are likely to be offered 
at a lower cost.

In the 2016 UK Government White Paper “Success as a Knowledge Economy” communicated the 
plans for increasing the number of private HEIs that could award their own degrees. The White Paper 
also highlighting that private institutions are more responsive to labour market changes and skills re-
quired from graduate employers (Hunt & Boliver, 2019). Additionally, there is evidence that collabo-
ration between HEIs, including private HE providers, promote innovation in the delivery of academic 
programs and accelerated courses (Hunt & Boliver, 2019). Collaborations between HEIs at departmental 
or institutional levels should be considered as opportunities to not only attain short term projects (to ride 
through Brexit, political dynamics and current government policies) and midterms financial objectives 
but as an instrument that allows partners to establish a clear sense of purpose and vision for operat-
ing sustainably. With the student removal cap in the UK, there is now no restriction on the number of 
students public HEIs can recruit (Azmat, Murphy, Valero, & Wyness, 2018; Johnes, 2016). Hunt and 
Boliver (2019) argue that such a move is expected to set pressure on some student recruitment campaigns 
and financial projections, thus raising issues about the sustainability of HEIs strategies. Sustainability 
is, vital but also, a complex issue that requires HEI executives to tackle issues of bureaucracy, be more 
market-driven and improve the efficiency of their institutional resources while working collaboratively 
with their competitors.
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KNOWLEDGE MANAGEMENT IN PRIVATE HIGHER 
EDUCATION INSTITUTION COLLABORATIONS

In explaining HEI collaborations, Tan (2016) and Feiz, Dehghani Soltani, and Farsizadeh (2019) argue 
that the extent to which collaboration may yield positive results relies on the ability to exchange, ap-
plying and evaluating institutional knowledge. Therefore, it is vitally important for HEIs to take into 
account elements of KM in order to design and implement collaborative strategies that facilitate the 
achievement of concerted objectives. Managing knowledge is seen as an ongoing process that allows 
institutions and individuals to learn and unlearn through knowledge sharing (KS) and knowledge trans-
ferring (KT) techniques while seeking to develop an institutional relationship. Nevertheless, having two 
or more HEIs working collaboratively presents strategic as well as operational challenges particularly 
when one of the HEI partners is a private institution and that is where other aspects of KM are required. 
For instance, knowledge accessibility and absorption followed by the HEIs’ ability to integrate new or 
updated knowledge (Iqbal et al., 2019) are aspects that collaborators need to manage. Other important 
KM aspects to assist the development of collaborative work between HEIs are linked with knowledge 
application and knowledge evaluation practices and procedures to ensure that synchronization of tasks 
and actions reflects partners’ expectations.

Private HEIs are smaller in size, provide fewer academic programs and courses when compared 
with pubic HEIs and experience a much fiercer competition. Furthermore, private institutions may 
not necessarily attain the appropriate institutional infrastructure and could be experiencing a shortage 
of resources. However, as discussed by Hunt and Boliver (2019) private HEIs are more responsive to 
market changes which are possibly attributed to the size of the business as well as the financial pressure 
that public HEIs may not experience. According to Hunt and Boliver (2019), 64 percent of the private 
HEIs in the UK offer courses in one subject area only thus making such institutions very specialized 
in a particular area of study. Such limitation of academic programs allows private HEIs to establish an 
in-depth understanding of the market challenges and trends and ability to respond to frequent or short 
term projects quicker than a large HEI that operates in a more bureaucratic setting. Public and private 
HEIs could use KM aspects to assist each other in enhancing institutional skills and expertise, quality 
systems, designing and validating new programs and courses and improving student services.

THE ISSUES IMPACTING ON COLLABORATIVE SUSTAINABILITY

All organizations progress through a lifecycle of creation, development, and decline while collaborations 
are a combination of more than one organization working together, they to progress through a similar 
lifecycle. Moreover, alliance-based issues impacting sustainable collaborations are discussed by Reid, 
Bussiere, and Greenaway (2001) when describing collaborative partnerships and consequently they 
explain that partnerships have a life cycle consisting of three stages of pre-formation, formation, and 
evaluation. As shown in Figure 1, the pre-formation stage considers the motivation of institutions enter-
ing into collaboration as an issue impacting on the sustainability of partnerships. While, the formation 
stage indicates that collaborating institutions consider three different categories of issues which relate 
to partner characteristics, operating structure and norms and structural choices. Accordingly, the Reid 
et al. (2001) model of sustainable partnerships does not indicate the end of the collaboration lifecycle, 
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rather it evaluates the effectiveness of partnership’s collaboration in creating new knowledge to enhance 
sustainable practice.

The lifecycle model, Figure 1 presents collaborations as a continuum leading to knowledge creation 
for the benefit of the partners and the partnership. This acceptance that there is a lifecycle can lead to 
sustainable practices being embedded into the individual organizations of the partnership or new develop-
ments of the partnership itself. Within the Reid et al. (2001) discussions, there is an acknowledgment that 
effective knowledge management is essential for collaborations and that a knowledge-based enterprise 
will have a competitive advantage over other organizational paradigms.

KNOWLEDGE MANAGEMENT FACTORS FOR SUSTAINABLE 
HIGHER EDUCATION INSTITUTION COLLABORATIONS

Previous case study research by Elezi and Bamber (2018a) into a particular educational partnership has 
shown that the Reid et al. (2001) construct of partnership development can be used as a framework to 
categorize identified knowledge management (KM) factors relevant to the specific context of Higher 
Education. Moreover, within the dynamic and competitive UK Higher Education private sector, Elezi 
and Bamber (2018a) identified KM factors within the stages of the lifecycle of collaboration. Likewise, 
Figure 2 has been developed from including the KM factors, found present during Elezi and Bamber 
(2018a) case study research, into the Reid et al. (2001) model shown in Figure 2.

Figure 1. Stages of Collaboration
Source: Elezi and Bamber (2018a); Reid et al. (2001)
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Furthermore, Elezi and Bamber (2018a) model facilitates the sustainability of Higher Educational 
Partnerships by providing a framework of assessment or benchmarking for HEI business analysts to 
compare their collaborative practices. Accordingly, adoption of the Elezi and Bamber (2018a) model 
would improve the triple bottom line as described by Castka, Bamber, and Sharp (2004): Economic, 
Environmental and Social Impact for all partners in a collaborative project. Likewise, Jackson, Boswell, 
and Davis (2004) have discussed the triple bottom line as a strategy for sustainability.

This revised model now shown in Figure 2, provides an indication of the KM factors required for 
collaborative success in the HEI sector. Furthermore, this model can be used to provide the factors affect-
ing the sustainability of HEI partnerships. Likewise, Elezi and Bamber (2018a) suggest the KM factors 
shown in the stages of partnership development in Figure 2 could guide educational partnerships, but the 
authors do not suggest that this is the only set of factors because as described earlier every partnership 
and hence collaboration would be different.

Moreover, this model shown in Figure 2, which identified the KM factors present in HEI collabora-
tions could be used for examination of other educational partnerships and according to Elezi and Bamber 
(2018a) is not expected to be used as a complete holistic model, moreover as one tool in helping iden-
tifying factors of sustainable collaborative practices. The researchers suggested that other educational 
institutions could use the model (Figure 2) for continuous improvement purposes and investigate KM 
factors in either potential or future HEI partnerships. Hence, the following sections describe a critical 

Figure 2. Knowledge Management Factors for Sustainable HEI Collaborations
Source: adapted from Elezi and Bamber (2018a)
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analysis of the case example of OLC (Europe) Ltd, using Figure 2, as a framework of the examination 
of their collaborative sustainability. The case study analysis will demonstrate that the model in Figure 
2 can be used for evaluation of sustainable practices within HEI collaborations and also to validate the 
efficacy of the model presented and therefore validate the original ideas of partnership lifecycle factors 
presented by Reid et al. (2001).

EXPLORING FACTORS FOR HIGHER EDUCATION INSTITUTION 
SUCCESSFUL COLLABORATION AND SUSTAINABILITY

The competitive nature of the Higher Education sector is exemplified within the UK where more and 
more Universities, private education institutions and Public Colleges are searching for a competitive edge 
through partnership development (Ilieva et al., 2019; Marini et al., 2019). Hence, Knowledge Manage-
ment (KM) factors are being explored to enable competitive sustainable practices, more predominantly 
than in previous years (Alshahrani et al., 2016; Elezi & Bamber, 2018a; Feiz et al., 2019; Iqbal et al., 
2019). As such, the KM factors model presented in figure 2 can be used to illustrate the relationship and 
interconnection of knowledge management practices when striving for competitive advantage. Thus the 
following sections describe in more detail those knowledge management factors that support sustainability 
in the HE sector through collaborative practices. Moreover, the following sections include descriptions 
of each factor which are supported with case examples from the real world journey of a private HEI 
operating within the educational frameworks and governances of the UK HE sector.

The private (independent from government or public support) HEI described in this section is OLC 
(Europe) Ltd which has been operating since 1998 in the UK. Since, its conception and creation, OLC 
has been the lead organization or been a key member of collaborative programs within the UK education 
sector and across global training environments. Ensuring continued teaching and learning success has 
been one of the many credits of OLC, which is demonstrated and assessed annually for Quality Assurance 
by the UKs appointed Quality Assurance Association (see, QAA 2019) and has further government and 
non-government accreditations to operate as an HEI. The UK HE sector has been reported many times 
as being ever-changing and demanding (Shattock, 2019), hence OLC has had to adapt and maneuver 
its strategic direction to ensure sustainability and longevity, in a sector where many of its competitors 
have disappeared (Hunt & Boliver, 2019). The following sections of this chapter describe each of the 
knowledge management factors that affect sustainable HEI collaborations. Each of the descriptions is 
supported by case examples drawn from discussions with the OLC (Europe) Ltd Senior Management 
Team and thus represents a snapshot and indication of sustainable practices.

MOTIVATION TO COLLABORATE

Collaborations are designed with the purpose of adding value to current products or services of an 
organization with the purpose of enhancing financial performance through an exchange of experience, 
expertise, and resources and HEIs are not an exception. The motivation to collaborate may vary de-
pending on the overall economic conditions at macro levels, governmental legislation, frameworks and 
policies, availability of financial and physical resources, and the important role of regulatory bodies 
within the HE sector. O’Reilly, Robbins, and Scanlan (2019) and Uslu, Calikoglu, Seggie, and Seggie 
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(2019) argue that portfolio diversification is one of the main motives of HEIs to explore collaborative 
projects. Diversification of portfolio may include the opening of new schools in a different geographical 
location, design, prepare and deliver new academic programs in class and online, or it may be the case 
of validating an academic program or course to mention a few, see Table 1 for a discussion of practice.

Another motive for collaboration could consist of the know-how, in other words, the expertise that 
one of the partners may have in an academic or commercial context and that is seen as an opportunity to 
combine efforts toward a common collaborative goal. The know-how could be essential in overcoming 
any restrictions posed by the legal frameworks or technological changes thus allowing HEIs to explore 
financial opportunities that contribute to the sustainability of their institutions. However, challenges may 
be experienced in aligning a mutual sense of motivation across HE partners due to previous experiences 
and due diligence process. The outcome of the previous experiences and due diligence processes, as well 
as the reputation of the institution, may have a significant impact on passing the pre-formation stage of 
the partnership development as explained by Reid et al. (2001) and establish a clear understanding of 
the motives of the collaboration.

PARTNERS CHARACTERISTICS

While going through the formation stage of the partnership research (Elezi & Bamber; 2018a) shows 
that trust is one of the main characteristics that partners seek to assess and develop as an exchange of 
information and knowledge takes place. While the contractual agreements are an indication of institu-
tional trust, HE executives and practitioners develop a higher level of trust upon the delivery of results 

Table 1. Motivation to Collaborate Discussed using Case Study Experience

Stage of the 
Partnership Key Issue The Identified KM Factors related to Motivation to Collaborate and discussion 

within the case study experience

Pre-Formation Motivation to 
Collaborate

· Previous collaborative work 
· Know-How 
· Technological Changes 
· Portfolio Diversification 
· Financial Opportunities 
· Restrictions from Legal Frameworks 
· Positive results from due diligence checks 
Case Study Discussion
OLC (Europe) Ltd has been operating in Higher Education collaborative arrangements 
since 1998 and has, therefore, a plethora of partnership experience. They have, therefore, 
the knowledge and experience of working across differing management information 
systems and across multiple sites. 
OLC has developed a hugely diverse product range, as a result, of many different 
partnerships, expanding over a vast period of time, which has led to constant portfolio 
flux but does provide sustainability, in a changing market. Consequently, each new 
partnership has brought diversification in income streams and resilience against 
changing legal frameworks that adversely affected others in the same markets. 
Having worked in multiple partnerships and learned new methods of operations, 
potential partners have noted OLC to be providing quality HE provision across all 
their academic programs. Respect is gained from successful previous partnerships and 
positive referral references gained.
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through working collaboratively in a partnership. OLC case study described in Table 2 provides further 
discussion and indicates team development as an element of partner characteristics should be encouraged. 
Nevertheless, as argued by Elezi and Bamber (2018a) it is important to design and apply collaborative 
activities across institutions with organizational learning elements in mind. As there is a plethora of knowl-
edge found within HEIs that need to be transferred and processed between institutions would be highly 
beneficial to use organizational learning concepts to facilitate the exchange of institutional knowledge.

The literature on organizational learning and knowledge management argues that the ability of institu-
tions to work collaboratively, exchange and absorb the necessary information and knowledge to manage 
and lead academic teams, departments and institutions will depend on the organizational culture. Yadav, 
Choudhary, and Jain (2019) explain that at the start of the partnership there is a significant amount of 
knowledge sharing and absorbing, as partners seek to align their actions and is of a paramount impor-
tance that leadership identify the accountable HE staff and provide the necessary guidance and support 
to facilitate the collaborative working.

OPERATING STRUCTURE AND NORMS

Another stage of the partnership formation is concerned with the operating structure and norms of the 
partnership (Elezi & Bamber, 2018a; Reid et al., 2001), where partners discuss and agree on a set of 
operational norms needed to facilitate the transferability of institutional knowledge. The focus lies in 
designing and applying timely and appropriate institutional systems that support knowledge accessibil-
ity and knowledge acquisition. While in the pre-formation stage of the partnership, when discussing the 
motivation aspects of collaborative work, “know-how” was considered as one of the main motives of 
bringing partners together, operating structure and norms are concerned with the “show-how” needed 
to be exchanged between partners. “Show-how” may include standardization meetings, as discussed 

Table 2. Partners Characteristics Discussed using Case Study Experience

Stage of the 
Partnership Key Issue The Identified KM Factors within the case study experience

Formation Partners 
Characteristics

· Trust 
· Institutions History 
· Organizational Performance 
· Organisational Learning 
· Organisational Culture 
· Positive results from due diligence checks 
· Previous collaborative work 
Case Study Discussion
Whether a partnering organization is new to collaborative working or not, fundamental 
to success for OLC has been the building of team relationships across partners. Team 
development is enhanced through honest personal communications that are meaningful to 
the fulfillment of contract requirements. 
The OLC Senior Management Team has recognized that, building a common culture during 
the early periods of Partnership Formation, from which both collaborating organizations 
can work two, is essential for developing trust. This build-in trust between collaborators 
has often been developed when organizational performance measures are explicitly driving 
activities complimentarily to Service Level Agreements.
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in Table 3, involving academic and non-academic teams from different partner institutions, delivery 
of workshops in sharing best practices and training and development programs necessary to deliver 
partnership’s expectations.

While discussing the operating structure and norms, it is worth noting that leadership support is essential 
and at this stage is expected to demonstrate more of a “hands-on” approach and oversee the knowledge 
exchange processes. Yadav et al. (2019) argue that depending on leadership style, HE executives have 
the tendency to micromanage or unnecessarily centralize the decision making thus compromising the 
quality and robustness of institutional communication channels.

STRUCTURAL CHOICE

It is of paramount importance that partners work on defining and agreeing with a structural choice that 
best fits the operating structure and norms, fully reflects partnership characteristics and responds to 
the motives that instigated the partnership, see Table 4 for further discussion of methods of partnering. 
When forming collaborations, therefore, the partnership structural choice must take into consideration 
the purpose of coming together. Collaborative work between institutions is expected to have an impact 

Table 3. Operating Structure and Norms Discussed using Case Study Experience

Stage of the Partnership Key Issue The Identified KM Factors within the case study experience

Formation
Operating 
structure and 
norms

· Knowledge Accessibility 
· Knowledge Acquisition 
· Show-How/Standardisation meetings 
· Knowledge Integration 
· Leadership Support 
· Training and Development 
Case Study Discussion
Higher Education partnerships for OLC have focused on providing degree 
level courses across multiple sites that bring new geography reach for partner 
activities. Consequently, the primary data management requirement is always 
related to the student learning journey. A student journey starts from the 
advertisement, of course, offers to receipt of a student application, through 
to accepting the student on the course and then successfully teaching and 
assessments, eventually graduating the student into the alumni. 
OLC Management Information Systems (MIS) must therefore be student journey 
focused. The more aligned to the partners MIS systems the better and easier 
knowledge transfer accessibility, acquisition and integration. Supporting data 
transfer in an education collaborative environment is the need for training and 
development which is focused on standardisation meetings and understanding 
of the data relating to the student learning journey. What OLC have commonly 
noted is that collaborator’s MIS are often not compatible and translators 
are needed to develop common communication methods. As such, file 
synchronisation across partner files has been at time troublesome and difficult 
and shared files in cloud based solutions is becoming more commonplace. 
The important drivers would be regular student attendance figures, regular 
assessment of student progress, student attainment of qualifications and any risk 
factors relating to impedance of the student learner journey (such as Mitigating 
Circumstances, limiting students ability to complete assessments at any learning 
stage.
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on the organizational structure and functions. Therefore the structure and functions of collaborations 
are expected to clarify managerial issues related to task coordination and accountability. Another im-
portant element for discussion with respect to structural choice in the formation of a partnership stage 
would relate to the development of Communities of Practice (CoP) which should accordingly help with 
accountability issues.

As discussed by Robinson, Carrillo, Anumba, and Patel (2009) and Urzelai and Puig (2019), the CoP, 
accountability, and coordination of tasks within complex organizations, as it is the case of Universities, 
support the flow of knowledge sharing and knowledge transfer at inter- and intra- institutional levels. 
Additionally, when adopting CoPs, the KM practices, or systems, due to knowledge being decentral-
ized and providing opportunities for regenerating knowledge may lead to the betterment of academic 
services, development of new products or exploring new business ideas. Agreeing on a structural choice 
also leads to a better level of understanding the purpose of the collaboration thus, helping with employee 
engagement (Yadav et al., 2019) and strengthening the commitment of staff included in the processes 
of exchanging and applying knowledge.

Table 4. Partners Characteristics Discussed using Case Study Experience

Stage of the Partnership Key Issue The Identified KM Factors within the case study experience

Formation Structural 
Choice

· Partnership Government Structure 
· Accountability 
· Task Coordination 
· Communities of Practice 
· Employee Engagement 
· Organization structure and partnership accountability 
Case Study Discussion
Within Higher Education collaborations there are many forms of legal entity and 
methods of partnering. OLC predominantly have franchised course programs 
with UK Universities, franchised the OLC courses to overseas Universities, or 
gained course validation from UK HEIs. These partnership entities have allowed 
OLC to use their own premises throughout the UK for delivery of other HEI’s 
UK accredited programs in regions that the OLC partners do not operate. While 
partnering with overseas Universities, OLC have enabled their own courses to be 
delivered in countries where OLC would not operate on their own. Accordingly, 
partner collaboration agreements would be individually customised for different 
projects and partnership arrangements. 
The challenges of collaboration across global, regional and widespread 
operations has led OLC to commonly use internet and cloud platform 
communication software such as Zoom or Skype for both staff conference 
meetings and student tutorials. Equally, knowledge and data transfer 
requirements has been enabled using Learning Management Systems (LMS) 
such as Moodle, where students and collaborators can access and interact with 
learning materials too. Technological communication solutions have not yet 
completely eliminated face to face meetings, in particular exam boards and 
module assessment boards are commonly attended in physical meeting places 
and only occasionally virtually.
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EVALUATION OF PARTNERSHIP

The performance stage of a partnership is strongly related to the initial step of the motivation of enter-
ing into collaborative projects. Moreover, in collaborative undertakings, it is vitally important to assess 
whether a partnership has delivered and achieved the expectations of the stakeholders identified at the 
start of the partnership. Assessing the performance of HEI collaborations reflects the ability of institu-
tions to create new knowledge, which is one of the most fundamental themes of Knowledge Management 
within the HEI sector. Accordingly, Appleton-Dyer, Clinton, Carswell, and McNeill (2012) and Robin-
son et al. (2009) argue assessment of performance is usually discussed in the context of financial gains 
while Stern (2004), Metaxiotis and Ergazakis (2008), and Milagres and Burcharth (2019) highlight that 
it is important to consider the implications of a partnership in a wider scope. For instance, it may be the 
case that due to external factors (e.g. changes in legal frameworks) upon which HEIs have limited or no 
control over, the partnership may have had to adjust its activities and amend some of the expectations. 
The main purpose of a HEI is to transfer knowledge and skills to their learners, contributing to a more 
knowledgeable society that will assist with development of local and national economies, see Table 5 
for further discussion.

It is thus fundamental to the remit of the education sector that they provide a positive contribution to 
society through impacting on behavior, attitudes, and skills of their learners. Therefore, not fully meeting 
the expectations agreed at the pre-formation stage does not necessarily indicate a lack of performance, 
as during the collaboration HEIs may have successfully developed social capital. Thus, assessing the 
performance of a partnership should take into account the ability of an institution to create, absorb, 
disseminate, and apply knowledge for the purpose of ensuring a more sustainable approach to the com-
mercialization of knowledge.

Table 5. Performance (Knowledge Creation) Discussed using Case Study Experience

Stage of the 
Partnership Key Issue The Identified KM Factors within the case study experience

Evaluation
Performance 
(Knowledge 
Creation)

· Social Capital 
· Monitoring and review meetings 
· Continuing professional development of staff 
Case Study Discussion
Monitoring and review meetings are commonplace when HEI collaborators are evaluating 
the student learner journey. They include meetings assessing Module statistics, Programme 
success dimensions and student progression information. OLC has become aware that 
monitoring must be more frequent than when working alone, because there is much 
implicit knowledge within an organization, while across organizational structures implicit 
knowledge is less common. 
While OLC contracts with partners and their relevant service level agreements mainly focus 
on both the management of the student journey and financial arrangements, OLC staff 
clearly recognizes the impact collaborations have on Social Capital. Improving the lives 
of staff, students and their colleagues and family members is paramount to OLC activities 
and ways of improving this social impact are a focus of their continuing professional 
development planning. OLC has established methods of evaluation against stakeholder 
assessment criteria that explicitly include mention of their impact on Society, Social Capital 
and partner Learning.
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FUTURE RESEARCH DIRECTIONS

The global trend in increasing student movement and numbers will lead to more importance placed on 
HEI partnerships. Likewise, the chapter has demonstrated that HEIs can assess their organizations’ part-
nership performance and shown the viability of collaboration in the global changing economy. Moreover, 
the chapter indicated, that entrepreneurially-minded executives, leading and governing HEIs, have seen 
partnerships as Strategies for Business Sustainability in a Collaborative Economy, consequently their 
direction has given them a competitive advantage and enhanced their business continuity. On the other 
hand, it may be argued that failing HEIs, whether public or private, may not have taken partnerships 
seriously and thus not reaped the benefits of the collaborative economy.

This chapter, therefore, encourages governors, executives and senior managers of HEIs to analyze 
their collaborative activities using the Knowledge Management Factors for Sustainable HEI Collabora-
tions presented in Figure 2. Such an analysis can be carried out in the manner presented, in the tables 
shown in this chapter, which have provided discussions of the practices of the case study organization, 
OLC (Europe) Ltd.

This chapter suggests HEI researchers and HEI business analysts should consider both the soft is-
sues of organizations and also the technological issues when assessing collaborative structures. Expert 
analysts and case study researchers could use the methods shown in this chapter but should look in much 
more detail than this chapter has been able to provide. For instance, more detailed process analysis, in-
depth interviewing techniques, data analysis and reviews of MIS synchronicity focused along the student 
learner journey would reveal more than presented here.

The chapter has also indicated that both ‘Impact on Society’ and the creation of ‘Social Capital’ 
should be a major pursuit of HEIs. Consequently, measuring the performance of HEI partnership suc-
cess should include both those criteria. Likewise, a future direction of sustainability in organizational 
studies is likely to include both the criteria of ‘Impact on Society’ and the creation of ‘Social Capital’ 
and not just be restricted to the realm of HEIs.

CHAPTER CONCLUSION

In this chapter changes in the global economy, the emergence of new markets and an increase in popu-
lation presented not only a need for improvements in education systems worldwide but also presented 
an opportunity for HEIs to develop business continuity through adopting a collaborative mindset. Col-
laborations are not new between HEIs, moreover, they are more prevalent as a means for reaching new 
markets and introducing new course programs in their highly competitive and regulated environment.

This chapter presented KM factors affecting sustainability within an educational case study organization 
that has shown extensive experience in Higher Education Partnerships. The framework for investigations 
within the chapter was a model of the stages of partnership development, first presented by Reid et al. 
(2001) and further developed for HEI collaborators by Elezi and Bamber (2018a). The three stages of 
partnership development; (i) pre-formation; (ii) formation and; (iii) evaluation have provided five cat-
egories of Factors Affecting Sustainable Higher Educational Partnerships. That multiplicity of factors 
has been elaborated upon using a discussion of the case study activities and experiences of practitioners 
spanning many collaborative projects over 20 years.
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The chapter has shown that the identified KM factors are considered important to the case study or-
ganization and that both soft organizational issues and technological structure issues affect collaborative 
performance. It should also, be clear from the content of this chapter that HEIs has a remit to provide 
Social Capital and as such any collaborative performance system must include an evaluation of their 
impact on society. It is, therefore, a fundamental argument presented within this chapter that Strate-
gies for Business Sustainability in a Collaborative Economy, for HEI Partnerships that is, must include 
providing a positive impact on society mainly through improvements in the creation of Social Capital.
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KEY TERMS AND DEFINITIONS

Higher Education Institution: This is a tertiary education establishment providing academic pro-
grams leading to an academic degree. It could be a public or private institution and be either not for 
profit or a profit-based entity.

Social Capital: The collective value of human networks in a society, group or partnership that is 
connected with a common goal, demographic or geographic sense.

Student Learner Journey: The journey that students progress through from responding to a course 
advertisement with an inquiry to the award of qualification and becoming a member of the institutions’ 
alumni. This journey would typically include processing of course applications, enrolment on course, 
payment of fees, attending classes, completing assignments and sitting exams, non-attendance during 
illness or accidents, or failure to achieve through other mitigating circumstances, progressing from year 
to year, graduating with an award and continuing to support via the alumni.
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ABSTRACT

The collaborative economy (CE) involves an intensification of direct or intermediated peer-to-peer trade, 
underpinned by robust digital infrastructures and processes, hence an increased use of new technologies 
and a redefinition of business activities. As an inherently connected economy, the CE is, therefore, prone 
to integrating the most recent technological advances including artificial intelligence, big data analysis, 
augmented reality, the smart grid, and blockchain technology. As an innovative payment and finance 
technology, the blockchain and cryptocurrencies could have potential implications for the CE. This 
chapter consists of a conceptual review analyzing how the CE connects with the blockchain technology. 
The chapter presents subsequently the organizational and managerial implications related to the use of 
blockchain technology in terms of governance, transaction costs, and user confidence. An illustrative 
case further examines the role of a prominent social media in the CE-blockchain nexus.

INTRODUCTION

Several confluences of technological, economic and sociocultural phenomena, are currently shifting 
conventional forms of commercial exchanges (Ertz et al., 2019a). This article discusses an exemplifica-
tion of this supposed reconfiguration of commercial exchange. The study explores how the two societal 
phenomena of the collaborative economy (CE) and the blockchain technology (BT), both resulting 
markedly from technological advances and economic disturbances, intersect to reorganize and rearrange 
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commercial exchanges. Although having almost become a vernacular concept, the CE is an economic 
model that has taken on an unprecedented scale and scope through technological advances (Roos and 
Hahn, 2019). It has resulted in demultiplying peer-to-peer (P2P), peer-to-organization (P2O) and orga-
nization-to-peer (O2P) exchanges (Ertz et al., 2016). Other major developments in computer sciences 
and in mathematics have led to the emergence of the blockchain technology (Ghilal and Nach, 2019). 
This technology has led to an intensification of more genuine P2P exchanges with limited intermedia-
tion. Despite connections between both blockchain technology and the CE, in terms of technological 
advances and facilitation of peer-to-peer exchanges, few studies have examined the intertwining of both 
phenomena. Since the literature on this subject remains sparse, the objective of this article is to examine 
current information on the subject in order to understand the role played by blockchain technology in 
the development of collaborative practices.

This study adopts an exploratory descriptive design for its ability to provide a preliminary understand-
ing of new and poorly documented phenomena. In addition, this design provides a frame for the formu-
lation of new ideas and hypotheses. Since studies conducted on the topic of the CE and the blockchain 
technology are relatively recent, this article also aims at gathering state of the art research on the use 
of blockchain technology in order to understand its potential implication within collaborative practices. 
This technology may have the potential to act as a catalyst of the development of the CE by further 
decentralizing transactions and exchanges. Blockchain technology may therefore spur impacts on the 
diffusion of this new socioeconomic model known as the CE while also giving rise to a reconfiguration 
of existing actors, systems and roles. Since the impacts of blockchain technology on the development 
of the CE remains largely unexplored, the present study seeks to fill this theoretically and practically 
relevant gap by setting the following two objectives:

1)  Define and conceptualize blockchain technology in the collaborative economy sphere;
2)  Explore the potential implications of blockchain technology for the collaborative economy.

The contributions of this exploratory study are twofold. First, the paper provides a literature review 
that encapsulates the concepts of cryptocurrencies, blockchain technology and the CE. Second, the study 
results in the development of a theory-based research agenda to spur future research on the subject.

METHODOLOGY

We used Scopus, Web of Science, Business Source Complete and ABI/Inform databases to retrieve the 
articles containing the search terms “collaborative economy”, “sharing economy”, “blockchain”, and 
“cryptocurrency”. We then used the search strings “collaborative economy AND blockchain”, “col-
laborative economy AND cryptocurrency” as well as “sharing economy AND blockchain”, “sharing 
economy AND cryptocurrency” in order to retrieve relevant articles for the purpose of our study. We 
refined the search outcomes by retaining only publications in English, dating from 2010 onwards, as 
well as specific publication formats such as journal articles, books, conference proceedings, professional 
journal articles, and research reports.
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CONCEPTUAL BACKGROUND

Defining Cryptocurrency

The notion of cryptocurrency has been explored in a variety of areas and contexts, including econom-
ics, sociology, political sciences and humanities (Swan, 2015; Huckle and White, 2016). In order to 
define this concept, the European Parliament has recently produced a document classifying the defini-
tions provided by various organization, including the European Central Bank (ECB), the International 
Monetary Fund (IMF), the Committee on Payments and Market Infrastructures (CPIM), a component 
of the Bank for International Settlements (BIS), the European Banking Authority (EBA) and the World 
Bank (WB). The main conclusion of these different institutional viewpoints is that there is no generally 
accepted and regulated definition of cryptocurrency. Nevertheless, the majority of these jurisdictions 
view cryptocurrency as a subset, or a form of virtual currencies, also called digital currencies (Houben 
and Snyers, 2018).

At the most basic level cryptocurrency—digital currency or virtual currency—is a medium of exchange 
that functions like money (in that it can be exchanged for goods and services) but, unlike traditional 
currency, is untethered to, and independent from, national borders, central banks, sovereigns, or fiats 
(Maese et al., 2016, p. 468).

Cryptocurrencies exist fully in the digital world. For this reason, “digital currency” is generally pre-
ferred over “virtual currency” because of the more neutral connotations associated with the notion of 
digital currency. In fact, “virtuality” denotes negativity since “virtual’ signals something that is “seem-
ingly real” but not exactly “real” when referring to a currency that is stored in a “digital” or electronic 
register” (Lee, 2015, p. 6). In accordance with the above aspects, cryptocurrencies are used to integrate 
and exchange digital information through a process made possible by the principles of cryptography 
enabling secure and verifiable transactions (Maese et al., 2016). Cryptocurrencies are traded on global 
platforms (e.g., Coinbase) and are based on the principle of peer-to-peer exchange. While some crypto-
currencies may be used as a form of payment or as a means of exchange, they are not legal tender and 
are not issued by a government or central bank (AMF, 2019). The most well-known cryptocurrency is 
Bitcoin. It still dominates the digital currency market since it is the most highly priced digital currency 
available up to this date. Typically, this form of digital currency is exchanged when a party enters a 
transaction or generates a node in a software called the distributed ledger or blockchain (Ghilal and Nach, 
2019). Therefore, no financial institution is involved in the transaction.

Bitcoin’s major objective is to provide a global network of transactions and exchanges by allowing 
two willing parties to negotiate directly with each other without resorting to an expensive intermediary 
(Ghilal and Nach, 2019). This electronic payment system based on cryptographic evidence was intro-
duced in a White Paper published in October 2008 by “Satoshi Nakamoto”, to address the weaknesses 
of commerce as characterized by the intermediation of financial institutions, including: the costs of the 
mediation for the payment of a third party, the fact that transactions can be unilaterally rescinded, the 
existence of a minimum size for transactions and the possibility of fraud (Nakamoto, 2008). Also, except 
payment in person, there was no mechanism for making payments remotely through a communication 
channel without a trusted third party. The invention of Bitcoin has sparked the creation of many other 
alternative cryptocurrencies offering new features based on different algorithmic foundations (Ghilal and 
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Nach, 2019). On the other hand, the rapid increase in the number of digital currencies has led to higher 
price volatility. This volatility is determined by investors’ feelings and not by a change in economic 
factors (Baker and Wurgler, 2007; Lee et al., 2018). It might however be noted that cryptocurrencies 
movements on Coinbase or similar platforms tend to follow conventional stock markets but by being 
negatively related to them. For example, if the stock markets increase (decrease), cryptocurrencies’ value 
tends to stumble (increase), except for those pegged on fiat currencies such as the US dollar (e.g., Dai).

Defining Blockchain Technology (or Blockchains)

With the rapid growth of cryptocurrencies, an underlying technology has also gathered attention: block-
chain. Primarily known for its use with digital currency, this technology has various applications that 
extend way beyond the financial and economic realm, including supply chain management, trade, health 
and government services (Ghilal and Nach, 2019). In fact, due to its emphasis on trust and security, 
the demand for blockchain’s application is increasing in a variety of business sectors (Lee, 2019). The 
blockchain is therefore expected to create a new economic system by revolutionizing communication 
over the Internet, improving information security and transparency through the sharing of encrypted 
data on peer-to-peer networks (Lee, 2019).

Technically, blockchain is a decentralized and secure database of transactions based on decentralized 
nodes (i.e., miners) (Glaser, 2017). The blockchain is characterized by decentralization, persistency, 
anonymity, and auditability. Decentralization means that each transaction needs to be validated but 
the validation process does not occur through a central trusted agency (e.g., a central bank), but rather 
through a consensus algorithm in order to maintain data consistency in a distributed network (Zheng et 
al., 2017). Persistency means that it is impossible to delete or rollback any transaction once it is included 
in the blockchain. However, invalid transactions can be discovered immediately so that the persistency 
characteristic is not thought to be too much of a drawback overall. Anonymity, means that each user 
can interact with the blockchain in a generated address without revealing his/her real identify (Kosba et 
al., 2016). Finally, auditability means that any transaction has to refer to a previous unspent transaction 
(Nakamoto, 2008). Transactions can therefore be easily verified and tracked.

As shown in Table 1, there are four types of blockchain types according to characteristics such as 
“public or private” and “with or without permission”. In a “permissionless” (without permission) block-
chain (e.g., Bitcoin), anyone can operate a node and participate through spending CPU cycles (i.e., the 
time required for the execution of one simple machine instruction such as an addition or a subtraction 
[Encyclopedia, 2019]) and demonstrating “proof-of-work” (Cachin, 2016). Proof of work (PoW) is a 
consensus strategy or algorithm used in hashes’ or blocks’ validation processes (Nakamoto, 2008). Since 
in a decentralized network, such as the blockchain, someone has to be selected to record the transactions, 
there are multiple strategies for selecting that person, who is typically a miner. The easiest way, also 
used in PoW is random selection. However, this selection is vulnerable to attacks and requires a lot of 
energy due to the higher computing power needed to compute and recompute a hash value that cannot 
be attacked (Zheng et al., 2017). There are other consensus algorithms such as “proof-of-stake” (PoS) 
in which miners have to prove the ownership of the amount of currency. Although tending to favor the 
users with the most cryptocurrencies, PoS is a more energy-saving and efficient alternative to PoW, 
and many blockchains adopt PoW first before moving to PoS (Zheng et al., 2017). On the other hand, 
blockchains in the “permissioned” (with permission) model verify who participates in the validation and 
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in the protocol (Swanson, 2015). Besides, an important second characteristic of blockchain architecture 
relates to the property regime.

A blockchain might have either a public or a private regime. In a public blockchain, each node (i.e., 
miner) could take part in the consensus process. As for private chain, it is fully controlled by one organi-
zation and the organization could determine the final consensus (Zheng et al., 2017). It logically follows 
that since only one organization is responsible for consensus determination in private blockchain, the 
process is centralized and can only be permissioned.

As an open and distributed registry, blockchain is used to record and track transaction data. Due 
to the principles of cryptography, these transactions are secure and verifiable. This registry solves the 
double-spending problem as well as the risk for digital files to be copied and shared infinitely. Thus, 
just like money in its physical form, a cryptocurrency cannot be spent twice (Nakamoto, 2008). With the 
peer-to-peer network (P2P), it is possible to set up a secure transaction register recording the transactions. 
These transactions are validated by the consensus mechanism based on the Proof of Work (PoW) held 
by miners who can accept or refuse all transactions within the system (Nakamoto, 2008). For doing that, 
different steps must be taken in order to guarantee operations as shown in Table 2.

Table 1. Blockchain types

Types of blockchain With permission Without permission

Public

No restriction on network data reading; 
Predefined list of participants whose identity is 
known for adding transactions; 
e.g., Ethereum

Distributed network based on proof of 
work (PoW); 
Involves consensus among 
participants; 
e.g., Bitcoin

Private
Predefined list of participants for reading 
network data and adding transactions; 
e.g., Ripple

Network data reading and adding 
transactions are assigned to all 
participants; 
Unlikely to occur

Source: (Ghilal and Nach, 2019)

Table 2. Steps for Building a Consensus-Based Blockchain Network

Necessary steps to create a consensus-based blockchain network

1 Transaction data disseminated to all participants (nodes)

2 Each node collects new transactions in a block

3 Each node seeks to find Proof of Work (PoW) difficult to produce for its block

4 When a node finds Proof of Work, it disseminates the result of its calculus to all nodes

5 Nodes accept blocking if all transactions in it are valid and not spent

6 Nodes express their acceptance of the block by working on the creation of the next block of the chain, using the hash of the 
accepted block as previous

Source: (Nakamoto, 2008)
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Supported by a community of anonymous miners, blockchain configuration has evolved to allow 
several types of transactions. For this purpose, Godebarge and Rossat (2016) denote commercial or 
stock exchange transactions, contracts, agreements and basic information entry or consultation opera-
tions. In addition, the use of blockchain exceeds the limits of cryptocurrency by benefiting to businesses 
and governments. While it is not possible to predict the future of blockchain, at this point it is widely 
assumed that it is destined to become a highly important technology. Some researchers describe it as 
being as important as the Internet, due to its potential attendant impacts on business and society (e.g., 
Beck, 2018). Research suggests that blockchain has the capacity to reduce uncertainty, insecurity, and 
ambiguity in transactions by providing full transactional disclosure and by producing a single truth for 
all network participants (Beck et al., 2018, p. 1021).

Recent studies highlight the positive effects and potentially transformational nature of blockchain, 
including the reconfiguration of market exchange (e.g., Pazaitis et al., 2017; Beck et al., 2018; Ghilal 
and Nach, 2019). For example, blockchain technology can enable the creation of “a new system of 
value that will better support the dynamics of social sharing” (Pazaitis et al., 2017, p. 105) or transform 
the organizations in a “new form of organizational design—decentralized autonomous organizations 
(DAO)—which are organizations with governance rules specified in the blockchain” (Beck et al., 2018, 
p. 1020). Implementation of the blockchain technology in combination with Internet of Things is also 
expected to achieve logistical and transportation objectives such as supply chain traceability, business 
process optimization, and financial savings (Merkaš, Perkov, and Bonin, 2020). Even standalone, the 
blockchain technology might improve supply chain adaptability, agility and alignment to sport competi-
tive advantage and firm performance (Sheel and Nath, 2019).

Some studies also pinpoint negative aspects related to the that technology. For example, as feared by 
the financial press and the Securities and Exchange Commission (SEC), Investors are thus deceived by 
firms mentioning unwarrantedly the blockchain as a buzzword to generate a surge in stock price (Cheng, 
de Franco, Jiang, and Lin, 2019. In fact, investors tend to overreact to a firm’s disclosure of a potential 
foray into Blockchain technology and this overreaction is function of the Bitcoin price bubble. Investors 
are thus deceived by firms mentioning unwarrantedly the blockchain as a buzzword to generate a stock 
price spike (Cheng, de Franco, Jiang, and Lin, 2019).

Defining the Collaborative Economy and Digital Platforms

This section introduces the collaborative economy and its digital component in the form of collaborative 
economy platforms.

Collaborative Economy

The collaborative economy (CE) is generally associated with concepts such as sharing economy, collab-
orative consumption, on-demand economy, on-demand services, group economy, independent economy, 
peer economy, digital economy, gig economy, and platform economy (Botsman, 2015; Rinne, 2017). 
For this study, the term “collaborative economy” is used as it is best suited to the idea of a new socio-
economic model (Tussyadiah and Pesonen, 2018). It is also used because of its ability to include both 
redistribution and mutualization (Ertz et al., 2019b). While redistribution refers to exchanges involving 
transfer of ownership, mutualisation refers to access to resources without transfer of ownership (Acquier 
et al., 2017). Ertz et al. (2019b) argue that the CE allows for mutualization through new traffic systems 
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that involve the presence of peers and that essentially imply the use of the Internet. While the CE trans-
forms the respective role of consumers by moving them from buyers to suppliers or service providers, 
it also changes the nature of market exchanges. In fact, CE involves a redistribution of goods, not only 
through monetized exchanges, but also through resale, exchange or donation (Botsman and Roger, 2010). 
Ertz et al. (2016) synthesize these two aspects by defining the collaborative consumption taking place 
within the CE as: ‘‘The set of resource circulation systems which enable consumers to both obtain and 
provide, temporarily or permanently, valuable resources or services through direct interaction with other 
consumers or through a mediator” (p. 6). The mediator in question might have varying degrees of media-
tion from facilitating exchanges to complete control over all aspects governing these exchanges. These 
activities are done mainly through organizations, offline channels or multi-channel systems.

Components of a Collaborative Economy

The CE is thus primarily a peer-to-peer economic model (Belk, 2014; Ertz et al., 2019b; Botsman and 
Rogers, 2010). Regarding new forms of consumption, the emergence of the collaborative economy has 
significantly disrupted the retail and consumer services landscape. This is noticeable in various areas 
such as food, accommodation, transportation as well as access to goods and services (Correa et al., 2019; 
Yeo et al., 2017). In fact, the CE is transforming the way people produce, consume, finance and learn, 
using networks of connected individuals and communities rather than centralized institutions. The CE 
consists of four major subdivisions: collaborative production, collaborative education, collaborative 
finance and collaborative consumption (Botsman, 2013). To others, the CE includes practices such as 
trading, renting, pooling or sharing, instead of traditional trade (Ertz et al., 2016).

Collaborative Economy Platforms

To some authors, the CE refers to the use of digital platforms such as Uber or Airbnb, as well as to 
participation in in-person exchange meetings or in a local exchange system (Arsel and Dobscha, 2011; 
Albinsson and Perera, 2012; Ertz et al., 2019b). In other words, they contend that the CE occurs both 
online and offline. Yet, the online segment of the CE is the one that has attracted the most attention in 
academia and in which the most innovative business models have emerged so far. In fact, the fast devel-
opment of the CE relies heavily on digital technology (Acquier et al., 2017). Currently, there are various 
forms of digital platforms. Technically, they can be defined as extensible databases. More broadly, they 
correspond to a ‘‘sociotechnical assemblage’’ (de Reuver et al., 2018). The system is based on software 
that provides the basic functionality shared by the modules that interact with it (Tiwana et al., 2010; Tilson 
et al., 2012; Ghazawneh and Henfridsson, 2015; de Reuver et al., 2018). Essentially, the emergence of 
digital platforms (for example, Uber and Airbnb) has led to an intensification of collaborative practices.

IMPLICATIONS OF BLOCKCHAIN AND CRYPTOCURRENCY 
TECHNOLOGIES ON the COLLABORATIVE ECONOMY

This section introduces the various implications of the blockchain and cryptocurrency technologies 
on the CE. We propose that these technologies will further accelerate the diffusion and adoption of 
collaborative practices. It is also expected that such blockchain and cryptocurrency technologies will 
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reconfigure the conventional model of intermediation within the CE. Finally, we also evoke some key 
managerial implications in terms of governance, costs, user trust, as well as links with social networks.

Emergence of Collaborative Consumption

The growth of collaborative platforms has made it possible for individuals to interact on a large scale. 
Hawlitschek et al. (2018) thus identify the existence of three parties involved in these transactions:

• Suppliers (for example, hosts on Airbnb, car owners and drivers on Turo and Uber, respec-
tively): offering a private service, usually underutilized or unused and holding the resource for 
sale, donation, swapping, rental or co-use;

• Users: seeking to use, rent or obtain the proposed products or services through various means (for 
example, tenants or passengers);

• Collaborative platforms: acting as an infrastructure for the mutualization or redistribution of 
goods or services between users, as well as the establishment and maintenance of trust for the 
realization of exchanges.

The next sections emphasize how blockchain and cryptocurrency technologies modify the relation-
ship and the dynamics of exchange between these parties.

Collaborative Economy Platforms

Technological development seems to be at the heart of increasingly more diffuse collaborative practices by 
facilitating peer-to-peer exchanges. Although collaborative practices and peer-to-peer exchange activities 
existed before the emergence of digital platforms (Ertz et al., 2019b), the main factors influencing the 
development of the CE are due to technological progresses, which have acted as catalysts (Dervojeda et 
al., 2013; Demailly and Novel, 2014; Daunorienė et al., 2015; Hamari et al., 2016; Selloni, 2017). For 
example, social networking sites, and Web 2.0 in general, but also geo-referencing, or online payment 
systems all constitute technological progresses that contributed to the development of the CE. Currently, 
similarly to the information and communication technologies mentioned before, blockchain could pave 
the way for major, and currently largely unknown, innovations in the CE. For this purpose, Baller and 
al. (2016) emphasize blockchain’s ability to facilitate the creation of distributed and shared economy 
applications that enable individuals to create value by monetizing their resources securely.

With the recent interest in the Internet of Things and blockchain, the opportunity exists to create a 
myriad of sharing applications, e.g. peer-to-peer automatic payment mechanisms, foreign exchange plat-
forms, digital rights management and cultural heritage to name but a few (Huckle et al., 2016, p. 461).

Therefore, IoT and blockchain technology would contribute to promote the diffusion of collaborative 
practices.

Reconfiguration of Collaborative Exchange Intermediation

According to Scott (2016), blockchain allows for non-hierarchical self-organization and peer-to-peer 
collaboration. In addition, the technology fosters a “cooperative consensus” that may be useful for the 
governance of large-scale projects (Nakamoto, 2008; Scott 2016). To this end, some authors have ex-
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amined the presence of elements specific to ideological socialism within these structured collaborative 
networks (Swan, 2015; Huckle and White, 2016; Wright and De Filippi, 2015; Van Valkenburgh, et al., 
2015) notably on democratization, decentralization of organisations, promotion of participation and the 
importance of the collective interest. Thus, blockchain technology plays a potentially vital role in the 
development of collaborative practices, but also in the implementation – by individuals themselves – of 
more egalitarian principles of production and distribution by facilitating peer-to-peer interventions that 
advance community interests.

To Huckle et al. (2016), the intersection of Internet of Things (IoT) and blockchain technology ben-
efits to CE by offering opportunities such as creating secure automatic payment between counterparts or 
creating exchange mechanisms and platforms. In fact, blockchain technology has the potential to redefine 
governance and trade by decentralizing market practices. Thus, it evolves in parallel with the models of 
platforms (for example, Airbnb or Uber) operating through an intermediary that ensures the processing 
of transactions. In this context, blockchain technology would facilitate value exchange without inter-
mediary (De Filippi, 2017, in Hawlitschek et al., 2018) and without affecting user confidence (Botsman 
and Rogers, 2010). Indeed, by transforming how trust builds between users, blockchain technology has 
“the potential to create a 2.0 sharing economy” (Lundy, 2016, in Hawlitschek et al., 2018, p. 51) with 
the capacity to disrupt traditional business models (Nowiński and Kozma, 2017).

In terms of innovation, the various strategies aimed at improving efficiency and organizational ef-
fectiveness enable businesses to gain a competitive advantage and create value (Moreira et al., 2012; 
Chuwiruch et al., 2015). This implies that when an organizational activity or function no longer creates 
any value, it disappears or is replaced for the sake of productivity (Prokopenko, 1990). This principle 
of efficiency raises the hypothesis of replacing traditional intermediaries by blockchain technology and 
the need for these platforms to adapt (Waelbroeck, 2017).

Organizational and Managerial Implications

Essentially, technological development and the increased use of digital platforms have led to an intensifica-
tion of peer-to-peer exchanges such as online product reselling, web-mediated car-sharing or co-lodging. 
With the use of blockchain technology, collaborative platforms are subject to transformations in terms 
of governance, transaction costs and user confidence. The following section presents the organizational 
and managerial impacts of integrating this technology into collaborative activities.

Transferring Governance From Collaborative Platforms to Blockchain

Currently, the CE is made up of platforms whose owners receive remuneration through transaction 
fees. Criticism has been levelled against these practices, including the possible transformation of these 
supposedly sharing economy platforms into quasi-monopolistic organizations (The Economist, 2014, 
in Beck and al., 2018) acting predatorily by creating “neoliberalism on steroids” (Morozov, 2013, in 
Murillo et al., 2017) or a “nightmarish form of neoliberal capitalism” (Martin, 2016). In 2017, a group of 
engineers working on blockchain development based on Ethereum founded Swarm City (initiated from 
the decentralized carpooling service called Arcade City), a decentralized peer-to-peer platform giving 
access to a global community of consumers and service providers (Beck et al., 2018). Swarm City of-
fers the opportunity for anyone to create their own brand at home without any third party intervention . 
The objective of this platform is to provide blockchain-based infrastructure to facilitate the creation of 
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decentralized collaborative economy applications (Beck et al., 2018). Users have the option to determine 
prices themselves, without the involvement of a third party.

With Swarm City, the engineering group wants to eliminate intermediaries - owners of traditional 
platforms such as Airbnb or Uber - by transferring transactions and governance to the blockchain. Due to 
blockchain, many areas can benefit from a transparent infrastructure and reduce the power of intermediar-
ies. The main purpose of Bitcoin is to enable a global network of transaction and exchange by allowing 
two consenting parties to negotiate directly without resorting to an expensive intermediary (Ghilal and 
Nach, 2019). Therefore, by allowing users to negotiate directly with each other when buying, selling or 
exchanging services, this technology can have a direct impact on the CE.

However, the transfer of transactions and governance from traditional actors of the CE to the blockchain, 
as innovative and positive it may seem, remains debatable in many regards. In fact, if some individuals 
will certainly rejoice over the potential disappearance of an Uber or an Airbnb, what assurance do we 
have that the blockchain will remain the impartial, objective, nonpolitical, stateless, disintermediated, 
and decentralized “Eldorado” it is today (if it has ever been as such)? The blockchain could become the 
new inescapable, central, monopolistic intermediary, and its army of miners, engineers and programmers 
could become the new elite of a technocratic ruling class.

This ambiguity associated with the notion of blockchain governance has already been largely dis-
cussed by forward-looking authors (e.g., Campbell-Verduyn, 2018). It seems to get even worse with the 
diversification of new forms of governance associated with a variety of cryptocurrencies (Arsenault and 
Ertz, 2019). In Campbell-Verduyn’s (2018) collective book, there are three forms of internal governance 
associated with cryptocurrencies and that could possibly create new power nodes within the blockchain 
itself: miners’ governance, the governance by the programs operating behind the applications and the 
governance of the exchange market. Therefore, blockchain “governance” does not belong to intermediar-
ies, as is the case with traditional CE platforms, but to new anonymous bodies of governance, unknown 
to the general public and to the users themselves. Besides, the blockchain goes beyond the financial 
framework and permeates in the management of political, legal and judicial spheres, which raises nu-
merous questions regarding the presence of a centralised technology within diverse governments and 
organizations (Arsenault and Ertz, 2019).

Reducing Transaction and Coordination Costs

Currently, various merchants around the world accept payments in Bitcoin (for example, Target, Dell 
and Home Depot). Also, online buying and selling platforms between users such as Amazon, eBay 
or Craigslist allow this method of payment. Recently, Bitrefill, a gift card provider, has offered US 
residents the option of booking on Airbnb through five different cryptocurrencies (Mowers, 2019). By 
moving transactions and governance from collaborative platforms to blockchain, it is possible to reduce 
costs and redistribute to users the share of value currently held by intermediaries (e.g., Amazon, eBay, 
Uber or Airbnb). In general, these savings are supported by the arrival of intelligent contracts relying 
on computing codes. These codes are executed when precise conditions are met (Deloitte Development 
LLC, 2017) whereas a third-party intervention is unnecessary.

Despite the relative immaturity of blockchain technology, recent research has estimated the reduction 
in costs resulting from its professional use for organizations (Huckle and White, 2016; White, 2017; Di 
Gregorio and Nustad, 2017). These include savings in labour, documentation, automation and as well 
as efficiency benefits. In terms of the CE, these cost reductions can benefit many areas such as sharing 
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computer services, renting apartments and workspaces, carpooling services, decentralized market trading 
platforms or distributed social networks (Sun et al., 2016; De Filippi, 2017; Dobrovnik et al., 2018). For 
intermediary platforms without advertising revenues, the integration of technology could nonetheless 
mean the weakening or the disappearance of such business models.

Maintaining User Confidence and Safety

Trust has always been and remains a central aspect of digital intermediary exchanges in general, and in the 
CE in particular (Botsman and Rogers, 2011). Since the release of the Ethereum decentralized exchange 
protocol in 2015 (Christodoulou et al., 2018), the blockchain has evolved beyond Bitcoin. Currently, 
smart contracts based on this technology facilitate the transfer of an asset or currency. “Smart contracts 
are essentially lines of executable code accompanied by conditions; the latter are checked automatically 
and, if certain conditions are met, the code is executed and recorded on the blockchain” (Christodoulou 
et al., 2018, p. 185). A bug in a smart contract creates some unique issues though. Since transactions 
cannot be undone on a blockchain, contracts will need to be upgraded instead (Orcutt, 2019). This means 
deploying additional smart contracts to interact with them. Another possibility is to stop all activity once 
a hack is detected or to create a fork to a new blockchain and have everyone on the network agree to use 
the new network (Orcutt, 2019).

Cryptography ensures blockchain security by rendering transactions verifiable. Through blockchain 
technology, transactions are fully disclosed, reducing uncertainty, insecurity and ambiguity (Beck et al., 
2016; Nærland et al., 2017), without disclosing users’ personal information. In addition, the speed of 
transactions protects users from the insolvency of any participant since there is no time delay between 
the actual contract date and its execution (Mangano, 2018). Thus, transactions are instantaneous and ir-
revocable. While blockchain technology facilitates both producer-consumer and peer-to-peer exchanges, 
the fact remains that cryptocurrencies incur risks due to their high level of volatility.

In CE, the development of peer-to-peer activities leads to changes in the labour market (e.g., the increase 
in freelance activities or the reduction in the number of workers employed full-time by organizations). 
Changes may affect the stability of individual incomes or social protection, such as insurance or work-
ers’ pensions (Baller et al., 2016). In addition, the potential for change associated with the blockchain 
and users’ trust in the blockchain remains dependent on its adaptation to the environment in which the 
technology is implemented. Consequently, its integration must be based on a peer-to-peer network and 
must be adapted to the political, economic, legal, social and cultural environment.

ILLUSTRATIVE CASE: SOCIAL NETWORKS, COLLABORATIVE 
ECONOMY AND BLOCKCHAIN TECHNOLOGY

Equipped with a deeper understanding of the implications of a technology such as the blockchain, some 
CE intermediaries have tried to act proactively by integrating the technology within their own operations. 
For example, Facebook is a social commerce platform and also a collaborative player through its ever-
increasing Facebook Marketplace. In fact, consumers can be either obtainers or providers of products or 
services which makes the Facebook Marketplace platform an original collaborative exchange scheme (Ertz 
et al., 2019b). The social network Facebook announced the creation of its own cryptocurrency Libra, a 
global currency powered by its own blockchain technology. The latter is expected to be officially launched 
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in 2020 and its value is expected to remain largely stable due to its attachment to another stable asset 
(e.g., gold) (Athena Information Solutions Pvt. Ltd, 2019). In fact, Libra will be backed by a reserve of 
real assets, such as bank deposits and government bonds, reducing the risk of inflation (Lu, 2019). Once 
launched, users will be able to purchase this currency and add it to their digital wallet (Lu, 2019). Yet, 
all of these developments remain uncertain given the pressure put by governments and central banks on 
Facebook to curb its Libra project (Mizrahi, 2019). Some also fear that if a Silicon Valley giant such as 
Facebook is in control of over what people can and cannot do with their money, the is a risk of shifting 
to a “total surveillance coin” that may become a dystopia if controlled by Facebook or the government.

In a study on product lifetime extension practices, Ertz et al. (2018a) argue that social networks can 
potentially weaken the role of platforms for the exchange of goods and services between individuals 
by combining interactions between relatives (for example, friends or family members) and foreigners. 
In fact, social networks amplify word of mouth by connecting people to each other (John, 2012). In 
particular, the authors raise the major impact of the creation of Facebook Marketplace on peer-to-peer 
exchanges, indicating that this space reduces the role of traditional intermediaries such as Kijiji, LesPAC, 
Leboncoin in France, or Craigslist, by allowing two consenting parties to negotiate directly with each 
other. Some Facebook apps allow consumers to exchange goods without meeting each other, such as on 
eBay or Amazon. With the creation of Libra, the social network will offer consumers the opportunity to 
exchange on the Marketplace or on their wall all types of goods and services without having recourse 
to an intermediary. As a result, by integrating blockchain technology and cryptocurrency payment, 
Facebook could weaken the role of traditional collaborative economic platforms that do not integrate 
the combination of interactions with close social circles, on the one hand, and foreigners, on the other. 
Nevertheless, this exchange model could make users more vulnerable with regards to the protection of 
their personal data.

THEORETICAL IMPLICATIONS

The CE has been criticized by many authors, observers and analysts (see Murillo et al., 2017 for a review). 
Past literature emphasized conflicts between traditional industry players and collaborative exchange 
schemes, such as hotel chains and Airbnb (Zervas et al., 2017); as well as disputes between Uber and 
local authorities or taxi drivers (Ertz et al., 2018b), to name but a few of these contentions. The most 
intense disputes however have involved seemingly “predatory” platforms (Murillo et al., 2017) yet not 
all of them are of that nature. Some platforms operate around genuine sharing and altruistic principles 
such as Peerby or Freecycle (Arsel and Dobscha, 2011). Yet, they do not attract as much financier or 
media attention for their lower return on investment and smaller propensity for scandal or subversion. 
In this paper, we contribute to the literature by providing a conceptual analysis of the influence of the 
blockchain technology on this state of affairs.

We submit that the blockchain and cryptocurrency will reduce the role, need and importance for inter-
mediaries, that will appear redundant and parasitic. However, the intrinsic characteristics of auditability 
and decentralization that are inherent to the blockchain technology (Zheng et al., 2017), may contribute 
to create economic ecosystems in which intermediaries sharing similar characteristics of auditability 
and decentralization will be more likely to thrive. Genuine sharing platforms through their greater em-
phasis on prosocial behavior and open governance systems are more likely to display these features and 
as such, to thrive under blockchain technology operating under the “public mode without permission” 
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(Ghilal and Nach, 2019). A greater capability of traceability offered by the blockchain technology may 
further the rewarding of prosocial behaviors through tax deduction, or other incentives, due to enhanced 
capabilities for tracing prosocial behavior on such platforms and apps. Tremendous applications to foster 
the greater good thus exist, but remain contingent upon the type of blockchain technology underpinning 
operations, its governance, as well as complementary government regulation.

MANAGERIAL IMPLICATIONS

From a managerial viewpoint the abovementioned theoretical implications mean that, genuinely sharing 
platforms like Peerby or Freecycle could tremendously benefit from the blockchain technology by ren-
dering their exchange schemes more effective through enhanced auditability and the creation of smaller 
exchange systems through decentralization. The impact of the blockchain technology is likely to be more 
positive for not for profit or social and solidarity economy schemes rather than for for profit intermediar-
ies. As mentioned before, the larger, for-profit (and more controversial) platforms will be perceived as 
providing less to no added-value, putting into question their own existence. In sum, smaller-scale, local 
and socially-oriented (not for profits) organizations may derive larger benefits form the generalization 
of blockchain and cryptocurrency technology provided that these technologies retain the characteristics 
of decentralization and auditability of transactions.

CRITICAL DISCUSSION AND FUTURE RESEARCH AVENUES

The hypothesis that this technology has major impacts on the development of collaborative practices 
and on the entire ecosystem underlying these practices, seems to be confirmed in several ways. Block-
chain technology allows digital platform users to negotiate directly with each other and create value 
without the intervention of a costly intermediary. In addition to ensuring the security of transactions and 
the solvency of the parties, the blockchain addresses fears associated with the development of quasi-
monopolistic and predatory organizations and potentially having the ability to change the governance 
of collaborative platforms.

This study suggests potentially interesting avenues for future research. One of these avenues is the 
relative immaturity of the concepts of cryptocurrencies, blockchain technology, and CE. This makes it 
difficult to provide a generally accepted definition of these terms. Another avenue refers to the potential 
of integrating the blockchain technology by CE actors themselves. As for the integration of Libra by Face-
book, it could be interesting to study how CE platforms could integrate some aspects of the blockchain 
technology in order to counter the potential negative impacts of the technology on their organization.

Additional studies are also needed with regards to the notions of governance, trust and protection of 
privacy of users realizing operations on a CE platform integrating blockchain technology in the likes of 
Facebook and its own cryptocurrency Libra.

The scattered nature of the literature on the intersection of the concepts studied in this paper, which 
makes it difficult to fully understand the phenomenon. Since blockchain is evolving alongside platforms 
such as Uber or Airbnb by decentralizing commercial activities, it might be interesting to study how 
these platforms can develop their own technology to counter the possible negative impacts on their 
organization (for example, the removal of intermediaries).
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Finally, with regards to organizations, blockchain technology has the potential to improve management 
decision-making by increasing the amount of customer data (Ghilal and Nach, 2019). Network security 
also seems to reduce the risk of fraud, while reducing legal needs through the creation of smart contracts. 
It would then be appropriate to examine the impact of these improvements on the internal governance of 
companies, as well as on the management of collaborative platforms. The present study does not claim 
to have covered all of the potential avenues of analysis in the field of collaborative practices and the use 
of blockchain technology. However, hypotheses and ideas for future research as well as new managerial 
questions were presented. The objective of this study was therefore to inform research and academia on 
the impacts of blockchain technology on the CE.
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KEY TERMS AND DEFINITIONS

Blockchain Technology: A decentralized and secure database of transactions based on decentralized 
nodes typically miners.

Collaborative Economy: A set of resource circulation systems which enable consumers to both ob-
tain and provide, temporarily or permanently, valuable resources or services through direct interaction 
with other consumers or through a mediator.

Collaborative Platforms: An infrastructure for the mutualization or redistribution of goods or services 
between users, as well as the establishment and maintenance of trust for the realization of exchanges.

Cryptocurreny: A medium of exchange that functions like money (in that it can be exchanged for 
goods and services) but, unlike traditional currency, is untethered to, and independent from, national 
borders, central banks, sovereigns, or fiats.

Proof of Stake (PoS): A consensus strategy or algorithm in which miners have to prove the owner-
ship of the amount of currency on the blockchain.

Proof of Work (PoW): A consensus strategy or algorithm used in hashes’ or blocks’ validation 
processes on the blockchain.

Social Network: A social structure made up of a set of social actors sets of dyadic ties, and other 
social interactions between actors.

Suppliers: Individuals offering a private resource, usually underutilized or unused and holding the 
resource for provision (e.g., sale, donation, swapping, rental, or co-use).

Users: Individuals seeking to obtain (e.g., second-hand purchase, reception of donations, swapping, 
renting, or co-use).

 EBSCOhost - printed on 2/8/2023 2:02 PM via . All use subject to https://www.ebsco.com/terms-of-use



102

Copyright © 2020, IGI Global. Copying or distributing in print or electronic forms without written permission of IGI Global is prohibited.

Chapter  6

DOI: 10.4018/978-1-7998-4543-0.ch006

ABSTRACT

By leveraging knowledge of subconsciousness seducing technique combined with building algorithms 
capable of analyzing internet users’ needs as well as providing relevant information, disruptive ads 
that appear abruptly (in terms of the timing, placement, and method of ending/closing the content) in 
web pages and mobile applications are accepted as a quality effective means of consumer persuasion. 
This present study proposed uncertainty avoidance, perceived usefulness, and openness personality 
trait as the predictors of attitude towards online disruptive advertising. Participants of this study were 
137 Indonesian internet users (75 males, 62 females, Mage = 23.02 years old, SDage = 3.367 years). 
Multiple linear regression analysis showed that only perceived usefulness and openness personality 
trait are able to predict the attitude (i.e., in positive directions). The uncertainty-certainty paradoxes 
contained in disruptive advertising are discussed to understand the psychological dynamics involved in 
a facet of the attitude ambiguity.
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INTRODUCTION

The rapid development of advertising technology is changing the way brands and consumers interact. 
The increasingly collaborative economy happens not only in the service and the commerce industry but 
also in the marketing industry. Over the course of the years, the marketing and advertising industry has 
become more and more data-driven, and less reliant on static demographic information (Forbes Insights, 
2017). Perhaps the impact sharing economy has on the advertising industry can be seen in the rise of data 
co-op practices (Swant, 2016). It is a practice where brand and business owners aggregate and compare 
non-transparent data across verticals to reveal cross-industry behaviors and trends, providing marketers 
with insight to map and formulate marketing objectives (Ismail, 2015). Some of the major examples of 
these verticals are marketplace such as e-commerce and service aggregators, as well as a content platform 
such as news publication (Everstring, 2020). These verticals register behavior in response to a content 
(often in one form of advertising or the other) in real-time. The data is then compiled by a third party 
co-op provider to be shared between business owners.

This data-sharing practice is a double-edged sword. On one side, consumers’ needs based on their 
psychographics and demographics dimensions are increasingly recognized, mapped, and analyzed 
as tech firms take more and more interest in our digital footprints and identities. People’s activities, 
profiles, interests, and even location are most probably logged in on Google, while their connections, 
preferences, and personal data are harvested by Facebook and its networks through a ‘pixel’—a code that 
tracks visitor’s conversion from Facebook Ads network (Newberry, 2017). On the other, while innovative 
and disruptive, the acquisition and the management of consumer data within the framework of these 
technologies can be done in unethical ways that might violate users’ privacy (Porter, 2018). One of the 
biggest concerns in practicing data co-op is the integrity (Ismail, 2015) and carefulness of the provider 
and practitioners in handling the data to prevent breaches, something which even giant tech firms like 
Facebook failed to do (Blumberg, 2020).

Some authors identified a number of changing trends brought by disruptive technology in advertis-
ing (Cox, 2016; Rezvani, 2017); they are (1) Jobs that manage and draw insights from big data (e.g. 
programmatic advertisers, digital marketers, data scientist), will be prioritized and increasingly utilized 
by brands and businesses, (2) Conversation becomes material for digital advertising, and the ability for 
“open engagement” and “social listening” online are essentials in producing effective digital ads, (3) 
Rejection of potential customers against disruptive ads (for example by installing AdBlocker on internet 
browsers) stems from consumer awareness not wanting to experience the “alienated self” when they 
are being the “object of manipulation” by digital advertisers, (4) Human interpretations and creativity 
are required in processing the information generated by bot algorithms to produce effective targeted 
advertising, and (5) The digital marketing field is decentralized, because today—unlike the advertis-
ing world of the past—anyone with minimum knowledge of programming, can adopt, build, customize 
open source, open access, and “plug-and-play” program that puts up ads on the web. Small institutions 
are increasingly savvy in utilizing native advertising. Bloggers and micro-influencers (rather than an 
influencer with a tremendous amount of follower base) become increasingly popular for brands to be 
partners with (Wissman, 2018). The fifth characteristic is closely related to the basic principle of dis-
ruptive innovation which states that “a process whereby a small company with fewer resources is able 
to succeed” (Christensen, Raynor, & McDonald, 2015, para. 6). Finally, the advancement in sharing 
economy has made marketing: (1) more effective due because of the data accuracy; (2) scalable because 
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multiple marketing campaigns can be executed and tested at the same time across the globe; and (3) 
cost-effective and time-efficient (Ismail, 2015).

Those traits show the nature of innovation in the advertising industry is ever-changing, and it’s chang-
ing fast. Perhaps one of the biggest revolutions in the year 2018 comes from Google, who in February 
announced that its proprietary browser, Chrome, will block any advertisement that its user deemed 
disrupting (Lennihan, 2018). Note that, these ads are the ‘bad’ kind of disruption. Unlike innovative 
viral marketing campaigns by big brands, they are not as “game-changing” as they are intrusive. These 
disruptive ads are any kind of advertisement that is affecting a user’s experience and activity online. 
They are perceived as confusing, deceptive, annoying, and considered as an unwelcomed interruption 
in consumers’ activities (Le & Vo, 2017).

This kind of advertising can be found in several forms: starting from pop-up ads that cover most of 
your device’s screen, automatically-played video in the middle of an article or video, or a background 
skin poster that will only disappear if you scroll past it. Data sharing and co-op practices may have made 
positive impacts on marketing and advertisement practices, but the audience and users still play a major 
role in determining its effectiveness in bringing those impacts as the consumer of the contents or the 
ads. One of those roles is to exercise their right in selecting how an ad is presented to them. Disruptive 
ads may present product and brand information to promote awareness. They are highly targeted based 
on the user’s behavioral algorithms. However, aside from clicking the ads, the audience can opt to block 
it or report it. These actions send feedback to the advertisers and business owners that their audience is 
not interested in this particular advertising.

Disruptive advertising, like any other form of disruption, has led to tiered socioeconomic changes 
in many aspects of society from research and development units, firms, industries, authorities, and ulti-
mately consumers themselves (Kilkki, Mäntylä, Karhu, Hämmäinen, & Ailisto, 2018). Especially in the 
eye of customers, whose online journey is accompanied by the act of blocking or avoiding ads. In early 
2017, there are about 615 million devices that use adblockers globally (Cortland, 2017). Around 31% 
of Americans use adblockers and 58% of Indonesian use mobile adblockers (Stewart, 2018).

Mainstream media in Indonesia has also reported user’s irritation about this kind of advertising, and 
even provide tips on how to avoid them (Putri, 2019; Kinapti, 2019; CNBC Indonesia, 2019). The audi-
ence’s reaction reflects their attitude towards this type of advertising delivery or channels, and in turn, 
may affect their perception towards the brand. A series of A/B testing via digital marketing tools and 
channels might need to be conducted to determine why audience block or report specific ads. However, 
how adblocking programs are used to block disruptive advertisements and no other forms like native 
advertisement suggests that the form of delivery or channels plays an important influence on the audi-
ence’s behavior. This makes studying the audience’s evaluation of disruptive advertising important for the 
sake of gathering accurate data to be shared and maintaining true brand loyalty and positive perception.

The results of the study of 5,213 adults aged 19 and older in 5 major ad markets (US, UK, France, 
China, and Brazil) confirmed the effects of disruptive ads (Kantar, 2017), e.g. (1) The dominant attitude 
to advertising are positive or neutral; only a few “dislike” advertising, (2) Negative attitude toward digi-
tal ads derived from the excessive repetitions of and less intuition of these ads in targeting, (3) Positive 
attitude comes from personalization and relevance (in accordance with the best interest of consumers, 
based on web cookies tracking) of digital ads content. The findings (Kantar, 2017, p. 37) states that the 
negative attitude “has less to do with any intrinsic dislike of advertising (47% of blockers even states that 
they are either tolerant or like ads) and more to do with the effect that ads have on consumers’ online 
experiences.” This is understandable because disruptive ads increasingly use techniques that interfere 
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with people’s sub-consciousness through subliminal messages. These techniques do not make people feel 
persuaded by the message of the advertisement despite seeing the ads (Apprich, 2017); whereas many 
human decisions are guided by subconsciousness rather than a conscious state of mind. The findings have 
implications for the advertising industries, such as changing the orientation to customer-centric based 
on contextual data-driven processing, as well as building an impartial and valid measurement system to 
appreciate the performance of workers in this field.

However, despite a big portion of internet users block ads, think it’s intrusive, and trends are leaning 
towards native and partnership ads, it does not mean that disruptive advertising are all bad news. A recent 
study shows that disruptive advertising may have a positive effect on consumers (R. Bell & Buchner, 
2018): it increases their fluency and affective preferences towards the brand, even though consumer 
perceptions tend to be negative towards the display. This can be attributed to the prevalence of these 
ads: because slots for these ads can be found almost everywhere, brands whose names appear on these 
ads are more likely to be remembered. On the other hand, they do also recognize that the benefits of 
disruptive ads obtained by companies or advertisers may be short-term, and in the long run may result in 
“unwanted and negative side effects” (R. Bell & Buchner, 2018, p. 13). Their finding suggests that our 
understanding of disruptive ads might be incomplete. Thoughts about abandoning disruptive ads usage 
might then be worth to be reconsidered by advertisers. Instead, they should focus on coming up with a 
better strategy in optimizing them. This makes the understanding of attitude towards disruptive ads an 
essential part of building that strategy, as attitude towards and ads generally reflects and can be used to 
predict consumer’s online behavior, such as purchasing decision, e.g. (Kodjamanis & Angelopoulos, 
2013; Srivastava, Srivastava, & Rai, 2014), social media sharing (J. Lee, Kim, & Ham, 2016), and even 
their addiction towards the internet, e.g. (Rudolph, Klemz, & Asquith, 2013). This makes a lot of sense, 
because “Developers are getting better at getting their users to watch, ads, or that’s rewarded with a 
power-up in a game, a surge of dopamine from an achievement, or a deluge of adorable dog content” 
(West, 2018, para. 3).

Previously, it was indicated that there is the effect of non-cognitive disruptive advertising, which 
influences consumer judgment on the credibility of media that contains disruptive ads (Zha & Wu, 
2014). It appears that empirical studies have so far favored advertising companies. There are still rare 
studies that explore further the psychological dynamics experienced by consumers. For example, existing 
studies still pay very little attention to the relationship between social media advertising and consumers’ 
mental health. A recent study investigating, among others, the online predictors of anxiety and depres-
sion (Glaser, Liu, Hakim, Vilar, & Zhang, 2018), for example, did not relate itself with the conceptual 
network of “advertising, ads, disruptive ads” at all. Meanwhile, people sustainably engage with ubiqui-
tous disruptive ads while doing online social networking (Voorveld, van Noort, Muntinga, & Bronner, 
2018). In addition, theoretical models that are built on the intention to accept advertising’ e.g. (Jafari, 
Jandaghi, & Taghavi, 2016) have not integrated personality, attitude, and cultural orientation factors in 
one model—all-important psycho-socio-cultural determinants of consumer behaviors. This study seeks 
to address this gap by investigating these factors. This study aimed at examining predictors of consumer’s 
attitude towards disruptive advertising. The authors propose three predictors; they are uncertainty 
avoidance (cultural orientation), perceived usefulness (beliefs), and openness trait (personality factor).
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BACKGROUND

An individual’s attitude towards advertising certainly reflects their evaluation towards an ad based on 
their value, but at the same time also the brand the ad represents (Kamalul Ariffin, Ismail, & Moham-
mad Shah, 2016). This means that individuals will less likely evaluate an ad negatively if they have a 
positive attitude towards the brand and vice versa. This process ultimately helps them determine their 
purchasing decision. The reason is that people with higher positive evaluations usually pay more atten-
tion to the ads (Ting, Run, & Thurasamy, 2015). In the context of the video-type ad, individuals that 
posit a positive attitude might even share it online to their social circle (Huang, Su, Zhou, & Liu, 2013).

Attitude is a complex, multi-dimensional construct that explains our evaluation towards a thought or 
action. It has 10 explaining dimensions (Krosnick, Boninger, Chuang, Berent, & et al, 1993): (1) Extrem-
ity reflects individual’s favorability; (2) Intensity refers to the magnitude of emotional reaction provoked 
; (3) Certainty is individual’s confidence in their attitude; (4) Importance reflects how much individual 
care and invested about his attitude; (5) Interest in gathering relevant information; (6) Knowledge is the 
amount of information the attitude is based on; (7) Accessibility refers to individual’s proximity towards 
the object evaluated in the memory; (8) Direct experience shows that the frequency of interaction between 
individuals and the object; (9) Latitude of rejection and non-commitment reflect individual’s acceptability 
towards notions regarding his or her attitude; (10) Affective-cognitive consistency reflects individual’s 
affect and cognitive alignment over time. It can be said that if a person has a positive attitude towards 
an object, the person will be more favorable towards the object, experience positive emotions from it, 
confident with his evaluation towards it, perceives the objects to be important, has a suitable amount of 
knowledge about it and showed motivation to gather more, able to recall and describe the object based 
on previous experience, will be more likely to reject contradictive statements against his attitude, all 
reflected across his cognitive and affective domain over time. This conceptualization suggests that here 
are many aspects to be paid attention to in terms of attitude. Moreover, it emphasizes the object at hand, 
meaning to be pragmatic, one must always consider the nature of the object (e.g. disruptive advertise-
ment) and its implication towards the human. It also suggests that attitude is highly dependent on many 
things—its many domains reflects an almost endless possibility of predictors. However, they could be 
deducted based on the context of the object evaluated. For example, an individual’s attitude towards 
advertisement may vary according to their experience and knowledge with many kinds of advertise-
ments they encounter. For example, attitude towards native advertising (J. Lee et al., 2016) that blends 
well with the content format people consume will certainly be different from disruptive advertising. By 
specifying to the individuals that the object to be evaluated is disruptive, one can get a general idea of 
where individual lean on these dimensions.

One of the biggest challenges in measuring attitude towards the advertising of any type is the abundant 
amounts of ads in reference. Individuals will have to encounter many ads during their lifetime. Although 
the type is specified (in this case disruptive), the experience will also differ from person to person. Thus, 
the objective of this chapter is to raise the predictive factors of attitude towards disruptive advertising 
based on the subjectivity of the evaluation – hoped to be communication materials for the advertisers.

Culture and value are two of the most discussed predictors of attitude towards advertising. Some 
researchers pick a diverse sample to incorporate as many cultural representations as possible (Kodjamanis 
& Angelopoulos, 2013), other suggest that culture and value are individual’s evaluation basis towards 
an ad (Ting et al., 2015). These examples show the importance of including the factor in predicting at-
titude towards any kind of advertising, as an individual’s values and its embodiment guide them on how 
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to think and react. Some values may be related to the message and the brand; some may be related to 
the delivery or channels. In the context of disruptive advertising, this present study is focusing on the 
relationship between cultural value and the ads nature of delivery.

In predicting consumers’ attitudes and acceptance towards advertisement, it is also suggested that 
researchers pay more attention to cultural factors, especially in terms of mobile advertising (Khan, 
Mahmood, & Jalees, 2017). It is known from Khan et al.’s report that the national culture of uncertainty 
avoidance (UA) is negatively correlated with innovation, as innovations are often associated with new 
changes and the unknown. The more a group feels that they are uncomfortable with innovations, they 
will choose to avoid it.

Uncertainty avoidance is a construct that reflects one’s cultural value orientation. It can be defined 
as the extent to which an individual feels unease in the presence of change or new situations and is 
motivated to avoid it (Zhang & Zhou, 2014). It helps individual reasons and determines whether they 
want to perform certain actions in the face of new situations (Slawinski, Pinkse, Busch, & Banerjee, 
2017). Individuals with a high level of uncertainty avoidance will be more determined to escape or block 
out the situations, whether its counterpart will be more likely to stay calm and face it. They will prefer 
stable, predictable situations, traditional way, and are less likely to seek a new way to deal with things 
(Prayoga & Abraham, 2016)—traits that can be found in the native advertisement that is more familiar 
and non-intrusive. People’s positive attitude towards native advertising is influenced by the nature of its 
non-intrusiveness (J. Lee et al., 2016). This is understandable, as the lack of information in uncertainty 
situations makes it hard to make a decision and form an evaluation. People with higher uncertainty avoid-
ance will be less impulsive when it comes to purchasing online (Dameyasani & Abraham, 2013). It is 
possible for individuals with high and low uncertainty avoidance to still for a positive attitude towards 
an advertisement, as long as the uncertainty is positive and there is room for speculation and imagina-
tion about the benefit of advertised products (Ketelaar, van’t Riet, Thorbjornsen, & Buijzen, 2018). In 
the case of disruptive ads, this is unlikely because consumers often can not predict their arrival and the 
messages are often very short (relying heavy on visuals) to cram as much information as possible before 
individuals skip or click away.

UA is positively correlated with barriers of aspects of innovation resistance, particularly negative 
image (e.g. lower perceived ease of use of new technology) and perceived risk (i.e. physical, social, 
psychological, financial risk) (Laukkanen, 2015). Meanwhile, innovation is the essence of disruption. 
New things are bound to happen especially in the industry of advertising every short period of time. 
The new changes, such as implementing a new strategy of disruptive ads should cater to the emotional 
reaction of the audience. Emotion inherent in UA is anxiety based on perceived threat caused by unclear, 
unpredictable mechanisms, procedure and environmental situations (Czaika & Valerdi, 2009). Disruptive 
advertising in its essence is often surprising—the placement is in unusual places, the timing is sudden, 
and there are varying ways to close it. Some advertiser makes users wait, some ‘hid’ the close button in 
a transparent color, sometimes it’s on the top, sometimes it’s bottom, and some advertisers also redirect 
you immediately even after you clicked on the close button. It can be assumed that people with a higher 
degree of UAs will be more disturbed and feel uncomfortable with disruptive advertising characteristics 
and will have more negative affections towards them. Thus this research hypothesizes:

H1: The higher the uncertainty avoidance, the more negative the attitude towards online disruptive 
advertising will be.

Negative attitudes to disruptive ads are also shown in the form of deliberate ignorance towards the ads 
especially in people who have privacy concerns and distrust of the ads (John, Kim, & Barasz, 2018; Patel, 
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2018). It shows that people are less open to this kind of experience created by the disruptive advertise-
ment—it’s intrusive towards their privacy and it disrupts their online activities. Openness to experience 
was found to positively correlates with privacy concerns (I. A. Junglas, Johnson, & Spitzmüller, 2008). 
The reason is that the higher the openness, the higher the exploration, curiosity, and empathy will be. 
Those three characteristics contribute to the “deeper sense of awareness” (I. A. Junglas et al., 2008, p. 
393) towards the surrounding of the experience. This awareness, according to the Protection Motivation 
Theory (PMT) increases the sensitivity to potential losses and threats. This explains why individuals 
choose to opt-out from the experience of disruptive ads through ad blockers—it is not that they are not 
open, but rather selective of the experience they are open to.

The concept of openness in this study refers to one of the five constructs of the Big Five personality 
traits (Stajkovic, Bandura, Locke, Lee, & Sergent, 2018). Openness or openness to experience in this 
sense can be referred to as the extent to which an individual prefers to have a wide versus a narrow range 
of perceptual, cognitive, and affective experiences (Soto & John, 2017). Individuals who prefer a larger 
range of these experiences are more open, welcoming, and unhesitant in facing them. They are more 
ready and interested to learn about new information (Ramdhani, 2012). Individuals with a higher degree 
of openness are able to imagine themselves in new situations without having to personally encounter 
them at the moment (Stajkovic et al., 2018). More importantly, they are also more willing to enjoy the 
new experience (Myers, Sen, & Alexandrov, 2010). In terms of advertising, the higher the degree of 
openness, the more likely an individual will form a positive attitude towards an ad. However, this is 
truer in transformational (focus on experience) ads rather than informational (focus on information of 
the products) ads (Myers et al., 2010). In the context of sponsored stories (native advertising), people 
with a higher degree of openness tend to share ads with their friends (Clark & Çallı, 2014). However, 
it is found that individuals with a lower degree of openness may have a better attitude towards adver-
tisement in general, under the conditions that the advertisement is no longer ‘fresh’ (J. K. Lee, Lee, & 
Hansen, 2017). This means that given the chance, even individuals with lower openness degree can and 
will evaluate and form positive attitude towards advertisement.

However, although individuals can be selective in their experience, in general, a higher degree of 
openness often equals a higher degree of trust (Azam, Qiang, & Sharif, 2013). It was found that open-
ness to experience negatively correlates with privacy concerns (I. Junglas & Spitzmüller, 2006). The 
reason is that people with high openness to experience have desires to experience new things, so they 
are more relaxed with issues related to privacies especially in the first time of encounter. Only when 
the experience is deemed negative, they will start to be more selective towards new ads as time goes 
on. People with higher openness are more liberal, more open-minded, and do not mind accepting new 
ideas, so theoretically should be more accepting towards new digital stimulus provided by brands and 
the internet. Furthermore, it was found that openness to experience (positively associated with imagina-
tion and creativity) positively affects the experience of transformational ads (i.e., ads associated with 
strong affection, which appreciate one’s historicity – similar to the feature of disruptive ads – as well 
as offering transformative pleasure) (Myers et al., 2010). Based on the understanding of these findings, 
this research hypothesizes that:

H2: The higher the openness to experience personality trait, the more positive the attitude towards 
online disruptive advertising will be.

Advertisements are created with the intention to help the user makes decisions to purchase; especially 
in the digital ads, which are specifically targeted to match users’ needs and goals. If a purchase is not 
their goal, then the ads will come across as useless (and disruptive). So, aside from relevant, ads are also 
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useful in the sense that it can be used to help a person achieve their goal (purchase). If in the user’s mind 
an innovation offers gains, improvement, and convenience, the user will perceive it as useful (Gironda & 
Korgaonkar, 2018). Usefulness is not the same as to benefit, as a benefit can be any positive values, like 
entertainment, unlike usefulness that relates to an individual’s goal (Assegaff, Hussin, & Dahlan, 2011).

Perceived usefulness in this study is derived from the study formulating a theoretical model (Technol-
ogy Acceptance Model/TAM) that explains individual’s intention to use technology is shaped by their 
beliefs, such as perceived usefulness (Davis, 1989). Individual’s perceived usefulness reflects their belief 
towards systems or technology’s capability to help them achieve their designated goals (Schnall, Hig-
gins, Brown, Carballo-Dieguez, & Bakken, 2015). However, usefulness needs to be distinguished with 
benefits. Benefits are related to the positive value one feel or get. Benefits can be passively obtained or 
felt without having to act upon a situation. While usefulness, on the other hand, requires an individual’s 
interactions with a certain object. An ad might benefit an individual in many ways, but not necessar-
ily useful (Assegaff et al., 2011). It will only be helpful if the users choose to engage with it to make a 
decision. As the individual finds it more helpful, they will also be more likely to find it more favorable 
(Gironda & Korgaonkar, 2018)

Perceived usefulness is an individual’s belief in this value, which eventually shapes their attitude (Shi, 
2018). This kind of belief has the power to shape an individual’s attitude towards the object in context. 
In this sense, an individual’s attitude towards disruptive advertising can be predicted by their perceived 
usefulness. Thus, an individual’s degree of perceived usefulness towards disruptive ads will correlate 
with their attitude towards it. This research hypothesizes:

H3: The higher the perceived usefulness, the more positive the attitude towards online disruptive 
advertising will be.

HOW THE EMPIRICAL DATA WERE OBTAINED

Participants and Design

The participants of this study were 137 college students (75 males, 62 females; Mage = 23.02 years old, 
SDage = 3.367 years) in Greater Jakarta, Indonesia, recruited via convenience sampling technique. The 
design of this study was correlational-predictive, with predictors (independent variables) and criteria 
(dependent variable). The independent variables are uncertainty avoidance, openness to experience, and 
perceived usefulness of disruptive advertising. Moreover, the dependent variable is the attitude towards 
disruptive advertising.

Materials and Procedure

The measuring tool used in this research is a questionnaire – in the form of Google Form – consist-
ing of four psychological scales in Indonesian, disseminated via WhatsApp and face-to-face with the 
participants, with a cover letter that describes informed consent and brief explanation about disruptive 
advertising in the form of sentence (i.e. “Disruptive advertisements are ads with characteristics of an-
noying, appearing not in the proper place-not usual, not predictable-, and tending to take up space on 
the screen of your digital device or gadget”) and three pictures of disruptive ads modes, as showed in 
http://bit.ly/disruptiveadvertising.
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Attitude towards online disruptive advertising measurement was done by constructing a scale 
based on behavioral dimensions with 39 initial items (Krosnick et al., 1993). Examples of the items were 
(1) Disruptive advertising is smart, (2) I can be a source of information about the benefits of disruptive 
advertising, (3) There is no conflict between my mind and my heart about the goodness of disruptive 
advertising, (4) I once disseminated information about the positive impact of disruptive advertising, (5) 
Disruptive advertising is acceptable, (6) I hate people who do not support disruptive advertising (unfavor-
able item), and (7) I am sad when disruptive ads are blocked (unfavorable items). The response options 
were from “Strongly Disagree” (score of 1) to “Strongly Agree” (score of 6). The validity and reliability 
test results showed Cronbach’s α = 0.948 reliability index with corrected item-total correlations ranging 
from 0.366 to 0.696, after eliminating 3 items (final items number = 36), indicating that the scale has a 
good reliability (Cronbach’s α > 0.6), and good item validities (corrected item-total correlations > 0.250).

The measurement of the cultural value orientation of Uncertainty Avoidance (UA) at the indi-
vidual level was done by adopting the Scale of Individual Cultural Values (CVSCALE) (Yoo, Donthu, 
& Lenartowicz, 2011) which had been adapted into Indonesian consisting of 8 items (Dameyasani & 
Abraham, 2013). The examples of the items were: (1) It is important to closely follow instructions and 
procedures, (2) Standardized work procedures are helpful. The response options were from “Strongly 
Disagree” (score of 1) to “Strongly Agree” (score of 6). The validity and reliability test results show 
Cronbach’s α = 0.784 reliability index with corrected item-total correlations ranging from 0.461 to 0.637.

The measurement of perceived usefulness was performed by adapting the perceived usefulness scale 
of the Technology Acceptance Model (TAM) (Davis, 1989). This scale consisted of 22 initial items divided 
into four dimensions. The first dimension was the feelings about the benefits of disruptive advertising, 
with sample items: (1) Utilizing disruptive advertising speeds up my search for objects that maybe my 
needs, and (2) Disruptive ads slow down my work (unfavorable items, reversely scored). The second was 
the feelings of increasing performance when consuming disruptive advertising, with sample items: (1) 
Disruptive ads make me more able to empower the objects that become my preferences through certain 
feature information, and (2) The appearance of disruptive ads surprised/disturbed me. The third was 
the efficiency of doing maintenance tasks, with sample items: (1) Disruptive ads use up my internet 
quota (unfavorable item) and (2) Opening disruptive ads makes it easy for me to get information about 
a product I need. The fourth was the perception of a significant improvement in a quality of life affected 
by the technology, with sample items: (1) Reading / listening to disruptive advertisements opens new 
perceptions on trending features, and (2) I often feel negative emotions when disruptive ads appear. The 
response options were from “Strongly Disagree” (score of 1) to “Strongly Agree” (score of 6). The va-
lidity and reliability test results showed Cronbach’s α = 0.928 reliability index with corrected item-total 
correlations ranging from 0.371 to 0.765, after eliminating 2 items (final items number = 20).

The measurement of the trait of openness to experience was done by adopting the Big Five Inventory 
(BFI) which has been adapted into Indonesian consisting of 10 items (Ramdhani, 2012). The examples of 
items were: (1) is original, comes up with new ideas, (2) is ingenious, a deep thinker, (3) value artistic, 
aesthetic experiences, (4) like to reflect, play with ideas (Ramdhani, 2012, p. 200). The response options 
were from “Strongly Disagree” (score of 1) to “Strongly Agree” (score of 6). The validity and reliability 
test result showed Cronbach’s reliability index α = 0.869 with corrected item-total correlations ranging 
from 0.366 to 0.696 without eliminating items (final items number = 10).

The data obtained from the variables were analyzed using multiple linear regression analysis tech-
nique, done with IBM SPSS Statistics version 22 for Windows.
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SOLUTIONS AND RECOMMENDATIONS

The result of the study is presented in the tables below. Table 1 presents the descriptive statistics and 
bivariate correlations between variables. Table 2 presents the result of a linear regression analysis of 
the hypothesis.

Correlation analysis result shows that attitude towards online disruptive advertising is positively 
correlated with openness to experience (r = 0.043, p > 0.01) and perceived usefulness (r = 0.070, p 
> 0.01). Uncertainty avoidance is also found to correlate with openness to experience (β = 0.028, p > 
0.01). No other correlations were found.

Multiple linear regression analysis results show a similar relationship result. The regression model 
fits empirical with the data (F (3, 136) = 72.140, p = 0.000, R2 = 0.619). Uncertainty avoidance (β = 
0.060, p > 0.05) is unable to predict attitude towards online disruptive advertising.Openness to experi-
ence (β = 0.338, p < 0.01) and perceived usefulness (β = 0.668, p < 0.01) were found able to predict 
attitude towards online disruptive advertising. Thus, H1 is not supported by the empirical data, but H2 
and H3 are supported.

This present study does not find the role of Uncertainty Avoidance/UA (at the individual level) 
in predicting the attitude toward online disruptive ads. Therefore, Hypothesis 1 (H1) was not sup-
ported by empirical data. There are two possible explanations regarding the lack of empirical results to 
support H1. The first one is related to the emotion of readers. The uncertainty (timing, placement, etc.) 
nature of the ads causes emotional distress (e.g. shocked or annoyed), as discussed in the Introduction 
section. However, disruptive ads use “FUD” (Fear, Uncertainty, and Doubt) tactics (Deswal, 2015). In 
their unexpected appearance, disruptive ads initially do provide a feeling of uncertainty by showing the 
deficiencies or weaknesses of the readers of the ad. They are designed to communicate the FUD in the 

Table 1. Descriptive and correlational statistics between variables (n = 137)

No Variable M SD 1 2 3 4

1 Uncertainty avoidance 29.74 2.74 1

2 Openness to experience 45.01 6.12 0.28** 1

3 Perceived usefulness 74.91 15.50 -0.124 0.10 1

4 Attitude towards online disruptive 
advertising 122.20 23.70 0.121 0.43** 0.70** 1

* p < 0.05 ** p < 0.01

Table 2. Multiple linear regression analysis predicting the attitude towards disruptive advertising (n = 137)

Variable B SE B β t p

Uncertainty avoidance 0.515 0.484 0.060 1.065 0.289

Openness to experience 1.296 0.217 0.338 5.973 0.000

Perceived usefulness 1.075 0.087 0.668 12.343 0.000
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most effective and concise manner. This makes disruptive ads readers feel “missed” and “outdated” in 
terms of performance, appearance, and so on. However, disruptive ads somehow give a “sense of cer-
tainty” through ads contents in an immediate (within seconds) way of offering alternative products or 
services which reinforce the readers’ self-esteem or self-confidence by just a click away.

The feature of disruptive ads, namely “ads [that] are shown to the people most likely to care about 
the content”, is even further enhanced by Machine Learning (Olmedilla, 2016). Such ads increasingly 
have “integrity”, in the sense of improving their quality continuously. The designers of disruptive ads 
have also created various techniques for overcoming banner blindness, or ignorance of ads, such as by 
creating banners that provoke interaction (not monologues) and using retargeting disruptive ads at a 
certain level (which does not end up with rejection). They are not being avoided due to their nature of 
uncertainty because people are already familiar with their nature. Unless they come in a new form that 
is more surprising then what we already experienced, it will be less likely to be deliberately avoided. 
Examples of disruptive ads could be found at the Mobile Ads web page (MobileAds Com, 2018). The 
ads have been around for so long, it gives people time to evaluate and prepare a strategy to cope with 
them (Ketelaar et al., 2018). Individuals most probably know what kind of actions will trigger these 
ads, and upon encountering them, they can click away, use ad blocks, or just scroll past it. The process 
is very prearranged. This is an application of the concept of “predictable disruption” (Accenture, 2016). 
Ecosystem of disruption always finds equilibrium; in addition to its technical sophistication, disruption 
seeks to stay connected to customer needs by optimizing “tailored marketing message to users” (Zha & 
Wu, 2014, p. 17). Those uncertainty-certainty paradoxes of disruptive ads make UA unable to predict 
the attitude.

This study finds that the personality trait of openness to experience is able to predict the attitude 
towards online disruptive ads in a positive direction. Therefore, Hypothesis 2 (H2) was supported 
by empirical data. The results of this study confirm the positive direction of the prediction. Openness 
was negatively correlated to change resistance, tradition attachment, but positively correlated with 
novelty-seeking and innovation (Clark & Çallı, 2014). However, the limitation of this finding needs to 
be watched out for. Openness was moderated by the experience of participants who found it difficult to 
interpret ads contents, especially the vague and indirect ones, as well as the ones which did not provide 
meaning guidance (Ketelaar, Van Gisbergen, Bosman, & Beentjes, 2010). Ads of this type display their 
contents (not timing) and are not like advertising, even though they actually are; this is referred to as 
“open ads”. Therefore, the generalization of the results of this present study on the positive correlation 
between openness and attitude towards disruptive ads is limited in the context of disruptive ads that have 
clear messages, meanings, and objectives to the consumers only.

Openness correlates with “intellectual curiosity, aesthetic sensitivity, unconventionality, and thrill-
seeking” (Chamorro-Premuzic, 2017, para. 10). Meanwhile, “With their features and the exaggerated 
way of their presentation, the ‘ugly models’ in the advertisements embody this disruption of the beauty 
ideal in advertising” (Buller, 2014, p. 49). This shows that unconventionality and aesthetic sensitivity 
can even make someone understand ugliness, an analogy to the disruption of an individual’s beauty ex-
pectation (S. Bell, 2018), as a part that composes aesthetic systems and sees them as interesting. Thus, 
people with higher openness will be increasingly receptive to disruptive ads. Furthermore, thrilling 
and thrill-seeking are two qualities of important trends of disruption that makes people want to engage 
themselves with disruptive products (Barnett, 2017). The thrill-seeking phase occurs as part of the learn-
ing process in which the curve could be visualized in the form of an ‘S’ (Johnson, 2016). In a section 
entitled “Psychology of Disruption”, it is explained that “Disruption can feel a bit scary, but the payoff 
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of career growth and personal achievement makes overcoming the fear factor well worth it” (Johnson, 
2016, p. xxvii). Using the analogy of personal disruption, this is the psychological dynamics that occur 
in people with high openness when addressing the surrounding disruption, including disruptive ads, as 
people with higher openness are able to see opportunities and usefulness potential in disruptive ads.

This study finds that perceived usefulness is able to predict attitude toward online disruptive 
ads in a positive direction. Therefore, Hypothesis 3 (H3) was supported by empirical data. Science 
data used algorithms (e.g. embedded in social media) that were capable of understanding the personali-
ties and behavioral trends of social media users (e.g. pixels) (Sumpter, 2018). Algorithms then offer 
(through ads) news, products or services which “correlates” with the personality or trend. Both political 
and economic messages can be targeted to individuals based on the correlation analysis. This targeting 
can meet the needs of consumers or “create” (“manipulate”) their needs so that they feel that their needs 
are noticed through ads. They can then execute their goal in a better manner based on the suggestion, 
such as purchasing certain products within certain periods or with a certain way to gain more benefits. 
With such intelligent disruptive ads appearing, individuals can feel facilitated in making better decisions 
and keep informed about issues, products, services that are relevant, important, even urgent to them. 
It is not surprising that perceived usefulness from the users’ sides supports a positive attitude towards 
disruptive advertising.

The perceived usefulness of advertising cannot be separated from the social context. Social norms, 
the “behavioral standards that basically share ideas regarding the way that a member of a group should 
behave in certain kinds of situations” (Jafari et al., 2016, p. 58), affect the perception (Abraham & Tri-
mutiasari, 2015). The algorithm of current disruptive ads accommodates social norms elements. This 
reinforces the explanation for why perceived usefulness can predict attitude toward disruptive ads. A 
study experimentally communicated openly the algorithmic process of ads; in other words, it improved 
“the opacity of algorithmic ad tailoring” (Eslami, Krishna Kumaran, Sandvig, & Karahalios, 2018, p. 
1). They found that the increase was able to raise positive affective responses to the ads algorithm. A 
consumer can have a higher perception of control and trustworthiness for ads that are able to explain 
that the contents of it come from clear social information. Disruptive ads can be an analogy of social 
robots (Carlucci, Nardi, Iocchi, & Nardi, 2015), which have algorithms that are able to capture explicit 
social representation and integrate it with the intelligence of ads so that it can interact with humans ef-
fectively. What is meant by social norms in this context is the real data (Keller, 2015). The word reality 
should be placed in quotes because it could be a false consensus created by the ads (Jafari et al., 2016).

The high level of perceived usefulness and openness traits detected in certain groups of people could 
be optimized by the online marketers to bring to the groups experiences of two or more different brands 
combined in online disruptive advertising, such as exposure of, simultaneously, “Diet Coke and Dunkin 
‘Donuts; ... Kraft Mac and Cheese and Levi’s” (Mullen, 2015, para. 6).

CONCLUSION AND LIMITATION

This study is designed to measure factors influencing the audience’s attitude towards online disruptive 
advertising. This study incorporates some of the most theoretically relevant aspects of cultural values 
(uncertainty avoidance), personality traits (openness to new experience), and perception of technolo-
gies (perceived usefulness) in the analysis. This study found that openness to experience and perceived 
usefulness is able to predict the attitude towards online disruptive advertising, but uncertainty avoidance 
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was not. These findings provide an understanding of how the audience’s openness to new experience 
influences their attitude towards advertising that might disrupt their online activities, as new experience 
is what marketers and advertisers want to provide to their audience. To avoid being blocked by their 
audience, keeping the content of the ad informative and creative becomes the key. Keeping content fresh 
and focusing on how to keep the audience open-minded is important. This is supported in the second 
finding, as the audience will evaluate an ad positively if it provides useful information that might ben-
efit them. This study suggests that brands refrain from creating ad content that only shows buzzwords 
with a call to action to engage in their product. Instead, meaningful and insightful content should be 
prioritized. Information on discounts, features, and how the advertised objects solve problems should 
be communicated in the ads (such as the practice of native advertising) to counter-balance negative feel-
ings that might come from the experience-disrupting deliveries. These findings can serve as the base of 
formulating digital marketing campaigns in the future for marketers and advertisers.

This study also presents a set of limitations. First, the study has not incorporated other aspects of 
cultural values and personality traits in this study. Other variables such as collectivism or agreeableness 
might also influence an individual’s attitude towards advertising. Secondly, because the participants of 
this study came from the Indonesian population (South-Eastern Asian society), especially college stu-
dents, the generalization of the results of this study might be limited to this specific demographic group, 
i.e. Generation Z. Subsequent research can be done on alternative populations, namely baby boomers, 
generation X, and generation Y, in Western or other parts of Eastern societies. Thirdly, this study only 
measures the attitude towards the disruptive ads, but have not measures actions taken after being pre-
sented the ads (intention to engage) or the brand image perception as a whole. Last but not least, this 
study measures online disruptive advertising in general. Different formats of advertising might induce 
different reactions and evaluations, making A/B testing an important task to obtain accurate data to be 
shared and processed across platforms.

FUTURE RESEARCH DIRECTIONS

The contribution of this study is to make the relatively permanent self aspects (openness to experience) 
and less permanent (vulnerable to manipulation, such as perceived usefulness) as psychological pre-
dictors of attitude – which are important to be understood in the world of marketing and trade and the 
new economic world – largely intervened by algorithms. Marketers can be more empowered to use this 
psychological information to support their quality activities. Considering the finding in this study in 
setting up the data-collecting algorithm and ad content delivery may help in gathering more qualitatively 
accurate data and maintain the same level of perception among the audience by spending wisely and 
choosing the right channel or way of delivery. A study by Forbes Insights (2017) has shown that over 
60% of marketers across various industries have used data to shape their marketing campaigns, and over 
90% have felt little to significant improvement in their marketing campaign by accurately spending their 
marketing budget on the right communication channels.

The uncertainty-certainty paradox inspires marketers to further disseminate algorithms capable of 
rapidly arousing consumers’ anxiety about their self aspects that are “overlooked, but supporting their 
performance” all along, but which at the same time answer the anxiety through online ads contents, cer-
tainly with methods that can still be accounted for ethically. Future researchers could use those findings 
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to build more comprehensive models of the attitude towards disruptive advertising, perhaps by analyzing 
a real set of data shared across data co-op platforms.
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KEY TERMS AND DEFINITIONS

Attitude Towards Online Disruptive Advertising: Individual’s evaluation regarding online adver-
tisement practices that appears in the midst of their online activities.

Big Five Personality Traits: Theory of personality that explains every individual’s personality 
can be analyzed by looking at five main universal traits: Openness, Conscientiousness, Extraversion, 
Agreeableness, and Neuroticism.

Disruptive Advertisement: Advertisements that disrupt the audience’s online activities, usually by 
appearing suddenly in-between contents or as pop-ups.

Openness to New Experience: One of the Big Five Personality Traits indicating individual’s degree 
of willingness to accept and engage in a new experience.

Perceived Usefulness: Individual’s perception of the degree a technology or tool is able to help them 
achieve their goal.

Technology Acceptance Model: Theoretical model that explains factors predicting an individual’s 
acceptance towards new technology or tools, consists of behavioral intention, attitude, perceived useful-
ness, and perceived ease of use as the theoretical foundation.

Uncertainty Avoidance: Individual’s tendency to avoid elements of uncertainty, usually measured 
as a part of their cultural values.
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ABSTRACT

The aim of this chapter is to investigate the firm-related factors that moderate the effect size of corporate 
scandals that brands are faced with at times. The issue is analyzed from consumer market and capital 
market perspectives. An extensive literature review is presented to reveal the existing viewpoints and 
applications in this aspect. Among the firm-specific factors discussed are brand equity, firm size and 
industry, corporate reputation, social responsibility, CEO traits, source, and timing of disclosure. It is 
concluded that although brand scandals are hard to control, depending on various conditions related 
to both the firm and industry, their effect size can at least be managed with a proactive approach, which 
is handled at the strategic level.

INTRODUCTION

More challenging than achieving growth is sustaining it for a long time in today’s highly demanding 
economic environment. The real challenge does not lie in having a wide and profitable customer base 
anymore. It is more related to building an effective relationship based on collaboration with your custom-
ers, involve them in the production process and co-create with them. What is of critical importance in 
doing all these is accountability on the firm side. It would be hard to trace sustainable development in 
an environment where the corruption of the public officials, poor management of resources, leadership 
challenges and resulting lack of accountability prevail (Gberevbie, Joshua, Excellence-Oluye, & Oyeyemi, 
2017). In a similar vein, sustainable development would be a challenge in an informal organizational 
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structure, which lacks the ethical cultural dimension of supportability for employees experiencing trust 
and respect to adopt certain ethical norms and rules (Zaal, Jeurissen, & Groenland, 2019). For this reason, 
it is considered to be a must to question the unethical behaviors in which firms may get involved from 
time to time in order to have an idea of the business sustainability in a collaborative economy today.

The aim of this paper is to investigate the differential effects of brand scandals that firms face in 
consumer markets and capital markets, as well as locating the firm-specific variables framing these ef-
fects on both markets. To this end, an extensive literature review regarding the impacts of brand scandals 
on these two market types is presented. The firm-specific factors, such as firm size and industry, brand 
equity, corporate reputation, and CEO traits, are further investigated as to their effects on the extent 
of these scandals. The study is concluded with the discussion of the conceptual viewpoints presented.

CONCEPTUAL BACKGROUND

What is a Brand Scandal?

The circumstances which lead to public controversy and threaten the corporate identity of the brand can 
be referred to by different names in the literature. Some examples include product-harm crisis (Dawar 
& Pillutla, 2000; Klein & Dawar, 2004); brand failure (Cheng, White, & Chaplin, 2012); brand crisis 
(Custance, Walley, & Jiang, 2012; Pace, Balboni, & Gistri, 2014); brand scandal (Roehm & Tybout, 
2006) or corporate scandal (Jory, Ngo, Wang, & Saha, 2015; Kuhn & Ashcraft, 2003; Lee & Fan, 2014). 
Also, it is not uncommon for within-firm cases that draw negative public reaction to be called as bad 
news in general (Mendenhall & Nichols, 1989; Skinner, 1994). Regardless of the different terminology 
used in reference to the root of the public event, they are agreeably found to make an adverse effect on 
the corporate brand, and the efforts to rescue the brand are handled at the corporate level (Greyser, 2009, 
p.591). In this regard, the examples of brand scandals include Pan Pharmaceuticals’ withdrawing a large 
portfolio of its medicines, Toyota’s recall crisis, Enron’s financial misdeeds, Coca Coca’s contamination 
scandal in 1990s, Tyco International’s fraudulent CEOs, WorldCom’s accounting scandal and eventually 
Volkswagen’s emission scandal out breaking in September 2015.

“A corporate scandal is broadly defined as an act knowingly committed by a company with the intent 
to deceive stakeholders, regulatory agencies and/or the public” (Tanimura & Okamoto, 2013, p.39). By 
another definition, it is “a scandal involving allegations of unethical behavior by people acting within 
or on behalf of a corporation” (Sivakumar, 2011, p.154). Brand scandals vary in the nature of the ele-
ment or person subject to the controversy. Greyser (2009, p.591) in his research defines 9 main types 
of corporate brand crisis; product failure, social responsibility gap, corporate misbehavior, executive 
misbehavior, poor business results, spokesperson misbehavior and controversy, death of symbol of the 
company, loss of public support and controversial ownership. Although differing according to the causes 
related, the common ground making these crisis types life-threatening is “’the essence of the brand’, i.e. 
the distinctive attribute/characteristic most closely associated with the brand’s meaning and success” 
(Greyser, 2009, p.592).

As equally important as the basic causes of brand scandals are their implications in different market 
types. Karpoff, Lee, and Martin (2008, p.601) find in their study on the penalties that the firms are 
confined to pay following a brand scandal that those deriving from the market itself is 7.5. times higher 
than those from the legal system. When the scandal breaks out, the firm loses each dollar that it inflates 
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its market value, together with an additional 3.08 dollar, 0.36 of which comes from the legal penalties; 
and 2.71 of which comes from the lost reputation. Thus, the main addressee of any brand scandal can be 
said to be the market with different customer portfolios. It is anticipated in this study that brand scandals 
will differ in character in consumer markets and capital markets, together with their life span, financial 
outcomes, managerial responsibilities to be needed and necessary precautions to be taken to alleviate 
their negative effects.

Theoretical Perspectives for Brand Scandals

In their study on brand scandals involving CEOs, Jory et al. (2015) mention two basic theoretical ex-
planations to justify such misdeeds. According to transaction cost economics, agents, i.e. employees, 
who are characterized as self-centered, greedy, etc. will commit corporate crimes in their attempt to 
maximize their own utility at the expense of other stakeholders. The resource-based view, on the other 
hand, suggests that some organizations are inherently prone to deceptive and fraudulent behaviors due 
to their organizational cultures, routines and competitive nature. Kuhn and Ashcraft (2003) mention the 
third factor as a causal agent, i.e. market capitalism. Accordingly, in an effort to meet financial analysts’ 
demands for positive short-term results, some managements are urged to deceive investors by manipu-
lating the performance reports, and the investors, analysts, and directors may turn a blind eye to such 
questionable corporate practices in the face of positive investment returns. Similarly, Kochan (2002, 
p.139) asserts the root cause of the current corporate scandals [in the US context] as “the overemphasis 
American corporations have been forced to give in recent years to maximizing shareholder value without 
regard for the effects of their actions on other stakeholders”.

Kochan’s (2002) argument originates from two distinct viewpoints regarding the basic unit that the 
brand can be held responsible for ensuring its value proposition. These viewpoints are also discussed in 
the literature as the justification for such firm actions as brand/corporate scandals. Firstly, shareholder 
theory asserts that the corporate executive is the agent of the individuals who own the corporation or 
establish the institution, and he is responsible to them (Friedman, 1970). While positioning sharehold-
ers as the main beneficiary of the overall trading activities, the theory does not, however, abandon the 
ethical considerations that the business is free to design its activities as to increase its profits so long as 
it engages in open and free competition without deception or fraud (Carson, 2003). Shareholder theory 
has been criticized in a growing body of literature known as ‘stakeholder theory’ which was coined by 
R. Edward Freeman (1994). Treating stakeholders as ends, rather than mere means (Freeman, 1994), the 
theory argues that a corporation has direct responsibilities to stakeholders such as employees, financiers, 
suppliers, customers and communities, and not just to shareholders. Adopting a more extensive outlook 
along the value chain, the theory acts as a control mechanism as to both the short term and long term im-
pacts of firm actions. Regarding the practicality of the theory, Carson (2003, p.390) however, asserts that 
it includes no mentioning of the prohibition against the fraudulent activity on the side of the corporation.

The executives at Enron and WorldCom might conceivably have “rationalized” their actions by appeal 
to the stakeholder theory. (The rise in stock prices brought about by creative accounting did, for a time, 
seem to promote the interests of many stakeholders, including employees who owned stock.)

Thus, the stakeholder theory by Freeman (1994) needs some limitations on the interests of its stake-
holders just like the shareholder theory by Friedman does on the interests of its shareholders.
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Information Asymmetry in Markets

“Investors look for signs [or signals] to differentiate between high- and low-quality firms” (Jory et 
al., 2015, p.1724). These signals transmit information from sellers to buyers, or in other words, from 
those individuals having more information to those having less as a result of the information gap in the 
market (Spence, 2002). Such signals are important because they reveal information about unobservable 
characteristics to an uninformed agent (Ndofor & Levitas, 2004). Thus, more signals can be asserted to 
help in narrowing the information gaps regarding the product quality existing in many markets including 
consumer durables and capital markets. This also means that firms which possess different knowledge 
bases do not need to divulge or transfer them directly; they can convey their value by different signals 
in the market (Ndofor & Levitas, 2004, p.686); and these signals reveal information about unobservable 
characteristics to an uninformed agent (Ndofor & Levitas, 2004, p.688). This quality identification prob-
lem by means of signals is so important that Akerlof (1970) emphasizes in his classic lemons example 
that purchasers’ unwillingness to buy a certain product, used cars in his example, due to their uncertainty 
about its quality would drive the market out of existence.

These informative signals can be either positive or negative in nature within the context that the 
market dictates. The existing literature accommodates a consensus that negative informative signals 
often lead to more severe market results than positive ones do. It may be due to the fact that people tend 
to prioritize negative information more than positive information in their evaluations of a target (Fong 
& Wyer, 2012; Lei, Dawar, & Gürhan-Canlı, 2012). Thus, it is reasonable to consider that the effects 
resulting from a brand scandal involving the firm or its CEO will be harsher than those resulting from 
good news such as market earnings, corporate success, and higher dividends. For this reason, the signals 
intended to deal with the negatives at the corporate or brand level differ in nature, thus entail more effort 
to understand in different market levels.

Bad Apple, Bad Cases or Bad Barrel?

For many years, the unethical behavior on the corporate side was considered to fall into the fields of 
philosophers, thus overlooked from an organizational viewpoint. With the proliferation of such deeds, 
and upon the comprehension of their extensive effects onto the industry, economic and legal systems 
as well as the society, brand scandals have attracted attention across different disciplines, and studies 
have mounted up. A serious number of such studies tend to probe into the antecedents of, or the factors 
leading to the corporate misdeeds. More recent and alternative approaches to stakeholder and share-
holder theories tend to investigate the issue from a multi-layered perspective, including individual-level, 
organization-level, and context-level variables. Using a meta-analytical approach, the study by Kish-
Gephart, Harrison, and Trevino, (2010) identifies three groups of factors; individual factors (coined 
as “bad apple”), unethical issue itself (“bad cases”), and organizational environment (“bad barrels”). 
The bad apple argument says that the corporate scandals arise as a result of a few dishonest individuals 
whose actions differ by such factors as cognitive moral development, idealism, locus of control besides 
the demographics of age, gender and education. Highly idealistic individuals, for instance, tend to stand 
against harming others when faced with an ethical dilemma; or high levels of job satisfaction are gen-
erally negatively correlated with workplace deviance (Judge, Scott, & Ilies, 2006). The studies which 
investigate the effect of demographics especially gender and age, however, differ in their results indicat-
ing no specific relation between such demographics and propensity to behave unethically. On the other 
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hand, Breen (2000) extends the bad apple argument into a religion-based context and investigates the 
corporate scandals that some Catholic priests got involved in in a wider context including individuals, 
groups, and society as a whole.

The bad case argument offers a context-specific investigation that asserts that the moral issue char-
acteristics differ by the specific contextual factors that the individual faces, such as the concentration of 
effect, magnitude of consequences, proximity and social consensus. According to Jones (1991), tendency 
to behave in an unethical way is inversely related to such context-based factors as the total harm to the 
victims of unethical behavior; the degree of peer agreement against such behavior; the likelihood that 
the action will be harmful; and time span before the results of unethical actions are realized.

Thirdly, according to the bad barrels argument, a more generalized environment such as egoistic 
ethical climate, benevolent ethical climate, ethical culture and code of conduct have an effect on the 
unethical choices. According to Martin and Cullen, (2006), less probability of misdeed is expected in a 
corporate climate where certain forms of ethical reasoning are accepted as standard by the members, as 
opposed to that driven by a normative push to make self-interested choices.

No matter how independently each of the three main categories of antecedents for corporate scandals 
works, they interact to a certain level and form the unethical intention as an antecedent of unethical 
behavior. Their effect size is also expected to be highly dependent on the organizational culture in that 
certain cultural setting may be relatively more open to “accept” such misdeeds than others. Culture, in 
this sense “upholds standards and enforces the following of the rules fostering ethical behavior from 
employees” (Askew, Beisler, & Keel, 2015, p.110). In other words, it acts as a superior mind that assists 
or even dictate certain codes of conduct to be shared and implemented in the organization.

REFLECTIONS OF BRAND SCANDALS ON MARKETS

Capital Markets

Among the earliest researchers attracting attention to the implications of negative and positive informa-
tion on the market, De Bondt and Thaler (1985) explain the situation by the propensity to overreaction. 
Accordingly, investors show a tendency to overreact to unexpected and bad news, i.e. they overweight 
recent information and underweight base rate data, which may result in severe losses. Taking the overreac-
tion hypothesis one step further, Dissanaike (1997, p.45) asserts in their empirical study that if investors 
routinely overreact to news, past stock market losers become winners, and past winners become losers. 
In another study on the earnings-related disclosures made by a random sample of 93 Nasdaq firms dur-
ing 1981-90, Skinner (1994) found that the capital market reaction (stock price) to bad news disclosures 
was greater than that to good news disclosures. Testing the effects of management forecasts of bad and 
good earnings in the US context, Lacina and Karim (2004) ascertain that the stock market reaction is 
significantly less negative when management forecasts of bad earnings are followed by management 
forecasts of improved long-run earnings expectations.

Brand scandals constitute negative signals in nature for investors regarding the quality of the brand 
and/or corporate entity in question. A good majority of prior works point out that markets react nega-
tively to claims of brand scandals. In his study examining the effect of enforcement actions of the U.S. 
Securities and Exchange Commission (SEC) against the listed companies, Nourayi (1994) identifies a 
negative market reaction to the announcement of investigations, which is deducted from the stock price 
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changes as the indicator for the enforcement effect. The violations of disclosures and record-keeping 
requirements were found to have larger market reactions than violations of other kinds. Long and Rao 
(1995), on the other hand, investigate the effect of such unethical conduct as bribery, illegal payments, 
employee discrimination, environmental pollution and insider trading on shareholder wealth. The re-
sults reveal that the effects are significantly negative and long-lasting up to approximately one month 
following the announcement of the misconduct due to possible increases in monitoring costs and risks. 
In a more recent study, Lee and Fan (2014) probe into a series of scandals in Taiwan between 16 June 
and 15 September 2004 and empirically prove the distinctive severity of the scandals on the small and 
medium individual investors. The results show that an outbreak of such continuous scandals leads to a 
significant number of investors to cease trading altogether in their original portfolios during the scandal 
period, even if the firms in these portfolios are not directly linked with the scandal.

Consumer Markets

Information asymmetry exists in consumer markets and can affect the relationship between the sided as 
much as in capital markets. Especially in the markets where consumers cannot verify product quality and 
producers (or executives) are more advantageous than consumers in information possession, the reper-
cussions of brand scandals can be expected to be more severe. In many consumer markets, consumers 
do not have access to systematic information and are informed only when a product quality falls below 
the expected limits, for instance in the case of a product safety call (Freedman, Kearney, & Lederman, 
2012, p.499). It may further cause a spillover effect if consumers use the present information in adjusting 
their expectations from the other products in the market, thus shifting the market dynamics altogether. 
In the case of Toyota recall, for instance, the effects of the scandal might have further extended if the 
majority of the consumers had reflected the malfunction onto the Japanese market as a whole and been 
persistent in their views.

Another impact of a brand scandal occurring in a consumer market is likely to be on the customer-
based brand equity of the firm in question. In their study on a product-harm crisis involving a dominant 
instant coffee brand (discovery of fragments of glass in canisters of instant coffee), Dawar and Pillutla 
(2000, p.220) revealed that consumers’ prior knowledge and expectations of the firm have an effect in 
their evaluations of the scandal. Purchasers of the crisis brand were found in the study to be more sensi-
tive to firm response than to the risk inherent in the defective product, while purchasers of other brands 
focused more on product risk perceptions [not firm response]. In either case, the harm that the scandal 
caused to the brand was through weakening the brand equity.

A more direct outcome of a brand scandal (product-harm crisis in this case) can be on brand per-
formance and market structure. In their study on Nestle’s product-harm crisis dated 2005 for their milk 
powder sales in China, Ma, Zhang, Li, and Wang (2010) found out that the stationary market structure 
before the crisis did not turn to normal even after 4 months after the outbreak. The observed purchase 
frequencies, penetration, and market share of the brand were significantly lower than the estimated 
measures both during and after the crisis period. Besides the significant drop in such market indica-
tors, the researchers further showed that some of the customer portfolios of Nestle were distributed to 
a number of non-crisis rival brands, as opposed to the arguments about the possible spill-over effects 
of brand scandals.
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Firm-Specific Moderators in Brand Scandal’s Effect Size

Although many prior works indicate that market reaction to corporate wrongdoings is most of the time 
negative, it is difficult to assert that reactions are uniform (Janney & Gove, 2011). This mainly derives 
from the fact that many factors may alter and even reduce the value and veracity of the signals inform-
ing investors about the quality of the brand they invest in (Ndofor & Levitas, 2004, p.698) or consum-
ers about the product that they intend to purchase. Thus, any brand scandal together with the resulting 
implications should be evaluated within the context of its occurring.

Much of the existing literature tends to look into the effect size of the brand scandals in a multi-
layered approach, which includes both micro and macro-level variables. Accordingly, the factors that 
strengthen or downsize the effects of a brand scandal can differ in nature in that some of them stem from 
the industry in which they operate such as supply networks, characteristics of delivery agents, rivalry or 
substitutes while some others originate in more of a macro perspective such as the economic outlook, 
regulatory system, and ecological perspective. The remaining but equally significant factors are firm-
specific, that is, arising from the operations or preferences that firms involved in, such as firm size and 
industry, corporate social responsibility actions, timing and source of disclosure; in the implications 
of these operations or preferences, such as brand equity and corporate reputation; and in CEO-related 
variables such as CEO traits and demographics.

The factors being the subject to this study are the last group, namely firm-specific factors having an 
impact on the extent of brand scandals in terms of their success or failure. Regarding the methodology 
behind their selection, a meta-analytical approach has been followed; a number of academic studies 
published in many leading journals in the field were investigated within a large time frame starting from 
the 1970s. Only the firm-related variables presented as possible moderators impacting the effect size of 
brand scandals were grouped and discussed below.

A theoretical model for the discussion point is presented below (Figure 1).

Firm Size

Firm size contributes to a firm reputation through greater name recognition (Willians & Barrett, 2000), 
which is mentioned in many studies as an asset for the firm to alleviate the negatives of a brand scandal. 
Larger firms are most probably known by a larger consumer base than smaller ones, which will boost 
their corporate reputation. This further signals a link between firm size and the effect size of a brand 
scandal in that firms depending on their size may reveal different practices in their operations, such as 
more transparency in their public statements, more involvement in SCR activities, positive brand image 
among customers and larger media coverage.

According to Jory et al. (2015), the size of the firm matters in the propensity to corporate scan-
dals. In their study on the scandals deriving from the CEO’s misdeeds, the researchers found out that 
scandal-prone firms were usually large ones with insiders in critical positions and where the value of 
options awarded to managers was high. Thus, they conclude that firms with substantial cash as firm 
resources were less likely to be affected by such scandals; even if they were, they could get rid of the 
adverse effects more quickly. Similarly, Baucus and Near (1991) tested the illegal acts using event his-
tory for a period of 19 years and found that large firms operating in dynamic environments tended to 
behave illegally more than firms with poor performance. Conducting a research on the link between the 
corporate values and the scandals in the banking industry, Ehrenhard and Fiorito (2018) also indicated 
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that although the largest banks under investigation seem to focus on clients more than smaller ones, 
probably due to their international presence, they were less inclined to be transparent in their business 
operations, with none of them mentioning transparency as a core value in their statements. Out of the 
25 largest European banks investigated, only those with social inclusive principles were found not to 
get involved in large-scale scandals.

Brand Equity – Corporate Reputation

Defined by Aaker (1991) as the set of assets and liabilities that can be attached to a brand that adds to or 
subtracts value, brand equity is a function of customer expectations and firm actions. Its significance in 
terms of firm-customer relations derives to a large extent from its invaluable and fragile nature (Dawar & 
Pillutla, 2000). This fragility is especially evident in the case of a brand scandal where the initial market 
response is almost all the time manifested by a sharp and sudden drop in firm value accompanied by a 
drop in market sales, as an indication of deteriorated firm brand equity.

Albeit its vulnerability at the time of the unexpected disclosure of a firm’s misdeed, brand equity that 
consumers possess for a given firm/brand can also serve as a shield to ward off the negative outcomes 
of a brand scandal. A recent experimental study on a product-harm crisis involving a personal computer 
brand (Rea, Wang, & Stoner, 2014) showed that although a significant decrease in customer brand equity 
level was recorded following the disclosure, its effect size was less for the high-equity brand. Furthermore, 
the loss in consumer perceptions for this high-equity brand was significantly smaller than that for the 
low-equity brand. A similar experimental study was conducted in the context of a product-harm crisis 
for a beer brand (as considered to be relevant and familiar to the experiment setting involving students) 
by Lei et al. (2012). The researchers revealed that participants attributed less blame and higher brand 
trustworthiness for the brand for which they had positive prior beliefs if the crisis was said to be similar 
to others in the industry.

Figure 1. Theoretical Model
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A related concept to brand equity in consumer evaluations of a brand scandal is corporate reputation. 
Both concepts refer to the prior evaluation of a given firm/brand on the side of consumers (Siomkos & 
Kurzbard, 1994). The researchers indicated that high levels of a reputation for a firm caused a lesser 
degree of reduced future sales. Similarly, a study was conducted by Grunwald and Hempelmann (2010) 
in a fictitious context of product recall situations involving serious health and safety risks to the con-
sumers in Germany. Findings showed that a high reputation of quality positively affected the company’s 
responsibility, and thus protecting the firm from further damage.

The common ground in all these studies is that positive knowledge about the firm through sound brand 
equity and/or corporate reputation prior the scandal (or “reputational capital” as stated in the study by 
Coldwell, Joosub, and Papageorgiou, 2012) has a buffering effect in the process following it. Thus, their 
impact on the brand in terms of mitigating the effects of scandal is expected to be significant especially 
when the consumers are emotionally involved (Custance et al., 2012).

Firm Engagement in Corporate Social Responsibility

Akerlof (1970) in his influential article titled “The market for “lemons” pays attention to the informa-
tion asymmetry between the parties in an economic exchange, which overturns the market in the long 
run in favor of the “lemons” (bad cars). In order to decrease this asymmetry and get protected against 
the lemons, consumers look for clues that may help them to distinguish between high quality and good 
quality firms. To this end, engaging in social responsibility projects on the firm side is seen as a good 
way of giving such a clue to consumers. Recently has there been a growing interest in firms’ engaging 
socially responsible projects as a manifestation of their corporate reputation in the community as well 
as in the strategic management and marketing literature. There is a good body of literature showing that 
the social responsiveness of firms is positively linked with their corporate reputation alongside customer 
willingness to pay price premiums for the products of those firms socially active (Brammer & Pavelin, 
2006; Fombrun & Shanley, 1990). In this regard, corporate giving acts as a catalyst to enhance positive 
corporate identity, which helps to safeguard against the effects of the scandal.

It is, for this reason, reasonable to surmise that this tendency to esteem firms’ benevolence for the 
society will reflect on the market reactions following a scandal revelation. Examining firms’ prior ethical 
stance through their CSR initiatives for the stock option backdating scandals involved, Janney and Gove 
(2011) found that an enhanced overall reputation for CSR activities helped firms in question to buffer 
from scandal’s negative outcomes. If, however the prior emphasized dimension of the firm’s ethical 
attitude or core identity was the very subject of the scandal, then the market reaction to this was found 
to be harsher and bear greater negative effects. In a similar vein, Willians and Barrett (2000) indicated, 
in their study looking at the link between corporate giving and corporate crime that corporate giving 
acted as a significant moderator. The extent of firm reputation impairment following a brand scandal 
was diminished through corporate philanthropy. Validating the results of many previous studies about 
the positive moderating effect of CSR on consumers’ crisis evaluation, Klein and Dawar (2004) further 
extended the topic as to include a significant mediating factor; CSR-sensitivity. Accordingly, regardless 
of the intensity of the firm CSR activities, the negative effects of the crisis were found to be mitigated 
only for CSR-sensitive consumers.
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Source and Timing of Disclosure

How a market reacts to a brand scandal depends on the actions taken in connection with the scandal 
besides other factors (Janney & Gove, 2011). As two of these actions are considered to be particularly 
important; the timing [when the firm makes it public – as soon as it learns it or after some time?], and 
source of a disclosure [is it a self-disclosure or others break the news?]. First, being proactive for the 
firm faced with a brand scandal is suggested as the best approach rather than a “wait and see” attitude 
as experienced in the Volkswagen scandal in 2015 when the management was under harsh criticism 
for not responding in time. Second, there are certain costs of making the fraudulent act public by the 
firm such as” potential fracture in shared identity between the firm and an investor”. On the other hand, 
“being ‘outed’ by a regulatory body can lead to a perception of the firm attempting (and failing) to hide 
bad news, further damaging the shared identity” (Janney & Gove, 2011, p.1571).

Suggesting a similar approach for the prevention of large stock price declines, Skinner (1994, p.40) 
justifies the practicality of voluntary and proactive attitude on the firm side when faced with a corporate 
scandal stating;

if the information is disclosed “voluntarily” (prior to the mandated release date), it is more difficult for 
the plaintiff, who does not know for sure when the manager first received the bad news, to argue that 
the manager withheld information. Second, disclosing early limits the period of nondisclosure, thereby 
reducing the damages that plaintiffs can claim.

Thus, releasing the bad news early may help the firm in two ways; it prevents the arguments that 
the firm/manager did not inform the public in time, and it reduces the size of the plaintiff as well as the 
expected cost of the suit. In a similar vein, Mercer (2004) emphasized the timing of the disclosure, - 
among other disclosure characteristics such as precision, venue, amount of supporting information and 
inherent plausibility -, as an important element of disclosure credibility.

CEO Traits

Pinto, Leana, and Pil (2008, p.686) define two types of organization-level corruption. One involves the 
individual or organization as the beneficiary of the corrupt activity, and the other involves a corrupt 
behavior undertaken by an individual actor or two or more actors. Thus, the researchers make the distinc-
tion regarding a brand scandal on the basis of the individual and organization. The individual-involved 
scandals “refer to the deliberate actions taken by management at any level to deceive, can, swindle, or 
cheat investors or other key stakeholders” (Zahra, Priem, & Rasheed, 2005, p.804). Although it men-
tions those individuals at any level of the management, many scandals of this type, especially those 
occurring in large multinationals, involve CEOs as the main actor and can take such labels as white-
collar crime, management fraud, managerial vice or illegal behavior. It is also seen that many studies in 
the field investigate the effect of CEOs as the antecedent of a brand scandal, where CEOs’ personality 
traits, personal ambitions, management capabilities and/or dispositions are taken as the direct cause of 
the scandals. Zona, Minoja, and Vittorio (2013) showed in their study on the case of Banca Popolare 
di Lodi, an Italian bank, that the CEO’s personal traits may interact with corporate strategy and stake-
holders’ cohesion. Instead of asserting that certain environmental contexts drive CEOs having specific 
traits to unethical behavior, authors emphasize the active role of CEOs in shaping their environments 
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such as securing stakeholders’ cohesion in support of their unethical corporate actions. Ashforth, Gioia, 
Robinson, and Trevino (2008) also attract attention to such CEO traits as moral identity, empathy, and 
psychopathology as the antecedents of the managerial fraud.

From another perspective, CEO traits can act as a moderator in brand scandals, in that instead of di-
rectly related to the fraudulent act itself, they can lessen or augment its effects in the relationship between 
the antecedents and the scandals. In such a study, Zahra et al. (2005) mention that the individual level 
moderators, such as the demographics of age, experience, education, gender, and the individual trait of 
self-control have an effect on the strength of brand scandals. Youth, for instance, is associated with a 
risk-seeking behavior, thus promoting higher propensity to illegal behavior, while moral development 
comes with the maturity, thus “senior executives are less likely to make precipitous decisions under the 
sway of industry or organizational pressures” (Zahra et al., 2005, p.816). Positively correlated with age 
is the experience factor in that more mobile and short-tenured senior executives are expected to engage 
in illegal activities more than those more experienced.

Even the functional background is mentioned to be related to the fraudulent act; manufacturing 
companies headed by CEOs with finance and administrative backgrounds are more likely to engage 
in antitrust violations than CEOs with other backgrounds (Simpson & Kope, 1997 as cited in Zahra et 
al., 2005, p.816). Educational background can further be linked to brand scandals as a result of the fact 
that the level of education is positively correlated to the level of moral development, at least most of the 
time. However, there are contrasting views on the education effect with some studies emphasizing the 
business programs increasing self-interest behavior, thus promoting the illegality (Frank, Gilovich, & 
Regan, 1993 as cited in Zahra et al., 2005, p.816).

Gender is also mentioned as a moderating factor in fraudulent behavior, with some studies indicating 
the difference in proclivity for illegal activities between male and female students. Lastly, it is expected 
that that executive officers with less self-control tend to be risk-takers, which increases the likelihood 
of engaging in wrongdoing. Daboub, Rasheed, Priem, and Gray (1995, p.156) also add the factor of the 
military service to these moderators, stating that prior military service may be associated such factors 
as honor, disinterestedness, discipline, and sacrifice, thus impacting the behavior of business executives 
in the way to brand scandals.

In a more recent study on the executive stock option backdating scandal, Carver, Cline, and Hoag 
(2013) further showed that managerial power is linked to the decision to backdate. The presence of a 
founder CEO increased the likelihood of illegal activity. Another study by Grebe (2012) indicated the 
function of the CEO related factors following the scandal outbreak by emphasizing the importance of 
being genuinely sorry when apologizing.

Firm’s Industry

Besides other factors, the industry where a firm operates may have an impact on the likelihood that it 
will engage in a brand scandal. It derives from two present situations; corporate wrongdoing is more 
common in some industries than in others, and legal enforcements may be harsher in some industries 
than in others (Baucus & Near, 1991, p.15). Furthermore, the reported cases show that “illegal behavior 
differs across industries” (Simpson, 1986 as cited in Baucus & Near, 1991, p.15); and “violation rates 
are similar for firms in given industries” (Cressey, 1976 as cited in Baucus & Near, 1991, p.15).

Although under the mentioned conditions it is possible to make some predictions about firms’ pro-
pensity to brand scandals based on their industry, it is hard to locate specifically which industries are 
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likely to engage in wrongdoing. Nor is there a common theoretical or empirical consensus about the 
possible industries. The existing studies in the field differ in their empirical findings within their spe-
cific contexts and sample groups. For example, Baucus and Near (1991) investigated the effect of the 
industry as an antecedent of the illegal behavior in their study where a number of other environmental, 
internal and situational variables also tested. Findings showed that those firms operating in the foods, 
lumber, petroleum refining and transportation equipment (automobile) industries were more likely to 
get involved in a brand scandal.

The mentioned firm effect may further be evident in the sub-sectors or the type of product offerings. 
In a more contemporary study, Chira (2014) tested the strength of the market reaction to bad news about 
financial institutions during the 2008 crisis. The results revealed that negative news associated with firms 
in the banking sector was seen as more detrimental to shareholders’ wealth than news about firms from 
other sectors. Although there was a negative market reaction to all financial institutions during the crisis, 
the negativity was more distinctive for investment banks than for commercial banks.

Although there is no clean-cut background about exactly how or why certain industries are more 
prone to illegal activity, it may be possible to infer that some cultural factors dictated or popularized 
by certain industries may drive firms operating there into such illegalities. Thus, the industry may be 
among those indicators for the inclination to brand scandals on firms’ side, with no common view about 
its implications or limitations.

SOLUTIONS AND RECOMMENDATIONS

Brands may go through hard times involving either corporations as a whole or individuals representing 
these corporations. In either case, the market reaction to bad news is expected to have large repercussions 
regardless of operating in a consumer or capital market. It may yet be possible to alleviate the negative 
consequences of such scandals through successful management of the firm-specific factors, which often 
moderate the effect size of the scandals increasing or decreasing it.

Although it may not be always possible to foresee and prevent such a corporate crisis, a proactive 
approach can still be taken on the firm side regarding the weaknesses involving the firm and the indus-
try where it operates. Such factors as CEO traits and social responsibility projects as well as time and 
source of the disclosure are, for instance, can be controlled to some extent by the firm. The action plans 
to be taken in the case of such scandals related to these factors are recommended to be included in the 
firm’s strategic planning rather than being handled ad hoc. Other factors that are harder to control such 
as brand equity and corporate reputation, on the other hand, should be considered of first priority in this 
action plan along with the firm’s financial sustainability. Defining a separate department specifically 
responsible before, during and after the crisis periods is also suggested especially in high-risk industries 
such as banking and insurance.

FUTURE RESEARCH DIRECTIONS

It is too risky to have a wait-and-see approach in the case of the scandals in which firms get involved in 
today’s highly competitive business environment. For this reason, more and more firms tend to attribute 
strategic importance to the issue and to prepare action plans and even to allocate certain budgets just in 
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case. Yet, many such scandals are away from being prevented with prior preparation. In such cases, it 
becomes highly important to spot the factors which may alleviate the scandal’s adverse effects and to 
make them manageable by the firm.

Future studies are recommended to investigate the issue in an industry-specific way, thereby bring-
ing a more in-depth analysis of such factors. Culture is considered to be another crucial variable at this 
point. Thus, corporate scandals can be looked at from a cultural point of view by including such con-
textual factors as sub-culture, social class, and reference groups as well. Lastly, it is further suggested to 
operationalize the issue generally applying a quantitative research method in order to test the mentioned 
effects in the field.

CONCLUSION

Brands may encounter a crisis during their lifetime. These may be divided into two broad categories; 
product-related crisis such as product-harm crisis, product failure and backdating; person-related crisis 
such as the illegal activity of an executive, inappropriate personal affairs and even death of a founder 
(besides other types of environment-oriented, institutional and financial illegalities, corporate misbehavior 
and service failures). No matter what factor lies at the core of the scandal, they all put the survival of the 
corporation in jeopardy, thus are handled at the corporate level (Greyser, 2009).

As for the theoretical ground of brand scandals, there are two views differing in their propositions as 
the focus of corporate responsibility. Firstly, according to the shareholder theory popularized by Friedman 
(1970), the corporate executive, as the agent of the individuals who owns and/or manages the institution, 
should pay regard to the benefits of the shareholders in the first place. Stakeholder theory (Freeman, 
1994), on the other hand, treats stakeholders including customers, employees, suppliers, financiers, and 
society as ends rather than just means, and prioritizes their benefits altogether without weighting on any 
side. Both theories have limitations in many ways such as the extent of the responsibility that they under-
take, where it begins and ends, and how the honesty and integrity mentioned in both are operationalized.

As for the underlying causes of brand scandals, there also exist different views. While the transaction 
cost economics put an emphasis on the creation of transaction value for the firm at the expense of many 
other factors, while the resource-based view put forward the organizational structure and routines as a 
possible cause of the crisis (Jory et al., 2015). Kuhn and Ashcraft (2003) further add the third cause to 
this, i.e. the market capitalism, which asserts that having to survive in the competitive business world, 
firms/managements are urged to engage in illegal behaviors from time to time.

Whatever the cause of such illegalities is associated with, the main difficulty that firms have to face 
in such a case is mostly brand-oriented. That is to say, it is the brand image, brand reputation, brand 
equity and/or brand trust that are badly affected by the crisis, with the resulting drop in sales and profit 
margins. In any case, the cost of the market reaction to such corporate wrongdoings can be more severe 
than that of the legal system (Karpoff et al., 2008). Regardless of the type of the brand scandal, this 
market reaction can be two-fold; felt at the level of consumer markets and that of capital markets, with the 
differing post-scandal views and expectations of their addressees. Owning no systemic information about 
the products in many consumer markets, consumers are only informed about the quality when a brand 
scandal outbreaks (Freedman et al., 2012), as in the case of Toyota recall, product contamination scandal 
of Coca Coca and recent Volkswagen’s emission scandal. In consumer markets, it is not uncommon for 
the negative effects of such scandals to be persistent for a long time after the crisis. In the product-harm 
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crisis that Nestle involved in China, for instance, the market indicators of sales frequencies, penetration, 
and market share were recorded to be badly affected; and worse than this, the negative effects were still 
persistent even 4 months after the crisis. Another outcome of brand scandals in consumer markets is 
the spillover effect, namely, the transfer of the damaged brand reputation onto the other brands and/or 
products, thus damaging the industry dynamics in the long run.

The extent of brand scandals can be even more instantaneous at capital markets where the asymmetric 
information (Akerlof, 1970) between investors and the institution can be even greater in proportion to 
the amount of money involved. A number of studies show that investors tend to overreact to unexpected 
bad news in the market (De Bondt & Thaler, 1985; Dissanaike, 1997); stop trading altogether although 
not being affected directly (Lee & Fan, 2014); the size of the market reaction to bad news is bigger than 
that of the good news (Skinner, 1994); and the effects can be long-lasting following the scandal (Long 
& Rao, 1995) just like in consumer markets.

Although brand scandals are expected to have different implications in different market types, many 
studies show that their effect size can be altered by the inclusion of certain external factors or moderators 
into the process. Those included in this study are firm-specific factors, directly concerning the firm itself 
or the CEO as its representative. Firstly, firm size is shown in a number of studies to have an impact on 
the extent of brand scandals in that large scale firms tend to be less transparent and engage in misconduct 
more than smaller ones. Moreover, firm size may enhance firm reputation since the firm will be known 
by a larger audience, which may be an asset during the scandal. Another important moderator is brand 
equity, handled together with corporate reputation. The negative outcomes of a scandal are generally 
overcome more easily and in a shorter time span for high-equity brands. A good example is the Volkswa-
gen emission scandal in 2015, to which the market reaction was severe with a significant loss in share 
prices immediately after its breakout. However, the brand has recovered from the crisis very well, which 
has, to a large extent, resulted from its reputation as having German engineering superiority and a proven 
track record. Similarly, firm engagement in corporate social responsibility is shown to have a positive 
impact on warding off the negatives of brand scandals. Such philanthropic actions intrinsically convey 
a message to consumers regarding the goodwill and trustworthiness on the firm side. Those disclosures 
made by the firm itself and immediately after the crisis are further shown to have a relieving effect in 
the crisis period. For this reason, instead of having a wait and see approach and of being divulged by an 
outside body, it may be a better idea to take the responsibility and being proactive in the compensation 
process. Besides timing and source of the disclosure, certain CEO traits such as age, gender, educational 
background, and self-control are also discussed to smooth out the difficulties during and after brand 
scandals. Lastly, although the findings vary depending on the context of the studies conducted, the in-
dustry where the firm operates is discussed to moderate the crisis’s influence in that certain industries 
may promote fraudulent acts due to their corporate cultures and routines.
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KEY TERMS AND DEFINITIONS

Brand Equity: The set of assets and liabilities that can be attached to a brand that adds to or sub-
tracts value.

Brand Scandals: Wrongdoings which lead to public controversy and often threaten the corporate 
identity.

Capital Markets: Financial markets where long or short term securities are traded by professional 
buyers and sellers.

Consumer Markets: The markets where end-consumers buy or sell in order to meet their own needs 
in their everyday lives.

Information Asymmetry: The imbalance in the quality identification by means of signals between 
the different agents that directly get involved in the market operations.

Shareholder Theory to Brand Scandals: The approach which positions shareholders as the main 
beneficiary of the overall trading activities, yet emphasizes the importance of open and free competition 
without deception or fraud.

Stakeholder Theory to Brand Scandals: The approach which adopts a more extensive view into 
scandals incorporating stakeholders such as employees, financiers, suppliers, customers, and communi-
ties, as the direct agents in which the firm has direct responsibilities too.
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ABSTRACT

Sustainable tourism refers to those tourism activities that respect the natural, cultural, and social en-
vironment and the values of a community, which allows it to enjoy a positive exchange of experiences 
between residents and visitors, where the relationship between the tourist and the community is fair and 
the benefits of the activity are evenly distributed, and where visitors have a truly participatory attitude 
in their travel experience. One of the main keys to sustainable tourism is the involvement of the visitors 
and the host and local community.

INTRODUCTION

Today, tourism activity constitutes a sector that has a substantial weight in the global economy of a 
country. That is, income from spending by tourists in countries contributes significantly to the balance 
of payments, especially in developing countries. The contribution that tourism makes to a country’s 
economy as a consequence of its ability to generate foreign exchange is usually analyzed. This is evident 
when the income generated by this concept is compared with other parts of the balance of payments, 
generally with imports, services of the country’s external debt with exports.
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In the case of Spain, tourism is very important since it has been marked by a very important evolution, 
which has led to a change of scenery: the tourism passed from a developmental model to a very environ-
mentally friendly (the current paradigm). It is at this stage, precisely, where acquires a specific weight 
the corporate social responsibility, which is described as a type of direction that planned activities of 
organizational nature by taking into account the impact on the environment and on the local community.

Spain participates in various international programs to promote sustainable tourism, among them are 
the FITUR Green Sustainability and Tourism Forum. Among the organizers of this event is the Techno-
logical Hotel Institute, a Spanish organization promotes the efficiency and sustainability of companies 
linked to the hotel and tourism industry. The result is translated into Spanish tourist companies with a 
marked ecological and sustainable profile. Also, for the protection of its wetlands, Spain participates in 
the Ramsar Convention or Convention on Wetlands of International Importance which includes more 
than 70 Spanish natural spaces. They are aquatic bird habitats in which they try to maintain their eco-
system and guarantee their future.

In this chapter it will explain, in a very succinctly way, how has been the evolution that has character-
ized the most hotel and tourist companies in Spain. Mainly, this work will be focusing specifically on 
the current situation, which, as it was explained in previous lines, is clearly marked by corporate social 
responsibility. This way of understanding the tourism business acquires its own dimension at a time of 
economic and sociological changes as important as the current, also strongly influenced by the interna-
tional crisis which has seriously affected Spain. Tourism businesses, more than any other organization, 
have adapted to the turbulent changes produced in this changing scenario, configured as a model to 
follow for the good practice they have shown in the conduct of their business.

In fact, it can be ensured that one of the strategic lines and business of the hotel and tourist companies 
in general has been precisely environmental responsibility, which in tourism is framed by the sustainable 
tourism. It has not always been so, since in the recent past, the tourism phenomenon did not participate 
in the canons of sustainability and was joined, in many cases, with excessive town planning. Fortunately, 
this reality is part of the past and today we find a scenario of respect for the environment and commit-
ment to the natural and cultural capital of the people.

Corporate social responsibility has recently been defined by the European Commission (2001) as 
“the responsibility of companies for their impact on society”. This concept includes social, economic 
and environmental resources. The companies that decide to assume the social responsibility in their daily 
management, modifying the management of the company, the means of communication, of communica-
tion among others etc.) and on the other the need to measure and to reduce their environmental impacts.

In the Charter for Sustainable Tourism, approved by the World Tourism Organization, which marked 
a before and after, states in its first principle: Tourism development shall be based on criteria of sustain-
ability, which means that it must be ecologically bearable in the long term, as well as economically viable, 
and ethically and socially equitable for local communities. (…) As a powerful instrument of development, 
tourism can and should participate actively in the sustainable development strategy. A requirement of 
sound management of tourism is that the sustainability of the resources on which it depends must be 
guaranteed (UNWTO, 1995).

Sustainable tourism refers to those tourism activities that respect the natural, cultural and social 
environment and the values of a community, which allows to enjoy a positive exchange of experiences 
between residents and visitors, where the relationship between the tourist and the community Is fair and 
the benefits of the activity are evenly distributed, and where visitors have a truly participatory attitude 
in their travel experience.
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One of the main keys to sustainable tourism sustains that it is necessary the involvement of the visitors 
and the host and local community, so that this new conception of tourist practice have guaranteed future.

However, to understand the full dimensionality of sustainable tourism and how it has acquired 
naturalization, it is necessary to bring up the work of the Commission of the European Communities, 
which published a paper in 2001, where a strategy of sustainable development is established - not only 
for tourism, but development in general - for European countries.

All this critical consciousness - not recent, since enjoys a certain tradition - it also connects to cor-
porate social responsibility. In this regard, the Green Book of the European Commission (2001) points 
out that the social responsibility of the employer could be defined as: Companies integrate social and 
environmental concerns in their business operations and in their interaction with their stakeholders on a 
voluntary basis. From this definition, derives the idea of establishing important environmental strategic 
lines in the shares of companies based in countries of the European Union.

The concern of the European Union for environmental responsibility, sustainable development and 
good management of tourism businesses, has been reflected, as we have already seen, in multiple docu-
ments. It should also be mentioned the Communication from the Commission to the Council, the Euro-
pean Parliament, the Economic and Social Committee and the Committee of the Regions (2003), which 
focused in particular on the guidelines to be followed by tourism in Member Countries to be considered 
sustainable. We quote textually some interesting lines in this regard:

• Sustainable tourism value also means optimizing employment and social benefits, i.e. the sector’s 
enterprises implement the concept of corporate social responsibility.

• Regarding initiatives for encouraging the development and adoption of good practice in sus-
tainable production throughout the European tourism sector and among its stakeholders, the 
Commission favors in particular promoting the principles of governance and fostering Corporate 
Social Responsibility (CSR) practices as a specific initiative within the European Multi-stakeholder 
Forum on CSR. Focusing on the enterprises of the sustainable value chain, in particular SMEs 
and micro-enterprises, this needs to involve, for implementation purposes, appropriate interme-
diaries to reach these enterprises.

• Open governance requires businesses to assume responsibility in conducting their operations in 
an economically viable manner that takes into account environmental and social issues.

• Major objectives regarding good private and public governance for sustainable tourism are, 
among others,: the integration of sustainable tourism development into overall economic, so-
cial and environmental development strategies; integrated sector policies and overall coherence 
across all levels; among the means to be employed are mentioned: the development and adoption 
of corporate responsibility reporting and sustainability accounting in both the public and private 
sectors; using Local Agenda 21 specifically for tourist destinations, including at regional level; 
the use of value chain and destination development monitoring and indicator systems; and the 
participation of citizens, both as consumers and in the work place.

• Better-quality and easily-accessible information on the environment and on practical matters 
helps shape opinions and thus individual tourists’ decisions that support sustainability. The ex-
tension of the Community eco-label scheme to services started with the sub-sector of tourist ac-
commodation, the first service sector for which ecological criteria were developed. Likewise, a 
wide uptake of the Community Eco-Management and Audit Scheme (EMAS) by the tourism sector 
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to evaluate, report and improve environmental performance, together with rigorous and indepen-
dently-verified environmental or sustainable development performance reports, is to be favored.

The various European institutions such as the European Commission are aware of national diversity 
that exists within the Union, being composed of countries with a particular culture and diverse tradi-
tions. Therefore, companies in each nation are embedded in the culture. Thus, European institutions, 
and, in a very specific and particular way, the Commission have established lines of action on corporate 
responsibility and respect for the environment, unifying them into a single consensus. That is, it always 
considers the peculiarity of each area and the global context of the Union. The White Paper states that 
anyone who polluter should pay. Textually, in the White Paper is contained the following sentence: En-
vironmental liability aims at making the causer of environmental damage pay for remedying the damage 
that he has caused.

In this way, a tourism industry in which environmental responsibility and accountability are an 
inherent part of the commercialization of tourist services, it is possible to reduce negative impacts on 
the environment and on local cultures, particularly in areas of rich biodiversity, fragile ecosystems and 
communities vulnerable.

METHODOLOGY

The research goal is to analyze the evolution that have suffered tourism businesses, specifically in Spain, 
centering on the current situation, marked by Corporate Social Responsibility. For this aim, a global vision 
of tourism in Spain will be given in first place, including a brief summary of the importance of tourism 
in sustainable development at a global level, the context of sustainability explained internationally and 
characteristics of the current tourism organization in Spain. Then, an empirical study of the situation of 
Spain in the Global Compact and Global Reporting Initiative (GRI) agreement is realized. This empiri-
cal study consists on shown the evolution of the Global Compact Spanish companies and the number of 
Spanish companies reporting according to GRI over the years of study (2002-2012). Next, a regression 
function to predict the evolution of the Global Compact Spanish companies and the number of Spanish 
companies reporting according to GRI in the coming years are estimated. Finally, the importance of 
tourism organizations is mentioned as final reflection.

THEORETICAL FRAMEWORK

The focus on corporate social responsibility has been in the media in the United States since the 1990s. 
Since then, it has become a pillar of the arsenal of public relations campaigns of many corporations. In 
an ideal world, the common assumption is that corporations act in a socially responsible manner as a 
result of internally or externally motivated ethical obligations (Holcomb, Upchurch, & Okumus, 2007).

To understand the centrality of Corporate Social Responsibility in tourism businesses and the situa-
tion in which we currently find ourselves, must be reviewed - albeit in a summarily way - who have been 
the most important authors who have created a theoretical corpus on this matter. Thus, it is necessary to 
quote Middleton (1998), who speaks in his scientific production, which factors they were that have led to 
tourism businesses to advocate and implement the principles of sustainability. He has not focused solely 
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on these aspects, he has also spoken of the importance of reducing costs to reach business success, etc., 
but the idea is to emphasize the issue of sustainability, as the main theme of this chapter. Meanwhile, 
Porter and Van der Linde (1995) emphasize the importance of the proper use of natural resources and 
the constant search for quality. This is especially relevant in the case of hotels - although it is a constant 
factor for all companies and organizations. An example of how these theories impact on the new hotel 
management has been the change in the use of non-renewable nature resources by renewable resources. 
This has brought a benefit to the environment and hotel management.

Corporate social responsibility has been the result of growing interest among academics and practi-
tioners. It has been seen as a philosophy and a policy that brings great benefits to the economy, society 
and the environment. This is through the idea that companies have broad goals beyond trade. This fact 
is usually a difficult task, however, the tourism industry seems to have particular and identifiable duties 
outside the business sphere, due to its close relationship with destination environments and societies 
that are facets of its products (Henderson, 2007). Corporate social responsibility activities carried out 
by tourism companies have a positive influence on their market value. Social initiatives for tourism not 
only generate social benefits for society directly, but also through commercial mechanisms through the 
increase of benefits that benefit the community, social action (Nicolau, 2008).

The use of sustainable and green buildings to house hotels has been another demonstration of this 
change of scenario, which calls for eco-efficiency. Nevertheless, for this new scenario solidifies and 
extends to the entire sector, it is necessary that the managers of the hotel organizations and entrepre-
neurs have a critical awareness of these issues. It is already a widely debated issue. For example, Ayuso 
(2005), Ayuso and Argandoña (2009), and Llull (2003) emphasize the importance of the entrepreneur 
to reach this eco-efficiency. In the same vein, staff awareness - directly linked to human resources - 
becomes another important factor. Obviously, the environmental concerns of the entrepreneur can only 
have visibility as long as the public authorities at all levels have a disposition to care for their surround-
ings and environment - context that is occurring within Europe - establishing mandatory standards for 
environmental quality, grants for companies and organizations that perform best practices, pricing of 
natural resources as water, etc.

THE IMPORTANCE OF TOURISM IN SUSTAINABLE 
DEVELOPMENT AT A GLOBAL LEVEL

As a multiplicity of authors have expressed in recent times, sustainable development is the set of processes 
to achieve optimal and respectful management of natural resources. In addition, the sustainable develop-
ment makes these natural resources more durable, with the aim that they are properly enjoyed by future 
generations. For this reason, tourism activities must always revolve around on sustainability criteria, i.e., 
long-term durability of the natural and cultural environment and commitment to renewable energies.

In summary, the objective of this - not so new - line of thinking is the preservation of cultural and 
environmental capital worldwide. Thus, tourism should contribute to sustainable development while pre-
serving the traditions of the people and generating economic inputs that reversing to the local population. 
In addition, it is necessary to respect the loading capacity of the ground and be particularly respectful of 
fragile environments. In turn, must involve all participants in the process (visitors and host community) 
in solidarity so that tourism could be dynamic and always respectful by the two poles.
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The public authorities of each country should ensure that this can be fulfilled correctly and ef-
fectively - along with the establishment and promotion of suitable environmentally systems and with 
different tourism management studies. In the same vein, the Environment Program in Tourism of the 
United Nations points out that sustainable tourism must not only satisfy the needs of visitors, but also 
the receiving regions - the context in which the touristic experience develops - while future options are 
generated for the host community.

Precisely, with the aim that tourism is always a sustainable process becomes necessary to be made 
various codes and actuation systems of Corporate Social Responsibility, as indeed, is happening in 
Spain and in the countries of the European community. But of course, Corporate Social Responsibil-
ity is not only a concern in Europe. Rather, it is a worldwide concern in a collaborative level, in which 
Iberoamerican countries are quite involved and have hosted congresses and world level meetings on is-
sues related to sustainability. It can be exemplified the case of the XVII Inter-American Travel Congress, 
which was developed in Costa Rica (specifically, in the city of San José) in 1997. This congress was 
characterized because Tourism Ministers approved the Declaration and Plan of Action for the sustain-
able development of tourism, and marking a before and after in sustainable tourism. This global meeting 
was called Declaration of San José and it states and emphasized the commitment of States to advocate 
for a respectful development based on tourism. The active role of tourism in the equal development of 
nations is also highlighted.

THE CONTEXT OF SUSTAINABILITY EXPLAINED INTERNATIONALLY

With current globalization, it is evident that it should be take into account the international political 
context. This, to understand the full depth that happens with business organizations in each country. 
This, if anything, becomes more intense in the case of organizations and tourism companies, because 
from the perspective of the UN (United Nations), tourism is set as one of the economic activities that 
move a greater amount of economic inputs at worldwide level. Furthermore, it is also a key activity to 
poverty alleviation in some depressed areas of the earth. That is why it has taken validity one famous 
phrase, which collects this idea very well: Tourism for the poor. In fact, says the Tourism Alliance Against 
Poverty (collaboration made between the International Centre for Responsible Tourism, the International 
Institute for Environment and Development and finally, the Institute for Overseas Development, Tourism 
for the poor can be defined as the kind of tourism whose benefits are aimed at increasing the quality of 
life of persons without resources.

In short, it is to combine tourism with community development. This is one of many examples that 
make visible the importance of tourism development to alleviate the inequalities in the world and the 
gap between rich and poor.

Sustainable development consists above all of giving people opportunities to influence their future, 
to claim their rights and express their concerns. The UN’s long-term vision of global sustainability is to 
eradicate poverty, reduce inequality and make growth inclusive, and make production and consumption 
more sustainable, while tackling the effects of climate change and respecting others Planetary boundar-
ies. Country economic policies and international economic relations are largely relevant to sustainable 
development. The revival and acceleration of development require a dynamic and supportive interna-
tional economic environment, as well as policies decided at national level. The absence of any of these 
requirements will frustrate the development process. A favorable external economic environment will be 
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decisive. The development process will not gain momentum if the world economy lacks dynamism and 
stability and is characterized by uncertainty. Nor will it gain momentum if developing countries carry 
the burden of external debt, if development finance is insufficient, barriers to market access exist, and 
commodity prices remain low, and terms of trade of developing countries remain unfavorable.

The importance of tourism in macroeconomic figures is so high that the World Economic Forum 
emphatically said that tourism was responsible for the creation of a very substantial part of jobs in 
developing countries. Meanwhile, the Sustainable Tourism - Eliminating Poverty Initiative aims to 
strengthen measures intended at reducing poverty in poor countries, through tourism activities. To this 
end, institutional coordination at world level is necessary. This international climate makes tourism 
organizations in our country have a number of preset channels through which they must travel. That is 
why they enjoy some unique characteristics that we develop in the next lines.

The international economy should provide an enabling international climate for achieving environ-
mental and development goals by promoting sustainable development through trade liberalization. Also, 
making trade and the environment mutually supportive. In addition, by providing sufficient financial 
resources to developing countries and addressing the issue of international debt. And finally, encouraging 
the adoption of macroeconomic policies favorable to the environment and development.

Furthermore, policies and measures aimed at creating an international environment that strongly 
supports national development efforts are fundamental. International cooperation in this area should be 
designed to complement and support, not to diminish or subsume, appropriate national economic poli-
cies in both developed and developing countries for the world to move towards sustainable development.

Global Compact is an international initiative that promotes the implementation of 10 Universally 
Accepted Principles to promote Corporate Social Responsibility (CSR) in the areas of Human Rights 
and Business, Labor Standards, the Environment and Fight against Corruption in the activities and busi-
ness strategy of the companies. With over 13,000 signatories in more than 145 countries, it is the largest 
voluntary initiative of corporate social responsibility in the world. Backed by the CEOs of its member 
companies, the Global Compact is a practical framework for developing, implementing and disseminating 
corporate sustainability policies and practices, providing its signatories with a wide range of resources 
and management tools to help them implement Business and sustainable development. Global Compact 
is considered a framework of action that facilitates the social legitimacy of businesses and markets. Those 
organizations that adhere to the Global Compact share the conviction that business practices based on 
universal principles contribute to the creation of a more stable, equitable and inclusive global market 
and that it fosters more prosperous societies.

The Global Reporting Initiative (GRI) is an independent organization created in 1997 by the con-
vening of the Coalition of Environmentally Responsible Economies (CERES) and the United Nations 
Environment Program (UNEP). Its mission is to develop and disseminate the Sustainability Report-
ing Guide, an optional accounting report on sustainability. The GRI has developed the “Guide for the 
elaboration of a sustainability report”, whose first version appeared in 2000, the second in 2002 and the 
third in 2006. Its mission is to improve the quality, accuracy and usefulness of reports of sustainability 
to reach a level equivalent to that of financial reports. It is fundamentally based on the implementation 
of triple bottom line, economic, social and environmental. The GRI counts on the active participation 
of representatives of human rights organizations, labor rights, research, environmental, corporations, 
investors and accounting organizations.
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DEFINING CHARACTERISTICS OF THE CURRENT 
TOURISM ORGANIZATION IN SPAIN

Spain is one of the main tourist powers of the world, both for the number of visitors it receives and for 
the income reported by this activity. The consolidation of Spain as a tourist destination dates back to 
the 1960s, although it has a worthy background in illustrated travelers and the romantics who visited 
Spain. Since the eighteenth century, but especially throughout the nineteenth century, many travelers 
travel through Spain, including naturalists and writers. Both of them were impressed by the diversity 
offered by the nature of Spain, by the exoticism of landscapes reminiscent of Africa, by the survival of 
Arab and Eastern heritages, by cities and monuments, by types and customs Popular, for banditry, for 
bullfights, etc.

The tourist model that has been consolidated in Spain has as main characters the international origin 
of the visitors, its condition of mass tourism and the concrete demand of sun and beach. The countries 
that send tourists to Spain are mainly members of the European Union. Germany and the United Kingdom 
stand out, from which almost half of the tourists visit us annually, followed by France, Benelux, Italy 
and the Scandinavian countries. Spanish tourism achieves the international podium thanks to the rich-
ness of its cultural resources, its infrastructures and “the adaptation to the digital consumption habits”, 
according to the agency, which analyzes the holiday industry of 141 countries around the world. Spain 
has climbed at a high speed in this world ranking, since in the previous edition of 2013 (the study is 
done every two years), ranked fourth. And in 2011, the eighth.

In Spain the competences in the matter of tourism are transferred to the Autonomous Communities 
(article 148 of the Spanish Constitution). The central State, therefore, does not have direct competences 
in tourist matters, although it can make policies that influence the sector in function of other of its attri-
butes: foreign trade, international relations, legislation of professional titles, international promotion, etc.

Many approaches can be used to define a tourist organization today. Based on the different business 
theories, a common factor that emphasizes all of them is the pursuit of profits. Today, this profit maxi-
mization and cost reduction is accompanied by a very strict code of ethics, in which tourism organiza-
tions try to give back to society part of these inputs. Therefore, the newest theories are talking about the 
existence of a new model of social enterprise. According to Manuela Guzmán Raja and Carmen Maria 
Martínez Franco (2016, pp.5-6), a social enterprise can be defined in the next terms: A matter of great 
importance is the conceptualization of the scope of entities that could enjoy such qualification. In this 
regard, the definitions developed throughout the 21st century, could be included in this field both non-profit 
entities such as corporations, as long that their main purpose is the pursuit of social benefit. Therefore, 
what comes is to combine the creation of economic and social value simultaneously, the raison d’être 
of such entities, using for the achievement of strategic business tools capable of generating surpluses 
that allow them to refinance, and not depend on donations or subsidies to ensure their survival, achiev-
ing its financial sustainability. In summary, social business generates a business process that provides 
innovative solutions to social problems.

As the last point suggests, tourism organizations today as social enterprises, offering innovative 
solutions to specific social problems. These solutions can be referred to use the expression outlined by 
the authors above, in a study that also has been awarded by AECA.

Certainly, tourist organizations have opted for the social commitment, bringing in their business and 
organizational practices the banner of eco-efficiency, and proclaiming itself as a role model to other 
companies.
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Following the characteristics of the current tourism organization, it can be cited innovation, which 
is necessary in the changing scenario. Today, hotel companies move in an environment of continuous 
change, which is why making continuous innovation will allow them to adapt competitively to the changes 
and transformations and succeed in business.

Transparency can be another defining characteristic of the companies, since the climate in which 
is that of corporate responsibility, so that transparency in practice becomes as demand from society to 
current companies. According to Guzmán Raja and Martínez Franco (2016, p.8): Transparency and vis-
ibility for these businesses is essential, mainly because the creation of social value cannot be measured 
by economic profitability.

Another characteristic - which would not deplete, in any way, all the definitive features - is the com-
mitment to historical time: indeed, the importance of conjugation of competitiveness, efficiency and 
cost reduction with respect for the environment has made the scenario of social responsibility the forced 
context for a tourist company to succeed in business. In part, this is because the social awareness that 
exists, not only public authorities, but also the people - customers of the touristic company -.

Finally - and with no desire of exhaust the characteristics of the current tourism organization - it is 
imbued with the concept - so in vogue today – of environmental responsibility and forming a constituent 
part of the Corporate Social Responsibility. This new construct refers to the importance of not generating 
any negative effect on the environment in which tourism develops.

DESCRIPTION OF THE TOURISM PLAN 2020

To finish describing the current scenario, it is necessary to explain - albeit so briefly – the Tourism 
Plan 2020, by the Ministry of Industry, Tourism and Trade (2006) specifically designed to achieve an 
improvement in the sustainability and competitiveness of the tourism sector.

The objectives of the Tourism Plan 2020 are to increase the social and economic benefits of tour-
ism, to achieve a socio-territorial rebalancing that promotes tourism in new destinations, to improve the 
quality of the natural and cultural environment, reducing the negative impacts that the Tourist activity. 
In summary, make public and society aware of the importance of supporting tourism as a guarantee of 
prosperity and improvement of living conditions.

There are many publications that focus on this issue that are shown next:

1.  To achieve a rebalancing of territories through tourism and a de-seasonality of the places. To this 
end, there are competitiveness plans (which are focused, among other things, to achieve acces-
sibility in the destination), the Senior Tourism Pilot Project in Europe (born by the awareness that 
currently exists in caring and articulate leisure in elderly population - greater today, because people 
is in a progressively aging society).

2.  Planning and good management of destinations, specifying assessment tools of sustainability.
3.  Retraining of tourist destinations classified as obsolete.
4.  Other measures.

The Plan is part of the process of modernization of Spain and the great Economic and social transfor-
mation that it has experienced in the last 15 years, As a result of its full incorporation into the globalized 
economy and the European space. Its goal is to achieve that in the 2020, Spanish tourism system is the 
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most competitive and sustainable, providing maximum social welfare. Tourism 2020 defines a strategy 
agreed upon and shared by the public and private agents of the sector for the coming years, thus lay-
ing the foundations for preparing and adapting the tourism industry to the changes it faces, in order to 
enhance and improve its Position in 2020.

In short, the Spanish Tourism Plan 2020, based on the principle of shared leadership, is the beginning 
of a set of actions that tourism administrations and entrepreneurs of the sector will develop from the 
commitment to the environment, New technologies and the consideration of people as the main asset of 
the Spanish tourism sector. In this way, together we will ensure that Spanish tourism is one of the main 
sources of employment and social welfare.

EMPIRICAL STUDY

The Position of Spain in the Global Compact and 
the Global Reporting Initiative Agreement

The second part of this study is an empirical or analytical study of the situation of Spain in the Global 
Compact and the Global Reporting Initiative (GRI) agreement, based on the theoretical framework above. 
As the first thing, it can be said that the GRI Model is a good practice guide that provides support for 
companies to adopt effective policies about Corporate Social Responsibility and social commitment. That 
is, according to experts in the field, an enormously powerful analytical tool to achieve good collabora-
tion between all stakeholders. In summary, the goal is to achieve in the companies involved a balance in 
three ways, economic, social and environmental and, at the same time, they are balanced.

The number of signatory companies of the Global Compact and the number of Spanish companies 
reporting according to GRI are represented in the table below. As it can be seen in Table 1, the number 
of Spanish companies’ signatories of the Global Compact and the number of Spanish companies report-
ing according to GRI, have increased progressively from 2002 to 2012.

Table 1. The number of Spanish companies’ signatories of the Global Compact and the number of 
Spanish companies reporting according to GRI

From the data in the table above, it is necessary to extrapolate the number of Spanish companies’ 
signatories of the Global Compact for the coming years. For that, in first place the evolution of these 
values over the years of study (2002-2012) is shown graphically. Secondly, from this graph a regression 
function to predict spending in the coming years is constructed.

Note that it has been adjust the values by a fourth degree polynomial function, since the adjustment 
is quite good (coefficient of determination 0.993).

The regression model shown in Figure 2, can be used to estimate the values of number of Spanish 
companies’ signatories of Global Compact for the coming years, as it is shown in Table 2.

In table below, it can be seen how the values will gradually increase in the coming years, as has hap-
pened in the last 10 years exponentially.

If a similar analysis is made for the number of Spanish companies reporting according to GRI, similar 
results are obtained (as seen in the following charts).
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Table 1. Number of signatories of the Global Compact Spanish companies and number of Spanish 
companies reporting according to GRI (Garcia Martin, 2014)

Number of Spanish companies signatories of the 
Global Compact

Number of Spanish companies reporting according 
to GRI

2002 62 7

2003 109 14

2004 146 35

2005 204 61

2006 350 91

2007 314 122

2008 402 132

2009 522 160

2010 666 178

2011 1.034 186

2012 1.381

Figure 1. Evolution of Spanish companies’ signatories of the Global Compact (2002-2012)
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The Importance of Tourism Organizations in the Global Compact

The World Tourism Organization (UNWTO) and the United Nations Global Compact are private sector 
interlocutors for the achievement of the Sustainable Development Goals (ODS) and the Development 
Agenda 2030 for what is called for action. This sector is key to the economy and social welfare and has 
actors who are aware and able to exemplify the true impact of Corporate Social Responsibility (CSR). 
The Global Compact is the largest voluntary initiative of corporate responsibility and sustainable de-
velopment in the world, aimed at generating shared value among its members.

Companies in the tourism sector play an important role in transforming the sector’s approach and 
introducing sustainability criteria into its operations. These can promote responsible tourism, which 
respects the natural, cultural and social environment and promotes the sustainable development of tour-
ist destinations.

Companies are vital in this Global Compact because they express their commitment to work for 
sustainable development in the hands of leading organizations in the sector with which to enhance their 
opportunities. The United Nations Global Compact is the largest global public-private partnership for 
development in which 12,500 companies from 145 different countries come together to promote Ten 
Principles based on universal declarations and conventions related to human rights, labor standards, the 
environment and the fight against corruption.

Figure 2. Fourth degree polynomial adjust

Table 2. Data of Spanish companies’ signatories of the Global Compact (2002-2012)

Year 2013 2014 2015 2016 2017 2018 2019 2020

Spanish companies 2.020 2.895 4.091 5.684 7.756 10.395 13.699 17.774
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Figure 3. Evolution of the number of Spanish companies reporting according to GRI (2002-2011)

Figure 4. Second degree polynomial adjustment
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Tourism plays a key role in the EU, because of its economic potential and job creation, as well as its 
social and environmental implications. Statistics on tourism are not only used for EU tourism policies 
but also for monitoring regional policy and sustainable development.

As it was advanced at the beginning of this chapter, organizations and hotel and tourism enterprises are 
set up as a demonstrative example of responsible activity with the environment and socially sustainable 
practices, establishing itself as a role model. An example of this reality can be the collaboration estab-
lished by the UNWTO (United Nations World Tourism Organization) and the Spanish Global Compact 
Network, in which a total of thirteen organizations located in our country - number that is growing right 
now - participate in the objectives of establishing and solidifying various practices of CSR (Corporate 
Social Responsibility), aimed, as is well known, to the constant increase of sustainable tourism.

It is important to remark that the working paper entitled “Responsible Tourism: a commitment by all”, 
document that the authors have managed to prepare this chapter, in which a decalogue of good practices 

Figure 5. The pillars of sustainability
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for hotel and tourism companies in general, aimed to complete the various objectives of sustainable 
development (specify irrefutably the three pillars of sustainable tourism - economic, environmental and 
socially -), as set out in the following illustration.

In this way, businesses and tourism organizations contribute not only to their activities, but also the 
mechanisms of social awareness to create and achieve a more balanced society where preserving the 
resources of nature and creation an equalitarian society are configured as key objectives. As mentioned 
in previous lines, are thirteen Spanish companies that are part of the agreement between the World Tour-
ism Organization and the Spanish Network of Global Compact, a reality that, according to the data, will 
grow and becoming more intense in the upcoming years. In this propitious scenario, it has had much to 
do the publication of Global Code of Ethics for Tourism and the 10 Principles of the Global Compact. 
Notice that the chapter addresses issues so important as education, employment and, of course, human 
rights. It is important to remark the words of the President of the Spanish Global Compact Network, 
Ángel Pes (2016): This initiative is a pioneer not only by the involvement of the private sector in the 
Agenda of 2030, but also by the need to involve key players in achieving a sector of responsible and 
sustainable tourism. To put a challenge of its kind in the third most visited country in the world it offers 
interesting possibilities to replicate this project globally.

In the case of Spain, thanks to the collaboration agreement reached by the World Tourism Organization 
(WTO) and the Spanish Global Compact Network, thirteen Spanish companies have joined the commit-
ment to develop corporate social responsibility practices that advocate sustainable tourism. Under the 
title ‘Responsible Tourism: A Commitment for All’, the initiative launched on 19 September highlights 
the role of tourism companies in achieving the Sustainable Development Goals (ODS).

As we finish this article, the twenty-fifth edition of the UN Climate Change Conference is opening 
in Madrid. The main goal of this convention is to deal with the climate crisis by consensus in order to 
address the risks involved. This climate summit takes the form of a political forum and includes com-
panies, civil society stakeholders and other social entities with the objective of reducing the effects of 
climate change. It’s basically continuation of the Paris Agreement and the Kyoto Protocol.

Among the most important activities of this major convention is the so-called “Global Climate Action 
Agenda”, which focuses on events carried out by NGOs. In short, this climate summit showcases the 
huge concern on a global scale when it comes to the environment and sustainability, an issue that fits in 
with the 2030 Agenda. The 2030 Agenda for Sustainable Development is a decisive action plan resulting 
from concerns aired by the United Nations, with the key goals being the protection of the environment 
and people, as inhabitants of ‘Mother Earth’.

This Agenda already has somewhat of a tradition, as United Nations member countries met in 2012 to 
set the MDGs, i.e. the Millennium Development Goals, for the year 2015, which was when a new global 
agreement on climate change was created. In that sense, on 25 September 2015, the member countries 
adopted the agreement to implement the 2030 Agenda, which is basically a programme of measures 
sponsored by the United Nations and encompassing a total of seventeen Sustainable Development 
Goals that are in turn divided into 169 targets to facilitate compliance. Within these goals and targets, 
centre stage is given to the poorest or most vulnerable regions and the most fragile population groups. 
These goals are, in short, pathways to overcome current environmental problems and thus build a more 
sustainable world from a social, economic and - of course - environmental point of view. Government 
partnerships and citizen engagement, together with the important work carried out by non-governmental 
organisations (NGOs), are necessary (but not sufficient) conditions to achieve sustainability. The idea is 
for the agreed commitments to be fulfilled in a transition from theory to action. In this sense, innovation 
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is necessary and paramount, particularly because it influences all industries and all spheres of society 
today. Innovation is key to fulfilling and cementing these goals, for which it is necessary to take into 
account the level of progress of every nation across the world. Frank collaboration between the public 
and private sectors is a very important and decisive incentive for this reality to become more and more 
plausible. Civil society, as mentioned above, also plays a vital role in this whole process. In short, it’s 
about guaranteeing a prosperous and sustainable world in terms of present and future. We need to learn 
from past mistakes, so that they don’t happen again and so we can constructively guarantee a better 
world for the generations to come. Not just the environment, but also social equity, employment, justice, 
protection of the most disadvantaged, healthcare and education are crucial factors to achieve a more 
prosperous and equitable world.

In the fulfilment of the goals set in the 2030 Agenda which, as we’ll recall, is a consensual climate 
action plan organised and promoted by the United Nations, tourism plays an absolutely vital role, which 
is an important incentive for corporate social responsibility. Tourism, as an economic activity with a great 
reach (in the sense that it favours and positively impacts activities such as retail, transport, etc.) plays a 
decisive role in social development and progress, in the promotion of economic and sustainable devel-
opment and in the enhancement of peace and harmonious living in the nations receiving tourist flows.

With tourism models having surpassed developmentalist models and formulas, the new branches of 
tourism lead to decent employment, granting job opportunities to once excluded groups and making 
tourism activities foster an awareness of being “at the core of self-development”. Specifically, the most 
important contributions made by tourism to job creation are condensed in target 8.9, which reads as 
follows: “By 2030, devise and implement policies to promote sustainable tourism which creates jobs, 
promotes local culture and products”.

The important contribution of tourism to the promotion of ethical consumerism is well-known (and 
has already been mentioned in this article). Sustainable production is linked with ethical consumerism, 
which triggers and fosters critical and environmentally conscious awareness. Rethinking global tourism, 
i.e. on a worldwide level, has been key in reaching a consensus of governments and nations to implement 
joint actions that favour the environment. We have seen the major input of tourism in encouraging local, 
ethical and artisanal production and in cementing ethical consumerism with the environment, which 
protects the current generations and guarantees an intact environment for the coming generations. Target 
12b of SDG 12 underlines the need to - we quote verbatim - “develop and implement tools to monitor 
sustainable development impacts for sustainable tourism which creates jobs, promotes local culture 
and products”. In harmony with the goal mentioned, let’s now look at target 14.7, which reads “By 
2030, increase the economic benefits to small island developing States and least developed countries 
from the sustainable use of marine resources, including through sustainable management of fisheries, 
aquaculture and tourism”.

Respectful formulas of tourism help preserve the oceans, marine resources and all natural ecosys-
tems. If we specifically focus on maritime and coastal tourism, we’ll see that many small island states 
are greatly benefiting from the inputs derived from this type of tourism in terms of economic and social 
progress. These are also very environmentally friendly activities and always carried out under the pa-
rameters set by the cornerstones of sustainability. Only in this way can truly sustainable and inclusive 
development and growth be achieved.
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CONCLUSIONS

Tourism is configured as an important activity in the economy of a country, this being especially pal-
pable in the case of Spain, since tourism activities in our country have undergone a major evolution, 
from very developmental models to other paradigms markedly environmentally respectful and that are 
very much alive today. It is in this scenario that takes a leading role Corporate Social Responsibility. In 
this contribution it was analyzed the evolution of tourism businesses in our country. Furthermore, it was 
explained in detail in this chapter what the current situation is. Notice that, this reality is clearly tinted 
by Corporate Social Responsibility. Thus, one of the strategic and business lines of hotel and tourist 
companies in general has been precisely environmental responsibility.

Tourism has become today a model example, i.e., serving as an example for other sectors, the well-
doing of business practices and management. In this way, new typologies of tourism have acquired an 
international reputation, such as “tourism for the poor”, characterized by channel towards the most dis-
advantaged populations an important part of the inputs generated by tourism. The sector has enormous 
potential for the creation of decent work and the promotion of entrepreneurship, helping to empower 
disadvantaged groups, in particular young people and women. In addition, tourism promotes exchange 
between people from different parts of the world, enhancing understanding between cultures and pro-
moting peace between communities and nations. Tourism is, therefore, one of the most dynamic and 
far-reaching economic sectors.

Many approaches can be used to define a tourist organization today. In Spain, hotel companies come 
characterized by constant innovation, flexibility, transparency and Corporate Social Responsibility. 
Today, hotel companies move in an environment of continuous change, making continuous innovation 
will allow them to adapt competitively to the changes and transformations and succeed in business.

In addition, sustainable tourism contributes to generating long-term benefits, investing in measures 
to combat deforestation and desertification, to maintain tourist destinations in optimum conditions and 
to generate a greater flow of visitors and benefits to the environment and local communities. Companies 
that are committed to sustainable tourism can create programs for tourists focused on how to preserve 
and care for the environment to help local communities manage their visits in order to obtain the greatest 
possible benefit with a minimum of risks to their ecosystems, Its biological diversity and its flora and 
fauna. Responsible production and consumption are also considered key challenges, both in terms of 
the supply chain of companies in the sector, and in the promotion of patterns of sustainable consump-
tion among tourists. In addition, it is important to preserve the destination and promote sustainable and 
intelligent cities that benefit the local population and tourists.

The empirical study of the situation of Spain in the Global Compact and GRI agreement over the years 
of study (2002-2012) was performed. Specifically, regression models were constructed of these cases 
to predict spending in the coming years. These models shown that the number of Spanish companies’ 
signatories of the Global Compact and the number of Spanish companies reporting according to GRI 
gradually increase in the coming years.

In this way, it has been seen throughout this chapter that Spain is aware of the importance of tourism 
and its role in the development model, the short-term successes, and that is the key to real opportunities. 
Therefore, the country must try to adapt progressively to the structural changes that occur in the global 
context and that directly affect the tourist market and that condition our competitiveness in the immedi-
ate future. These are changes that have to be answered in a creative and innovative way, in the face of 
the inertia of the past unviable, at least dubious, in the real tourist scenario.
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In the last part of our chapter, it was shown specifically on the contribution of hotel and tourism 
organizations in sustainable development and Corporate Social Responsibility. In conclusion, compa-
nies within the hotel industry are examples to follow of responsible activity with the environment and 
socially sustainable practices. Promoting sustainable and intelligent cities is fundamental to guarantee 
destinations that attract tourists and promote the quality of life of local communities. The Sustainable 
Development Objectives require the construction of strategic alliances between the different actors that 
have an impact on the sector. In short, they require the commitment of society as a whole.
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KEY TERMS AND DEFINITIONS

Eco-Efficiency: The relationship between the value of the product or service produced by a company 
and the sum of environmental impacts throughout its life cycle.

Ecological Crisis: A situation that arises when the environment of a species or a population under-
goes critical changes that destabilize its continuity.

Environmental Responsibility: A damage caused to other species, nature as a whole to future gen-
erations, by the actions or non-actions of another individual or group.

Natural Resources: Material goods and services provided by nature without altering the part of 
the human being and contributing to the welfare and development of society directly (raw materials, 
minerals, food) or indirect.

Social Responsibility: Burden, commitment, or obligation of members of a society either as indi-
viduals or as a member of a group, both with each other and for society as a whole.

Sustainability: The balance of a species with the resources of its environment. Describes how bio-
logical systems remain diverse, material, and productive over time.

Tourism: Trips and stays made by people in places other than their usual environment within a period 
of less than 365 days, for leisure, business, or other reasons.
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ABSTRACT

This chapter identifies the most effective measures of corporate social responsibility pillars that prompt 
the CSR implementation as an innovative tool for modern business. Differences between the respondents’ 
education level and the level of their awareness with the concept of CSR are researched. Primary data 
were collected by conducting the survey in 2019; statistical analysis of data was performed using soft-
ware SAS: analytics, business intelligence, and data management. The results showed that research and 
development in the field of environmental protection, development of qualification, skills of employees 
and conducting a systematic stakeholders’ survey about the company’s activities are the most effective 
measures to improve innovation through CSR. The research found that the level of education affects 
the level of knowledge about CSR, and the job title of the respondents has no effect on the level of CSR 
concept awareness. The study also provides significant recommendations for improving the level of CSR 
implementation that can be used by all kinds of business.
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INTRODUCTION

The interests of each company require solving strategic development problems through various tasks 
and issues that are related to the harsh competitive struggle that already takes place in the domestic and 
foreign markets. Nowadays, sustainable economic development is not determined by the availability of 
raw materials or markets, but an opportunity for enterprises to enter the market of highly skilled labor 
resources, scientific inventions and new technologies, which is impossible without the creation of an 
innovative model of development and principles of Corporate Social Responsibility (Bolzan, Bitencourt, 
& Volkmer Martins, 2019; Grydzhuk, 2008; Ubrežiová & Gurská, 2012; Ubrežiová & Horská, 2011). 
Previous researches show that these two concepts are extremely important for each company, as CSR and 
practice in the innovation sphere help to function normally in the conditions of deep, radical reformation 
of the economy (Grydzhuk, 2008; MacGregor & Fontrodona, 2008; Rexhepi, 2013). The main purpose 
of such reformation is not only the profitability of the business and the economic growth of enterprises, 
but, first of all, satisfying the needs of stakeholders (Voloskovets, 2010). Besides, the development of 
new market opportunities, marketing research, financial management, resource utilization, investment 
attraction, and socially responsible business awake the need to provide innovative ways of expanding 
(Lii & Lee, 2019; Marin, 2017; Song, 2018).

Nevertheless, the issue of combining two radically important components as an innovation activity 
and corporate social responsibility of entrepreneurship is still not sufficiently researched in the scien-
tific environment (Voloskovets, 2010). The relationship between CSR and innovative activities is a new 
concept and, accordingly, is not sufficiently developed in the theoretical and empirical aspects (Bocquet 
& Mothe, 2013; Chala, 2014). This kind of research remains scarce especially in the case of small and 
medium-sized enterprises (Bocquet & Mothe, 2013; Jenkins, 2006; Murillo & Lozano, 2006).

The purpose of the chapter is to identify the most effective measures of three Corporate Social 
Responsibility pillars which are prompted the CSR implementation as an innovative tool for modern 
business. The research also aims to identify the relationship between the level of education/the job title 
of the respondent at the enterprise and the level of his/her awareness with the CSR concept. To achieve 
the goal, it is necessary to find out answers to the following questions:

• RQ1. Are the CSR measures important for innovation activity development?
• RQ2. What are the main CSR activities which help to improve the innovative activity of the 

enterprise?
• RQ3. What is the level of awareness about CSR among employees working in creating innovative 

technologies and products area?

The second section reviews literature describing the essence of CSR and innovation, and also explains 
the interrelation between these two concepts. The third section represents the hypothesis of the study. 
The next part describes methodological issues that include research design and sample identification. 
The empirical results are presented and discussed in the fifth section. The last parts represent proposals 
for further research.
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THEORETICAL BACKGROUND

This part of the article describes the thoughts of scientists, whose research is closely related to the con-
cepts of innovation activity and CSR.

The Attitude of Scientists to the Concept of CSR

Today, the concept of Corporate Social Responsibility is not a new or unknown phenomenon. But it 
should be noted that this field of study is increasingly explored among well-known researchers, leading 
companies, governments, and non-governmental organizations (Lee, 2008; Secchi, 2007; van Marrewijk, 
2003; Veiga Ávila et al., 2019; Zinchenko, 2017). Most companies have already realized the impor-
tance of CSR activities and thus have long been implementing measures in such area in their business 
strategies (Aßländer, 2011; Janošková & Palaščáková, 2018). From this point of view, the authors are 
paid the attention to the sustainable development of business activities towards to the implementation 
of business strategy (Chebeň, Lančarič, Savov, Tóth, & Tluhoř, 2015; Chládková & Formánková, 2016; 
Halasi, Schwarcz, Mura, & Roháčiková, 2019). Based on Bylok (2016), in defining the Corporate Social 
Responsibility in the subject – related literature the macro and micro–social approaches are in evidence. 
In the macro-social approach, the authors place emphasis on one personal engagement of the owner/
entrepreneur with regard to the surroundings, while in the macro–social approach CSR is treated as an 
element of the strategy of sustainable development. In the micro-social approach, the emphasis is placed 
on the socially broader consequences of the business activities of enterprises. While we can generally 
see a decline of the share of industry, parallel to this trend the Visegrad countries are taking over more 
industrial production (mainly assembly). This will reduce the requirements for innovative knowledge 
workers. This “over-industrialization” has led to a dual economy, in which domestic companies compete 
by utilizing the comparative advantages of a cheaper labor force. In fact, products whose comparative 
advantages do not decrease as the development gap narrows are needed for sustainable economic devel-
opment. If we continue to hinder the development of non-material services this way, then by decreasing 
innovative capacities we shall get deeper into the trap of dependent market economies (György, 2017).

However, there are still companies that believe that CSR activities are nothing more than a move to 
improve their image (Alvarez Dominguez, 2011; Bhattacharya, 2006). In our opinion, if firms think that 
CSR is the same as philanthropy, or nothing more than charity, then this means that such companies still 
clearly do not understand the essence of Corporate Social Responsibility (Baines, 2016).

Since the expectations of the stakeholders have changed, being a socially responsible company has 
become much more important than before. Businesses should remember that the time of globalization 
makes it impossible to conduct unethical business. Companies can no longer ignore the requirements 
for labor relations with employees, or restrictions on environmental pollution because failure to comply 
with these rules will necessarily lead to a negative reaction from the public (Diačiková & Daňková, 
2019; Fassin & Buelens, 2011).

In our opinion, we should analyze the attitude of scientists to the concept of CSR. In particular, Pin-
Chao et al. (2018) and also Ubrežiová and Horská (2011) believe that every year CSR becomes more 
attractive for social attention. The authors argue that the improvement of CSR models can contribute 
to the development of external markets, improve social efficiency and resolve conflicts more quickly. 
Ulutaş, Giritli, and Mcdermott (2016) argue that most definitions describe CSR as one of the most im-
portant methods that companies use as a way to improve loyalty to the company. Also, the authors state 
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that CSR can meet the requirements of stakeholders in social, economic and environmental directions 
(Antošová & Csikósová, 2016). Therefore, we can agree with the authors and point out that CSR reflects 
the positive aspects of the enterprise’s activities to improve the overall social environment. In turn, Moon 
(2007) believes that in the future, the improvement of the natural environment will be one of the most 
important incentives for enterprises. This situation will encourage the company to develop CSR activities 
in such a direction. The author states that an environmentally responsible company will always be more 
dominant in the market and has more competitive advantages. Oginni and Omojowo (2016) follow the 
same opinion and argue that the uninterrupted activity of the company in the sphere of CSR will help 
to develop more interest in the business from the side of stakeholders. Consequently, we can conclude 
that socially responsible firms receive significant competitive advantages, which ensure positive growth 
and stable development of the company. Montecchia, Giordano, and Grieco (2016) describe that today 
there are many ways to effectively communicate with CSR. These channels can take the form of annual 
reports, company websites, CSR reports, or by organizing social events (Kunz, Ferencová, Hronová, & 
Singer, 2015; Sutherland, 2016). However, the authors point out that the CSR report is one of the most 
used and most effective methods of communicating with CSR. The advantage of this method is that its 
content helps researchers to reduce the time of searching for information about the company’s activities 
in the sphere of CSR.

The Investigation of the Concept of “Innovative Activity”

Regarding innovation activity, we can see that a significant number of fundamental research is devoted 
to this concept. In particular, Tarasova (2012) argues that innovation activity is a set of practical actions 
aimed at using scientific and technical results to obtain new or improved existing products, technologies, 
management methods, etc. Scientist Faychuk (2013) believes that innovation activity is aimed at updat-
ing the existing, creating and using a new competitive product (product, the technology of production 
method) in order to better meet public needs (the increase of labor productivity, quality of products, the 
decrease of its cost, etc.). Besides, Koyuda and Sheyko (2013) have a similar view of this kind of activity 
and argue that it is aimed at the development, use and commercialization of scientific, technological and 
technological results of the innovation process for the production of products, expansion of the nomen-
clature (range), implementation of the latest technology (organization of management or improvement, 
etc.) and the competitive products (works, services) in order to obtain economic efficiency. There is 
also the opinion that innovative activity is a process that is focused on realizing the results of completed 
researches or other scientific and technological advances in a new or improved product, implemented in 
the market, in a new or improved process used in practice (Ervits, 2018; Kovalenko, 2015). Chukhray 
and Lisovska (2015) in their work have described the main factors that prevent or promote the imple-
mentation of innovation activities in the enterprise’s activity (see Table 1).
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In addition, among the most important factors that influence the success of innovation are market 
orientation, compliance with the goals of the organization, effective system of selection and evaluation 
of projects, effective project management, and control, the source of creative ideas, the sensitivity of 
organizations to innovations, individual and collective responsibility.

The Interconnection Between CSR and Innovation Activity

In today’s conditions of a market economy, more and more managers of various business structures consider 
their main task to search and develop innovative mechanisms that allow ensuring the competitiveness and 
socio-economic stability of organizations in the long-term. Currently, Corporate Social Responsibility 
(CSR) is one of such effective innovations. The main characteristic of CSR is that it aims not only at the 
sustainable strategic development of the business itself but also in satisfying the interests of society and 
the state as a whole. Synergetic of such interaction is the key to successful promotion, the stability of 
enterprises and business structures (Khrushch, 2016). For example, The UN Global Compact-Accenture 
CEO Study on Sustainability 2013 has conducted research between more than 1,000 executives from 
the largest multinational corporations.

The results show that 78% of them believe that CSR activities contribute to the development of in-
novative solutions and create competitive advantages (United Nations Global Compact, 2013). On the 
other hand, Harvard Business Review has published research findings that show that CSR policies and 
related programs can increase the organization’s innovation. The research has made it possible to establish 
a link between participation in Corporate Social Responsibility projects and a certain number of new 

Table 1. The main factors that prevent or promote the implementation of innovation activities in the 
enterprise’s activity

Group of factors Factors that prevent Factors that promote

Economic, technological

Lack of funds for investment projects, weak material, 
scientific and technical base, outdated technology, 
lack of reserve capacities, the domination of current 
production interests.

Availability of financial and logistical resources, 
advanced technologies, necessary economic, 
scientific and technical infrastructure; material 
incentives for innovation activities.

Political, legal Limitations on antimonopoly, tax, patent and 
licensing legislation.

Legislative measures (especially incentives) that 
encourage innovation activity; state support for 
innovation.

Organizational and 
managerial

Excessive centralization; the authoritarian style 
of management; the predominance of vertical 
information flows; the complexity of inter-branch 
and inter-organizational interactions; rigidity of 
planning; orientation to existing markets; orientation 
to short-term payback; the difficulty in coordinating 
the interests of participants in innovative processes.

The flexibility of organizational structures, 
democratic style of management, the predominance 
of horizontal flows of information, self-planning, 
admission of correction, decentralization, autonomy, 
the formation of target and problem groups, 
reengineering.

Socio-psychological and 
cultural

Counteraction to changes that may have 
consequences such as changing of status, the need 
for a new job, the restructuring of old methods of 
activity, the violation of behavioral stereotypes and 
established traditions; timidity of uncertainty; fear of 
punishment for failure; counteraction to everything 
that comes from outside.

Moral encouragement, public recognition, provision 
of opportunities for self-realization and creative 
work, the normal psychological climate in the team.

Source: Chukhray and Lisovska (2015)
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products launched on the market. Scientists studied 128 firms in all major industry sectors. One-third of 
the companies that ranked first in the level of CSR activity, launched an average of 47 new products in 
one year. The rest of the companies which were at the end of the rating launched only 12 new products. 
The authors of the report believe that the CSR policy also guarantees access to a wide range of knowledge 
for the organization in the process of building relationships with external stakeholders (clients, suppliers, 
non-profit organizations and public authorities). This way, it allows the company to keep pace with chang-
ing market, technology trends and promote the creation of “creative jumps” (Luo & Du, 2012). Besides, 
the reason for the interest increasing in combining of these two concepts is that companies always strive 
to raise profit by the implementation of innovations into their activities, and CSR measures can be used 
as innovative ways, which contribute improvement of productivity, efficiency, and competitiveness of 
the enterprise (Khrushch, 2016). For example, MacGregor and Fontrodona (2008) state that in general 
innovations have risky nature, and CSR can be used as a risk reduction method. Hockerts and Morsing 
(2008) in their research confirmed that companies that take the top places in the rating of social activi-
ties, perceive CSR as an efficient tool of innovation activities development of the company. Corporate 
Social Responsibility practices are typically used as an instrument to improve stakeholder interaction. 
CSR indicates that companies have to take into account the needs and requirements of stakeholders. 
This interaction can become a way of implementing or improving the innovation enterprise activity 
since the goal of innovation is to maximize the satisfaction of the needs of the stakeholders in general 
and, in particular, to increase the number of consumers (Reinlie, 2017). However, innovation does not 
always relate to commercial markets and consumer requires, it may be a social requirement that connects 
process, product, organizational or marketing innovations. For example, CSR can be a social need that 
will be used to ensure the employee’s right to a safe workplace, and the satisfaction of this need might 
accelerate the implementation of innovations in the company’s activities. Besides, companies may feel 
pressure from environmental protection activist groups. Such kind of pressure can push an organization 
to invent innovative solutions that can help to reduce or eliminate conflicts related to environmental 
protection (Tidd & Bessant, 2013).

Summarizing the above, we can agree that current research in the field of combining CSR and in-
novation is insufficient. Researchers are trying to explain the connection between these two concepts, 
but because of the conceptual difference between CSR and innovation, the interpretations of the results 
are always different.

Methodology

Hypotheses

Skills, experience, and education of employees can positively affect the innovation activities develop-
ment of the enterprise. Studies show that employee engagement in CSR activities has an undoubted 
impact on business development, the environment, and society (Rosati, 2018). Therefore, firms need to 
understand the employee knowledge level about CSR. In this connection, many studies show that the 
level of CSR awareness depends on the employee ‘s individual characteristics (Asrar-ul-Haq, 2017; Rah-
man, 2019; Sengupta, 2016). For example, Saxena (2017) believes that the perception of CSR depends 
on the education level. Besides, some authors believe that employees who hold higher positions have 
a better understanding of the CSR concept and its importance (Kovalenko, 2015; Voloskovets, 2010).
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• H1: There is a significant difference between the educational level of the respondent and his/her 
level of CSR concept awareness.

• H2: There is a significant difference between the job title of the respondent and his/her level of 
CSR concept awareness.

Data Collection

The aim of the research is to identify the main areas of CSR that can contribute to the development of 
enterprise innovation activities. The survey was conducted using the questionnaire method. The ques-
tionnaire sample is an original proposal. The questionnaire was filled by 217 respondents working in 
the area of innovation products and technologies creation. The research was conducted during October-
November 2018. The questionnaire consists of the following main parts:

• I. General information about the respondent. This part includes questions about the respondent’s 
position at the company and education degree

• II. Awareness of the term CSR and the company’s activities in this area.
• III. Selection of the most important activities within CSR three pillars (economic, environmental 

and social pillar)

Respondents were required to identify which CSR measures are the most effective for improving 
company innovation activity. The questionnaire template made it possible to select several suggested 
options. Likert scale was used for the questionnaire’s formulation. According to this, the respondent 
evaluates the degree of his/her agreement or disagreement with judgment. The level of the respondent’s 
awareness about CSR content was evaluated by using this rating scale (1- “not at all”, 5 - “a lot”). The 
Likert scale was also used in part III, where respondents express their opinion about the importance of 
the CSR measures to facilitate innovation activities development (1- “not important”, 5 - “important”).

Data Analysis

The investigation of the CSR phenomenon requires the use of a wide range of general and special methods 
for data mining. Thus, for the study of this problem, it was mandatory to apply the following methods 
of data analysis: analysis, synthesis, induction, deduction, complex, comparative. Besides, descriptive 
analysis and graphics were made using Microsoft Excel. XLSTAT: Statistical software and data analysis 
add-on for Excel was used to analyze our data. In order to refute or confirm H1 and H2, it was used the 
Kruskal–Wallis test and Dunn’s test.

RESULTS

A total of 217 surveys were collected. Table 2 shows general information about respondents. According 
to respondents’ answers, it can be seen, that the largest number of respondents hold positions of a techni-
cian and software innovation engineer (42, 4% (92 respondents) and 30% (65 respondents) respectively). 
Besides, the questionnaire was filled by 9 managers of the departments, 16 team leaders and 35 product 
development engineers.
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Besides, the respondents’ education degree was the following: secondary education – 15, 7% (34 
respondents), bachelor or equivalent level – 50, 9% (110 respondents), master or equivalent level – 29, 
2% (63 respondents) and PhD or equivalent level – 4, 2% (9 respondents).

Attitude Toward CSR

The next part of the questionnaire was aimed to explore the attitude of the respondents toward CSR. 
Thus, 73, 3% (159 respondents) pointed out that the CSR measures are important for innovation activ-
ity development. This fact may have a positive impact on enterprise activity development, because, 
employees’ understanding of the CSR importance may become an impetus of new ideas to improve the 
company’s innovation activity. On the other hand, 62, 2% of the respondents are familiar with CSR activi-
ties within the investigated company. In this case, it is recommended to organize additional meetings or 
workshops that may help employees improve their knowledge about the significance of Corporate Social 
Responsibility and familiarize workers with CSR company’s activities. The Likert scale helped us with 
further investigation within respondents. Table 3 explicitly shows the extent to which respondents agree 
or disagree with the following statement: “I am aware of the CSR concept and how it is implemented 
in the company’s activities”.

The results show that most employees highly evaluate their knowledge of CSR and the company’s 
activity in the field. In particular, 73 surveyed workers gave a mark 4, and 45 gave a mark 5. Moreover, 

Table 2. General information about respondents

          Characteristic           Respondents’ part

Work position

Manager of the department 4,1%

Product development engineer 16,1%

Software innovation engineer 30%

Team leader 7,4%

Technician 42,4%

Education degree

Secondary education 15,7%

Bachelor or equivalent level 50,9%

Master or equivalent level 29,2%

PhD or equivalent level 4,2%

Source: own research

Table 3. Respondents’ agreement/disagreement with statements toward CSR

Mark 
Statement

1 - strongly 
disagree 2 3 4 5 - strongly 

agree

I am aware of the CSR concept and how it is 
implemented in the company’s activities 1,4% 16,6% 27,6% 33,6% 20,7%

Source: own research
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respondents had to assess the importance of listed CSR measures for improving the innovation activity 
of the enterprise. Table 4 represents the results of this survey part.

Consequently, it can be concluded that, according to respondents’ answers, the research and develop-
ment in the field of environmental protection is one of the most important CSR measures that contribute 
to the development of innovation activities. The respondents’ chose may be explained by the fact that 
constant searches to improve the level of environmental protection can encourage employees to look for 
new ways to solve this problem. Besides, the majority of the respondents pointed out that the develop-
ment of the qualification and skills of employees is an important factor in novelty creating. This may 
be due to the fact that more knowledgeable and skilled workers usually have better ideas which help 
to increase innovation activities in the business. Moreover, systematic monitoring of the stakeholders’ 
desires enables the company to find innovative ways to meet these requirements more quickly than 
competitors. Survey results show that most respondents agree with this statement. Thus, 29,5% of the 
respondents gave a mark 5 and 42,4% - 4.

Statistical Data Processing

Proving/Refuting of H1

During the study, it was necessary to examine the difference between the educational level of the re-
spondent and his/her level of CSR concept awareness. The use of the Kruskal–Wallis test helps to prove 

Table 4. The evaluation of CSR activities

Mark 
Statement

1 - not 
important 2 3 4 5 - important

Research and development in the field of 
environmental protection 0 1,4% 17% 42,4% 39,2%

Purchase of environmentally friendly 
machinery and equipment 13,4% 21,7% 28,1% 13,8% 23%

Improving the sales business activities, taking 
into account the ethical principles of trade 6% 29,5% 53,9% 5,5% 5,1%

Providing customer service after the sale of 
products and services 7,4% 36% 50,2% 3,2% 3,2%

Solving complaints with shareholders, 
suppliers and business partners 3,2% 10,7% 40% 34,6% 11,5%

Development of qualification and skills of 
employees 0 0,5% 10,5% 24% 65%

Protection of intellectual property 4,6% 31,8% 49,8% 10,1% 3,7%

Work benefits (e.g. Home office, additional 
insurance, …) 2,8% 25,8% 59% 9,2% 3,2%

Conducting a systematic stakeholders 
questionnaire survey about the company’s 
activities

0 1,8% 26,3% 42,4% 29,5%

Source: own research
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that such a difference is statistically significant (p-value < 0,0001, alpha = 0,01). Consequently, it can 
be concluded that the level of education affects the level of knowledge about CSR. Besides, multiple 
pairwise comparisons by Dunn’s procedure was used (see Table 5).

Table 5 shows that respondents with a master and Ph.D. level of education (or equivalent levels) 
gave a high assessment of their awareness about the CSR concept. Employees with a bachelor’s level 
(or equivalent level) demonstrated a slightly worse result. And at last, employees who have finished a 
secondary school presented the lowest level of knowledge about the CSR essence.

Proving/Refuting of H2

Hypothesis 2 states that there is a significant difference between the job title of the respondent and his/
her level of CSR concept awareness. As in the previous case, we use the Kruskal–Wallis test for confirm-
ing/refuting the H2. In this situation, statistical data processing has shown that p-value = 0,035 (alpha 
= 0,01). It means that the Kruskal–Wallis test refutes H2 and it can be concluded that the job title of the 
respondents has no effect on the level of CSR concept awareness.

DISCUSSION

In this work, it was conducted the research directed to find out the interconnection between CSR and 
innovation activity. Based on preliminary studies of this area, it was aimed a purpose to identify the most 
effective measures of three Corporate Social Responsibility pillars which prompt the CSR implementa-
tion as an innovative tool for modern business. The study allows us to find out answers to the questions 
pointed out during our research. Answers of respondents to the RQ1 make it possible to understand that 
CSR measures are important for the innovation development in an enterprise. According to the survey 
results, 73,3% of respondents gave a positive answer to this question. These facts corroborate our results 
of literary analysis, which argued that CSR is important for this kind of company’s activity and that 
these two concepts are interconnected (Khrushch, 2016; Luo & Du, 2012). The respondents’ answers 
to the RQ2 show us that conducting systematic stakeholders’ questionnaire survey about the company’s 
activities one of the main CSR activities which help to improve the innovative activity of the enterprise. 
According to the obtained results, it is possible to agree with the conclusions of the processed literature, 
which states that Corporate Social Responsibility practices are typically used as an instrument to improve 
stakeholder interaction (Reinlie, 2017). Besides, surveyed employees pointed out that the development 

Table 5. Multiple pairwise comparisons using Dunn’s procedure

Sample Frequency Groups

Secondary school 34 A

Bachelor / Engineer 110 B

Master 64 C

PhD 9 C

Source: own research

 EBSCOhost - printed on 2/8/2023 2:02 PM via . All use subject to https://www.ebsco.com/terms-of-use



170

Corporate Social Responsibility as a Part of the Strategies for Business Sustainabilityt
 

of qualification, skills of employees play a significant role during the innovation creating process. Due 
to this fact during our study, it was also confirmed that ensuring employee rights to a safe workplace, 
developing workers’ knowledge and skills can accelerate the implementation of the innovation in the 
company’s activities (Tidd & Bessant, 2013). The present study claims that there is a significant differ-
ence between the educational level of the respondent and his/her level of CSR concept awareness. This 
conclusion supports our literature analysis findings that the level of CSR awareness depends on and the 
employee ‘s individual characteristics (Asrar-ul-Haq, 2017; Rahman, 2019; Saxena, 2017; Sengupta, 
2016). On the other hand, the present study disproves the fact that the job title has an influence on the 
worker’s CSR awareness (Kovalenko, 2015; Formánková et al., 2016; Voloskovets, 2010). D`Anselmi 
(2011) provided a broader interpretation of the stakeholders by defining them as people or groups that 
were voluntarily or unintentionally exposed to the risk arising from the actions of the firm. The growth 
of the role of business responsibility in ensuring sustainable development of society requires a revision 
of corporate strategies in terms of integrating CSR into the corporate governance system.

CONCLUSION

This research analyzed the scientific views of different authors about defining the concepts of “innova-
tion activity” and “Corporate Social Responsibility”. Besides, the peculiarities of the interaction of these 
two concepts are analyzed. It should also be noted that the authors conducted survey questionnaires 
among employees working in the field of innovative products and technologies creation. The results of 
the study showed that research and development in the field of environmental protection, development 
of qualification, skills of employees and conducting a systematic stakeholder questionnaire survey about 
the company’s activities are the most effective measures to improve innovation through CSR. On the 
other hand, respondents believe that improving the sales business activities, providing customer service 
after the sale of products and services, protection of intellectual property or work benefits do not have an 
influence on the innovation activity of the company. Besides, 62,2% of the respondents are familiar with 
CSR activities within the investigated company. In this case, it is recommended to organize additional 
meetings or workshops that may help workers improve their knowledge about the significance of CSR 
and familiarize workers with CSR company’s activities. It should be noted that this paper is just a first 
step toward the complete investigation relationship between innovation activities and CSR measures. 
Furthermore, in this work were initially used topic limitations (for example, we were focused only on 
employees who work in creating innovative technologies and products area). Besides, the research was 
conducted in only one company. Moreover, a limited list of activities related to each of the CSR pillars 
was given. In future studies, it is not necessary to apply the same topic limitations. First of all, the survey 
can be conducted among employees who work in other company’s areas. Second, future researches can 
be conducted in more than one company. In addition, a more broad list of CSR activities can be created 
for the survey. The research findings confirm a significant part of the information received from the 
literature and help us to make important assumptions. The present work demonstrates that the level of 
education affects the level of concept awareness. Furthermore, the research shows the job title of the 
respondents has no effect on the level of knowledge about CSR.
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KEY TERMS AND DEFINITIONS

Activity: A definition is a quality or state of being active: behavior or actions of a particular kind.
Company: A company, abbreviated as co., is a legal entity made up of an association of people, be 

they natural, legal, or a mixture of both, for carrying on a commercial or industrial enterprise. Company 
members share a common purpose, and unite to focus their various talents and organize their collectively 
available skills or resources to achieve specific, declared goals.

Corporate Social Responsibility (CSR): The concept of CSR basically means a voluntary decision 
to support a better society and making the environment cleaner.

Development: It means an ongoing process to achieve a better outcome in the future.
Innovation: In its modern meaning is “a new idea, creative thoughts, new imaginations in the form 

of device or method”. Innovation is often also viewed as the application of better solutions that meet 
new requirements, unarticulated needs, or existing market needs.

Research: Is defined as the creation of new knowledge and/or the use of existing knowledge in a new 
and creative way so as to generate new concepts, methodologies, and understandings. This could include 
synthesis and analysis of previous research to the extent that it leads to new and creative outcomes.

Strategy: It is important because the resources available to achieve these goals are usually limited. 
Strategy generally involves setting goals, determining actions to achieve the goals, and mobilizing re-
sources to execute the actions.

Sustainable Business: Sustainable business believes that every business can improve their economic, 
social, and environmental bottom line by implementing meaningful sustainability practices and programs.
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ABSTRACT

Industry 4.0 drivers and sustainability are topics increasingly referred to as part of the firm’s strategy. 
Business value creation must be linked to sustainability and be designed on the road to the Industry 4.0. 
Technological advancements can bring about countless opportunities for growth and success in achieving 
humanity’s set goals fitting the challenges of sustainability. This seminal work attempts to explore how 
Industry 4.0 creates opportunities to promote business sustainability. Based on the concepts of sustain-
ability, business model, and the Industry 4.0 drivers, this chapter aims to provide insightful information 
on the potentials of exploring business model in the age of Industry 4.0.

INTRODUCTION

The global industrial landscape has changed deeply in the last few years due to increasing technologi-
cal developments and innovations in manufacturing processes. The Industry 4.0 concept has emerged, 
and the academic literature has paid increased attention to this topic, which remains non-consensual. 
Nevertheless, there is a common understanding that the emergence of a new industrial paradigm will 
lead to novel business models. Little is known about which elements structure and shape the new digi-
tal business models. However, it is, at least, consensual that new business models must accomplish the 
mechanism underlying integration amongst the economic, environmental, and social components of 
business sustainability (BS).
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Today, economies across the world are facing unprecedented challenges crossing social, economic 
and environmental dimensions of sustainability including climate change, natural disasters, loss of bio-
diversity, water scarcity, inequality, social insecurity and so on. These issues involve all stakeholders - 
citizens, governments, civil society, institutions - and they also involve businesses. A common response 
is needed as a matter of urgency in order to make sustainability a mainstream topic in business history 
where businesses and societies can find approaches that will move towards all three goals - environmental 
protection, social wellbeing, and economic development - at the same time.

Some authors (Bonvoisin, Stark, & Seliger, 2017; Dyllick, 2015; Haanaes et al., 2012) argue that 
benefits of addressing sustainability issues accrue not only to the society and environment but also to 
the enterprises themselves, throughout tangible benefits in the form of reduced costs from resource ef-
ficiency and regulatory compliance improvement, less labour turnover and reducing risks, as well as 
in the form of better reputation and image, increased competitiveness, better access to financing and 
increased attractiveness to talent.

Our world does not only face sustainability challenges but also faces technological advancements in 
digitalization and automation that are transforming the industrial production systems. In the last years, 
opportunities created by the Industry 4.0 (I4.0), with the use of emerging technologies, are transforming 
business and engineering processes in a way that they are deeply integrated making production operate 
in a flexible, efficient, and sustainable way with constantly high quality and low cost (Wang, Wan, Li, 
& Zhang, 2016). Some studies show that companies are starting to capitalize on the potential of emerg-
ing technologies to rearrange production, services, business models or the whole organization in a more 
sustainable way. In sum, Industry 4.0 could be an enabler to sustainable business models.

The topic “Business Model” (BM) has been the subject of a growing number of studies and published 
articles. Interest in business models as a distinct management research topic is relatively recent and some 
scholars argue that the increasing usage of the BM concept, which began in the mid-1990’s, may have 
been driven by the advent of the Internet and by the emergence of the “new economy” (Baden-Fuller 
& Morgan, 2010; Morris, Schindehutte, & Allen, 2005; Zott, Amit, & Massa, 2011). Moreover, the 
concept is relevant for firms of all sorts, and progress in the field has been still fuzzy and vague by lack 
of consensus over the key components of a BM (Osterwalder, 2004).

Recent advances in Information and Communication Technologies (ICTs) and business conducted over 
the internet, with its dynamic, and rapidly competitive characteristics, promises new avenues for reflection 
on the creation of wealth (Afuah & Tucci, 2001; Amit & Zott, 2001). Introducing the I4.0 levers, new 
BMs that were unheard of, or very rare decades ago, will lead to organizations experimenting with new 
ways of achieving their goals, providing a great source of wealth and opportunity in today’s economy.

As I4.0 progresses, BM for traditional manufacturing is changing, and new models are emerging. 
Little is known about which elements structure and shape the new digital BMs. It is expected that the 
value generated from the fourth industrial revolution goes beyond the value that can be created through 
the configuration of the value chain (Porter, 1985), or from the exploitation of unique resources (Barney, 
1991). New BMs innovate through new mechanisms structures, automation and big data exchange not 
present in traditional businesses.

Based on the concept of a business model, this paper will explore the intersections between the op-
portunities provided by the development of I4.0 and the challenges to business sustainability. To do so, 
we focus on the business model compositional facets integrating the sustainability issues and the Indus-
try 4.0 challenges. In this paper, we present initial approaches for adapting business models to the new 
business environment. This analysis, based on the concepts, principles, and drivers of Industry 4.0 can 
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provide the basis to reflect on the creation and capture of value. The main conclusion of this research is 
that there is a high potential for Industry 4.0 to ensure a more sustainable business. This is shown by ana-
lyzing business sustainability drivers, business models components and I4.0 technological opportunities.

SUSTAINABLE DEVELOPMENT, BUSINESS 
SUSTAINABILITY AND SUSTAINABLE VALUE

Sustainability is a multi-dimensional concept encompassing environmental, social, and economic di-
mensions. Such dimensions form the Triple Bottom Line (TBL) view of sustainability. Awareness about 
Sustainable Development (SD) in business organizations has increased, over the last decades and sustain-
ability strategies may require some adjustment of business models, where sustainable value emerges as 
the intersection of economic, social and environmental requirements and decisions.

Sustainable Development

The United Nations General Assembly adopted the Agenda 2030 Sustainable Development Goals (SDGs) 
on September 25, 2015, which includes 17 self-sustaining goals, with 169 targets. These so-called SDGs 
are intended to serve as a foundation for a transformation of the global economies towards sustainable 
development (United Nations, 2015) by addressing the root causes of poverty and the universal need 
for development that works for all people. The goals cover the three dimensions of sustainable develop-
ment: economic growth, social inclusion, and environmental protection. Agenda 2030 has five topics 
known as the five Ps: people, planet, prosperity, peace, and partnerships, which span across the 17 SDGs 
(Zhai & Chang, 2019). We can support the argument that sustainable development aims at achieving 
social progress, environmental equilibrium, and economic growth. In this sense, proper decisions on 
sustainable resource management have an impact on sustainable growth for a sustainable society (Yang, 
2019). Sustainability of society includes decisions against poverty, gender equality, quality education, 
and health systems, while the sustainability of the economy depends on the adoption of proper produc-
tion, distribution and consumption systems. On the other hand, the sustainability of the environment 
includes decisions on land use, energy management, recycling, and waste management activities, reuse, 
and renewable programs, as well as conservation of ecology or biodiversity (Mensah, 2019).

Business Sustainability

In a time when more and more firms claim to manage sustainably, it is imperative to distinguish between 
those firms that do and those that do not make effective contributions to economic, social and environ-
mental sustainability issues (Dyllick & Muff, 2015). Indeed, sustainability becomes part of the firm’s 
heart of business (Broek, 2010). Firms should understand the impact of the business network on critical 
sustainability issues. The term business sustainability or sustainable business means conducting business 
to meet human needs without rapidly depleting resources, degrading the environment, or compromising 
nature conservation efforts at the same time generate profit (Broek, 2010; Duarte & Cruz-Machado, 
2016). Svensson and Wagner (2015) refer to BS as a company’s or an organization’s economic, social 
and environmental efforts to implement and manage both its own and its business network’s impact on 
earth’s life and ecosystems. In addition, Usha and Devakumar (2019) assert some initiatives taken to 
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manage an organization and its relationships in quest of social, economic and environmental associated 
performance enhancement along with the organization’s network of relationships have been termed as 
BS. Mahajan and Bose (2018) appreciate that it may also be referred to as the TBL approach (People, 
Planet and Profit) and emphasizes that the concept of BS is based on long-term thinking, not a short-
term perspective.

We are aware of the variety of frameworks that are based on the three pillars of sustainability. BS per-
spective suggests the use of drivers and indicators to measure business models’ performance in economic, 

social and environmental areas. Indeed, the awareness about BS has increased among stakeholders, and 
increasingly is making part of the action plan of the firm (Duarte & Cruz-Machado, 2016). The values 
to evaluate this action plan can be defined as sustainable value. According to Evans et al. (2017) and 
Boons and Lüdeke-Freund (2013), sustainable value is the merging of economic value, social value, 
and environmental value. In addition, Evans et al. (2017) mentioned that sustainability drivers can take 
forward the creation of sustainable value for the business. There are several drivers (Evans et al., 2017; 
Hurtado-Jaramillo, Chiu, Arimany-Serrat, Ferràs, & Meijide, 2018), sustainable values (Evans et al., 
2017) and indicators (Feil, Quevedo, & Schreiber, 2015; Watanabe, Silva, Junqueira, Santos, & Miyagi, 
2016) for measure the sustainable performance in the context of BS. An example from the environmen-
tal perspective is the smarter energy solution (driver) helps to have clean energy (value) which can be 
measured through total energy consumed (indicator). From a social perspective, transparent behavior 
will lead to transparency in business and can be measured through a business ethics indicator. Figure 1 
integrates some business drivers, value forms, and indicators of sustainable performance.

Figure 1. Business drivers, value forms and indicators of business sustainability
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Businesses should consider sustainability in all activities and relationships, which includes not only 
customers, suppliers and partners involved in activities as conception, design, manufacturing and providing 
even service after the use and the disposal of the products (Watanabe et al., 2016) but firms’ behavior, 
business strategy, operations management, accounting, finance, economics, environmental science, ethics, 
and social psychology (Pojasek, 2007). This induces the emergence of a new business model (Watanabe 
et al., 2016). According to Usha and Devakumar (2019), to reach business sustainability, it is necessary 
for the business model to take care of the stakeholder’s economic, social and environmental benefits. 
The sustainable business model can support managers to better understand how it can contribute to 
sustainability through a firm’s value proposition and including methods of value creation, delivery, and 
capture (Morioka, Evans, & Carvalho, 2016).

Sustainable Value

To effectively integrate sustainability decisions into business models, organizations must consider benefits 
to both the environment and society. This means that sustainable value includes economic, social and 
environmental benefits. Hope (2018) identifies some tools that can help to develop sustainable business 
models. Among these tools are: i) the Cambridge Value Mapping Tool (Vladimirova, 2016) and; ii) 
the Sustainable Value Analysis Tool (Yang, Vladimirova, & Evans, 2017). More recently, Vladimirova 
(2019) explored another tool, the Sustainable Value Proposition Builder to support the development and 
communication of value propositions to multiple stakeholders participating in the process of sustainable 
business model innovation. We will use the Sustainable Value Analysis Tool (Figure 2), because of its 
simplicity and the fact that this study adopts the notion of sustainable value that “incorporates economic, 
social and environmental benefits conceptualized as value forms” (Yang et al., 2017).

Business Models

Business Model, as a manifestation of strategy (Casadesus-Masanell & Ricart, 2010), is a term often 
used to describe the key components of a business, providing a tool to analyze and communicate strategic 
choices (Shafer, Smith, & Linder, 2005), and articulate how a firm creates and captures value (Magretta, 
2002). Despite the plethora of research on BMs, scholars do not agree on a unique definition that fits all 
the necessary purposes. There is no universal consensus on what a BM actually is and what its structure 
is (Lambert & Davidson 2013; Morris et al., 2005; Zott et al., 2011). Given that interest in the concept 
has only recently emerged, it is not surprising that the literature is currently characterized by a lack of 
consensus. This lack of consensus may in part be attributed to interest in the concept from a wide range 
of disciplines. Throughout the literature review, we can found that the BM has been used to address 
different concerns in different contexts and in different management areas. Researchers have looked at 
the BM concept in the context of different domains, such as e-commerce and e-business (Amit & Zott, 
2001), business management and strategy (Casadesus-Masanell & Zhu, 2013), technology and innova-
tion management (Massa & Tucci, 2014), environmental sustainability (Schaltegger, Ludeke-Freund, 
& Hansen, 2012). In addition, the BM concept has also been challenged by traditional theories of value 
creation and value capture, two terms that are often used to describe BMs.
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Business Model: Definitions and Concept

Business Model is not just one concept, it can be defined as a multifaceted concept (Lambert & Davidson, 
2013). Some authors (Morris et al., 2005) have tried to create a consensus about the BM concept. Morris 
et al. (2005) investigated thirty definitions of BM and found three major classes of a BM. The first class 
of BM based on the economic definition, directed to a profit generation through variables as revenue 
streams and cost structures. The second class of BM anchored in the operational terms, directed to the 
architectural configurations by aiming at creating value through the infrastructural design of a business. 
The third class of BM grounded in the strategic view, which definition is directed to the positioning of 
a firm, considering factors such as market position and growth opportunities.

Figure 2. Sustainable Value Analysis Tool
Source: Yang et al. (2017)
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A BM can be understood as the logic for creating value (Linder & Cantrell, 2000), and the logic 
that connects operational potential with the realization of economic value (Chesbrough & Rosenbloom, 
2002). Following this logic, the BM can be used to define how firms should structure their resources, 
capabilities, and processes to create and capture value from the possibilities offered by the context. Table 
1 provides an overview of some of the most used definitions over time according to several authors.

Table 1. Business model definitions

Authors Definition: What is the business model?

Timmers 
(1998, p.2)

“is an architecture for the product, service and information flows, including a 
description of the various business actors and their roles; and a description of the 
potential benefits for the various business actors; and a description of the sources of 
revenues.”

Afuah and Tucci (2001, pp.3-4)

“is the method by which a firm builds and uses its resources to offer its customers 
better value than its competitors and to make money doing so. It details how a firm 
makes money now and how it plans to do so in the long term. The model is what 
enables a firm to have a sustainable competitive advantage, to perform better than its 
rivals in the long term.”

Magretta 
(2002, pp.4-6)

“is a story that explains how enterprises work.” And are also a “planning tool that 
focuses attention on how all the elements of the business fit into a working whole.”

Chesbrough and Rosenbloom (2002, p.532) “is an architecture of organizational and financial structures of a business.”

Morris et al. 
(2005, p.727)

“is a concise representation of how an interrelated set of decision variables in the areas 
of venture strategy, architecture, and economics are addressed to create sustainable 
competitive advantage in defined markets.”

Osterwalder and Pigneur 
(2010, p.14) “it describes the rationale of how an organization creates, delivers, and captures value.”

Teece 
(2010, p.173)

“it articulates the logic and provides data and other evidence that demonstrates how 
a business creates and delivers value to customers. It also outlines the architecture 
of revenues, costs, and profits associated with the business enterprise delivering that 
value.”

Baden-Fuller and Morgan 
(2010, p.167)

“it defines the business’s characteristics and its activities in a way that matches the 
generic level that defines a kind or type of behavior but that also suggests why it 
works, because it embodies the essential elements and how they are to be combined to 
make them work.”

Zott and Amit 
(2010, p.222)

“a template of how a firm conducts business, how it delivers value to stakeholders 
(e.g., the focal firms, customers, partners, etc.), and how it links factor and product 
markets.”

Jensen 
(2013, p.67)

“a focal firm’s core logic for creating, delivering and capturing value within a 
stakeholder network.”

Fielt (2013, p.92) “describes the value logic of an organization in terms of how it creates and captures 
customer value.”

Euchner and Ganguly 
(2014, p.33)

“the means by which a firm creates and sustains margins or growth...the ability to 
create margins and growth is dependent on what competitors are doing to create 
margins and growth for themselves. The business model is not simply the means by 
which a firm creates and captures customer value.”

Roome and Louche (2016) “the way firms do business, creating and capturing value within a value network”

Geissdoerfer, Vladimirova, and Evans (2018)
“…simplified representations of the value proposition, value creation, and delivery, 
and value capture elements and the interactions between these elements within an 
organizational unit.”

 EBSCOhost - printed on 2/8/2023 2:02 PM via . All use subject to https://www.ebsco.com/terms-of-use



185

Addressing Sustainability and Industry 4.0 to the Business Model
 

From the revision above, it is possible to understand that BMs are about how a business works and 
what kind of value a business is delivering and how this is communicated and transferred to the customers.

Business Model Components

Some literature also focuses on BM’s components, dimensions or building blocks. For Weill, Malone, 
D’Urso, Herman, and Woerner (2005), a BM is composed of two elements: a) what the business does; 
b) and how the business makes money. These two dimensions are translated into assets and relationships. 
The assets are divided into physical, financial, intangible and human assets and relationships, combined 
with assets, represent the relationship with buyers. Baden-Fuller and Morgan (2010) suggest that a BM 
is a combination of characteristics and its business activities capture how the essential elements work 
together. With these elements, several building blocks can be created. In turn, Teece (2010) considers 
that “in essence, a business model embodies nothing less than the organizational and financial ‘archi-
tecture’ of a business”. A BM is more of a conceptual model than a financial statement. It depicts the 
business logic and makes assumptions about the participants (customers, suppliers, and partners) and 
value exchanges between them (tangible and intangible benefits and knowledge) (Zott et al., 2011).

Many definitions and component breakdowns of the BM have been proposed over the last decade 
(Amit & Zott, 2001; Casadesus-Masanell & Ricart, 2010; Chesbrough & Rosenbloom, 2002; Magretta, 
2002; Morris et al., 2005; Osterwalder & Pigneur, 2010; Teece, 2010; Zott & Amit, 2010). Table 2 
presents a selective overview of business model frameworks according to several authors. Each of the 
following frameworks is based on different perspectives thus none of them is more correct than the other.

In sum, there are notable similarities regarding the elements which can be used to represent how 
an enterprise creates and captures customer value. Nevertheless, there is more than one way to design 
a BM, and so the question of how to develop a BM remains unanswered (Fliegner, 2017). In any case, 
most perspectives on BMs include the firm’s offerings and activities undertaken to produce them. From 
the literature revision, managers must consider the firm’s value proposition, choose the activities it will 
undertake within the firm, and determine how the firm fits into the value creation network.

However, new features of the new industrial era are affecting the business models and business model 
innovation are derived in consequence (Ibarra, Ganzarain, & Igartua, 2018).

Integrating Sustainability Initiatives into Business Models

According to Osterwalder and Pigneur’s, (2010) framework, a company’s BM consists of four main pil-
lars: product/value proposition, customer interface, infrastructure management, and financial aspects. 
The first two pillars (product and customer interface) are external in nature, as they relate to the com-
pany’s external context. The other two components (infrastructure management and financial aspects) 
are internal in nature, as they are related to the company´s resources and activities (Osterwalder, 2004, 
p.42). This conceptualization is based on the following logic: A business model focuses the value being 
created for target customers (product); therefore, a firm has to manage its partnerships, resources, and 
capabilities to find adequate value configurations for products and services (infrastructure manage-
ment); to address market segments and target customers, communication and distribution channels as 
well as diverse customer relationships have to be established (customer interface); finally, the goal of a 
firm is to appropriate as much of the created value as possible which refers to the underlying financial 
performance (financial aspects).
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Combining the sustainability drivers described in Figure 1 with the four BM pillars described above, 
allowed us to develop our sustainable value matrix, as depicted in Table 3:

Table 2. Components of a business model

Authors Components of a business model

Afuah and Tucci 
(2001)

     · Customer value 
     · Scope 
     · Price 
     · Revenue sources 
     · Connected activities 
     · Implementation 
     · Capabilities 
     · Sustainability

Amit and Zott 
(2001)

     · Activity system content 
     · Activity system structure 
     · Activity system governance

Chesbrough and Rosenbloom 
(2002)

     · Value proposition 
     · Market segment 
     · Value chain 
     · Cost structure and profit potential 
     · Value network 
     · Competitive strategy

Magretta (2002)

     · Customer 
     · Value propositions; 
     · How money are made; 
     · Value delivery; 
     · Costs.

Hedman and Kalling 
(2003)

     · Customers 
     · Competitors 
     · Offering 
     · Activities and organization 
     · Resources 
     · Supply of factor and production inputs

Moris et al. 
(2005)

     · Factors related to the offering 
     · Market factors 
     · Internal capability factors 
     · Competitive strategy factors 
     · Economic factors 
     · Personal/investor factors

Osterwalder and Pigneur 
(2010)

     · Customer Segments 
     · Value Propositions 
     · Channels 
     · Customer Relationships 
     · Revenue Streams 
     · Key Resources 
     · Key Activities 
     · Key Partnerships 
     · Cost Structure

Gauthier and Gilomen (2016)

     · Business logic of a company; 
     · The way the company makes money; 
     · What the company offers; 
     · To whom the company offers this; 
     · How the company can accomplish this.
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INDUSTRY 4.0

“Industry 4.0” (I4.0) was first coined in 2011 to promote the idea as an approach to strengthening the 
competitiveness of the German manufacturing industry, and, since then, the term has drawn great atten-
tion from academics, practitioners, governmental officials, and politicians all over the world. In general, 
I4.0 has been compared to and used interchangeably with the fourth industrial revolution. Overall, the 
vision of I4.0 describes a whole new approach to business operations. In their publication, Kagermann, 
Wahlster, and Helbig (2013, p.5) describe their vision of I4.0 as follows:

In the future, businesses will establish global networks that incorporate their machinery, warehousing 
systems and production facilities in the shape of Cyber-

Physical Systems (CPS). In the manufacturing environment, these Cyber-Physical Systems comprise smart 
machines, storage systems and production facilities capable of autonomously exchanging information, 
triggering actions and controlling each other independently. This facilitates fundamental improvements 
to the industrial processes involved in manufacturing, engineering, material usage and supply chain 
and life cycle management. The Smart Factories that are already beginning to appear to employ a 
completely new approach to production. Smart products are uniquely identifiable, may be located at all 
times and know their own history, current status and alternative routes to achieving their target state. 
The embedded manufacturing systems are vertically networked with business processes within factories 
and enterprises and horizontally connected to dispersed value networks that can be managed in real-
time – from the moment an order is placed right through to outbound logistics. In addition, they both 
enable and require end-to-end engineering across the entire value chain.

Table 3. Sustainable Value Matrix

BM Components Definition Sustainability Initiatives

Product/Value proposition

Product refers to all aspects of what a firm 
offers to its customers. This comprises not 
only the company’s bundles of products and 
services but the way it differentiates itself 
from its competitors.

Sustainability initiatives related to aspects 
of product and value proposition that 
answer to questions of how environmental, 
social and economic issues frame the 
organization’s offering and the value 
proposition offered to the market?

Customer interface

The customer interface describes how and 
to whom it delivers its value proposition, 
which is the firm’s bundle of products and 
services.

Sustainability related to aspects of 
relationships, customers and channels that 
answer to questions of how environmental, 
social and economic issues target the 
organization’s customers, its delivery 
systems and its customer loyalty?

Infrastructure management

Infrastructure management describes 
how certain activities, resources, and 
partnerships drive the organization’s value 
creation process

Sustainability actions related to aspects 
that answer to questions of how resources, 
activities, and partnerships related to 
environmental, social and economic issues 
are managed by the organization.

Financial aspects
Revenue model and cost structure illustrate 
how the organization’s value proposition 
turns into financial performance

Sustainability related to aspects answer to 
questions of how environmental, social and 
economic issues affect the revenue model 
and cost structure.

 EBSCOhost - printed on 2/8/2023 2:02 PM via . All use subject to https://www.ebsco.com/terms-of-use



188

Addressing Sustainability and Industry 4.0 to the Business Model
 

Industry 4.0: Definitions and Concept

I4.0 is based on the concept of cyber-physical systems (CPS) – the fusion of the physical and the virtual 
world - which is mainly a technological approach. Deloitte (2014) describes CPS as online networks of 
social machines that are organized in a similar way to social networks. Aspects such as the changes in 
organizational structures and processes, the adaption of existing business models, or the development of 
necessary employee-skills and qualifications are neglected. I4.0 is seen as a collective term for technolo-
gies and concepts of value chain organization that reflects the change of manufacture from centralized 
mode to distributed mode. Technologies that are driving the fourth industrial revolution fall into two 
distinct categories, as depicted in Table 4.

Industry 4.0: Challenges of the New Paradigm

I4.0 has been very much driven by changes concerned with technological capabilities and processes, 
impacting the way we do business. Digitization is the major driver of changes throughout the value chain 
putting pressure on traditional BMs and leading to the emergence of new models. According to Deloitte 
(2014) the increased emphasis on open innovation processes, along with the integration of customers 
in the production process in combination with big data analytics opens up possibilities for new BMs. 
However, technological changes may also mean further delimitation of work, acceleration, more intense 
work and other new challenges to work-life balance. There are other sensitive areas to keep in mind, such 
as protection, privacy, and security.

As a consequence of the intense network of people and machines within I4.0, job content, work 
processes, work environment, and the required skills will change significantly (Ford, 2009). According 
to the author, technologies such as artificial intelligence, machine learning, and software automation 
applications would increasingly enable computers to fulfill jobs that require significant training and 
education. Bonekamp and Sure (2015) analyze the implications of I4.0 and cyber-physical systems on 
human labor and work for the organization and found that I4.0 would lead to a substantial decrease in 
standardized low-skill and an increase in high-skill activities, embracing planning, control, and IT-related 
tasks. They also expect a growing complexity in many job profiles, along with cross-company partner 
networks. We will need people who can manage new operations, manage the robotics, program them and 
maintain them. It is envisaged the growing importance of learning, training, and education in order for 
the workers to be prepared to adapt to future qualification requirements derived from I4.0 technologies.

While some argue that collaboration is the key to achieving a complete 4.0 network, others, like 
Bouncken and Kraus (2013) state that companies will have to compete and “protect themselves” against 

Table 4. Technologies driving Industry 4.0

Technologies changing the physical world Technologies changing the digital world

     · Biotechnology 
     · Robotics 
     · 3D Printing 
     · New materials 
     · Internet of Things (IoT) 
     · Energy capture, storage, and transmission

     · Artificial Intelligence (AI) 
     · Blockchain applications 
     · New computational technologies 
     · Virtual and augmented reality
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competitors. Brettel, Friederichsen, Keller, and Rosenberg (2014) state that companies have to focus 
on their core competencies and create a network of collaboration to outsource other activities. Rogers, 
Ojha, and White (2011) say that collaboration is only necessary when competences and capabilities are 
not enough.

SUSTAINABILITY REQUIREMENTS FOR INDUSTRY 4.0

Established business models will become more data-based, and customer-focused due to the increased 
connectivity and use of analytical data processes. At this early development phase, there is very scarce 
research on the potential use of Industry 4.0, and it is still unclear what important factors influence such 
potential. For instance, Bonilla, Silva, Silva, Gonçalves, and Sacomano (2018) studied how inherent 
characteristics of I4.0 and the changes it promotes, affect the flows of raw material, energy, products, 
waste, assets and information, and how their modification consequently impacts either positively or 
negatively on environmental sustainability. The authors found evidence of a predominance of positive 
impacts in qualitative terms. However, the advert that in the long term, the way that I4.0 will impact 
environmental sustainability is not straightforward. The reaction of society, business, and governments 
to the new paradigm will be critical in directing the types of impact.

Kamble, Gunasekaran, and Gawankar (2018) recommend a holistic approach when designing a 
conceptual framework linking sustainability and I4.0 features, including not only I4.0 technologies but 
also machine-equipment interactions; human-machine interactions; sustainability and trend technology 
of I4.0. Varela, Araújo, Ávila, Castro, and Putnik (2019) studied the relationships between I4.0 and the 
three sustainability pillars and found a strong correlation among them. According to the authors, it is 
expected that I4.0 will drive companies, for instance, industrial ones, to more favorable economic situ-
ations (e.g., flexibility, productivity, competitiveness); to positive impacts on environmental dimension 
(e.g., decrease industrial waste; increase practice of circular economy; decrease resources consumption), 
and; to more positive influence in the social dimension of sustainability (e.g., increase participation of 
employees in decision-making).

According to Ibarra et al. (2018), despite the lack of common definitions, it seems to be a consensus 
on the description of the features of the I4.0, since all studies take them into account. Based on the lit-
erature review, features and requirements of the I4.0 are mentioned in Table 5.

In addition, sustainability and I4.0 (through the concept of digitalization) are transversal themes cross-
ing all parts of the value chain (Machado, Winroth, and Silva, 2019). According to Ibarra et al. (2018), 
I4.0 will be the most powerful driver of innovation for the near future, where the business world’s rapid 
digitalization is breaking down the traditional barriers of the industry. Therefore, innovative solutions 
to improve practices and processes are attained by exploring novel technologies (Watanabe et al., 2016). 
By this way, Bradley, Parry, and O’Regan (2020) refer “Business model frameworks for sustainability 
need to identify profit centres, and help unpick the full range of other value that a business model is able 
to create and capture and for whom, as such an exploration is key to understanding the organizations 
sustainable development contribution.” Also, Velter et al. (2019) consider that linking sustainability to 
Business models must take considerations as for example: (1) the value priority must be considered both 
equal economic, social and environmental; (2) the value horizon must be direct, short- or medium-term 
but also indirect, long-term; (3) Sustainable customer value and co-benefits through value for society & 
environment; (4) Value creation and delivery network through Business and interlinked value chains plus 
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value network including new and possibly non-traditional partners and (5) Value capture with economic, 
social and environmental business value and earth value.

Therefore, and according to Morioka et al. (2016) the term of sustainable business model innova-
tions involves “the challenge of innovating (developing and implementing new solutions for products, 
processes, marketing and/or organization), in order to improve corporate sustainability performance 
(firm’s contribution to global sustainable development), that is embedded in firm’s core business model 
(firm’s configuration to propose, create, deliver and capture value).” Also Bocken, Short, Rana, and Ev-
ans (2014) defined the term as “innovations that create significant positive and/or significantly reduced 
negative impacts for the environment and/or society, through changes in the way the organization and 
its value-network create, deliver value and capture value (i.e. create economic value) or change their 
value propositions.”

Therefore, the novel business model considering the sustainable requirements for I4.0 reflects the 
linkage of physical-products with cyber-services, meeting the customer needs through smart data for 
offering new services and a sustainable-oriented decentralized organization (Machado et al., 2019).

Addressing Sustainability and Industry 4.0 to the Business Model

With the concepts of sustainability and industry 4.0, new evolving business models are highly driven, not 
only by selling the functionality and availability of products but contribute to solving a social or environ-
mental problem (Stock & Seliger, 2016). In their research, Bocken et al. (2014) introduced 3 different 
components that may contribute to building up the business model and are as follows: (1) Technology 
(maximize material and energy efficiency, create value from waste and substitute with renewables and 
natural processes); (2) Social (deliver functionality rather than ownership, adopt a stewardship role and 
encourage sufficiency) and (3) Organizational (re-purpose the business for society/environment, develop 
scale-up solutions). In addition, Watanabe et al. (2016) proposed a framework considering sustainability 
with four components: technological, economic, social and environmental. Technological innovation 
can drive to a new business model innovation (Bocken et al., 2014; Parida, Sjödin, & Reim, 2019). The 
framework proposed by Parida et al. (2019), considers the linkages between digitalization, business model 
innovation, and sustainability industry. This framework suggests that digitalization (by applying diverse 

Table 5. Features and requirements of the Industry 4.0

Main Features of the Industry 4.0 Main issues affecting traditional 
Business Model

Main requirements to face the digital 
transformation

Interoperability 
Virtualization 
Decentralization of decision making 
Real-time capability 
Service orientation 
Modularity

Networking and reduction of barriers 
Flexibility and personalization 
Individualized mass production 
Local production 
Low price 
Smart goods and services Fragmentation of 
the value chain 
Globalization and decentralization of 
production 
V-H integrated production systems

Standardization 
Work organization 
Availability of products 
New Business Models 
Know-how protections 
Availability of skilled workers 
Research investment 
Professional development 
Legal frameworks
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digital technologies) enables business model innovation. In sequence, value creation, value delivery, and 
value capture are changed allowing benefits on business sustainability. Boons and Lüdeke-Freund (2013) 
consider a generic business model with four distinct elements: (1) Value proposition (what value is em-
bedded in the product or service offered by the firm) ; (2) Supply chain (how are upstream relationships 
with suppliers structured and managed); (3) Customer interface (how are downstream relationships with 
customers structured and managed and (4) Financial model (costs and revenues from the other elements 
and their distribution across business model stakeholders). More recently, and based on these elements, 
the authors De Man and Strandhagen (2017), adding the concepts of industry 4.0 and sustainability to 
the business models, connect the supply chain management with sustainability strategies, supported 
through industry 4.0, and addresses the customer needs that are financially justifiable.

Focusing on business sustainability requires a framework for understanding how sustainability may 
generate opportunities for value creation, value delivery, and value capture. Table 6 systematizes cross-
ing references on the sustainability/business model and I4.0/business model.

At the advent of I4.0, the sustainable value approach in an organization is an intrinsically embed-
ded Cyber-Physical-System. Figure 3 provides an overview of how I4.0 holds a great opportunity for 
realizing sustainable value on all three sustainability dimensions: economic, social and environmental. 
I4.0 and its embedded technology diffusion progress are expected to grow exponentially in terms of 
technical change and socioeconomic impact. Therefore, coping with sustainable value creation requires 
a holistic approach that encompasses innovative and sustainable systems solutions that consider not 
only technological advancements but also social innovation, under the sustainability umbrella (Morrar, 
Arman, & Mousa, 2017).

The concept of social innovation denotes the existence of processes, factors, and methods that lead 
the society to a sustained positive transformation, and express both the newness and improved responses 
to societal needs. Social innovation has been defined as new practices used to tackle social challenges; 
they have a positive influence on individuals, society, and organizations (Hahn & Andor, 2013). Social 
innovation is also defined as new models, services or products that meet social needs and bring new 
opportunities and benefits to the people and society. The literature review states that social innovation 
can take many forms, a principle, law, behavior change, business model, product, process or technology. 
Usually, social innovations result from a combination of these components.

Table 6. Components of Sustainable Business Models 4.0

Sustainability 
& 

Business model

Morioka et al. 
(2016)

     · Sustainable value proposition 
     · Sustainable value creation and delivery 
     · Sustainable value capture

Bocken et al. (2014)
     · Value proposition (product/service, customer segments, and relationships) 
     · Value creation and delivery (key activities, resources, partners, technology) 
     · Value capture (cost structure and revenue streams)

Industry 4.0 & 
Business model

Ibarra et al. (2018); 
Parida et al. (2019)

     · Value Creation (key activities, resources, and partnerships) focused on 
     · Value Delivery (product and services, distribution, communication and sales 
channels, customer segments and relationships) 
     · Value Capture (costs and revenues)
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The three key pillars – economic, social, and environmental –form the bases of our simple framework. 
Technological and social innovation represent the key drivers to be considered in a business model to 
providing sustainable solutions that meet the three key criteria of sustainability. Including in the frame-
work, the sustainability issues will act as a filter and catalyst when addressing technological and social 
innovative solutions. Managers should focus on the alignment between technical development and the 
new practices required to deal with social challenges facing organizations. While technological develop-
ment can positively affect the diffusion and dissemination of social innovation, it is also accepted that 
technical innovation often only develop their true potential in combination with social innovation. As 
mentioned by Morrar et al. (2017) the technological revolution that accompanies the I4.0 achieves its 
true potential in combination with social innovation.

CONCLUSIONS

The main purpose of this work is to analyze the potential of Industry 4.0 applications to realize a more 
sustainable business model. I4.0 can have many impacts, positive as well as critical ones. In general, when 
we talk about I4.0 we focus on a technical context, but the increasing digitization and interconnection 
of products, value chains, and business models have also massive impacts on society and the environ-
ment. Technological innovation should interact with social innovation to shape the future of society. The 
development of I4.0 technologies can be exploited for the creation of new business models addressing 

Figure 3. The framework of potential sustainable value in the age of Industry 4.0
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sustainability issues. But not only I4.0 present the opportunity to conceive new business models but also 
the concept of sustainability provides innovative changes.

This study contributes to the literature on I4.0 as well as on new business models and sustainability. 
By addressing sustainability and I4.0 to BM, we shed light on an important research gap. This work 
contributes to advances in I4.0 research indicating that the use of the new technologies can enable I4.0 
to have positive impacts on all the sustainability dimensions in an integrated way, and also supporting 
the development of sustainable business models.

The paper provides a framework to explore and specify critical elements for sustainable value creation 
in dynamic and complex settings of sustainable environments. The study also suggests that sustainable 
value creation in the context of the I4.0 requires not only the consideration of economic, environmental, 
social and public benefits and challenges but also, even more, their integrative combination and holistic 
harmonization. Management’s focus on just a single dimension or a subset of these dimensions does not 
develop the I4.0 to its full sustainability potential.

While this work provides new theoretical and conceptual perspectives, more research on business 
models for sustainability is needed to further develop more integrative theories of sustainability manage-
ment that can effectively contribute to business sustainability.
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ABSTRACT

The sharing economy is challenging the traditional business models and strategies by encouraging col-
laboration, non-ownership, temporal access, and redistribution of goods and/or services. Within this 
framework, the current chapter aims to examine how managers influence, voluntarily or involuntarily, 
the reliability of a managerial early warning system, based on an artificial neural network. The analysis 
focuses on seven Romanian sustainable knowledge-based organizations and brings forward that managers 
tend to influence the results provided by a managerial early warning system based on artificial neural 
network, voluntarily and involuntarily. On the one hand, they are the ones who consciously decide which 
departments and persons are involved in establishing the structure of the managerial early warning 
system. On the other hand, they unconsciously influence the structure of the managerial early warning 
system through the authority they exercise during the managerial debate.

INTRODUCTION

The concept of “sustainability” has its roots in the social sciences, more exactly, in the ecological para-
digm (O’Riordan, 1976), and it is used for the first time by George Ludwig Hartig, in 1785. He argues 
that forestry can be sustainable only if the future generations will be able to obtain the same benefits 
from its exploitation as the current generation. However, the perspective from which it is approached 
changed radically in the last centuries (Table 1). Thus, the theories developed in the 19th and the early 
20th centuries (namely, the classical theory, the stakeholder theory, etc.) adopt an economic perspective 
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and claim that a firm’s sustainability is ensured through profit maximization and shareholders’ satisfac-
tion. Furthermore, the theories promoted during the 20th and 21st centuries (like, neo-institutional theory, 
the knowledge-based theory of the firm, the holistic theory etc.) bring forward two more perspectives, 
namely: the social and ecological ones; as a consequence, three pillars of company’s sustainability are 
emphasized, such as: profitability, stakeholders’ satisfaction, and natural environment (Fiksel, 2006; 
Leon, 2018a; Lozano, 2008). Nevertheless, these perspectives are combined and the borders of sustain-
ability are extended by the sharing economy which describes a socio-economic environment dominated 
by non-ownership (Belk, 2014; Botsman & Rogers, 2011), intra- and inter-organizational collaboration 
(Leon, Rodriguez-Rodriguez, Gomez-Gasquet, & Mula, 2017; Mantymaki, Baiyere, & Islam, 2019; 
Sthapit, 2019), temporary access (Habibi, Davidson, & Laroche, 2017; Yang, Bi, & Liu, 2020), and 
sharing of under-utilized or idle goods and/or services (Hong, Kim, & Park, 2019; Lee & Kim, 2019).

Within this framework, managers realize that the traditional strategies and business models, such 
as: the powerful input of resources into the supply sector (Böcker & Meelen, 2017; Fan, Xia, Zhang, 
& Chen, 2019), platform competition and price-setting (Armstrong, 2006; Eisenmann, Parker, & van 
Alstyne, 2006), and network externalities (Parker & van Alstyne, 2005) are no longer viable. Therefore, 
they have to focus not only on increasing shareholders’ satisfaction but also on augmenting their internal 
and external stakeholders’ satisfaction, improving the quality of life, and protecting the environment. In 

Table 1. The perspectives from which the concept of “sustainability” is approached

Perspective Sustainability as... Author/-s (Year)

Environmental

A duty Barkemeyer, Holt, Preuss, and Tsang (2011); Pearce, Markandya, 
and Barbier (1989)

A process Braat (1991)

An ability Bansal (2005); Jennings and Zandbergen (1995)

A capacity Ariansen (1999)

A component of the social and 
ethical responsibility

Landrum and Ohsowski (2018); Ng and Burke (2010); 
Richardson (2009); Schwartz and Carroll (2008)

Social
A condition Torjman (2000)

A level Black (2004)

Economic

A general goal Anderson (1991); Saunila, Nasiri, Ukko, and Rantala (2019)

A specific objective Daily and Walker (2000); Maddox (2000)

A change factor Blum-Kusterer and Hussain (2001); Bos-Brouwers (2010)

A way to satisfy stakeholders’ needs Dyllick and Hockerts (2002); Hahn, Figge, Pinkse, and Preuss 
(2010)

An image of productivity Dunphy, Griffiths, and Benn (2003); Holliday, Schmidheiny, and 
Watts (2002)

An adaptive capacity Kira and van Eijnatten (2008)

A stage of development Ketola (2010)

A process Cândea (2006)

A result Vaida and Cândea (2010)
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other words, they have to address the challenges from the micro- and macro-environment, having their 
stakeholders’ best interest in mind.

Against this backdrop, managers look for potential solutions and tools that could provide them some 
“early warnings”. Therefore, for the last 50 years, various early warning systems have been developed. 
Some of them use abstract tools, like: statistical analysis (Laitinen & Chong, 1999; Salzano, Garcia 
Agreda, Di Carluccio, & Fabbrocino, 2009) or artificial neural networks (Yang, 2012; Zheng, Zhu, Tim, 
Chen, & Sun, 2012) while others focus on managers’ involvement and mitigate for the use of manage-
rial debates (Day & Schoemaker, 2005; Kotler & Caslione, 2009). Only a few researchers (Bertoncel, 
Erenda, Pejić Bach, Roblek, & Meško, 2018; Haji‐Kazemi & Andersen, 2013; Leon, 2018b) take into 
account the challenges brought forward by the sharing economy and the fact that this is usually focus-
ing on the external stakeholders (Frenken & Schor, 2017; Li, Ding, Cui, Lei, & Mou, 2019; Niemimaa, 
Järveläinen, Heikkilä, & Heikkilä, 2019; Stofberg & Bridoux, 2019). Thus, they state that, in the current 
environment, a successful strategic tool should combine the subjective character of a managerial debate 
with the abstract character of various business intelligence tools.

Despite the valuable insights provided by this mixt approach of the managerial early warning system, 
its findings may be limited by several biases. According to Elbanna (2010), managers can influence 
strategy’s development through coalition formation, agenda control, tactics of timing, and tactics con-
cerning the control and manipulation of information. Besides, several scholars (Curşeu, Schruijer, & 
Fodor, 2016; Hollenbeck, Beersma, & Schouten, 2012; Parayitam & Papenhausen, 2016) argue that the 
results of a managerial early warning system can also be influenced by company’s size, group diversity, 
agreement-seeking behavior, and knowledge sharing behavior. Each of these may have an impact on the 
identification of weak signals since they limit managers’ perspective, and influence the way in which 
managers act during debates, factors selection, scenarios development, and strategy development. Starting 
from these, the current chapter aims to examine how managers influence, voluntarily or involuntarily, 
the reliability of a managerial early warning system, based on an artificial neural network.

The content of this chapter is organized around four sections. Section 2 describes the conceptual 
framework, emphasizing the tools used by the management teams to foresight the company’s potential 
threats and opportunities. Then, the research design is highlighted; a qualitative-quantitative approach 
is employed in order to examine how the managers from 7 Romanian sustainable knowledge organiza-
tions influence, voluntarily or involuntarily, the reliability of a managerial early warning system, based 
on an artificial neural network. The results of this analysis are presented in Section 4 and they prove 
that managers influence, consciously and unconsciously, the reliability of a managerial early warning 
system. On the one hand, they are the ones who consciously decide which departments and persons are 
involved in establishing the structure of the managerial early warning system. On the other hand, they 
unconsciously influence the structure of the managerial early warning system through the authority they 
exercise during the managerial debate. Last but not least, the chapter closes by synthesizing the main 
findings and providing further research directions.

MANAGERIAL EARLY WARNING SYSTEMS – NEW 
SOLUTIONS TO OLD PROBLEMS

A managerial early warning system is a strategic tool that fosters the anticipation of the weak signals and 
the development of various responses to turbulence. Thus, it is seen as a specific information system, 
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based on a cause-effect analysis (Ohatka & Fukazawa, 2009; Williams, Klakegg, Walker, Andersen, 
& Magnussen, 2012) and capable of extending the time available to react to unforeseen events (Genc, 
Duffie, & Reinhart, 2014).

The development of a managerial early warning system includes three phases, namely:

1.  Environment scanning – focuses on selecting the elements from the micro- and macro-environment 
that could influence directly or indirectly the company’s evolution and sustainability. At this level, 
managers tend to choose between adopting an inside or outside approach. The former reduces the 
volume of information that has to be processed further while offering a limited perspective on what 
may happen. The latter provides a complete image of the environment due to its 360° perspec-
tive while generating information overload. Although managers tend to choose between the two 
approaches, they neglect the fact that these are complementary and a state of equilibrium can be 
achieved between them.

2.  Diagnosis – concentrates on collecting and analyzing historical data in order to determine trends 
and patterns. Several scholars recommend adopting an abstract approach and applying statistical 
methods and techniques (Bisson & Diner, 2017; Cao et al., 2011; Laitinen & Chong, 1999; Li & 
Davies, 2001; Schwarz, 2005; Tsai, 2013) while others state that the solution lies in adopting a 
subjective approach and using a managerial debate (Day & Schoemaker, 2005; Kotler & Caslione, 
2009). Only a few researchers emphasize the advantages provided by both perspectives and argue 
that these could be combined (Bertoncel et al., 2018; Haji‐Kazemi & Andersen, 2013; Leon, 2018b).

3.  Strategy formulation – is the most subjective phase of the managerial early warning system and it 
involves using long-term orientation, strategic thinking, creativity and thinking outside the box. 
Within this framework, future evolutions are predicted, scenarios are built and strategic response 
is provided for what may come.

Against the backdrop of the sharing economy and the increased interest in developing smart firms, 
economies, communities, and cities, various abstract models of managerial early warning systems are 
developed (Table 2). These models use classical statistical techniques (such as, logit regression, fragility 
analysis, structural modeling, Kolmogorov – Smirnov test, Mann – Whitney – Wilcoxon test, etc.), are 
excellent when it comes to evaluating the influence factors from the environment but they do not comply 
with all the requirements for being labeled as a “managerial early warning system”. Thus, they support 
the identification of weak signals and neglect the importance of developing various strategic responses. 
In other words, they lack a strategic approach; therefore, their utility stops at the second phase of the 
managerial early warning system. Furthermore, they tend to focus on financial performance and ignore 
the indicators that describe a company’s social and environmental perspective.
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The managerial early warning systems based on artificial neural networks take the advantage of the 
faster pace of the technological progress and try to fill the gap by using modern statistical techniques, 
like fuzzy logic or neural networks (Table 3). These work similar to the human brain and facilitate not 
only data analysis and patterns identification but also the development of potential strategic responses. 
Although these models aim to provide valuable insights and to ensure a high level of objectivity, the 
process is still under managers’ influence due to the fact that the inputs describing the decisional situa-
tion are selected either by the management team (Li & Davies, 2001) or an employee (Cao, Chen, Wu, 
& Mao, 2011; Schwarz, 2005). These studies support the idea that people should be involved in strategy 
development since a strategy is implemented by human resources, its success depends on their involve-
ment and is reflected by stakeholders’ satisfaction. As Leon (2018b, p.105) state, a managerial early 
warning system can provide fabulous solutions for what may come and plans may look great on paper 
but if human resources do not know what is expected from them and why should they do it, then it would 
be very difficult for the management team to exploit their full potential. Company’s efforts for being 
sustainable, satisfying the interest of all the categories of stakeholders, may prove to be a real fiasco.

Table 2. Abstract models of managerial early warning systems, based on classical statistical techniques

Author/-s (Year)
Managerial Early Warning System

Goal Tools

Laitinen and Chong (1999) To predict the firm’s bankruptcy. - time-series analysis

Schwarz (2005) To anticipate the challenges from the internal and external 
business environment. - trend analysis

Lieu, Lin, and Yu (2008) To forecast the probability of a company experiencing 
financial distress.

- Kolmogorov – Smirnov test; 
- Mann-Whitney-Wilcoxon test; 
- logit regression.

Dikmen, Talat Birgonul, 
Ozorhon, and Egilmezer Sapci 
(2010)

To predict the failure likelihood of construction 
companies by assessing their current situation based on 
both company‐specific and external factors.

- analytical network process; 
- Delphi method.

Tsai (2013) To predict the company’s financial distress.
- multinomial logit model; 
- probability forecast; 
- bootstrapping.

Li, Xia, Li, and Zheng (2015) To forecast the evolution of the vegetable price. - regression analysis

Hernandez Ticono, Holmes, 
and Wilson (2018) To predict corporate financial distress/bankruptcy. - polytonomous response logit regression

Boonnnan, Jacobs, Kuper, and 
Romero (2019) To predict the financial crisis. - the logit model.

Dekker, Panja, Dijkstra, and 
Dekker (2019)

To identify the “rest” and “disrupted” states of the Dutch 
railways.

- Principal Component Analysis; 
- Louvain model and Bries score.
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Although the development of sharing economy encourages communication and collaboration among 
stakeholders (Abhari, Davidson, & Xiao, 2019; Davlembayeva, Papagiannidis, & Alamanos, 2019; Mishra, 
Chiwenga, & Ali, 2019) and treats information and communication technologies as a means to achieve 
organizational goals, only a few researchers state that the managerial early warning systems should be 
based on debates (Day & Schoemaker, 2005; Kotler & Caslione, 2009; Philip & Schwabe, 2018). They 
argue that in order to determine the weak signals, to react properly to the challenges that occur in the 
internal and external environment, the management team has to answer to the following questions:

1.  What were our past blind spots? What is happening in these areas now?
2.  Is there any instructive analogy for us in another sector?
3.  Which important signals are we ignoring without having a rational argument?
4.  In our business sector, who is the best at identifying the weak signals and at reacting to these ahead 

of everyone else?
5.  What are our mavericks and outliers trying to tell us?
6.  What future surprises could really affect (help) us?
7.  What emerging technologies could change the business rules that we know?
8.  Is there any unbelievable scenario? (Day & Schoemaker, 2005)

Using a managerial debate as an early warning system provides the proper framework for increasing 
the quality of managers’ decision (Raes, Heijltjes, Glunk, & Roe, 2011), improving resource alloca-
tions (Cadez & Guilding, 2008), and augmenting managers’ involvement in strategy development and 
implementation (Olsson, Aronsson, & Sandberg, 2017; Ogbeide & Harrington, 2011; Sölvell, 2018). In 

Table 3. Abstract models of managerial early warning systems, based on modern statistical techniques

Author/-s (Year)
Managerial Early Warning System

Goal Tools

Li and Davies (2001) To build an intelligent hybrid system for developing global 
marketing strategies.

- expert system; 
- fuzzy logic; 
- artificial neural network.

Tan and Dihardjo (2001) To predict financial distress in Australian credit unions. - artificial neural network.

Cao et al. (2011) To anticipate the moment when a firm will enter into the decline 
stage.

- Pawlak rough set theory; 
- artificial neural network.

Li, Qin, Li, and Hou (2016) To prevent accidents from iron and steel enterprises.
- Analytic Hierarchy Process; - 
Entropy Weight Method; 
- Grey System Theory GM (1,1)

Bisson and Diner (2017) To determine the drivers of change from the milk market 
competitive environment.

- Delphi method; 
- graph analysis.

Huang, Wang, and 
Kochenberger (2017) To detect the financial deterioration of Chinese companies.

- random-forest; 
- support vector machine; 
- neural network.

Li, Wei, and Zhou (2017) To predict delayed customer orders that will allow for measures 
to be taken to minimize the risk.

- active learning transductive 
support vector machine

Hu and Liu (2019) To anticipate the crisis situation of the supply chain quality. - fuzzy inference system

Vafaei, Ribeiro, and 
Camarinha-Matos (2019)

To improve proactive decision making in condition-based 
maintenance strategies. - fuzzy logic

 EBSCOhost - printed on 2/8/2023 2:02 PM via . All use subject to https://www.ebsco.com/terms-of-use



205

Developing Strategies in the Sharing Economy
 

other words, a managerial debate allows them to explore and manipulate the environment (Vansteenkiste, 
Niemiec, & Soenens, 2010), to adapt strategic foresight based on their assumptions and mental models 
(Ringland, 2010), and to understand how and why things are done (Leon, 2018b). However, this model 
is time-consuming and strongly influenced by the organizational culture and climate. Last but not least, 
it can be influenced by the company’s size. As García Martín and Herrero (2018) and Rashid (2018) 
show, the size of the company is directly related to the characteristics of the board and the company’s 
performance. Starting from the aforementioned aspects, it can be stated that:

Hypothesis 1: The company’s size has an impact on the reliability of the managerial early warning 
system.

Furthermore, only a few researchers (Bertoncel et al, 2018; Haji‐Kazemi & Andersen, 2013; Leon, 
2018b) use the development of the sharing economy as a cornerstone and claim that the abstract and 
subjective approaches of a managerial early warning system could be combined in a strategic tool. 
Haji‐Kazemi and Andersen (2013) combine the debate with post-mortem analysis while Bertoncel et 
al. (2018) and Leon (2018b) use a managerial debate and an intelligent business system in the diagnosis 
phase and place the strategy formulation under the responsibility of the management team. Despite the 
various advantages provided by this type of managerial early warning system, one issue remains under-
explored, namely: managers’ influence on the system’s reliability.

Managerial groups are considered to be the cornerstone of modern organizations (Curşeu et al., 2016; 
Hollenbeck et al., 2012) due to the fact that they are able to integrate the explicit and tacit knowledge of 
the members, to make rational decisions, and to foster strategies implementation. Nevertheless, several 
issues remain debatable among academics and practitioners, and they tend to focus on group diversity, 
knowledge sharing behavior, and agreement-seeking behavior.

First of all, most studies (Goyal, Kakabadse, & Kakabadse, 2019; Kipkirong Tarus & Aime, 2014; 
Parayitam & Papenhausen, 2016; Van der Walt, Ingley, Shergill, & Townsend, 2006) emphasize the 
positive effect of group diversity on decision quality. Thus, Parayitam and Papenhausen (2016) argue 
that managers who have different functional backgrounds focus more on decision outcomes than on 
members’ satisfaction; in other words, they are more oriented to tasks than relationships. However, group 
diversity does not guarantee decision quality since various variables mediate this relationship. On the one 
hand, individuals’ variables like personality, emotional intelligence, etc. should be taken into account; 
thus, Tuwey and Tarus (2016) prove that chairman’s leadership efficacy, members’ personal motivation 
and background have a positive effect on board strategy involvement while Azouzi and Jarboui (2013) 
reveal that a CEO emotional intelligence is not always positively correlated with board efficiency. On 
the other hand, organizational variables like size, organizational culture, and climate must be considered; 
hence, Bridges (2018) claim that the organizations led by more outcome-oriented managers have strong 
paternalistic cultures while the ones led by more process-oriented managers value diversity. Taking these 
into account, it can be stated that:

Hypothesis 2: Company’s size has an impact on managers’ influence.
Secondly, the knowledge sharing behavior is usually brought forward when it comes to managerial 

group decisions since the group’s main purpose is to foster knowledge dissemination and re-combination. 
Nevertheless, Mojzisch, Grouneva, and Schultz-Hardt (2010) state that three biases may affect this 
process, namely: (i) manager’s preferences, (ii) the importance of external validation, and (iii) uncer-
tainty avoidance. The former highlights the fact that managers evaluate new information based on their 
initial preferences and discharge everything that is not consistent with these; in other words, managers’ 
mental models which represent the main sources of expertise, action, and cooperation of individuals 
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in the group (Hautala, 2011, p.603) are challenged. Furthermore, Mojzisch et al. (2010) prove that the 
information that can be corroborated by others is considered to be more accurate and relevant than un-
corroborated information. Managers’ tendency to avoid uncertainty affects the way they perceive and 
process information; thus, they trust existing information more than the new one (Eisenbart, Garbuio, 
Mascia, & Morandi, 2016).

Last but not least, the knowledge sharing behavior is linked with agreement-seeking behavior. Ac-
cording to Parayitam and Papenhausen (2016), this provides a solid platform behavior and lowers the 
levels of process conflict. Still, Finkelstein et al. (2010) state that, at this level, several pitfalls may ap-
pear due to inappropriate prejudgments, inappropriate experience, and attachments. These influence the 
perspective from which managers approach the discussed issues and also the choices they make. They 
can rarely be objective and impartial when it comes to scanning the environment, identifying the weak 
signals, and deciding the firm’s future. For example, during debates, they may feel the need to align with 
the CEO’s opinion if their past experiences have taught them that this is the right thing to do. As Curşeu 
et al. (2016) claim, when the responsibility resides with the group leader, the members may exhibit less 
escalating tendencies. Besides, they can also be tempted to align to the opinion of the majority if they do 
not experience high psychological safety and they have noticed that the outsiders (those who “dare” to 
disagree with the majority) are treated differently. As a consequence, they will not share their opinions, 
ideas, thoughts; instead, they will agree with whatever the majority of the CEO decides. Given these, 
the following assumption can be made:

Hypothesis 3: Managers’ influence affects the reliability of the managerial early warning system.

RESEARCH METHODOLOGY

This chapter aims to examine how managers influence, voluntarily or involuntarily, the reliability of a 
managerial early warning system, based on an artificial neural network.

Since the research deals with “how” issues, a case-study strategy is employed (Yin, 2014). Accord-
ing to Mariotto, Zanni, and Marcondes de Moraes (2014), this can facilitate theory development if the 
particulars of the case are seen as opportunities to make further adjustments in an already crystallized 
understanding of reality. Furthermore, a multiple case study approach is developed and the focus is on 
the sustainable knowledge-based organization which is described as a complex and adaptive economic 
entity in which managers are oriented towards achieving multiple objectives (knowledge, economic, 
environmental and social) by planning on short, medium and long term, adapting to the economic en-
vironment challenges in a timely manner, and by adopting an ethic attitude towards all the stakeholders 
(Leon, 2013a, 2018a).

In order to select the case study units, a documentary study is employed. According to the Chamber of 
Commerce, there are 49 potentials sustainable knowledge-based organizations in Iasi. Further, the annual 
informs of each of these companies is analyzed in order to determine if they meet all the required condi-
tions; the documentary study concentrates on the following criteria: (i) establishing multiple objectives 
(economic, social, environmental, etc.); (ii) planning on short, medium and long term; (iii) developing 
an open organizational culture; (iv) investing in human resources; (v) collaborating with other firms; 
and (vi) reduced number of first-line and middle managers (Leon, 2013b, 2018a). After applying these 
selection criteria, the research population was reduced to 7 companies.
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Further, following Leon (2018b) approach, a multi-stage process is developed, where the outputs 
of one serve as inputs for the next one. First of all, the external consultant reunites with the person(s) 
encharged with developing the company’s strategy. At this stage, the following variables are considered: 
(i) the number of persons involved; (ii) the number of departments involved in the process; (iii) CEO’s 
impact on establishing the strategic factors; and (iv) the share of factors that belong to the already 
validated structure of the managerial early warning system, designed for sustainable knowledge-based 
organizations. The third variable is codified as a dummy variable where “1” signifies that the CEO 
decides which factors should be taken into consideration and the others (if any) align to CEO’s opinion, 

Table 4. The cornerstone of a managerial early warning system

Factors Artificial neural network layer Code

Inflation Input F1

Legal system efficiency Input F2

Interest rate Hidden F3

Foreign direct investment Hidden F4

Unemployment Hidden F5

Corruption Hidden F6

Market deregulation Hidden F7

Economic growth Hidden F8

Fiscal pressure Hidden F9

Bureaucracy Hidden F10

Population distribution by age and education Hidden F11

Industry atomization Hidden F12

Investments in education and research, development and innovation Hidden F13

Entrance barriers Hidden F14

Employees’ professional development Hidden F15

Minimum wage Hidden F16

Innovations’ growth rate Hidden F17

Market size Hidden F18

Human resources expenses Hidden F19

Quality – price ratio Hidden F20

Market share Hidden F21

Sales variation Hidden F22

Customers’ satisfaction Hidden F23

Dependency of certain clients Hidden F24

Variable expenses Hidden F25

Revenues Hidden F26

Total expenses Hidden F27

Profit Output F28

Source: (Leon, 2018b)
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and “0” reflects that the list including the strategic factors is the result of a debate. For measuring the 
last variable, the structure proposed by Leon (2013b) is used as a starting point since it proves that a 
managerial early warning system should include at least 28 factors (Table 4), describing various events 
from the micro- and macro-environment.

After choosing the strategic factors that should be taken into consideration, data regarding their 
evolution are collected from internal and external sources and included in a multi-layer artificial neural 
network, based on the back-propagation principle. The network is trained using a learning rate of 0.7, a 
momentum of 0.8 and a target error of 0.01. Further, the artificial neural network is used for forecasting 
the company’s profitability for the next three years.

Once the forecasted values are obtained, the relationships established among the company’s size, 
managers’ influence and system’s reliability are tested using structural equation modeling, especially 
partial least square technique (PLS-SEM). This is recommended whenever: (i) the sample size is small; 
(ii) the research is exploratory; (iii) the predictive accuracy is paramount; and (iv) a correct model speci-
fication cannot be provided (Gatautis, Vaiciukynaite, & Tarute, 2019; Shmueli et al., 2019; Wong, 2013).

MAIN RESULTS

According to data presented in Table 5, strategic planning and development are treated as a collective 
action in both types of companies, SME and large firms; thus, in each organization, more than 2 people 
are involved in deciding the strategic factors from the micro- and macro-environment. Apparently, all 
the analyzed firms try to avoid having a limited perspective upon their future and the factors that may 
influence it; therefore, various people from different departments are involved in strategic planning.

Nevertheless, there is an exception; in a large company from the textile industry, the company’s future 
is decided by two persons who work in the Strategic Management department. The activities are orga-
nized based on a matrix organizational chart and the manager and vice-manager of the department are 
scanning the environment, identifying the weak signals, building scenarios, finding potential solutions, 
and establishing the most appropriate strategy. Although their analysis is based on the reports delivered 

Table 5. Managers’ involvement in strategic planning

Company Size No. of persons 
involved

No. of departments 
involved CEO’s impact Share of common 

factors (%)

1 SME 3 3 1 100.00

2 Large 7 5 0 71.43

3 SME 3 2 1 53.57

4 SME 2 2 0 96.43

5 Large 2 1 0 67.86

6 Large 5 5 1 82.14

7 Large 9 9 1 100.00

Source: (Leon, 2018b)

 EBSCOhost - printed on 2/8/2023 2:02 PM via . All use subject to https://www.ebsco.com/terms-of-use



209

Developing Strategies in the Sharing Economy
 

by other departments and the CEO is not actively involved in the process, they do not debate; they are 
more likely to complement each other than to oppose one another.

The situation is different in SMEs where the CEO is practically the one who decides what is impor-
tant and what is not. For example, in one of the analyzed SMEs, from the consulting services industry, 
the strategic factors and the relationships established among them were discussed with the management 
team in a reunion that lasted more than 2 hours. Four persons attended the reunion, namely: the external 
consultant, the CEO, and two members of the administrative department (the manager of the administra-
tive department, and the human resources specialist), and the discussions concentrated on determining 
the elements that may influence firm’s profitability, based on a “cause-effect” approach. During the 
reunion, the managers focused mainly on the factors from the internal environment and neglected the 
influence of the external factors. As the CEO stated right from the beginning:

We are protected from what happens outside … we are too small to be affected by the macro-economic 
events and we are protected from the national crises since all our contracts are negotiated in euro. 
Besides, our success depends on our employees’ capacity to work on various projects at the same time 
and satisfying customers’ expectations.

For almost 2 hours, the other two participants were eager to support the CEO’s opinion. As a conse-
quence, several factors from the standard version were removed (almost 50%) and other elements were 
proposed; however, most of the factors that were removed described elements from the external environ-
ment while most of the ones that were proposed belonged to the internal environment.

Synthesizing, at the end of each reunion that the external consultant had with the management team, 
the structure of the managerial early warning system is developed. Then, data regarding factors evolution 
during 1998 – 2015 are collected from internal and external sources. Information upon the external fac-
tors is retrieved from Eurostat, National Institute of Statistics, World Bank and OECD databases while 
data regarding the evolution of the internal factors are collected from the annual reports and confidential 
internal documents, such as marketing studies, employees’ evaluation, etc.

Further, the information is included in an artificial neural network, designed using Alyuda NeuroIntel-
ligence®, in order to forecast the company’s profitability during 2016 – 2018 and to identify the potential 

Table 6. The reliability of the managerial early warning system

Company Learning cycles Probability Average error

1 732 95.00 0.00323

2 3176 92.30 0.00429

3 4174 86.50 0.00736

4 111 95.00 0.00418

5 3245 89.45 0.00672

6 3275 93.50 0.00451

7 1786 97.40 0.00372

Source: (Leon, 2018b)
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weak signals. The system’s reliability (Table 6) is reflected by the learning cycles, the probability of 
obtaining the forecasted values and the average error. The first one brings forward how fast does the learn-
ing occur; in this case, the output values are computed and compared with the correct answers until the 
value of the error function is reduced significantly. In other words, when the number of learning cycles 
is higher, it means that it takes longer for the managerial early warning system to identify the patterns.

As it can be observed from Table 7, the managerial early warning system developed for Company 
number 3 registered the highest number of learning cycles (4174), almost 40 times higher than Company 
number 1, and the lowest confidence interval; thus, after 4174 learning cycles, the forecasted results 
provided by the managerial early warning system can be guaranteed with an 86.50% probability. On the 
other hand, the best situation encountered is Company number 1; this time, after 111 learning cycles, 
the forecasted results can be guaranteed with a 95.00% probability.

Once all the variables of the model’s constructs (company’s size, managers’ influence, and the reli-
ability of the managerial early warning system) are measured, the relationships established among them 
are tested using the PLS-SEM technique. In line with Hair, Black, and Babin (2012), convergent validity 
is used for ensuring the correlation between formative and reflective, theoretical and empirical models. 
Furthermore, the reflective model’s validity is highlighted by the convergent and discriminant validity. 
Thus, the proposed model is valid since Cronbach’s Alpha and the composite reliability (CR) are higher 
than 0.7, and the average variance extracted (AVE) is higher than 0.5 (Table 7). The former proves the 
internal consistency of the analyzed constructs while the latter emphasizes that the variance explained 
by the analyzed indicators exceeds the variance generated by the error.

Last but not least, as it can be remarked in Figure 1, the reliability of the managerial early warning 
system is influenced by both the company’s size and managers’ influence. In fact, 78.10% of the vari-
ability of the managerial early warning system reliability can be explained by managers’ influence and 
company size while 13.30% of managers’ influence is positively correlated with the company’s size.

Table 7. Convergent validity analysis

Variable Item Cronbach’s Alpha CR AVE

Managers’ influence

No. of persons involved

0.736 0.825 0.561
No. of departments involved

CEO’s impact

Share of common factors

Managerial early warning system 
reliability

Learning cycles

0.785 0.875 0.701Probability

Average error

Company size Company size 1.000 1.000 1.000

Source: (Leon, 2018b)
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When analyzing the relationships established among the company’s size, managers’ influence and 
the reliability of the managerial early warning system, the following elements should be taken into 
consideration:

• there is a weak positive correlation between company’s size and managers’ influence (β = 0.365; 
p < 0.05); therefore, if the company size increases by one standard deviation from its mean, man-
agers’ influence would be expected to increase by 0.365 its own standard deviation from its own 
meanwhile all the other constructs remain constant. In other words, the larger the company gets, 
the powerful managers’ influence becomes.

• there is a strong positive correlation between company’s size and the reliability of the manage-
rial early warning system (β = 0.649; p < 0.05); therefore, if the company size increases by one 
standard deviation from its mean, the reliability of the managerial early warning system would 
be expected to increase by 0.649 its own standard deviation from its own meanwhile all the other 
constructs remain constant. Therefore, the larger the company gets, the more reliable the manage-
rial early warning system becomes. As the firm grows, managers’ perspective enlarges; they are 
forced to analyze more elements in order to ensure the company’s sustainability. Therefore, vari-
ous factors are included in the structure of the managerial early warning system which becomes 
more reliable; it manages to better reflect what is happening inside and outside the organizational 
boundaries.

• there is a strong negative correlation between managers’ influence and the reliability of the mana-
gerial early warning system (β = -0.882; p < 0.05); therefore, if managers’ influence increases by 
one standard deviation from its mean, the reliability of the managerial early warning system would 
be expected to decrease by 0.882 its own standard deviation from its own meanwhile all the other 

Figure 1. The relationships established among the company’s size, managers’ influence and the reli-
ability of the managerial early warning system
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constructs remain constant. As mentioned before, when it comes to making decisions, manag-
ers tend to depart from rationality and to adopt a political behavior. In other words, if managers’ 
influence increases so does their thirst for power and their desire to control the environment. Due 
to these, they will be tempted to modify the structure of the managerial early warning system by 
including only those factors that they consider to be appropriate. The situation will be similar to 
the one encountered in the SME from the consulting services industry where almost 50% of the 
managerial early warning system’s structure was radically changed. As a consequence, the reli-
ability of the managerial early warning system will decrease and the future strategy will be defined 
based on inappropriate results.

• the company’s size has a direct and indirect influence on the reliability of the managerial early 
warning system. On the one hand, as the firm gets larger, the influence of the management team 
becomes more powerful; as mentioned previously, as the influence of the management team in-
creases, the reliability of the managerial early warning system decreases. However, the company’s 
size also has a positive impact on the reliability of the managerial early warning system; in other 
words, as the firm gets larger, the managerial early warning system becomes more reliable.

CONCLUSION AND FUTURE RESEARCH DIRECTIONS

The analysis focuses on 7 Romanian sustainable knowledge-based organizations and brings forward that 
managers tend to influence the results provided by a managerial early warning system based on artificial 
neural network, voluntarily and involuntarily. On the one hand, they are the ones who consciously decide 
which departments and persons are involved in establishing the structure of the managerial early warning 
system. On the other hand, they unconsciously influence the structure of the managerial early warning 
system through the authority they exercise during the managerial debate. Thus, it was emphasized that 
78.10% of the variability of the managerial early warning system reliability can be explained by manag-
ers’ influence and the company’s size; the former is negatively correlated with the system’s reliability 
while the latter is positively correlated with system’s reliability.

These findings have both theoretical and practical implications. On the one hand, they extend the 
literature from the strategic management field by emphasizing how CEOs may influence the process of 
strategic planning even when an artificial neural network is used for identifying the future weak signals. 
On the other hand, they offer a better understanding of how managers may influence, voluntarily and 
involuntarily, strategic planning and development.
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Inappropriate Experience: The use of standard rules in various situations with the hope that they 
will always provide the same result. It goes hand in hand with individuals’ resistance to change.

Inappropriate Prejudgments: A belief that one’s assumption is the most appropriate one and all 
the other ideas that may contradict it should be ignored. It supports managerial myopia.

Managerial Early Warning System: An organizational tool based on data collection, analysis, and 
communication that supports the anticipated identification of weak signals and the development of the 
future business strategy. It involves analyzing the micro- and macro-environment, diagnosing the situ-
ation and determining the best way to react to the identified challenges.

Sustainability: The capacity of a system to develop various activities on short and long term without 
negatively influencing the systems with which it is connected.

Sustainable Knowledge-Based Organization: A complex and adaptive economic entity in which 
managers are oriented towards achieving multiple objectives (knowledge, economic, environmental and 
social) by planning on short, medium and long term, adapting to the economic environment challenges 
in timely manner, and by adopting an ethic attitude towards all the stakeholders.
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Sustainable Organization: An ethic and authentic firm that is able to achieve its economic, social 
and environmental objectives, on short, medium, and long term through the rational use of its resources.

Weak Signal: An element from the micro- or macro-environment that comes out of the blue and 
forces the organization to react one way or another.
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ABSTRACT

Borsa Istanbul Sustainability Index (XUSRD) was launched on November 4, 2014. Initially, there were 
15 firms in the index. This number grew to 56 as of December 2019. This study aims to investigate 
whether the firms’ inclusion in or exclusion from XUSRD affect their trading volume. Both the effects of 
the announcement days and the effective days of the index changes were considered, and six index events 
that occurred between Nov 2014 and Dec 2019 were studied. On the effective days and their subsequent 
days, there were no significant trading volume changes for both included and excluded firms. On the 
announcement days, the trading volume increased for the included firms and decreased for the excluded 
firms, though only the experience of the deleted firms was statistically significant. Therefore, there was 
an asymmetric response to additions and deletions. In addition, the index effect on the included and 
excluded firms was temporary, which supports the price pressure hypothesis.

INTRODUCTION

Efficient market hypothesis assumes that a firms’ inclusion in an index should not affect its stock prices 
(Gregoriou, 2011). However, in practice, index revisions can affect the firms’ stock prices and trading 
volumes either temporarily or permanently. Though some traditional stock indices do not change their 
constituents in relation to performance criteria like Egypt’s EGX30 (Ahmed & Bassiouny, 2018), and 
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index changes like in S&P 500 may be considered information-free events (Clacher & Hagendorff, 2012), 
sustainability indices are revised in terms of firms’ compliance to environment, social and governance 
(ESG) criteria. Hence, the events related to sustainability index may contain meaningful information 
(Clacher & Hagendorff, 2012). In this respect, being included in the sustainability indices would result 
in prominent impacts on prices and trading activity of listed firms.

There are some previous studies investigated the effect of Borsa Istanbul Sustainability Index 
(XUSRD) related events on firms’ returns. Çıtak and Ersoy (2016) found that there was no significant 
difference between the returns of XUSRD firms and the control group. Gündüz (2018) showed that be-
ing included in the XUSRD did not affect the value of stocks. Temiz and Acar (2018) demonstrated that 
the inclusion announcements revealed limited effects on returns. By examining the effect of XUSRD 
inclusion announcements on Turkish banks’ returns, Gök and Gökşen (2020) evidenced that while there 
were negative abnormal returns before the announcements, positive abnormal returns were observed 
following the announcements.

However, investigating the index events in the perspective of returns is one of the research questions. 
The other one is whether the index events affect the trading volume. In this study, it is particularly aimed 
to detect whether the inclusion in or exclusion from XUSRD has any significant impact on firms’ trading 
volume. To our knowledge, this is the first study focusing on firms’ trading volume changes related to 
XUSRD events and will fill a gap in the CSR literature.

The remaining of the study is organized as follows: Section 2 explains corporate social responsibility 
strategy, Section 3 reviews the literature on the effects of index revisions, Section 4 presents the data and 
methodology, Section 5 provides the empirical results, and last section concludes the chapter.

Corporate Social Responsibility Strategy

Corporate social responsibility (CSR) is no longer just a philanthropic endeavor but an integral part of 
corporate strategy (Galbreath, 2006; Lamberti & Noci, 2012). To create sustainable business models, 
firms need to integrate CSR into corporate strategy (Jhunjhunwala, 2014). Adopting a CSR strategy 
contributes the firms in many ways. For instance, a good signaling effect may be created through CSR 
activities, and accordingly, a reliability and reputability certification can be earned (Lin, Hung, Chou, & 
Lai, 2019). Firms can successfully manage corporate reputation (CR) through CSR activities by doing 
good and avoiding bad, and CSR practices in the perspective of avoiding bad should be implemented 
foremost, because stakeholder can forgive a weak CSR performance in terms of doing good (Lin-Hi 
& Blumberg, 2018). Hun et al. (2014) found that CSR practices positively and directly influenced the 
reputation and brand credibility in Korea. Similarly, Liu, Wong, Shi, Chu, and Brock (2014) suggested 
that CSR performance positively affected the brand preference of customers in China. By focusing on 
banking customers in India, Fatma, Rahman, and Khan (2015) revealed that CSR activities enhanced 
consumer trust, which mediates the positive link between CSR and CR as well as CSR and brand equity. 
In addition, employees are one of the primary stakeholders, and their needs for safety/security, distinc-
tiveness, belongingness and meaning can be satisfied by CSR activities (Bauman & Skitka, 2012). By 
using data of nearly 85,000 questionnaires from 381 Brazilian firms, Barakat, Isabella, Boaventura, and 
Mazzon (2016) found that CSR activities revealed a good organizational image, which led to positive 
employee assessments. Skudiene and Auruskeviciene (2012) reported that both internal and external 
CSR practices were positively associated with employee motivation. Edmans (2011) demonstrated that 
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the higher the employee satisfaction, the greater the shareholders return. CSR activities can also affect 
the brand credibility.

Implementing CSR in a correct and strategic way may enable firms to develop innovative approaches, 
which contribute to value creation (Rexhepi, Kurtishi, & Bexheti, 2013). By studying 213 firms, Boc-
quet, Le Bas, Mothe, and Poussing (2013) revealed that higher strategic CSR adoption was more likely 
associated with innovating in products and processes. This positive CSR-innovation relationship was 
also supported by the findings of Luo and Du (2015), who found that more new products were launched 
by CSR firms. Engaging in CSR activities may also contribute to decreases in the level of information 
asymmetry (Cui, Jo, & Na, 2018; Nguyen, Agbola, & Choi, 2019). It was also documented that inter-
national expansion can be speed up by practicing environmental CSR (Xu, Zeng, & Chen, 2018). The 
positive link between CSR and customers’ purchase intention was revealed as well (Lee & Shin, 2010). 
Furthermore, increasing CSR activities may lower the debt financing cost (Ye & Zhang, 2011). In ad-
dition, corporate financial performance (CFP) can be positively affected by CSR practices (Su, Peng, 
Tan, & Cheung, 2016). The positive effects of CSR on CFP were identified in US firms by Peters and 
Mullen (2009), in Taiwanese firms especially in the long-term by Lin, Yang, and Liou (2009), in Chi-
nese firms by Chen and Wang (2011), in Australian firms by Torugsa, O’Donohue, and Hecker (2012), 
in Spanish firms by Muñoz, de Pablo, and Peña (2015), in Korean firms by Oh and Park (2015), and in 
Nigerian firms by Uadiale and Fagbemi (2012). In a broader study, Su et al. (2016) reported that among 
ten emerging Asian markets, the positive CSR-CFP link was stronger in less developed countries than 
more developed markets. Hou, Liu, Fan, and Wei (2016) focused on East Asian firms and conducted a 
meta-analysis by considering more than 30,000 firms reported in 28 studies. They found that the impact 
of environmental CSR practices on business performance was stronger than the effect of social CSR 
practices. It was also noted that the effect of CSR was more pronounced on operational performance 
than financial performance.

On the other hand, a CSR strategy is not always perceived positively by the investors, especially be-
cause the negative relationship between CSR and CFP were documented in some previous studies. For 
instance, the findings of Becchetti, Di Giacomo, and Pinnacchio (2008) on US firms partially showed 
that CSR led the firms to move away from maximization of the shareholders wealth to targeting of multi-
stakeholder wealth. Lima Crisóstomo, de Souza Freire, and Cortes de Vasconcellos (2011) found that the 
impacts of CSR on firm value were negative for Brazilian firms. Inoue, Kent, and Lee (2011) detected 
non-positive effects of CSR on CFP in US sport industry. Rutledge, Karim, Aleksanyan, and Wu (2014) 
reported a negative CSR and CFP link for Chinese state owned enterprises. Fiori, di Donato, and Izzo 
(2015) revealed that better CSR performance was associated with a decrease in stock returns for Italian 
firms. In the perspective of European firms, Quéré, Nouyrigat, and Baker (2018) documented that CSR 
ratings were inversely related to subsequent equity market performance. Besides, Usman and Amran 
(2015) noted that while some disclosures like human resources enhanced CFP, there was a negative 
relationship between environmental disclosure and CFP in Nigerian companies. Lin, Chang, and Dang 
(2015) documented that the industry type (environmentally sensitive or environmentally non-sensitive 
industries) moderated the direct effect of CSR on CFP. Moreover, CSR-CFP link can differentiate be-
tween developed and developing country firms (Wang, Dou, & Jia, 2016). Some studies, on the one 
hand, reported that the effects of CSR on CFP are mixed, and sustainable firms’ financial performance 
may not significantly differ from non-sustainable ones (Gok, Ozdemir, & Unlu, 2019a).

In addition, CSR activities can be perceived differently even among employees. Wisse, van Eijbergen, 
Rietzschel, and Scheibe (2018) found that the positive effect of CSR was more pronounced on older 
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employees than younger ones. Moreover, though possible innovations are provided by CSR activities, 
whether these innovations increase the competitiveness and create value is not a given, furthermore, 
even CEOs sometimes privately admit that they are not sure if the CSR projects benefit (Husted & 
Allen, 2007). Besides, if a firm’s innovativeness capability is low, CSR practices may even negatively 
affect customer satisfaction, which in turn has a negative effect on market value (Luo & Bhattacharya, 
2006). Also, CSR exercises may increase the firms’ expenditures like donations to charities, taking en-
vironmental protection measures and providing social development programs (Javeed & Lefen, 2019). 
While the synergy and benefits of CSR implementation may not appear in the short term, increasing 
CSR expenditures may damage business performance and cause an increase in operation costs (Feng, 
Wang, & Huang, 2015). Besides, adopting responsive but not strategic CSR practices may even limit 
innovation (Bocquet et al., 2013). Also, in some sectors like restaurant, implementing CSR strategy 
along with internationalization may cause an increase in operational complexity, which may affect 
synergy, risk and performance negatively (Jung, Lee, & Dalbor, 2016). By implementing CSR, in some 
cases, an over-investing can occur due to the incentives of insiders like corporate managers and large 
blockholders, and accordingly, a conflict between insiders and outsiders may arise (Barnea & Rubin, 
2010). Besides, investing in CSR activities more than the optimal level may increase the debt financing 
costs (Ye & Zhang, 2011). Systematic risk behavior of CSR firms may also negatively differentiate, 
compared to non-responsible firms (Charlo, Moya, & Muñoz, 2015). Therefore, some investors may 
react negatively to the CSR-related events.

Despite of positive and negative CSR perceptions among investor community, socially responsible 
investors do not only consider the firms’ business performance in their investment decisions but also the 
firms’ commitments to ESG criteria. They would like to invest in the firms, which are not participating 
in nuclear energy, mining, gambling, tobacco, alcohol, weapons and so on. Their awareness regarding 
gender and racial discriminations, human and labor rights violations, countering bribery and corrup-
tions, environmental pollution, biodiversity, climate change and so on are reflected in their trading 
behavior. They aim to increase the goodness in the society through trading (Hudson, 2005). Since the 
ethical failures cause some of the biggest bankruptcies in US like Enron and WorldCom, they monitor 
the companies about their corporate governance practices. Because it was noted that excessive corporate 
social irresponsibility led tax avoidance (Hoi, Wu, & Zhang, 2013), it is expected that such actions would 
not be observed in CSR-oriented firms. By taking into account the listed firms in sustainability indices, 
socially responsible investors can easily track the firms, which demonstrate CSR practices. Nevertheless, 
because socially responsible investment (SRI) portfolios constitute CSR firms, their investment universe 
is smaller than conventional investors, hence, some studies examined whether the performances of con-
ventional and SRI portfolios differ each other (Gök & Özdemir, 2017). One other issue regarding SRI 
portfolios is exploring the international portfolio diversification opportunities for international investors. 
Gok, Duranay, and Uzunoglu Unlu (2019b) found that international socially responsible investors may 
benefit by including various countries’ sustainable firms into their portfolios.

Literature Review on Index Revisions

There are ‘index effect’ theories to explain the impacts of index additions and deletions. These theo-
ries have specific characteristics in terms of return and trading volume. One of them is price pressure 
hypothesis (PPH). Regarding PPH, Harris and Gurel (1986) stated that while there is perfect elastic-
ity in the long-term demand, in the short run the demand curve is downward sloping. They expressed 
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that the announcements of events do not convey information, and the shift in the demand is temporary. 
They investigated the impacts of list changes for the S&P 500 index on price and volume. It was found 
that while there was a significant price increase on the day of the inclusion announcements, the prices 
bounced back in the 2-week period. In the period of 1973-1983, the average volume on the day of the 
announcement was ‘1.89’ times larger than compared to the trading volume before 8 weeks of the an-
nouncement. In the period of 1978-1983, the mean volume ratio (MVR) was ‘2.81’ on day 1, and it 
decreased consistently through 5-day period and was ‘1.16’ on day 5.

Other explanations were brought by imperfect substitutes, information content, liquidity effect and 
investor recognition hypotheses. The imperfect substitute hypothesis posits that stocks have a long-term 
downward sloping demand curve, and because of imperfect substitutability, an excess return following 
an index change arise, which was created by excess demand of index funds to buy added and sell deleted 
stocks (Chen, Noronha, & Singal, 2004). The findings of Hanaeda and Serita (2003) and Liu (2006) 
regarding Nikkei 225 index supported this hypothesis. Liquidity effect hypothesis claims that because the 
included stocks are more actively traded, the prices of these stocks permanently increase, and conversely, 
permanent decline in the liquidity decreases the prices of deleted stocks (Baran & King, 2012). Hegde 
and McDermott (2003) found that liquidity of the included stocks in S&P 500 permanently increased, 
which was mostly attributed to a decrease in direct transaction costs.

Information content hypothesis assumes that the inclusions to the index contain information in favor 
of included stocks, and this new information increases the prices (Cai, 2007). Though S&P US indices 
methodology clearly states that the addition to the indices does not mean any investing advice (S&P DJI, 
2019), Cai (2007) found that there was information content for S&P 500 inclusions, and the included 
firms’ stock prices increased significantly, as it was not the case for the volume. Investor awareness 
hypothesis also provides explanations. It posits that although the investors’ attention is drawn by the 
inclusion in the index, the attention for the exclusion from the index was not immediately drawn back 
(Baran & King, 2012).

Briefly, while the imperfect substitutes and information content’s empirical characteristics imply 
that the effects on stock prices and trading volume are permanent and temporary, respectively, liquidity 
effect supports permanent changes in both stock prices and trading volume (Kappou & Oikonomou, 
2016). For the investor awareness hypothesis, there is permanent price effect for additions but temporary 
price effect for deletions (Baran & King, 2012), and temporary effects for the trading volume (Kappou 
& Oikonomou, 2016).

In the literature, though conventional stock indices were widely investigated in terms of index effect, 
there are limited studies, which have been concentrated on sustainability indices, especially on the ones 
in the emerging markets. Since the focus of this chapter is on trading volume, the previous studies, in 
which the index effect on trading volume was empirically examined, were presented.

Regarding Dow Jones Sustainability Stoxx Index (DJSSI), Consolandi, Jaiswal-Dale, Poggiani, and 
Vercelli (2009) investigated the effects of inclusions (deletions) on the firms’ return and trading vol-
ume. They reported that the included firms’ MVR was ‘1.05’ but statistically indifferent from ‘1’ in the 
period between the announcement day and the day before the effective day. The MVR was ‘1.13’ and 
significantly different from ‘1’ during the 10-day period following the effective day. The deleted firms’ 
MVR was ‘0.93’ but statistically indifferent from ‘1’ between the announcement day and the day before 
the effective days. However, it increased to ‘1.08’ in the 10-day period after the effective day. Lackman, 
Ernstberger, and Stich (2012) examined the reactions to the firms’ inclusion in DJSSI. Regarding MVR 
of day T, they calculated that it had the value of ‘0.999’ for 334 observations for the period of 2001 and 
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2008. The MVR was found to be ‘0.996’ in the (-2, 2) event window. Contrary to the PPH, they noted that 
there were neither immediate increases in the trading volume nor price reversals after the index additions.

On the Dow Jones Sustainability World Index (DJSI), Cheung (2011) explored whether the changes 
in the composition of the index affect the firms’ return, risk and liquidity. It was documented that both 
the included and deleted firms’ trading volumes decreased on the announcement day and its subsequent 
days, and cumulative abnormal volume (CAV) was significantly lower than ‘1’. However, the volume 
recovered after the change day, and the average CAV was ‘1.028’ during the 5-day period including the 
day of change. Durand, Paugam, and Stolowy (2019) investigated the impacts of variations in CSR vis-
ibility, which were captured by DJSI events, on the firms’ equity price and trading volume. They noted 
that the events did not cause a prominent effect on market activity.

By considering the additions to the FTSE4Good UK index, Clacher and Hagendorff (2012) revealed 
that market adjusted mean trading volume significantly increased on the day of the announcement in-
dicating the positive reaction of investors. Regarding the effect on the abnormal return, they found that 
there was a positive and significant increase on the day of the announcement, however it was not the 
case in the longer event periods. Therefore, they concluded that although being classified as a socially 
responsible firm was not viewed as harming the shareholders benefits, it was rather not created value 
for shareholders.

Regarding the changes in listed firms of the MSCI KLD 400 index, Kappou and Oikonomou (2016) 
found that the firms’ deletion was associated with an increase in the trading volume (the MVR was ‘1.93’ 
and significant at 5% level) on the day of the event. However, the deleted firms’ MVR was reversed 
in the long-term. Hence, they reported that there was a temporary change in the trading volume of the 
deleted firms. Although the firms’ addition to the index also increased the MVR which was ‘1.30’, it 
was statistically indifferent from ‘1’. They also noted that the market anticipated the upcoming deletion 
event but not the coming addition event.

Data and Methodology

XUSRD was launched on November 4, 2014, and it has one index period from November to October. 
Firms are selected by Ethical Investment Research Services (EIRIS) Limited in the perspective of its 
ESG criteria. For the first index period, from November 2014 to October 2015, 15 firms were included 
in the index. For the second, third, fourth and fifth index periods, 14, 14, 5 and 6 firms were selected, 
respectively. For the most recent index period, which has started on November 1, 2019 and will end at 
the end of October 2020, 7 firms were determined as sustainable companies and included in the XUSRD. 
On the other hand, some firms demonstrated lower sustainability performance and consequently, ex-
cluded from the index. Three firms in 2017 and one firm in 2019 were deleted from XUSRD. There was 
only one firm, which was excluded from and then reincluded in the index. Also, one firm has delisted 
from Borsa Istanbul and in the meantime from XUSRD in 2017. Over the years, 60 firms in total were 
included in, 4 firms were excluded from, and 1 firm was reincluded in the XUSRD. As of December 
2019, there are 56 firms in the index, of which 24 of them take part in manufacturing sector, 4 of them 
in electricity, gas and water sector, 17 of them in financial institutions sector, 2 of them in construction 
and public work sector, 3 of them in technology sector, 3 of them in wholesale, retail trade, hotel and 
restaurant sector, and 3 of them in transportation, communication and storage sector.

To measure the effects of these inclusions and exclusions on trading volume, the methodology of 
Harris and Gurel (1986) was followed. They used the following formula;
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= . .where, VRit .is the volume ratio, Vit .is the trading volume for the security i on the 

day t (the event day about the inclusion or exclusion), Vmt .is the total trading volume of the market on 
day t, Vm .is the market’s average trading volume for the 40 trading days before the event day, and Vi .is 
the security i’s average trading volume for the 40 trading days before the day t.

This standardized measure is adjusted for the changes in the market (Harris & Gurel, 1986) and 
considers the trading volume for both the event day and the 40-day period before the events. Accord-
ingly, if the VRit .is higher than ‘1’, it indicates that the trading volume is positively affected by the event. 
In this study, Borsa Istanbul All (XUTUM) index was used to represent the Borsa Istanbul equity mar-
ket.

After calculating the VRit . the mean volume ratio was obtained by the following formula (Harris and 
Gurel, 1986):
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The MVR sheds light on the general trend about the trading volume and can be interpreted by com-
paring ‘1’. On the other hand, to get statistically significant results, one sample t-test was employed. By 
determining the test value as ‘1’, the following hypothesis was tested:

H0= The difference between the VR values and ‘1’ is equal to zero.
Ha= The difference between the VR values and ‘1’ is not equal to zero.
For the analysis, two different event days were used. The first one is the announcement days of the 

inclusion in or exclusion from the XUSRD. The second one is the effective days of the changes in the 
XUSRD. In 2014, the announcement and the effective days were the same. The announcements days for 
the 2015, 2016, 2017, 2018 and 2019 were October 23, October 24, October 27, October 26 and Octo-
ber 25, respectively. The announcements were derived from Public Disclosure Platform of Turkey. The 
effective days for the 2014 and 2015 were November 4 and November 2, respectively. For 2016, 2017, 
2018 and 2019, the effective day was November 1. Consequently, there were 5, 6, 3, 3, and 4 trading 
days between the announcements and effective days of 2015, 2016, 2017, 2018 and 2019, respectively. 
Daily traded lot sizes for each of the securities and XUTUM was used. Historical daily trading volumes 
were obtained from Matriks Data Terminal.

Results

Table 1 shows the results that were obtained by considering the event day as the announcement day, 
which took place before the effective day of the index changes. The effects of the inclusions were reported 
for each of the year and also separately examined as a whole for the 2014-2019 period. However, since 
there were only a few deleted firms, the effect of exclusions was only investigated in terms of 2014-2019 
period. In the Table 1, while the AD represents the announcement days, (AD, ED-1) refers to the period 
between the announcement day and the day before the effective day (ED) for index changes.

For the inclusion announcements, it was found that the MVR was higher than ‘1’ in 2014, 2016, 2018 
and 2019. Conversely, in 2015 and 2017, the MVR was lower than ‘1’. For the period of 2014-2019, 
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the MVR was ‘1.0424’. As a result, in general, it was understood that the inclusion announcements 
had a positive impact on the included firms’ trading volume. However, according to one sample t-test 
results, the null hypothesis was not rejected for 2014 (t = 0.2833, p>0.05), 2016 (t = 1.2182, p>0.05), 
2018 (t = 0.8332, p>0.05), 2019 (t = 0.0992, p>0.05) and the 2014-2019 period (t = 0.4233, p>0.05). 
Consequently, the volume ratios in these years were not significantly different from ‘1’, although they 
were generally slightly higher than ‘1’.

Interestingly, all the MVR values in the (AD, ED-1) period decreased while they were higher than 
‘1’ in the day AD. Thus, it can be inferred that the reactions of investors to the inclusion news were 
temporary in 20141, 2016, 2018, 2019, and 2014-2019 period. On the other hand, in 2015 and 2017, the 
MRV values increased after the announcement days, and the MVR almost reached ‘1’ in 2015. There-
fore, in 2015, an increasing trend in trading volume was observed in the subsequent days, though it was 
still not higher than ‘1’.

For the exclusion announcements, it was reported that the MVR of 2014-2019 period was ‘0.5830’, 
which was prominently lower than ‘1’. According to the one-sample t-test results, the null hypothesis 
was rejected at 10% significance level (t = -3.0829, p<0.1). As a result, it was understood that the trad-
ing volumes of excluded firms significantly decreased. However, this situation was temporary, since 
the trading volumes increased after the exclusion announcements and reached to ‘0.8262’ in the period 
of (AD, ED-1). Overall, the trading volume for the included and excluded firms demonstrated changes 
in favor of PPH.

Figure 1 depicts the average change of trading volume before and after the announcement days for 

61 included firms. Logarithmic daily trading volume change [for instance, day t Vol
Vol
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] was 

calculated ten days before and after the announcement days for each of the firms, and then the firms’ 
volume changes were averaged for each of the days. The figure clearly displayed that the volume change 

Table 1. Exploring the Impacts on/after the Announcement Days

Period N
AD AD, ED-1

MVR t-Value p MVR t-Value p

The Included Firms

2014 15 1.0677 0.2833 0.7810 -* - -

2015 14 0.8769 -0.7107 0.4897 0.9798 -0.1954 0.8480

2016 14 1.3092 1.2182 0.2447 0.8948 -1.2306 0.2402

2017 5 0.5177 -3.8817 0.0178 0.6323 -5.8378 0.0042

2018 6 1.2006 0.8332 0.4426 0.8680 -0.6924 0.5195

2019 7 1.0248 0.0992 0.9241 0.9137 -0.3979 0.7044

2014-2019 61 1.0424 0.4233 0.6735 0.9349 -0.8988 0.3723

The Excluded Firms

2014-2019 4 0.5830 -3.0829 0.0540 0.8262 -0.7411 0.5123

* The announcement and effective days were the same for 2014.
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was positive on day T, though it was negative for the day T-1 and T+1. Hence, the figure visually sup-
ports the temporary change argued by PPH.

Figure 2 shows how the excluded firms’ average trading volume changed over the course of ten days 
before and after the announcement days. There was a negative volume change on day T, though it was 
positive on day T-1. The negativity remained on day T+1, but it turned to positive on day T+2. Therefore, 
the chart evidently displayed the temporary volume change for the four excluded firms.

Table 2 presents the results, in which the event day was considered as the effective day of the index 
changes. While the ED refers to the effective day of the index changes, the (ED, ED+5) and (ED, ED+10) 
represent the after event 6-day and 11-day periods including ED.

Regarding the included firms’ MVR on ED, it was documented that the only value higher than ‘1’ 
was in 2017. Interestingly and conversely, on the announcement day of 2017, the MVR was found to 
be less than ‘1’. Therefore, it was demonstrated that the positive reaction to the firms’ inclusion to the 
XUSRD was performed on the effective day rather than the announcement day in 2017. However, the 
null hypothesis was not rejected for 2017 (t = 0.1780, p>0.05). Hence, the VR values in 2017 were not 
significantly different from ‘1’. Overall, these findings indicated that the effects of inclusion in the index 
were mostly revealed on the announcement days, not on the effective day.

The deleted firms’ MVR value for the 2014-2019 period was ‘0.7640’. However, it was not signifi-
cantly different from ‘1’, since the null hypothesis was not rejected at 5% significance level (t = -1.4797, 
p>0.05). Although the MVR was lower than ‘1’ on ED, in the subsequent days it increased overwhelm-

Figure 1. Average Logarithmic Change of Trading Volume for the Included Firms
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ingly. The MVR were ‘1.0892’ and ‘1.4023’ in the 6- and 11-day periods, respectively. These findings 
are in parallel with PPH.

Figure 2. Average Logarithmic Change of Trading Volume for the Excluded Firms

Table 2. Exploring the Impacts on/after the Effective Days of the Index Changes

Period* N
ED ED, ED+5 ED, ED+10

MVR t-Value p MVR t-Value p MVR t-Value p

The Included Firms

2014 1.0677 0.2833 0.7810 0.8195 -2.4234 0.0295 0.8107 3.8698 0.0017

2015 14 0.8780 -1.3345 0.2049 1.0227 0.2732 0.7889 1.0528 0.5263 0.6075

2016 14 0.7325 -3.7709 0.0023 0.7122 -3.6728 0.0028 0.7516 -2.6374 0.0204

2017 5 1.0951 0.1780 0.8673 1.0890 0.2531 0.8126 0.9995 -0.0022 0.9983

2018 6 0.8208 -2.1282 0.0865 0.7669 3.1635 0.0249 0.7076 -4.4165 0.0069

2019 7 0.8870 -0.3138 0.7642 0.8740 -0.6145 0.5614 0.8355 -1.2274 0.2656

2014-2019 61 0.9044 -1.1153 0.2691 0.8607 -2.7888 0.0070 0.8538 -3.4144 0.0011

The Excluded Firms

2014-2019 4 0.7640 -1.4797 0.2355 1.0892 1.0099 0.3869 1.4023 2.0955 0.1271

*Since the effective and the announcement days were the same in 2014, the findings for 2014 can be seen in Table 1.
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DISCUSSION AND CONCLUSION

XUSRD was launched on November 2014, and it has one index period per year between November and 
October. Therefore, as of December 2019, six index events occurred. In the first event, 15 firms were 
included in the index. In the following events, the number of constituents increased to 29, 43, 45, 50 and 
56, respectively. In total, 61 firms were included and 4 firms were deleted from the index. Index events 
have a potential to affect the listed and delisted firms’ trading dynamics. Although conventional stock 
indices like S&P 500 and Nikkei 225 were widely investigated in terms of index effect, sustainability 
indices were rarely examined, especially in the perspective of how the included or deleted firms’ trad-
ing volumes were affected. Besides, the limited existing literature regarding the effects of sustainability 
index events on trading volume was mostly conducted on developed markets.

By providing the CSR literature of the emerging markets, this study examines the effects of the 
XUSRD events on the firms’ trading volume. Moreover, this study completed one of the missing parts 
of the Turkish CSR literature. Although Gök and Gökşen (2020) reported that the XUSRD inclusions 
positively affected the Turkish banks’ returns, which indicated that the investors perceived the entering 
as a value creation, the effects of index events on volume have not been addressed before.

To examine the index effect, the methodology of Harris and Gurel (1986), which is the most common 
approach in the literature, was used, and one sample t-test was employed. Both the announcement day and 
effective day of the index changes were considered as the event days. The index effect was particularly 
observed on the day of the announcements. While the included firms’ trading volume increased, the 
excluded firms’ trading volume decreased. Therefore, these results suggested that the investors reacted 
to XUSRD events. However, only the decrease in the deleted firms was statistically significant, which 
indicated that there was an asymmetric reaction to additions and deletions. This finding was in line with 
the findings of Consolandi et al. (2009). In the subsequent days of announcements, the reversals were 
observed. As a result, it was concluded that the effect was temporary, in parallel with the price pressure 
hypothesis.

The XUSRD is a relatively new index. Because there were only a few deletions, the results for the 
excluded firms should be cautiously interpreted. Since the Turkish firms’ interest in corporate sustain-
ability practices has been growing, it is expected that the number of constituents in XUSRD will exceed 
100 in the near future. Therefore, future studies can investigate the index effect with a larger sample in 
the following years by considering the response of both volume and return.
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1.  Since the announcement and effective days were the same for 2014, the mvr of (ed, ed+5) and (ed, 
ed+10) in the table 2 can be considered to understand the effects after the announcement day.
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ABSTRACT

Online innovation contests represent one of the most interesting new ways of utilizing creative skills in 
the new collaborative economy, but we still know very little about what motivates the problem solvers. 
Previous studies suggest that the economic reward is not the only motivational factor, but there are many 
other motives too. The aim of this research study is to identify the core motivational dimensions based on 
the experiences of top solvers in three different types of online innovation contests. The empirical findings 
are used to construct a motivational typology for creative problem solving that can guide future research.

INTRODUCTION

To develop the new collaborative economy, it is important to understand what motivates individuals 
to participate in creative problem-solving activities. Online innovation contests represent an important 
example of the more creative work done within this economy. By analyzing various solver profiles in 
three different contest environments, this chapter provides a comprehensive motivational typology, 
allowing us to understand better how to organize creative problem-solving processes in the new col-
laborative economy.

Creative Problem Solving in 
Online Innovation Contests:

What Motivates Top Solvers to Participate 
in the New Collaborative Economy?

Rolf K. Baltzersen
Østfold University College, Norway
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BACKGROUND

Crowdwork in the New Collaborative Economy

The ‘new collaborative economy’ remains an ambiguous term to both scholars and the public, with vari-
ous definitions. Several different terms are also used to describe more or less the same phenomenon, 
such as “sharing economy” (Frenken & Schor, 2019), “collaborative consumption” (Hamari, Sjöklint, & 
Ukkonen, 2016), “peer-to-peer economy” (Sundararajan, 2016), or “access economy” (Denning, 2014). 
However, most terms share a common understanding of an emerging marketplace where consumers rely on 
each other instead of large companies – giving, swapping, borrowing, trading, and renting both products 
and services in an online setting. Typically, access is more important than exclusive ownership, which 
suits Generation Z, assumed to prefer lower‐cost options that offer temporary access to different assets, 
like, for example, home and car sharing (Denning, 2014; Frenken & Schor, 2019; Hamari et al., 2016). 
Usually, a “web-based middleman” or online intermediary will ensure that the transaction is performed 
properly, but without directly controlling the consumer interaction (Frankenfield, 2018; Hamari et al., 
2016). In addition, these new economic solutions often aim to serve a broader collective purpose or com-
mon good, like the alleviation of societal problems, such as hyper‐consumption, pollution, and poverty 
(Hamari et al., 2016). “Green values” are especially important, and many online platforms advertise 
that they contribute to reducing CO2 emissions. Although the environmental effects remain difficult to 
measure, sharing is expected to reduce the demand for new goods or facilities (Frenken & Schor, 2019).

Crowdwork is increasingly important in this collaborative economy, allowing thousands of people to 
work on the same project in an online setting. A large group can now perform separate “tasks” on short-
term contracts in ways not previously possible. For example, in Amazon’s Mechanical Turk, workers 
bid to complete microtasks or very small units of work. A growing number of platforms also offer more 
complex project work that covers a wide range of professions (e.g. Upwork and Thumbtack) (Sundara-
rajan, 2018). In addition, companies and other organizations increasingly seek external expertise when 
they are unable to solve problems (Chesbrough, 2017).

Online Innovation Contests

In recent years, it has become more popular to receive outside help by arranging online innovation con-
tests (ICs). Typically, a solution-seeking organization will attempt to recruit a large number of online 
“solvers” to join a contest and win prize money, ranging from a few hundred to millions of dollars. Only 
solvers who provide successful solutions will receive the money, transferring the risk of failure from the 
organization to the solver. While large companies previously organized these contests themselves, it has 
now become more common to use innovation intermediaries that support the solution-seeker in hosting 
the contest. Seekers can be large and small firms, governments, and other organizations. Some inter-
mediaries have existed for over a decade, with InnoCentive (founded in 2001), IdeaConnection (2007), 
and Topcoder (2001) among the first. They aim to make it easy for a solution-seeking organization to 
utilize the knowledge of a large and diverse pool of experts worldwide. For example, InnoCentive claims 
to have access to a global network of over 400,000 solvers, with nearly 60% educated to masters level 
or above. Topcoder offers both ICs and paid crowdwork to its over one million members. While most 
platforms are orientated toward research and developmental work, others, like eÿeka, focus on market-
ing. The innovation intermediaries usually offer a “package” of support, like guidance in formulating an 
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appropriate challenge, connecting seeking companies with problem solvers, finding relevant technology, 
or help strengthening innovation networks. Several intermediaries host hundreds of ICs every year for 
their clients (Agogué et al., 2017; Terwiesch & Xu, 2008).

Although the ICs are organized in different ways, all intermediaries require that solvers come up with 
proposals within a relatively short time period. Some researchers claim these online ICs are especially 
interesting because they showcase a new type of large-scale collective intelligence (CI) made possible 
by the internet (Lévy, 1999; Malone, 2018). While large-scale online collective work arguably repre-
sents the next important step in human evolution, we still struggle to organize large groups to produce 
better scientific, economic, and political solutions. Online ICs demonstrate how a crowd or large group 
can actually do creative work in the new collaborative economy. However, we know little about what 
motivates the key persons – the top solvers – who participate in these contests.

The aim of this study is to explore what motivates creative problem-solving in ICs. By analyzing 
various solver profiles in three different contest environments, this chapter provides a comprehensive 
motivational typology for creative problem-solving in the new collaborative economy, allowing us to 
understand better how to organize creative problem-solving in an online setting.

Motivation in Online Innovation Contests: A Literature Review

A search of papers with relevant key terms on Google Scholar (“motivation+innovation contests,” 
“motivation+innovation intermediaries,” “motivation+open innovation”) identified only four recent 
publications on solver motivation in online ICs (Hofstetter, Zhang, & Herrmann, 2018; Hossain, 2018; 
Innocent, Gabriel, & Divard, 2017; Shafiei Gol, Stein, & Avital, 2018). All four studies build on data 
about the solvers from innovation intermediaries. Shafiei Gol et al.’s (2018) exploratory qualitative study, 
based on interviews with solvers on the Topcoder platform, found that they are motivated by a sense 
of psychological safety and autonomy, as well as by self-growth opportunities. Innocent et al.’s (2017) 
study, based on 93 online interviews with top contributors from three major crowdsourcing platforms, 
identified learning and social interaction as important motivators. Hossain (2018) analyzed 82 interviews 
of successful solvers at IdeaConnection, outlining their motivations, challenges, and opportunities. In 
the only quantitative study, Hofstetter et al. (2018) collected data from another innovation intermediary 
within creative marketing (Atizo). Initially, experimental data were collected from 301 individuals; next, 
participatory field data were collected from 6101 individuals in 261 contests (Hofstetter et al., 2018).

Other studies also underline motivational issues as being very important to solvers’ participation 
in ICs. For example, Bakici & Almirall (2017) find a major tension in online ICs between the use of 
monetary incentives and non-monetary incentives, like the enjoyment of the task. However, there has 
been surprisingly little research in IC solvers’ motivations. One reason for this may be that intermediary 
companies cautiously protect both the problem seekers and problem solvers, making it difficult to access 
data. Yet most intermediaries publish numerous successful profile stories on their websites, including 
interviews with top contributors. The studies by Innocent et al. (2017) and Hossain (2018) use these 
online interviews as data. On the one hand, these stories are a part of a marketing strategy to recruit 
seekers and solvers; hence, cherry picking and positive bias should make one cautious about assuming 
they give the full picture. On the other hand, they are narratives that provide valid information about 
identifiable persons who report what motivates them and why they compete.

In principle, anyone can participate in ICs, regardless of age, gender, location, skill level, education, 
or experience. For instance, at IdeaConnection, the pool of solvers includes students, retired scientists, 
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and scientists in part-time employment. Although most winners are professionals, some are also “amateur 
scientists” (Hossain, 2018). However, all the interview studies describe solvers with advanced skills, 
including relevant formal education and working experience (Hossain, 2018; Innocent et al., 2017).

Furthermore, existing studies indicate that solvers are motivated not only by money but also by a 
complex mixture of motivational factors (Hossain, 2018; Innocent et al., 2017; Shafiei Gol et al., 2018). 
Nevertheless, the existing motivational models that describe solvers appear too simplistic to encompass 
this complexity. For example, in his conclusion, Hossain (2018) acknowledges this motivational complex-
ity by mentioning the importance of both intrinsic and extrinsic motivation, but he does not elaborate 
on specific motivational factors or dimensions, concluding only that “extrinsic motivation is dominant, 
whereas intrinsic motivation works as a complement to extrinsic motivations” (Hossain, 2018). There 
have been few other attempts to construct a more comprehensive motivational framework or typology 
to guide research within this field.

However, as described in an interesting and highly cited qualitative study, Brabham (2010) interviewed 
17 solvers who participate regularly in design t-shirt competitions hosted by Threadless, identifying 
four primary motivators: making money, developing creative skills, the appeal of freelance work, and 
love of the community. Hossain’s (Hossain, 2018) empirical findings also point to similar motivational 
categories, which can be used as a framework for a deeper understanding of creative problem-solving in 
ICs. In this chapter, six topics mentioned in Hossain’s (2018) study will be discussed in further detail.

First, as explored in this chapter’s section “perceived learning as motivation,” previous studies 
show that learning is a key motivation for IC problem solvers (Hossain, 2018; Shafiei Gol et al., 2018). 
Although Hossain (2018) does not distinguish between different types of learning, aspects of cogni-
tive learning are addressed in his description of how solvers are drawn to tackling challenges that are 
intellectually stimulating and can improve their skills. Brabham (2010) also reports that many solvers 
participate to improve their skills within a supportive community, with some even learning with no pre-
vious experience. Although collaborative learning is not explicitly mentioned in any studies, Hossain 
(2018) notes that solvers’ varied backgrounds provide opportunities to learn from each other. Hossain 
(2018) addresses transformative learning dimensions specifically only briefly and then in broader terms 
regarding how solvers grow as professional scientists. Similarly, in Brabham’s (2010) study, one solver 
claims the participation made him realize he had creative skills, indicating a sense of personal growth.

Second, as investigated in the section “being immersed,” Hossain (2018) finds many solvers show 
related positive feelings like enjoyment, excitement, and pleasure. Likewise, in Brabham’s (2010) study, 
several participants describe their love of the contest format in Threadless as generating an addictive 
motivation. Hofstetter et al. (2018) also claim that enjoyment of the task appears to be particularly rel-
evant for ICs that emphasize creative problem-solving.

Third, as analyzed in the section “being part of a community,” Hossain (2018) finds that most solvers 
are motivated by opportunities to interact with other solvers. Likewise, Brabham (2010) finds that the 
participants enjoy being in community with likeminded art enthusiasts and do not look upon themselves as 
customers. Many highlight the humorous dialogue in the blog forum as a reason for continually returning 
to the site. Hofstetter et al. (2018) also suggest that social factors play a role in innovation communities.

Fourth, as discussed in the section “being recognized for your work,” some solvers report that they 
participate in challenges to receive feedback and validate their own level of knowledge; money is less 
important than contributing to the greater social good and sharing their skills for others’ benefits (Hos-
sain, 2018). Likewise, in Brabham’s (2010) study, some participants specifically mention that they enjoy 
receiving feedback on their work. Hofstetter et al. (2018) also find that performance feedback, such as 
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high rankings, high ratings, or positive comments, is likely to increase one’s feelings of competence. 
Receiving likes from other users also stimulates further participation and creative effort.

Fifth, as analyzed in the section “the prize money,” both Hossain (2018) and Brabham (2010) find 
that the main motivation for most solvers is money, which is typically added to other income. ICs are 
usually organized with a predetermined reward structure, which either focuses all the prize money at the 
top rank (e.g. IdeaConnection) or provides multiple prizes to the best solvers (e.g. ëyeka and Topcoder). 
However, Hofstetter et al. (2018) find that the use of multiple prizes more effectively sustains participa-
tion across contests because the prize money also symbolizes achievement and increases the solver’s 
self‐perception of competence (Hofstetter et al., 2018).

Sixth, as examined in the section “the solver personality,” Hossain (2018) finds that solvers enjoy 
the flexibility of the projects and the freedom to choose what they want to work with. Many different 
social groups participate, including retired people and students. Likewise, Brabham (2010) finds that 
Threadless attracts several different groups of solvers that want exposure, both hobbyists and freelancers.

THE RESEARCH METHOD

Selection of Online Innovation Intermediaries

This explorative study maps and describes the most important motivational factors in online ICs, by 
analyzing why top solvers are motivated to participate in these contests. Today, a significant number of 
online innovation intermediaries exist and cover a wide range of ICs. Still, few sites provide an overview 
of this new sector within the collaborative economy. One exception is IdeaConnection, which provides 
a helpful overview on their website (https://www.ideaconnection.com/outsourcing/). Search terms like 
“Innovation intermediaries” were also used to identify recently published papers on Google scholar that 
could summarize innovation intermediaries (e.g Bakici & Almirall, 2017). Using this information, ten 
innovation intermediaries were identified as relevant. The table below provides an overview with key 
information.

Using purposeful sampling (Patton, 2002), three intermediaries – Topcoder, ëyeka, and IdeaConnec-
tion – were selected for closer study according to the following criteria: 1) established more than five 
years ago; 2) among the top companies concerning revenue; 3) provide solver data. These intermediaries 
offer different contest formats regarding how and what type of work is to be done. IdeaConnection is 
orientated toward challenges that require cross-disciplinary research, while Topcoder covers challenges 
within IT. eÿeka is different from Topcoder and IdeaConnection because it focuses only on ICs within 
graphic creation and content marketing. There is also significant variation concerning the prize money 
amounts and how the contests are organized. Topcoder is largely a crowdwork platform that focuses on 
complex projects and requires skillful, creative workers for projects in which there is a greater likeli-
hood of winning smaller amounts of money than with IdeaConnection and eÿeka. IdeaConnection, on 
the other hand, emphasizes teamwork and larger, collective problem-solving events, like Idea Rallies. 
Examining these three intermediaries, the study aims to generalize findings on motivation that are im-
portant for all types of online ICs.
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Solver Profiles

The data consist of solver profiles, such as interviews or stories, on the websites of three different 
intermediaries: eÿeka, IdeaConnection, and Topcoder. In total, 33 solver profiles were included in the 
data corpus with approximately 10 stories from each intermediary. Note that 10 of 17 profile stories in 
Topcoder and 13 of over 80 profile stories in IdeaConnection were randomly selected. All the solvers in 
the data corpus have won a contest, so they are not representative of the large member database, which 
includes many who have not won any contests. As the profiles only include winners, there is a potential 
bias in not including the larger majority of non-winners, who may have different motives. The table 
below provides an overview of the solver profile data.

Table 1. Key organizational information about online innovation intermediaries

Founded Headquarters Challenges From zoominfo.com 
(checked 02.01.2020)

Information about 
top solvers

Agorize 2011 Paris, France

Cross-
disciplinary 
Startups 
challenges 
Students 
challenges 
Online 
hackathons

Revenue: 25M 
(Employees: 130) No

Ennomotive 2014 Madrid, Spain Engineering 
challenges

Revenue: 400K 
(Employees: 2) No

IdeaConnection 2007 Victoria, British 
Columbia, Canada

Cross-
disciplinary 
R&D challenges

Revenue: 6.1M 
(Employees: 32) Yes

InnoCentive 2001
Waltham, 
Massachusetts, United 
States

Cross-
disciplinary 
R&D challenges.

Revenue: 10M 
(Employees: 79) No

ëyeka 2001 Paris, France
Product design 
challenges 
(marketing)

Revenue: 13.1M 
(Employees: 68) Yes

Topcoder 2001 Indianapolis, Indiana, 
United States IT Revenue: 34.5M 

(Employees: 180) Yes

HeroX 2013 Valley Cottage, New 
York, United States

Cross-
disciplinary 
R&D challenges

Revenue: 5.4M 
(Employees: 28) No

Hypios 
Crowdinnovation 2015 Paris, France

Cross-
disciplinary R&D 
challenges

Revenue: 4.8M 
Employees: 25 No

Jovoto 2007 New York City, United 
States.

Product design 
challenges 
(marketing)

Revenue: 8.3M 
(Employees: 38) Yes

Mindsumo 2011 Durham, North 
Carolina, United States

Product design 
challenges 
(marketing)

Revenue: 13.7M 
(Employees: 63) Yes (video)
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The solver profile data are presented in slightly different formats, as essays, interviews, or testimoni-
als, but they all report on the solvers’ personal motivations to participate, the challenges they face, and 
the benefits they receive by participating in ICs. The data are biased in the sense that they downplay 
the negative aspects of being a solver or seeker; on the company website, the emphasis will naturally be 
on the success stories to recruit new members to the site. However, because many of the profile stories 
display authentic names or usernames, there is no reason to believe that the published content is untrue. 
As this chapter’s aim is to establish a comprehensive motivational framework and not to map inhibitory 
factors, potential bias in the data is less problematic. The data are primarily included to provide rich de-
scriptions of motivation that can provide the foundation for a complex, tentative, motivational typology.

At Topcoder, a large majority of solvers are male (seven males and two females) and all are young 
adults in their twenties. Five of six solvers report being college or university students when joining 
TopCoder, while only one was in a full-time job. All the solver profiles were published between 2010 
and 2014, with the solver participation then ranging from one year up to 10 years. The length of the 
profile stories vary from 500 to 1289 words, with a total of 7500 words comprising the Topcoder data.

Of the 10 solvers at eÿeka, eight are male and two are female. Five are young adults around 30, while 
two are middle-aged. All have been participating in the contests for several years. Three report being 
freelancers, while two of five are art directors. The profile stories are quite short, varying from 126 to 
340 words, with a total amount of 2100 words.

At IdeaConnection, the demographic background is quite similar. All thirteen solvers are male. The 
majority, nine are middle-aged, while two are young adults and two are seniors. Almost all the solvers 
are highly qualified experts, with eight claiming a research background and six currently working as 
researchers. Four work as managing directors and are independent consultants. On this website, the 
interviews are longer, ranging from 588 to 1289 words, comprising a total of 11900 words.

Comparing the profiles across the three intermediaries, we see that both Topcoder and ëyeka have 
solvers who are primarily young adults, while IdeaConnection’s solvers are largely middle-aged. At 
Topcoder, several of the solvers began to participate when they were students, while at IdeaConnec-
tion, individuals began when they are already working as researchers or had become experts in a field. 
A large majority of the solvers are male at all the intermediaries, indicating that this may be a typical 
characteristic of most online ICs.

Data Analysis

The profile data were copied from the websites in November 2019 and constitute the complete data. 
Following the systematic procedure of Yin (2009), this explorative case study comprised two distinct, 

Table 2. Solver profile data

Solver profiles Number of profiles

Topcoder (TC) – stories written by the solvers with their 
usernames. 10 of 18 profile stories (7500 words)

eÿeka (ey) – testimonials written by solvers with their 
usernames. All 10 profiles on part of the website (2100 words)

IdeaConnection (ID) – interviews of top solvers who are 
referred to by personal name. Written by IdeaConnection 13 of over 90 profiles (11900 words)
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analytical steps. In the first step, the researcher read the 33 solver profiles and coded them inductively 
according to what the solvers stated motivates them to participate in online ICs, including both explana-
tions of why they participate and what they enjoy about this work (Elo & Kyngäs, 2008; Mayring, 2004). 
Here, an open coding approach was used, creating tentative themes that describe different motivational 
factors (Marshall & Rossman, 2011: 214-215). As part of this initial coding, themes were produced and 
compared. The analysis focused on identifying similarities, rather than differences, between solvers in 
the different intermediaries in an attempt to locate the general motivations that characterize top solv-
ers. This first step is an inductive, or data-driven, explorative approach, where the coding is performed 
separately from matrixes or predetermined analytical categories (Yin, 2009).

In the next phase of the data analysis, the categories from the review were used as a framework to 
reorganize the data. The data themes were compared with the initial categories from the review and 
adjusted to better fit the concepts from the literature review (e.g. Marshall & Rossman, 2011). The 
themes were important in the formulation of the motivational framework’s sub-dimensions. Both data 
and theory are important in capturing a larger variation of motivational factors that influence solvers. 
This interplay builds on abductive reasoning (Van de Ven, 2007), with an emphasis on using both data 
and relevant studies to develop appropriate categories.

In the discussion, the six major motivational dimensions are described as part of a comprehensive 
motivational typology and are analyzed in relation both to other empirical studies of the new collabora-
tive economy and to broader motivational theories (e.g. Csikszentmihalyi, 1990; Maslow, 2013). This 
composite typology is key as most solver profiles reveal a complex motivational mix that drives online IC 
participation. Various quotations from the profiles are included in the analysis because they represent rich, 
informative statements, illustrating the complex solver motives. As these quotations are often informal 
statements, they frequently contain grammatical errors; the statements are copied in their original form 
into this study. Note that some of the statements about motivation have been left out in the final report 
because they are redundant and do not offer new information regarding the motivational framework.

MAIN FOCUS OF THE CHAPTER

Perceived Learning as Motivation

Cognitive Learning as Motivation

In accordance with the findings from the literature review, this study shows that many solvers underline 
learning as a motivational factor, indicating the importance of improving their own cognitive learning. 
For example, one solver at IdeaConnection explains how participation improves his problem-solving 
skills, “The process of attempting to solve the problems is shaping my ability. So I have been honing my 
talent and making myself better at solving problems for a long while”. A solver at Topcoder similarly 
claims that the “extremely high standards will permeate from the competitions you work on into other 
projects as well, making you a much more valuable engineer and worker”. Even without winning the 
contest, this way of working and solving problems will benefit your ordinary work. According to another 
solver at Topcoder, you become a better programmer because you work with much harder problems, “I 
think one of the major reasons is because we are challenged to solve much more difficult problems than 
what we usually solve in our day jobs. When you start solving those problems, the easier problems you 
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encounter on a day-to-day basis seem to get a lot easier”. A study of Innocentive similarly shows that 
solvers report learning new skills (Innocent et al., 2017). Learning is very important as the solvers know 
that they will often not receive any payment. Likewise, in another Topcoder study, a solver is motivated 
by challenges he has never met before and learning about new technologies (Shafiei Gol et al., 2018), 
suggesting that the technological challenges develop the solvers’ competence in a way that it is helpful 
for their professional work. Another solver highlights that learning happens all the time:

There’s always a learning curve and we keep on learning. I used to tell my students that every scientist 
and every researcher should think of themselves as a student. If I don’t think of myself as a student then 
I can never be a scientist. (ID)

The solver has a profound view of learning in which even the expert learns all the time. Knowledge 
is never a waste, and may be relevant on another occasion:

The way I look at things is that if people lose a particular challenge, instead of saying ‘I lost’ they 
should focus on what they have learned. For example, they may have learned what not to do or how to 
do something better the next time. (ID) 

At one level, most solvers acknowledge that they acquire new skills through participating in different 
online contests. For example, one solver at Topcoder claims that his motivation for competition prompted 
him to learn most of his technical skills. Another solver claims that the programming competitions 
help improve your programming skills, which is especially important when writing code because after 
some time one will otherwise often stop improving (TC). As one solver states, “For example, with the 
introduction of wireframe contests, I learnt how to make prototypes in Axure completely from scratch, 
constantly looking up resources online, if only to keep up with the competition” (TC). The learning 
process, which in this case starts from scratch, happens under strong time pressure to keep up with the 
competition. The solver is also excited about being able to join a project at any stage, anywhere (TC), 
indicating a strong degree of task self-selection.

A solver at eÿeka states that he has struggled to find his personal creative style, but participation in 
eÿeka helped him to decide to specialize in stop-motion paper animation; today, this choice allows him 
to design various creative products (ey). On the other hand, some solvers highlight the development of 
a broader set of skills. For example, before joining eÿeka, a certain copywriter did not care much about 
his layout abilities, but participation in various contests made him think further about good product 
designs and so expanded his creative repertoire. A solver at IdeaConnection also underlines that this 
type of problem-solving forces you to practice your knowledge and test it actively, helping you not to 
forget it (ID).

Collective Learning as Motivation

The findings also suggest a second perspective on learning by motivation. As IdeaConnection is centered 
on team work, several of the solvers highlight the value of collective learning. For example, one solver 
highlights the value of learning something from other team members “and using other people’s knowledge 
to increase my own” (ID). Knowledge sharing in the team happens during the problem-solving process. 
Another solver underlines that everyone learns from everyone in the team, “Everybody came from a 
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different background, and so we all learnt from each other about lots of different aspects. And I think 
everybody felt that way” (ID). The multidisciplinary teams create a feeling of learning through diversity 
because each member brings a unique contribution. A third solver highlights the value of observing the 
contributions of people from other areas:

I think it was interesting from an intellectual perspective to see some information from other people’s 
areas. It gave me some extra depth in an area and I actually came up with a potential invention which 
was in a related field. So that was an unexpected benefit. (ID) 

Here, the solver acquires “some extra depth in an area” or a deeper understanding of the problem 
through the diverse contributions, which also helped him at a later occasion. At Topcoder, several solvers 
also highlight the learning value of accessing how others have tried to solve a similar problem. One solver 
says, “After the match, I saw chokudai’s spreadsheet. It had all local testing result from his methods. 
It struck my head immediately and seemed to light my way forward – I’m still using this methodology 
when doing every MM” (TC). The phrase “struck my head immediately and seemed to light my way 
forward” indicates that deep learning can happen by seeing others’ solutions, which can strongly impact 
on the solver’s future work. Likewise, another solver is explicit about the learning value of observing 
other solutions:

One thing that really helped me was the ability to see other people’s solutions to the problem. When I 
would finish coding my problem, and look at the other solutions to the problem, I would always find 
new ways of using some of the base language or library features that had never occurred to me. (TC) 

By observing alternative solutions, the solver almost immediately receives new ideas. A bonus with 
Topcoder is that the final competitors have the opportunity to see the designs and the codes of the other 
finalists; this is part of the award and helps competitors to keep improving (Shafiei Gol et al., 2018).

Regarding team skills, another solver describes how this work has improved his ability to work in 
multidisciplinary and multicultural teams, “Actually I gained a lot of experience in how to work in this 
kind of team with people from different backgrounds and different cultures” (ID). All these solvers share 
a conception of team work as integral to an informal learning process, where learning also takes place 
through problem-solving.

Furthermore, at Topcoder, solvers describe the learning that happens in the online community. One 
solver says, “The forums were a place to ask questions, and I was encouraged to read up further and look 
up interesting new technologies and design trends” (TC). In the forums, people motivate and help each 
other, and some solvers also share a large amount of their work on their own blogs (TC). This coincides 
with another study of Topcoder solvers, showing that learning opportunities and feedback on their work 
are considered important (Shafiei Gol et al., 2018). Furthermore, solvers in the present study report that 
participation in the online community helps to establish professional networks with people outside the 
contests (TC). Although the environment is competitive, there is a sense of knowledge sharing and helping.

Transformative Learning as Motivation

In addition, the findings indicate the presence of a third perspective on learning by motivation, here 
labeled as transformative learning. Several solvers describe experiences that expand their human capabili-
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ties and help fulfill their personal potential. Mike, a solver, explains how winning awards at eÿeka have 
changed his life in many ways. Winning prizes has influenced how he views himself and transformed 
his life skills in a positive way:

That has changed my life in many ways. Especially in the perception of the challenges and overcoming 
problems. Nothing is impossible, fight with all possible disadvantages and do not give up. If you use 
all your strength to move forward, you arrive where you want. To this day, I am still competing, and I 
press on. (ey)

With the phrase “nothing is impossible,” Mike signals that he is no longer afraid of facing difficult 
challenges in other areas of life. His personal character is strengthened and able to endure resistance. 
The formulation of “you arrive where you want” points to a goal-seeking activity and an emphasis on 
daring to follow your dream and becoming who you want to be. Likewise, another solver thinks that 
winning a contest has been important for his personal development:

I won the Marathon finals. I definitely didn’t feel like a contender for a champion title, so I was both 
very happy and surprised with the result. This was also the last finals where there was no close race for 
the first place. So why was this so important for me? It marked the point in time, where I finally started 
to believe in myself — for quite a long time I thought that I’m able to get decent results in Marathons 
because I put a lot of time into them, way more than anyone else. (TC) 

Winning the Marathon final marked the point when the solver began to believe in himself. His descrip-
tion of receiving a champion title resembles how winners are acknowledged in sport events, boosting 
their self-confidence to new heights. Not so differently, a solver at eÿeka explains how the contests have 
made him constantly improve and challenge himself:

Eÿeka also gave me opportunities to push my limits further when creating a video: when you have to 
make a video for high standing brands, who require high quality videos, you have to meet great per-
sons, you have to find the best places to shoot, you have to ask professionals to shoot with you… you go 
further… you become better, with some difficulties sometimes, but that’s what makes you stronger. The 
most important thing is not the destination, but the journey. (ey) 

The solver has raised his production standards and work quality through the advanced requirements 
in the ICs. By emphasizing the journey and not the destination, he places a focus on pushing limits and 
trying to improve all the time.

A solver explains that eÿeka “brought me back on the right track,” by revealing the type of work he 
is really passionate about after winning a contest (ey). Another solver talks about a new desire to do 
the work that now influences his life, “I need this. This is what makes me alive. This has become an 
evidence. I can’t do without this now” (ey). The phrases “I need this” or “I can’t do without this now” 
describe the work as becoming a basic need, suggesting an addictive, almost obsessive motivation. In 
describing the work as what makes him alive, the solver illustrates how the contest has touched him in 
a fundamental way, giving new meaning to his life. Another solver emphasizes the transformation of 
realizing that he is a creative person, “eÿeka gave me the opportunity to prove myself that I am a cre-
ative person. I learned that no matter what everybody tells you, you got to follow your gut and just do 
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what makes you happy” (ey). His description suggests a personal growth that is both about becoming 
independent and finding yourself

These solver narratives illustrate that winning an IC can trigger a personal transformation that changes 
the perceived life journey and self-perception and creates a sense of fulfilling one’s personal potential.

Being Immersed

Many solvers describe being immersed when they face difficult problems. One eÿeka solver states, “I 
missed that moment in which you have to think and break your head to come up with a good idea.” The 
phrase “break your head” illustrates the substantial mental energy required to solve the problem she 
needs to work with. Another solver explains how this work pushes him to the boundaries of his own 
creative capabilities, “Don’t even get me started about how much eÿeka has made my brain explode in 
the creative category.” Both the “breaking of a head” and the “brain explosion” provide vivid descrip-
tions of how solvers meet the toughest problems with enthusiasm and fearlessness. Likewise, another 
study of IdeaConnection shows that solvers actually want the worst problems and dive into the challenges 
(Innocent et al., 2017).

This state of mind fuels large amounts of motivation. For example, another solver in the present study 
explains how he continuously works on the same problem:

I would say that it’s the process that I enjoy the most, the process I have to go through. The brain keeps 
working and going off in different directions and tries to look at things from different perspectives which 
are needed to come up with a brand new solution that appeals to a seeker. I find this process really 
amazing. (ID)

The solver seems almost not in charge of his own thinking; the creative process does not rely entirely 
on intentional control but takes unexpected directions, amazing the solver. By loosening his reflective 
control, he is more open to “free associations.” Under these conditions, even hard and exhausting work 
is perceived as enjoyable. Similarly, another solver recounts how he thinks about the problem every day:

I participated almost every day, right up until the last moment when I was occupied with my niece’s 
wedding. Up until then, I was working almost around the clock, not sleeping much and waking up with 
ideas. It was enjoyable and tiring sometimes but you know when something is really enjoyable you just 
forget about all your tiredness. (ID)

Because the work is perceived as enjoyable, the solver does not notice that he is tired. By working 
“around the clock” and “waking up with ideas,” he shows a strong level of immersion—almost to the 
level of obsession—that makes an extraordinary effort possible. On the other hand, there are also solvers 
who scan challenges and only work on problems they think they can solve quickly because they already 
have the appropriate expertise. Likewise, in a study of Innocentive, another intermediary, solvers high-
light the intellectual freedom of the problem-solving process and the fact that there are no limitations 
or restrictions on how you approach the problem (Innocent et al., 2017). The contest offers the freedom 
to choose the problems you want to work with according to your interests.

Furthermore, the findings indicate that solvers become immersed because of the contest format. 
At eÿeka, one solver claims that the contests make your brain produce more creative work than usual, 
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as if the contest triggers an arousal that makes him more creative. One Topcoder solver reports being 
attracted to the contests because they are really fun. A second Topcoder solver describes participation 
in programming contests as being a “hell of a lot of fun”, with the contests quickly becoming his new 
hobby. Here, strong passion for the work is closely connected to being part of a contest.

Reaching the finals appears to trigger even more motivation. In one example, two groups are selected 
for the final round, “Yes, that’s exactly right. They let us know they had selected two groups, ours and 
another and gave us a few questions which gave away more about what they were looking for and so we 
hit those questions really hard.” (ID) When the contest includes a final round, with only two groups left, 
the likelihood of winning is much higher, thus intensifying the race. The almost addictive motivation to 
participate in contests is vividly described by a third Topcoder solver:

I got hooked on Algorithm contests immediately. The sweet anticipation of Coding Phase? (…), the 
adrenaline rush of coding against the clock, the frenzy of Challenge Phase and the wearing wait for 
the final results… After the first couple of matches I was addicted. Between the competitions I’ve read 
every feature article on the site and every thread in the forums, and still it was not enough to satisfy my 
addiction. A bit later bimonthly Marathon Matches were introduced for people who need more than two 
hours of competing per week, and they turned out to be even better than SRMs – less adrenaline-filled 
but more exploratory. (TC) 

The match concept indicates a strong degree of gamification with tight deadlines, leaderboards, and 
a race against the clock. To some solvers, this is highly motivating, and some report dedicating a large 
amount of time during the contest period. For example, one solver describes the final rounds as requiring 
non-stop work, with solutions being submitted all the time (TC). As one solver describes:

Over time, participating in Design Studio contests instilled in me a strong sense of discipline and 
precision. The tightly defined specifications and instructions, the rush to submit mere minutes before 
a deadline, that facepalm feeling when you fail screening for simple mistakes in font declaration, the 
anticipation while checking tournament leaderboards, the recognized faces in the forums, the grogginess 
from staying awake working for ten hours straight on contest after contest, that final thrill of seeing that 
your submission has won -These are all things that are endearingly familiar and common to any Design 
Studio competitor. (TC)

Here, the solver describes a contest that create a strong sense of discipline and precision in his work, 
partly due to time pressure and the need to finish before close deadlines. During the contest, the lead-
erboard scores also create sustained excitement, as the solver reports working for ten hours straight on 
contest after contest.

Moreover, several solvers highlight how the collaboration and diversity of the team has positively 
influenced their motivation. One IdeaConnection solver emphasizes three benefits of being in a team, 
“The first is that you get different cultures, people from different backgrounds. Second, you get different 
perspectives. And third is the sharing of the workload and responsibilities” (ID). Concerning diversity, 
the solver underlines the value of being on a team with both a multicultural and multidisciplinary back-
ground. The multidisciplinary diversity also helps avoid “free riders” because all members are assigned a 
specific role in the team. One solver reports that it is not a problem when the team members are strangers 
to each other because they all bring unique experiences to the table. When everyone can make a contri-
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bution, it helps the team work (ID). Another solver, who also enjoys the diversity in the team work, also 
distinguishes between multicultural and multidisciplinary diversity, indicating the value both in working 
with “people from different disciplines” and people from “different parts of the world” (ID). Likewise, 
another solver highlights the fun and interest of being in multidisciplinary groups:

When a single person works on something you may only get one idea. But this rally which was about 
chemistry also attracted biochemists and biologists and people from a biotechnology background and so 
on. Each one viewed the challenge from their own perspective and that’s the whole fun and interesting 
thing because your angle is going to be different from another person’s angle. When you start getting 
different angles you receive a fuller picture. (ID) 

As the solver observes, with “different angles you receive a fuller picture,” increasing both the benefits 
of team work and the quality of the solution. In addition, other solvers highlight the value of multicultural 
diversity between team members, “It is very interesting to work with people who have different talents 
and who think differently from you. It is great to discuss ideas with other people around the world and 
figure out a solution” (ID).

However, the team diversity makes several solvers underline the importance of having a facilitator 
who can help organize the group work (ID) and follow a clearly planned schedule with weekly meetings 
(ID). One specific challenge is to ensure equal participation and prevent people becoming too aggres-
sive concerning their own ideas (ID). The facilitator often also helps the team in writing down the final 
solution (ID). At Topcoder, there is no facilitator because of the lack of teamwork, but there is a co-pilot 
who helps organize the contests and communication with the client (TC).

Being Part of a Community

Several solvers mention the value of being part of a community as a motivational factor. One Topcoder 
solver reports having met many exceptional people, resulting in long-term friendships. Another solver 
says, “This is what I want to do. This makes me feel happy. It was then when I realized I had built sig-
nificant relationships with talented people all around the world thanks to Topcoder.” His network of 
friends make it possible to have at “least one available couch on every continent” (TC). At Topcoder, 
some individuals underline the establishment of tight social connections, like friendship. At IdeaCon-
nection, solvers are more focused on the quality of relationships during the teamwork:

I also enjoyed the comradery of the group. There was a young person from Nigeria and he and I linked 
up via this Idea Rally and we got to make a good personal connection. I also encouraged the community 
spirit of people working together. There were several who collaborated and contributed ideas as part 
of a group. It was a good feeling to be connected with people from all over the world that you might not 
otherwise have met. (ID)

Here, the solver highlights the comradery and community spirit of the group working on the same 
problem. Although the group of solvers does not necessarily become friends, good personal connections 
in the group allow good discussions.

Furthermore, an important part of being together in a community often involves arranging meetings. 
One IdeaConnection solver states that successfully reaching final rounds has given him the opportunity 
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to travel to places like Massachusetts Institute of Technology (MIT) and Oak Ridge to compete and 
“that was great seeing those historic locations.” By traveling to compete at a special location, the solver 
feels that he is part of something important. Another Topcoder solver reports being very motivated to 
participate in onsite programming tournaments finals, “being in the same room with some of the smart-
est Topcoders working on the same problems is humbling, exhausting and inspiring at the same time.” 
Brought together with other coders, the individuals experience a stronger sense of community. A Top-
coder solver explicitly underlines that these meetings help establish close relations between community 
members and staff, describing all of them as a “big global family.” The contest is not only about the 
challenge, or growing your skills, “but above all – to make great friends” (ID).

Another Topcoder finalist underlines the joy of informal social events at these tournaments, like 
parties with other developers, where one can share stories and drinks, and of having time off to walk 
around downtown in the tournament city (TC). The motivation is less about winning the contest than 
meeting interesting people and enjoying foreign cultures. As one solver explains:

But the biggest lesson I learned was that I absolutely love those onsite events. You get to travel, meet 
many interesting people, take part in thrilling contests and enjoy foreign culture. The only sad moment 
is when everything ends and you have to return to your normal life. So, naturally, my goal was to qualify 
for as many events as possible. Like a child, I wanted to have as much fun as I could and this was the 
best way to do it. (ID)

The onsite finals trigger motivation when the solvers feel that they are part of an exciting community, 
can travel around the world, and share experiences with likeminded others.

Being Recognized for Your Work

Solvers report being proud and more self-confident after winning contests. One solver at eÿeka states, 
“Thanks to eÿeka now I believe in my strengths and talent even more. It encourages me to participate in 
online contests and develop my skills.” Believing more in his own strengths indicates a positive change 
in his self-esteem. Another person even joined an eÿeka contest to prove to himself that he was actually 
a creative person because he was not acknowledged at his old job. In Topcoder, a solver explains that he 
entered the contest to improve his pride and self-confidence:

Me, some idiot who hardly feels like I know what I am doing managed to take second place in a contest 
between some of the more prominent programmers in the cloud computing arena. I felt validated. Maybe 
I could do this? Maybe I am good enough? I told my boss that I had placed. He sent an email to the 
company letting them know. All day I received congratulations and pats on the back. I was hooked. (…) 
That is why I compete. It’s not about the money. It’s not even really about the technology. For me it’s a 
form of validation. To know that I can run with some of the best. That I can solve problems others can’t. 
To know that I am at the cutting edge and pushing it further. 

The phrase “I felt validated” indicates a boost in his self-confidence, reinforced by the acknowledge-
ment he receives from his work colleagues. The competition is about trying to test his own skills and 
being able to compete with some of the best. It illustrates how closely connected self-esteem is with the 
recognition one receives from others. Although not all contestants win prizes, it can be enough for some to 
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be briefly on the leaderboard. One solver reported that the most memorable moment of an online contest 
was when he was temporarily in first place—a unique experience that gave him some confidence (TC).

For some solvers, the financial reward is not very important in itself, but it signals appreciation of 
the solver’s solution (ID). Some also experience these contests as fairer and less about internal politics 
than their other work. Because “it all depends on your creativity” (ey), the contests are perceived as a 
more objective measure of how creative you are.

Furthermore, solvers include their awards on their CVs, displaying their reputation from such contests 
when they apply for normal paid work (ey). For example, a solver at Topcoder states that her merits got 
her several job interviews with companies she would have never dared to apply to otherwise. Another 
solver, describing programming as his hobby and passion, eventually acquired a job as a software devel-
oper after one and a half years of work at Topcoder (TC). Likewise, another study reports that individuals 
join Topcoder to build a reputation (Shafiei Gol et al., 2018).

Moreover, the social impact of winning a contest can also be an important motivation. One eÿeka 
solver was proud when the winner video was shown on national television:

“I was one of the happiest men on this planet!! A friend called saying to me: Man!!! This is what we’ve 
made both together!!!! And we can see it on the big screen!!!! Wow!!! Watch your TV right now!!! My 
wife was proud of me… I saw it in her eyes. Magic moment.” (ey) 

The solver’s intense feelings of pride are closely connected to the public recognition of his work, 
creating a feeling of personal accomplishment closely attached to its societal impact. In addition, his 
own pride increases when he observes that his wife is proud too, illustrating how self-esteem is closely 
tied to the desire for respect from significant others.

The Prize Money

Although the size of the prize and the number of winners vary, most ICs offer prize money to the win-
ners. In this study, all the solvers have won financial rewards. However, the economic motivation differs 
significantly, ranging from being vital to personal income to being a bonus. A solver at eÿeka made 
a dream come true by using the prize money to finance a study abroad, covering one year of tuition 
fees in Europe, “I am very happy and still cannot believe it!” In some countries, the economic rewards 
provide opportunities that may be difficult to obtain otherwise. Several solvers also recount how the 
award was important income in a difficult life situation. One eÿeka solver explains how the work gave 
her independence after she began to work by herself; eÿeka provided extra income, and the prize money 
from the contests made it possible to buy a new car and move to a new house. Another solver explains 
how eÿeka provided important extra income when she stopped working to be with her daughter when 
she was one year old. In Topcoder, a solver would also like it to be more prize receivers because this 
would increase the participation and engagement (TC).

The Solver Personality

Some solvers report having a special personality with a particular interest in solving problems. These 
people are in search for a context where they can use their talent, and online ICs represent one such area. 
For example, one solver explains that he is interested in almost every area of science and engineering, 
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being a “real science geek” (ID). He has always wanted to be a freelance inventor, having many ideas 
and being good at solving problems. However, he struggled to find what needs to be invented; but now, 
at IdeaConnection, “people are coming to me with problems that I can then try and solve”. By describ-
ing himself as a “real science geek”, he also signals that he has a strong intrinsic motivation to solve 
any kind of scientific problem. Another solver describes this personality as having an “instinctive” urge 
to solve problems:

I have more of a background in physics than chemistry but the methodology of solving problems is 
natural and instinctive to me. So when I see a problem my brain just naturally finds a way to solve it. 
I searched and read some information related to the challenge and I immersed myself in it to come up 
with a solution. (ID)

Here, the solver describes the problem-solving process as something that happens automatically 
without being forced, indicating a strong intrinsic motivation.

At IdeaConnection, which requires team work, several solvers describe themselves as having col-
laborative personalities in similar terms:

IdeaConnection is a platform where I can use my knowledge to solve the challenges. I know there are 
websites where you can do this alone but the beauty of IdeaConnection is to do it to together in a team. 
For me, from my childhood onwards I have always worked with a team so it was a good match for me 
(…) I’m a people person so I like working with strangers. Out of the 16 people I have worked with I’m 
still friendly with 15 of them. They don’t remain as strangers after one week or so. That’s a good part 
of working on the challenges. (ID)

This solver describes himself as someone who has wanted to work in teams since he was a child. 
Working with unknown others motivates him, and he finds that the team relationship improves during 
the work.

Another characteristic of the online ICs is that many people are allowed to do creative work. One 
solver at eÿeka works as a professional wedding photographer, but by participating in the ICs, he has 
realized that his passion is capturing moments in real life. Here, the online setting offers him a different 
type of work that he is passionate about. The challenges are more creative or advanced than those of his 
daily work. Similarly, another solver finds that eÿeka offers him new types of creative challenges, “For 
the first time in my career, I have the opportunity to think about product innovations and meaningful 
package design to my personal creative limits” (ey). At Topcoder, a solver notes that he has had incredible 
opportunities, working with world-leading organizations like NASA or companies like Facebook and 
Google, which he would have never imagined before joining Topcoder. Another solver recounts being 
totally uninterested in his university studies because he could not realize any of his ideas. By joining 
Topcoder, he had the opportunity to begin relevant work while still a student. Another solver states that 
eÿeka has helped to boost his professional career:

I am creative audiovisual, but I work as a security guard at night. (…) I never had the chance to show 
my ability. I’ve been trying to make what I like in my work for many years. A year ago, when I took for 
granted that it would be impossible to make a great commercial for a prestigious brand, I was encour-
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aged to participate in eÿeka. Till today I have won 3 international awards staying in 1st place for brands 
such as Close-up. That has changed my life in many ways. (ey)

The solver underlines that he had not been given the chance to “show his ability” and that this is 
what the ICs permit. Consequently, he won several awards, exceeding the limits of what he previously 
thought was possible for him to do.

Furthermore, solvers highlight the work autonomy that these ICs provide. One solver at eÿeka likes 
that he can decide which problems to work on and sometimes even the clients (ey). A solver at Topcoder 
enjoys that he can work from home and also travel often because the online work is location independent. 
Another solver reports:

Working for Topcoder has given me immense freedom in terms of how my life can be structured. I have 
the freedom to work whenever and wherever I want (as long as I have an internet connection), and I 
can work as much or as little as I want to as well. I get paid more than I ever could in a “normal” job in 
my geographic area, and the financial freedom has allowed me to travel and do things I wouldn’t have 
been able to do otherwise. (TC) 

The solver explains that he can have a much more flexible work schedule compared with having a 
normal job at the location where he lives. Now he is free to choose where and when he wants to work, 
making it possible to move to a warmer place in the cold winter climate where he lives. Other solvers 
have retired, but still want to make societal contributions:

I was bored. The Internet has been a godsend to me being an information freak and living in the less 
populace west where I don’t have the big university libraries next door anymore. (…) One of the real 
attractions to me as a problem solver is that I can sit here in my little place in New Mexico and enjoy my 
quiet lifestyle and yet through IdeaConnection I am working with some of the best brains in the world to 
solve these problems. (…) Being retired I miss the connection with the really active research world. So 
this gives me the satisfaction of knowing that I’m still helping to contribute to solving some of society’s 
problems. (ID) 

As a senior citizen, he misses his active life as a researcher, labeling himself as a bored “information 
freak.” The ICs have given new meaning to his life, and, because he lives in a remote area, this work 
would not have been possible without its online setting. The solver highlights the opportunity to col-
laborate with other highly skilled persons, the “best brains in the world.” In the phrase “I’m still helping 
to contribute to solving some of society’s problems,” one senses the feeling of being important again.

SOLUTION AND RECOMMENDATIONS

A Motivational Typology for Creative Problem-Solving

In conclusion, the six motivational dimensions presented in this chapter provide an overview of the 
complex motives that drive creative problem-solving in online ICs. The table below summarizes the 
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empirical findings and provides a tentative, comprehensive motivational typology for such problem-
solving, showing categories, themes, and other relevant motivational theories.

Learning as Motivation

First, the section on learning as motivation shows that solvers are motivated by at least three different 
types of learning: cognitive learning, collective learning, and transformative learning. As the review has 
shown, several studies find that participants in online ICs are generally motivated by learning. Further 
research should address these three specific views on learning in more detail.

Table 3. A motivational framework for creative problem-solving in ICs

Main categories (dimensions) Sub-categories Themes Relevant motivational 
theories

1. Learning as motivation

1.1 Cognitive learning - Problem-solving skills 
- New professional skills Metacognition (Flavell, 1979)

1.2 Collective learning

- Learning from other team 
members 
- Teamwork skills 
- Learning by observing others 
- Learning by sharing knowledge 
- Learning through informal 
feedback from the community

Situated learning 
(Lave & Wenger, 1991)

1.3 Transformative 
learning

- Resilience 
- Self-discovery

Self-actualization 
(Maslow, 2013)

2. Being immersed
- Individual flow 
- Contest flow 
- Collaborative flow

- Complete absorption in the work 
- Strong pleasure and joy 
- Excitement to be part of a contest 
- Appreciation for diverse 
contributions 
- Need for a facilitator to control 
the teamwork

Flow 
(Csikszentmihalyi, 1990)

3. Being part of a community
- Good team relationship 
- Togetherness at onsite 
gatherings

- Good professional relations 
- Friendly relationships 
- Sharing onsite experiences

Love and belonging (Maslow, 
1981)

4. Being recognized
- Pride in creative work 
- Recognition for creative 
work

- Pride from being acknowledged 
as the best among peers 
- Reputation building 
- Pride in the societal impact of 
the work 
- Recognition from significant 
others (peers, colleagues, friends)

(i) Esteem for oneself 
(ii) Desire for reputation or 
respect from others (Maslow, 
1981)

5. Prize money

- Variation in the prize 
amount and the number 
of winners 
- Huge variation in 
economic motivation

- Important income with high 
economic value (for those in the 
Global South and freelancers) 
- Bonus to sufficient salary

- Safety and physiological 
needs 
(Maslow, 1981) 
- Achievement motivation 
(Wigfield & Eccles, 2000)

6. The solver personality
- Being a problem solver 
- Inclusion in creative 
work

- Collaborative personality 
- Equal opportunity to solve 
problems (for students, outsiders, 
seniors)

Self-actualization 
(Maslow, 1981)
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The findings show a significant perception of cognitive learning as motivation. Several solvers are 
strongly aware of how creative problem-solving improves their individual learning. Many attempt to 
overcome their creative limitations and expand on their present professional and cognitive skills. On the 
one hand, some solvers learn new skills from the beginning, indicating strong self-regulated learning 
motivated by the contest format. In the contest, solving advanced problems often requires the develop-
ment of new professional skills. Hence, the solvers do this work to broaden their expertise or skill sets. 
On the other hand, solvers with substantial expertise participate in the contest to keep their existing 
skills up-to-date.

Other solvers underline how the contests improve their general abilities to solve problems, with the 
challenges being more advanced than those they are used to. This training is valuable when they attempt 
to solve problems in their regular professional work, thus indicating that metacognition or an awareness 
of how learning to learn can be a motivational factor (Flavell, 1979).

Moreover, among the solvers, there is a significant degree of perceived collective learning as mo-
tivation. Solvers describe learning that motivates and is different from pure individual learning. Some 
solvers are excited about learning together in new ways in a team environment. They also discover that 
learning is motivated by transparent knowledge sharing. For example, solvers at Topcoder are motivated 
to access to winners’ solutions to problems they tried to solve or to discuss problems in online forums. 
This perception of learning resembles situated learning (Lave & Wenger, 1991), which describes the 
importance of observational learning at work and how people help each other through near-peer learning.

Furthermore, several solvers describe perceived transformative learning as an important part of 
their motivation. Two personal qualities stand out as essential for motivation. First, the solvers feel that 
they have become more resilient by pushing themselves to become better and to never give up in the 
contests. Second, winning the contests has had a large impact on them, helping them discover that they 
actually are creative people. Some stories show signs of a profound personal awakening, not so much 
about becoming a solver but about becoming who they are as a person. These transformative learning 
processes resemble what Maslow described as self-actualization, with an emphasis on realizing personal 
potential and seeking personal growth (Maslow, 2013). Note that although the solvers in the present 
study highlight different aspects of learning as motivational factors, they all share a strong awareness 
of how they learn as solvers.

This finding differs from other studies of motivation in the new collaborative economy, where there is 
little focus on learning processes. For example, Hamari et al. (2016) highlight enjoyment but do not link 
it to learning. Although there is a significant focus on sustainability and the adoption of green values, 
participants are usually assumed to have acquired such values already (Hamari et al., 2016). There is 
less emphasis on how participation can lead toward more sustainable behavior. The present study also 
provides no information about sustainable learning because few of the solvers worked with this issue. 
Here, solvers’ perceptions of transformative learning are primarily about individual empowerment, and 
it is unclear whether this will lead to the adoption of green values in the future.

Being Immersed

Second, in the section on being immersed, solvers state that they were completely absorbed in the 
problem-solving process. They note a strong sense of pleasure from overcoming difficult challenges 
and that during the experience, “the brain keeps working.” These reports match the following statement 
by Csikszentmihalyi about flow, “The best moments in our lives are not the passive, receptive, relaxing 
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times . . . The best moments usually occur if a person’s body or mind is stretched to its limits in a volun-
tary effort to accomplish something difficult and worthwhile” (1990: 3). This flow occurs in complete 
concentration on a task, its intrinsically rewarding experience, and the feeling that time is transformed 
while the solver is immersed.

In addition, there is an element of “contest flow,” as the solvers report “the thrill of a contest” and 
their work being spurred by the game features. Solvers want to be on the leaderboard and push their 
limits to finish the work within the deadline. If they reach the finals, they work even harder. Although 
flow describes a balance between skill level and the challenge, these contests appear to push the solv-
ers’ skills to a higher level because the difficulty of the challenge is greater than the solver’s initial skill 
level. At IdeaConnection, there is also a “collaborative flow.” Both multidisciplinary and multicultural 
diversity trigger interest and joy, strengthening the immersion with others into the shared group work. 
In these teams, the facilitator keeps control over the task to ensure the team’s creativity.

Likewise, surveying why people participate in the collaborative economy, Hamarai et al. (2016) find 
that enjoyment is the strongest determinant, characterized as an intrinsic motivation that emerges through 
the activity itself. It is associated with pleasurable and communal activities and is typical in open-source 
projects and online information sharing. Here, there are obvious similarities with the solvers’ feelings of 
being immersed in challenging work. However, in the ICs, the pleasure is not related to a simple trad-
ing of goods but with the positive feelings of a struggle, which is often a time-consuming, exhausting 
challenge. Further studies should be conscious about the significant variations in what enjoyment can 
be in the new collaborative economy.

Being Part of a Community

Third, the section on being part of a community shows that most solvers want to be part of a commu-
nity with good relationships between members. Although the need for friends is not as important as 
teamwork at IdeaConnection, some solvers still report that they made friends, while others report that 
they established professional networks. Solvers at Topcoder also highlight the importance of attending 
onsite meetings to motivate stronger feelings of belonging to the same community, thus increasing the 
likelihood of establishing long-term professional networks and friendships. This motivational dimension 
is similar to the love and belongingness needs identified by Maslow (1981).

Similarly, researchers have suggested that the new collaborative economy will replace hierarchies 
and foster personal ties between users and suppliers (Sundararajan, 2016). Many platforms underline the 
extra benefit of meeting people, making friends, and getting to know others. For example, some Airbnb 
hosts engage in social activities with their guests, and, at TaskRabbit, some participants build new social 
networks and meet people they would not otherwise have met. However, while earlier adopters seem 
more open to social connection, this motivational factor is now declining as more people participate for 
economic reasons (Frenken & Schor, 2019). The present study also reveals tensions between solvers 
who participate to gain friends and partake in a community of likeminded people (e.g. Topcoder) and 
those who establish relations to increase the likelihood of winning a contest or creating professional 
networks (e.g. IdeaConnection).

This interaction with strangers is perhaps the most important aspect of the collaborative economy. 
Historically, people have usually not shared anything with those outside their trusted social networks of 
family, friends, and neighbors (Frenken & Schor, 2019). While the intimacy of sharing a home or car 
entails a high degree of risk, participating in ICs is much less risky as it is often done anonymously online. 
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As the emphasis in online ICs is increasingly orientated toward teamwork, the ability to collaborative 
with unknown others in an efficient way will be become more important. For example, at IdeaConnec-
tion, the team members do not know each other in advance and are only together in an online setting for 
a limited amount of weeks. In addition, the solvers often communicate anonymously with the seeker.

Being Recognized for Your Work

Fourth, as discussed in the section on being recognized for your work, several solvers report being proud 
and more self-confident after winning contests. Winning a prize often produces a feeling of validation 
of a person’s professional skills in comparison with other highly skilled peers. Therefore, the award can 
be important for a person’s professional identity and self-understanding as a creative person. Awards 
often build reputation and can be included on a résumé. In addition, the examples show that the boost 
of pride and self-esteem is closely intertwined with the recognition one receives from others through 
the contest and praise from significant others, such as colleagues, friends, and family. Another type of 
recognition is the work’s value; if the work has a societal impact, this increases motivation. Such moti-
vation resembles Maslow’s identification of esteem needs, which includes both the need for self-esteem 
and the desire for reputation or respect from others (Maslow, 1981).

Likewise, individuals in the new collaborative economy are often motivated to share information to 
enhance their personal reputation or status as a part of a self-marketing process (Hamari et al., 2016; 
Sundararajan, 2016, 2018). However, the primary purpose is not to strengthen motivation, but to establish 
trust between participants. Rating systems aim to make stranger sharing in trade less risky by indicating 
how users have behaved previously. Although the ratings are not necessarily very accurate, they have 
been sufficient to entice many people to engage in new economic activities (Frenken & Schor, 2019). 
Any specific type of collaborative economy is reliant on the trusted exchange of goods and services, 
primarily done by integrating social ties into commercial exchange. This is possible both because of all 
the automatically stored traces of online activities and the increased use of online reviews (Sundararajan, 
2016, 2018).

In some innovation intermediaries, like IdeaConnection, reputation is important in selecting team 
members. However, in the ICs, reputation largely involves demonstrating your skills and receiving 
acknowledgement, which can help build a personal and professional identity and is useful to becoming 
an important member in an online community. The present study indicates that the motivation of being 
recognized both serves individual needs and builds a reputation system, making it key for establishing 
trust in the collaborative economy.

The Prize Money

Fifth, the section on prize money indicates that the value of money differs greatly depending on where 
a person lives. In the Global South, solvers use the money to buy a house or receive an education. For 
these solvers, everyday safety and physiological needs provide motivation (Maslow, 1981). For several 
solvers from Europe and the United States, however, the prize money is just seen as a bonus. Yet some are 
also freelancers and view the prize money as paid work and an important source of extra income. They 
more carefully assess the probability of being able to solve the problem and win the contest (Wigfield & 
Eccles, 2000). However, economic benefits cannot be the only reason for participating as most participants, 
including the top solvers, often receive no prize money. Hence, the motivation of an enjoyable learning 
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process is important. Similarly, Hamari et al. (Hamari et al., 2016) claim the collaborative economy 
is less about economic benefits and more about enjoyment and adhering to important societal values.

However, concerning economic gains in the new collaborative economy, there are usually few disad-
vantages for lenders because the person does not need the product during the lending period, whereas the 
borrower gains access to it without charge. Hence, the transaction costs are lowered (Frenken & Schor, 
2019). Similarly, the terms for the seeker in online ICs are very good because payment is often only nec-
essary if the provided solution is regarded as satisfactory. As a “borrower” of expertise, the transaction 
costs for the seeker are low because it is not necessary to use time identifying relevant external exper-
tise. Instead, the solvers will attempt to “lend” their expertise to the seeker, providing several possible 
solutions to choose between. Just as transaction costs in goods lending are reduced in the collaborative 
economy, the seeker in online ICs incurs less costs in identifying a solver who can provide a solution.

The Solver Personality

Sixth, the section on the solver personality highlights that some individuals solve problems as a hobby. 
While some like to solve problems alone, others have collaborative personalities and enjoy working 
with others. The online ICs offer new opportunities for such people, making it easier to access authentic 
problems and practice their hobby.

At a macro level, these contests challenge traditional divisions of when one can and cannot make a 
valuable contribution, by including students and seniors. In many of the challenges, anyone can join. 
Instead of allowing society to decide when a person has to work or stop working, this becomes an 
individual decision. This inclusivity gives people equal opportunities to solve interesting problems. 
For example, one solver, who is retired, lived a “boring” life in a remote area until his participation in 
online ICs. He feels valuable and important even though society has defined him as nonvaluable. Other 
solvers participate to pursue their hobby or passion. These different solver narratives illustrate that the 
contest contributes to richer and more varied lives. Online ICs represent an important democratization 
of creative work opportunities. They also give more people access to motivation for self-actualization 
(Maslow, 1981), allowing them to choose how they want to live and to pursue a meaningful life in which 
they can reach their full potential.

In relation to the collaborative economy, one could claim that these individuals desire to utilize 
more of their personal potential by solving more problems than they are currently doing. As mentioned 
by Frenken et al (2019), this notion of underutilization is key to understanding the new collaborative 
economy. However, this issue typically refers to increasing the use of physical assets through home-
sharing platforms, such as Airbnb. When a houseowner is away, the asset of an unoccupied house is 
not utilized, creating a temporary idle capacity (Frenken & Schor, 2019). In contrast, the ICs aim to 
harvest underutilized non-physical assets, which, in this case, is a solver’s capacity to perform creative 
problem-solving for difficult challenges.

Furthermore, the solver profiles show that a significant number of solvers are independent workers. 
In the future, it is expected that a larger percentage of the workforce will be freelancers and participate in 
different types of crowdwork (Sundararajan, 2016, 2018). Note also that several solvers at IdeaConnection 
participate in addition to their full-time paid work, blurring the lines between personal and professional 
and between fully employed and casual labor (Sundararajan, 2016, 2018). Therefore, it is important to 
understand the personality traits of these individuals, who are early adopters of the future of work, and 
how their motivation corresponds with how different ICs are organized.
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CONCLUSION AND FUTURE RESEARCH DIRECTIONS

Further studies should continue to address how we can analytically conceptualize and empirically assess 
motivation in the new collaborative economy. First, the findings in the present study illustrate that the 
collaborative economy is evolving in various sub-sectors, making it more difficult to describe motivation 
within the framework of a few core dimensions. For example, in the most cited article (Google scholar) 
on motivation in the collaborative economy, Hamari et al. (2016) propose four important motivational 
factors in this new economy, namely sustainability, enjoyment, reputation, and economic benefits. In 
contrast, the present study suggests the use of six motivational factors, including several sub-dimensions.

Second, the solver profiles in the present study provide evidence that in some sectors, motivation 
needs to be investigated as a complex mix of complementary rather than mutually exclusive factors. 
For example, none of the IC top solvers are motivated by the prize money alone but describe various 
important motivational factors. One should, therefore, be careful of proposing motivational dichoto-
mies, as do Hamari et al. (2016) in pitching altruistic (sustainability) against individualistic (economic 
benefits) motivational factors. Consequently, future studies should consider measuring the presence of 
different motivational factors in both ICs and other sectors of the new collaborative economy. It is also 
important to investigate the motivation of all solvers, not only the top solvers. We know little about the 
large majority of solvers who have not won any prizes. A survey could map the relative importance of 
different factors in the proposed motivational framework and provide more demographic information 
about the group. Here, accessing user data will be an important issue, as platforms are often restrictive 
about giving such permissions (Frenken & Schor, 2019).

Third, the present study shows that motivations are quite different when trading creative services 
compared with trading goods or services that require simple skills. There is a need for further theoreti-
cal discussions and a better understanding of how online ICs stimulate motivation in different ways. 
As previously mentioned, we must explore not only our conceptual understanding of enjoyment in the 
new collaborative economy but also other motivational factors that can supplement economic motives.
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KEY TERMS AND DEFINITIONS

Collective Intelligence: Group problem-solving, which includes large-scale collaboration in an 
online setting.

Creative Problem-Solving: The process of solving complex, open-ended problems.
Intermediaries: Companies that organize innovation contests for seekers. They provide services 

that make it easy for a solution-seeking organization to use the knowledge of a large pool of solvers.
Motivation: The reason(s) for acting in a specific way, for example, individual needs, desires, wants, 

or drives.
Online Innovation Contests: A contest hosted by an organization seeking help from outsiders to 

solve an internal problem. A large number of individuals are invited to join online, and the persons who 
solve the problem win prize money.

Seeker: Any solution-seeking organization that has a problem and tries to solve it through an innova-
tion contest. Seekers can be both large and small firms, governments, and other organizations.

Solver: Any person who participates in an innovation contest and attempts to solve a problem for-
mulated by the seeker.
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ABSTRACT

This chapter deals with the performance measurement systems (PMS) for healthcare organisations 
topic. PMS have been proved to be a widely used management tool to control, monitor, and manage 
performance and, extensively, organisations. However, most of the developed works have focused on 
industrial organisations, being the application of this topic to health organisations not fully exploited. 
This chapter brings, based on scientific literature, some sound reviews that could be the starting point 
for researching activities in this topic. Then, it shows an overview of performance measurement elements 
applied to healthcare organisations from different optics such as efficacy, quality, adequateness, use of 
ICT and sustainability at both intra- and inter-organisational contexts.

INTRODUCTION

Performance measurement systems (PMS) have been widely treated and studied within the scientific 
literature in the last decades, especially in the industry context. PMS are management systems that help 
decision-makers to better control, monitor and manage their organizations. Then, a PMS is a homoge-
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neous group of both financial and non-financial measures able to successfully cope with the complexity 
inherent to any organization. It is a tool derived from strategy and able to impulse and foster performance 
measurement from the strategic until the operational level. The development of a new PMS should be 
seen as a strategic investment and it should then be carefully designed, as it is any other strategic action 
in an organization. In the last years, many PMS frameworks have appeared, trying to establish, with a 
higher or lower degree of success, effective PMS to better manage organizations. From a general point 
of view, performance measures should:

• Be derived from strategy.
• Be developed for different activities and business processes.
• Be dynamic, adaptive to changes and, therefore, useful in the long-term.
• Be realistic and logical.

These PMS came up to be initially applied to the industrial organizations, and it is in this context 
where more frameworks have been developed and applied.

However, in the last years, PMS are being also adopted by service organizations and, extensively, by 
healthcare organizations, which seeks for a high level in terms of efficiency, efficacy, and productivity 
with the constraint of being a pretty complex system, with many important stakeholders such as com-
munity, government, and patients who interact among themselves and require to meet certain criteria in 
order to achieve the stipulated goals.

In order to measure the efficacy of any organization, it is necessary to understand both the exogenous 
or environmental factors as well as the endogenous or internal ones. Only then it will be possible to define 
and propose changes in order to reach the desired performance levels. In the healthcare organization 
context, it is possible to affirm that the main efforts have been in developing and applying performance 
measurement elements regarding the internal level.

Currently, healthcare organizations have demonstrated to have a good experience in defining key 
performance indicators (KPIs) and make decisions relying on the values of such KPIs. Performance 
measurement through the usage of KPIs is an important step in the process of assessing performance in 
any organization (Vitale & Mavrinac, 1995). Additionally, it is of key importance to relate these KPIs 
to the organization’s strategy in order to evidence both the advances and improvements achieves and is, 
therefore, able to make better decisions. In the healthcare organization’s context, there are many KPIs 
and large amounts of data gathered in many years of maintaining these KPIs. However, they usually lack 
having strategic objectives linked to these KPIs and derived from strategy. In other words, the traditional 
industry-based approach of firstly defining strategic objectives coming from stating strategic lines after 
having taken into account the organizational philosophic elements (mission, vision, values) and secondly 
defining KPIs associated with these strategic objectives is not followed in healthcare organizations. 
Alike this traditional and rational approach, healthcare organizations manage and make decisions based 
on only KPIs and, if defined, strategic objectives that are usually started after taking into account the 
KPIs. In other words, the classic top-down definition process is here substituted by a bottom-up one. 
This may lead to a dysfunctional process and to a loss of efficiency regarding the results of the PMS, 
which should be properly addressed and treated in future research works.

To sum up, there is a crescent interest in measuring the performance of healthcare organizations, 
as they need great investments and their results are usually controlled following some standard KPIs 
instead of applying a solid and robust PMS. Whereas in the industry context there are a lot of perfor-
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mance measurement frameworks and application of these, at the healthcare organization level there is, 
comparatively, very few ones and these are usually a simplification of the user in the industry. Therefore, 
this chapter aims to offer readers an overview of this important managerial issue.

The main objective of this chapter is to provide an overview of important issues, as they appear in the 
scientific literature, of how performance measurement is carried out in health organizations. Therefore, 
this chapter is structured as follows: It firstly develops a point that presents how performance measure-
ment has been applied in health organizations in terms of efficacy, quality, and adequateness; it also 
highlights the main drawbacks and points out some future gaps that should be covered. The chapter then 
presents the situation regarding the usage of Information and Communication Technologies (ICT) within 
performance measurement in health organizations. It then moves into the inter-organizational context 
and, more concretively, into the supply chain level, as nowadays it is necessary, from a performance 
measurement point of view to extend the context of the problem beyond the individual health organiza-
tion boundaries. Then, it addresses how health organizations are considering and measuring performance 
from a sustainability approach. Finally, the main conclusions and future research lines are highlighted.

PERFORMANCE MEASUREMENT IN HEALTH ORGANISATIONS

It is widely agreed that patient-centeredness should be the main focus of any healthcare organization, is 
a must within this business. The management of a healthcare organization should, therefore, design and 
implement strategies and plans in order to augment as much as possible the performance indicator of 
customer-patient- satisfaction. However, it is important to take into consideration that these managers 
face other key points that are usually contrary, in terms of performance achievement, to this performance 
indicator. The main of these key points is usually cost reduction, which is really important in any business 
organization and also when regarding healthcare organizations, where the budget is usually coming from 
public organisms (public healthcare organizations). It is necessary then, from a strategic management 
point of view, the correct definition of appropriate strategic elements such as objectives and associated 
key performance indicators (KPIs) that can manage this delicate customer satisfaction- cost reduction 
trade-off. In this sense, Cosgrove et al. (2013) presented, based on a CEO developed high-value health 
care checklist, ten key strategies. They applied such strategies to eleven leading healthcare organizations, 
concluding that it is possible when properly managed, achieved both patient-focused cared and quality 
improvements and, extensively, costs reduction.

In this sense, quality improvements are one of the key points, when properly developed through sound 
structures and processes, to achieve a higher level of patient care performance in healthcare organizations. 
The next would be to know whether the quality programs and initiatives are being effective/efficient 
and to what extent. Measuring healthcare quality through performance measures and using the results 
as an input to design and implement improvements that will impact the whole healthcare organization’s 
performance is of key importance. But what are the most important and relevant performance measures 
to measure quality levels in a healthcare organization? Chassin and Loeb (2011) reviewed the origins 
and development of the current main standardized and used quality measure in healthcare organizations. 
They point out that the best choice is to follow a process-based approach when defining quality measures 
for healthcare organizations for two reasons: a) these are the most common ones in current use; and b) 
these measures have an additional research challenge when dealing with mixing and adjusting them.
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Additionally, McDonald et al. (2014) developed and presented a framework to explore management 
practices in hospitals, highlighting the most used and adequate ones regarding quality and performance 
improvement. They point out that there is a lack of standard and concise set of performance measures 
that could be applied to any healthcare organization, mainly because of the different environments and 
heterogeneous management approaches that such organizations take. In order to overcome this prob-
lem, they focused on a reduced set of management dimensions and associated performance measures. 
They pointed out that it is not generally proven that, at the healthcare organization’s context, higher 
competitive environments will lead to higher levels of efficiency, being necessary to improve the under-
standing of how regulation and competition activities affect management and, extensively, to quality 
and efficiency. They conclude that the best management approaches for healthcare organizations are 
these that had been previously well implemented and validated in industry, which makes necessary: a) 
further implement and prove those industrial management practices in healthcare organizations; and 
b) healthcare organizations should develop new intrinsic management approaches – or extensions of 
the current ones- that will lead to a more efficient management and performance results (Information 
Resources Management Association, 2019, p.687).

From a strategic definition perspective, Steinke, Webster, and Fontaine (2010) developed an innovative 
methodology to carry out integral evaluations regarding healthcare organizations’ performance. They 
illustrated a process to more efficiently link the healthcare organizations’ mission with their strategic 
objectives, providing more consistency to the performance evaluation process. Healthcare organiza-
tions lack the industrial organizations’ experience when defining strategic objectives coming from the 
organizations’ strategic line and philosophical elements – mission, vision, values- and, therefore, this 
is a field where researchers might make a contribution (Information Resources Management Associa-
tion, 2019, p.687).

From a more concrete performance measures point of view, Groome and Mayeaux (2010) presented a 
conceptual framework to deal with decreasing patient long waiting times. The hypothesis that statistical 
process control techniques can be used to identify the extreme values regarding waiting time provides 
an analysis that might be used to identify the specific causes for such waiting time. It was observed 
a meaningful reduction in the occurrence of prolonged waiting times after having taken measures to 
minimize the effects of the identified causes, carrying out also processes changes.

Regarding the data quality of these performance measures in healthcare organizations, Mettler 
and Rohner (2009) analyzed the adoption state of the performance management and how healthcare 
organizations will develop their performance management systems in the future. It was found, among 
others, that, from a process design perspective, important processes such as how data is collected and 
how analysis and communication processes are carried out, there is an important lack of official design 
and definition. At this stage, the quality of the data generated by a PMS is questioned so is its efficiency 
as, for instance, how much time is required to gather and manually analyze these data. Therefore, the 
efficacy of the PMS can be taken with reservation, being the link between the organizational and the 
strategic level compromised.

On the other hand, there are many works that develop studies about healthcare organizations’ perfor-
mance and how to assess it. We next highlight some of them, each of one analyzing an important factor 
that affects healthcare organizations.

Regarding the employees’ knowledge of management structures and actions and how important these 
are for achieving a good performance in healthcare organizations, Chang, Hsu, Li, and Chang (2011) 
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carried out a study that affirms that management knowledge is desired and demanded by employees, is 
a powerful and positive active, whose comprehension forecast a healthcare organization’s performance.

Chang (2009) carried out both a strategic map description and a balanced scorecard (BSC) (Kaplan 
& Norton, 1992) for healthcare organizations. Such a BSC was dynamic and its main characteristic is 
that it included some inter-organizational elements such as service suppliers. This was an important 
point, as PMS applied to healthcare organizations were traditionally internally focused, defining KPIs 
and then defining, not always, strategic objectives. The fact of including external operations carried out 
by third parties means that healthcare organizations are expanding their knowledge about performance 
management and, more concretively, how PMS might be of help to better perform. This issue of inter-
organisation PMS is dealt with in the next point of this chapter.

In this sense, Lin, Yu, and Zhang (2014) showed the main results of applying the BSC in Chinese 
public hospitals, finding that such an application will help in

• Avoiding short-term behaviors inherent to financial performance measures.
• Improve the whole medical staff performance in terms of actions and initiative.
• Effectively improve healthcare organizational performance.
• Augment individual satisfaction level.

They also state that, through the BSC application, healthcare organizations adopting BSC will achieve 
better performance levels when compared to others that do not adopt them; the main performance 
measures to be implemented are those related to patient’s satisfaction and demands; the non-financial 
performance measures can be motivated and assessed from multiple perspectives.

Additionally, Chang (2007) developed research aiming to explore both the limitations and implica-
tions of implementing a PMS, a Balanced Scorecard (BSC) (Kaplan & Norton, 1992), in healthcare 
organizations. Even though Kaplan and Norton (1992) affirmed that the BSC could get adapted to cover 
the needs in terms of performance measurement of a public sector organization, this study states that 
the BSC does not consider the political context within a public sector organization operates. It is dem-
onstrated that the KPIs developed are unable to link-local operations with the government’s long-term 
objectives. These KPIs were high-level ones and, therefore, nor reflecting the clinic standard based on 
evidence. Health organization managers perceived that the imposed KPIs were incompatible with their 
local operations, having, therefore, a low impact over the individual health organizations.

Regarding the problems of implementing performance dashboards in service organizations, Ogan 
and Yigitbasioglu (2012) identified that these dashboards should be more flexible in order to get better 
adapted to the specific characteristics of a service organization. In other words, the traditional industrial 
dashboards follow a rigid financially focused structure that cannot fully be translated into service organiza-
tions. New performance frameworks dealing with the specifics of service organizations are still needed.

In a conclusion, it is possible to affirm that healthcare organizations know of the importance of defining 
strategic business objectives and associated performance indicators, especially for measuring efficacy, 
efficiency and costs inherent to the services they offer. However, there is a lack of properly designing 
processes and the way to apply them is, in many cases, not develop, which questions the performance 
measurement quality.

From an operational point of view, healthcare organizations are familiar with presenting statistics, 
analyzing reports and measuring the development and performance of some of their processes via per-
formance indicators. However, healthcare organizations still need to deeper explore the usage of sophis-
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ticated tools such as ICT and advanced quantitative ones that will facilitate performance management, 
its analysis and, extensively, the decision-making processes.

Finally, it is important to address the role than intellectual capital (IC) plays regarding healthcare 
organizations’ performance. Due to its nature, healthcare organizations’ performance levels rely very 
much on the skills and capabilities of their working force. There are many KPIs to measure intellectual 
capital and some attempts to integrate such KPIs into a PMS and such a PMS into an intellectual capital 
management model. However, this approach presents limitations when trying to ask how IC efforts – in 
terms of resources - of an organization are paying off. In other words, what the impact of IC investments 
is over the organization’s results. There is a need for frameworks to quantitatively assess such an impact 
in the context of a solid PMS that integrates IC management, and not the way around. In this sense, 
Boj Viudez, Rodríguez-Rodríguez, and Alfaro-Saiz (2014) developed a methodology to link intangible 
assets and organizational performance in a Balanced Scorecard context. Such a methodology was ap-
plying the Analytic Network Process (Saaty, 1996) in order to quantitatively link the impact of IC over 
an organization’s strategic objectives. They offered the results of having applied this methodology to a 
public research center. Since a public research center is also a service organization, this framework could 
be directly applied to measure and manage performance in a healthcare organization. Additionally, other 
techniques such as fuzzy logic and/or multivariate statistical techniques (Principal Component Analysis, 
Factor Analysis, Multiple Regression, etc.) could complement such a methodology when being applied 
to healthcare organizations.

ICT IN HEALTH ORGANISATIONS PERFORMANCE

It is necessary to cover the role of ICT usage regarding healthcare organizations’ performance manage-
ment. The incorporation of ICT will make it easier and more effective the whole performance manage-
ment process in healthcare organizations, being able to obtain better results.

Then, interesting work is the one carried out by Thrasher, Craighead, and Byrd (2010), who ana-
lyzed two aspects of the healthcare research that are interrelated: the information technologies and the 
decision-making processes, as well as their complementarity at the healthcare organizations network 
context. They state that strategic alliances in the healthcare organization context might provide an initial 
point for developing alliances between the different health networks. The decision-making process and 
the introduction and use of ICT integration of the network capacity allow both efficient collaboration 
and decision-making processes inside and outside among the network’s members. They concluded that 
future research should focus on studying and determining timely issues, complex medical treatments, 
and patient satisfaction levels. At this point, Currie (2012) developed an integrative model to cover these 
issues and also to assess ICT in the healthcare organization’s context.

Dunn and Westbrook (2011) carried out an interpretation of KPIs based on applying ICT in the 
context of healthcare organizations’ networks. The model TEMPES uses quantitative indicators and 
the measurements are used to carry out a comparative analysis. Such a model provides a conceptual 
tool for health organizations decision-makers and other interested parties to understand and assess the 
implications of adopting technology-based solutions applied to health organizations. In this sense, they 
affirmed that the health sector must consider the need of integrating some interrelated aspects such as 
ICT, the role of ICT on decision-making processes, the timely integration of complex treatments, patient 
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satisfaction, and network diversity and complexity. In other words, it is necessary to take into account 
the analysis synergic effects of ICT, processes and decision-making processes, aiming to integrate them.

Zhou, Oginhara, Nishimura, and Jin (2019) have recently published their work where they have carried 
out an analysis of changes in health associated with performance indicators applied to the elderly. Then, 
they have used different health ICT-based devices to monitor, collect and analyze data under a time-series 
approach, being able to correlate pulse records and health indicators. Moreover, their model consists 
of associating the number of steps and health problems that may come up, carrying out forecasting of 
the steps that the individuals should take in order to avoid health problems. When the number of steps 
came real and there were differences between the real number and the forecasted one, it was possible 
to affirm that health problems could appear. Therefore, with the usage of ICT devices combined with a 
structural equation model, it was possible to construct forecasting models to predict the number of steps 
to take in order to avoid health problems.

In this sense, Tavares (2018) studied the relationship between ICT and eHealth solutions with self-
reported health outcomes in the EU context. She defined eHealth according to the definition provided 
by the European Union (2016) stating that “eHealth concerns to these tools and services using Informa-
tion and Communication Technologies that can improve prevention, diagnosis, treatment, monitoring, 
and management, to the benefit of the entire community by improving access and quality of care and 
by making the health sector more efficient”. The study concludes that there is no relationship above 
commented for patients with good health status whereas such a relationship appears for patients with 
chronic health problems. For the latter, it is possible to affirm that patients suffering from chronic health 
problems benefit from using both ICT and eHealth technologies. This is the logical result but it shows 
that investing in ICT and eHealth will probably help people to improve their life quality level. This fact 
is aligned with the EU health care policy and should be further carried out in the future. The study also 
focuses on the EU countries and their ICT and eHealth capabilities, stating that there exists a clear dif-
ference across EU countries.

It is also worthy of being commented on recent work from Dutta, Gupta, and Sengupta (2019), which 
brings together ICT and health outcomes in Asian countries. More concretively, it aims to point out 
the impact of ICT capabilities and usage over the health outcomes of 30 Asian countries. Further, they 
selected as health outcomes some important and popular KPIs such as chronic disease, longevity, and 
mortality, quality of life, costs of care, physical functional status or satisfaction with care. In order to 
identify the impact of ICT on these KPIs, they applied a multivariate technique called Principal Compo-
nent Analysis (PCA), which reduces the variability of the initial data matrix and gathers real data of the 
KPIs for a certain period of time – 17 years in this study-, being able to identify relationships between 
the variables of the study. Further, PCA is able to capture cause-effect relationships between and among 
these variables or KPIs. From the analysis, they stated that ICT does have a strong impact on health 
outcomes. Further, they affirmed that fostering ICT infrastructures has got the potential to close some 
open gaps regarding healthcare activities and results in some of these countries of the study.

Finally, the analysis of social networks is a relatively new topic within the healthcare organization’s 
management context. The healthcare organizations’ networks observed are often small in size compared 
to other disciplines. Such a characteristic makes them special due to the fact the metrics used for analysis 
are sensitive to changes in both size and density (Shandu, Gill, & Sood, 2016). As a consequence, the 
comparisons between networks of different sizes and densities might lead to wrongful interpretations if 
a validation test is not applied. The results of this study show that simple validation techniques are able 
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to strengthen the analysis carried out in small networks and improve the results in terms of interpreta-
tion and conclusions formulation.

HEALTH ORGANISATIONS SUPPLY CHAINS

Augmenting the focus on the supply chain of health organizations, it is possible to find several interesting 
studies. For example, Privett and Gonsalvez (2014), after a survey and interviews-based study, identi-
fied the top ten health pharmaceutical supply chain challenges: (1) lack of coordination, (2) inventory 
management, (3) absent demand information, (4) human resource dependency, (5) order management, 
(6) shortage avoidance, (7) expiration, (8) warehouse management, (9) temperature control, and (10) 
shipment visibility. These challenges should be treated, as long as possible, from a global perspective, 
as many of them are interrelated and future research should take this into account when trying to solve 
them. Further, they offer some guidelines when the state that researchers should focus firstly on solving 
4 of them (lack of coordination, demand information, HR dependency, and shipment visibility), as these 
are the root causes of all the 10 challenges.

Equally, Falasca and Kros (2018) analyze the supply chains in health organizations in the past, present 
and expected future. They find that supply chains in health organizations lack not only of information but 
also of competencies to execute the most adequate business strategy to cope with environmental changes 
from an economic perspective. ICT technologies to enable data sharing with suppliers and standardize 
solutions were also missed.

In this sense, a recent study of Verdin (2020) has reviewed different technologies and their impact 
on health-care supply chains. More concretively, the author has broken into three main streams the 
technology that could be applied to health-care supply chains: i) Mature technologies such as sensors, 
cloud computing, telematics or automated storage; ii) Growth technologies such as mobility, wearable 
devices or social media; iii) Emerging technologies such as 3D printing, blockchain, IoT, virtual reality 
or artificial intelligence. The usage and potential application of these technologies are widely tackled 
as well as future feasible exogenous variables such as new competitors and decentralization and their 
potential impact over health-care supply chains.

Kwon, Kim, and Martin, D.G. (2016) work over the health organizations’ KPIs of efficiency regard-
ing unit decision-making at the supply chain context. They find that one of the most influential and 
important KPI to make better decisions and, therefore, to achieve better results is the satisfaction of the 
medical personnel and, especially, of the medics. This is interesting, as the medical personnel usually 
intra-organizational perspective whereas their performance is of great importance and influence over 
the overall supply chain’s performance.

Dooley, Rossetti, and Handfield (2011) carry out a supply chain performance analysis focused up-
stream the supply chain and, more concretively, at the supplying of medicines level. The pharmaceutics 
companies should make their best to improve their delivery systems in order to assure a higher product 
delivery level, avoiding stock-outs in healthcare organizations. In that sense, pharmaceutics should assure 
the supply chain continuity considering and dealing with stock levels in a more strategic way and also 
changing their manufacturing processes to become more flexible and demand-adaptive.

Su, Su, Gammelgaard, and Yang (2011) develop and implement some logistic innovation processes 
and their implications over the healthcare organization and associated supply chain, especially regarding 
the product and services suppliers. They affirm that:
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• The logistic processes should take a global supply chain perspective.
• The logistic innovation process in supplier-buyer relationships is a good alternative to outsourcing 

activities.
• This logistic innovation process is dynamic and can improve the assessment and relationships 

with suppliers.

Regarding supply chain innovation, Lee, Lee, and Schniederjans (2011) examine the main processes 
to improve the overall healthcare organization performance. Supply chain innovation plays a key role 
in developing products and services to satisfy customers – patients in this case- and their values. It is 
demonstrated that the health organization must focus on improving both its innovation processes and 
its own strategy; for instance, they should investigate the applicability of new ICT and resources at the 
supply chain level in order to achieve competitive advantages, eliminating unnecessary costs and im-
proving supply chain processes.

Cho, Lee, Ahn, and Hwang (2012) developed a service supply chain performance measurement 
framework. This framework emphasizes the development of KPIs to measure supply chain processes 
such as demand forecasting, customer relationships, management resources, ICT management, and 
financial issues.

On the other hand, Supeekit, Somboonwiwat, and Kritchanchai (2016) that health care supply chain 
performance measurement should take into account that there exists an interdependence between the 
performance groups of patient safety and the one including within supply chain efficiency: clinical care 
and supporting process efficiency. In order to identify these relationships, they develop and apply an 
ANP-based model, working out the weights for different performance aspects. They concluded stating 
the most important supply chain performance aspects according to their study: Completeness of treat-
ment, absence of delays in both treatment and clinical care process time. They affirm that efforts in the 
direction of improving these aspects performance will have a direct and clear incidence over the whole 
health organization supply chain performance. As future research work, they mention the importance 
of kinking the identified relationships between these groups with the business processes of the health 
organization supply chain, being able then to define adequate KPIs for each of these processes.

Recently, Leonard and Masatu (2017) carried out a study to check whether the repetition of measure-
ment would bring a qualitative and quantitative change on health care providers’ performance level or not. 
They stated that measuring repeatedly some important variables regarding a specific protocol brought 
important quality improvements not only in the short but also in the medium-term. This behavior can be 
seen as the confirmation that applying measurement regularly would turn into benefits but the problem 
sometimes is to what extent and supervised by who the management of the measured performed should 
be carried out. In the supply chain health care context, when many of the main actors are public enti-
ties, KPIs for measuring not only the hospital or clinic but also the whole supply chain, mainly the main 
first-tier suppliers should be clearly defined, controlled and monitored. For those health care entities 
where such a KPIs system is already in use and properly working for some time, the next step would be 
to define specific strategic objectives, being supported with the knowledge of not only the organization 
but also of the supply chain it belongs to. In this scenario, health care decision-makers would be able to 
keep some of the initially defined and managed KPIs and to define new ones, it is necessary to define 
some both strategic objectives and KPIs that cover inter-organizational activities and operations.

Looking at the expressive role, regarding values and beliefs of members of organizations, and it’s 
potential for Performance Measurement Systems (PMS), Chenhall, Hall, and Smith (2017) carried out 
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a study in the mental health area, to assess the relationships between PMS and the expressive role. This 
study focused on health care organizations where the members had homogeneous and strong values and 
beliefs. This resulted in the expressive role as a solid and homogeneous input into the PMS, which turned 
into being able to easily define KPIs and strategic objectives that were fully aligned with most of the 
organization’s parts and workers. However, when bringing this approach to the supply chain level, it will 
be possible to find not only heterogeneous characters regarding values and beliefs but also contradictory 
and even conflicting objectives. This has not an easy solution as different levels and topics are mixed, 
which sets a really complex situation with health care companies of the same supply chain belonging to 
other supply chains and with organizational beliefs and values being different from company to company 
due to their own nature and different activities, i.e. hospital versus an industrial supplier of products.

Finally, Syahrir and Suparno (2015) carried out a comprehensive literature review about the healthcare 
supply chain and disaster supply chain. Both topics are in their early steps and there are therefore many 
research opportunities such as research for integrating both topics. The main research carried out was 
regarding a classic inventory management and control approach in the event of natural disasters. There 
is a need to design an inventory model that translates the known available to promise and capable to 
promise approaches used in industry to the planning of medical needs in the context of natural disasters. 
Additionally, such a model should be dynamic and able to manage the complexity of several distribution 
channels and locations. As mentioned, the research solutions should be stochastic, with a great quantita-
tive component in the form of mathematical modeling and simulations.

In conclusion, it is possible to affirm that, even though supply chain management and performance 
have attracted attention from both academics and practitioners in the last decades, health organizations 
supply chain performance management is still at the initial phase. Additionally, the works developed to 
focus on processes downstream the chain and almost ignore the upstream levels.

SUSTAINABILITY PERFORMANCE MEASUREMENT 
FOR HEALTH ORGANISATIONS

An important topic to be considered regarding health organizations’ performance is the sustainability 
one. At this point, many interesting frameworks have been developed in the last years in the industrial 
context, as sustainability cannot be taken apart anymore and it directly impacts both intra- and inter-
organizational performance. Therefore, we next highlight some sustainable works that could be used as 
an initial point to develop an integrated inter and intra-organizational performance management system 
in the healthcare context.

In this sense, it is important to take into account that healthcare organizations deal with many poten-
tially environmentally dangerous products. Measuring environmental performance should lead to being 
able to apply policies and make decisions and resulting in a lower environmental impact. Pasqualini 
Blass, Gouvêa da Costa, de Lima, and Borges (2016) carried out a study to measure environmental 
performance in hospitals. Their main conclusion is that more effective frameworks to defined environ-
mentally relevant KPIs were needed. From their literature review, they coincide in the fact that there is 
a trend in health care organizations’ performance measurement of relying on only KPIs; in other words, 
managing with only KPIs, which provides a strategic focus to KPIs that, in many occasions, they will 
not just have. They also highlight a lack of relevance and robustness on the chosen and used KPIs as well 
as difficulties for deploying these KPIs over all the decision-making levels of the healthcare organiza-
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tion. In order to partially fulfill these gaps, they developed a performance framework that followed a 
process-oriented approach, providing a systematic approach for monitoring and reporting performance 
in a healthcare organization.

Then, Hassini, Surti, and Searcy (2012) carried out a literature review providing a framework to sup-
port sustainable management practices as well as sustainable KPIs. Regarding the latter, it is recognized 
the difficulty of developing reliable sustainable KPIs, especially at the supply chain level. Some of these 
obstacles are inherent to their own inter and intra-processes, existing important challenges such as:

• There is a lack of integration of sustainability strategic objectives and associated KPIs within the 
PMS at both intra and inter-organizational contexts.

• There is a lack of guidance regarding the dynamics of sustainability.
• There is a lack of frameworks to measure and manage Social Innovation

Other authors such as Ding, Wang, and Zheng (2018) have studied the balance between economic 
results and environmental and social sustainability considering several sustainable constraints in public 
health and environment contexts. This is a very important topic, as organizations will have to invest in 
technology that produces less damage to the environment as well as to offer more environmental products 
and services but also achieving an economic benefit. The authors conclude that this is a very complex 
issue and that only the intervention of governments is able to manage and govern the enterprises’ deci-
sions and activities regarding public health sustainability.

In this sense, Fathollahi-Fard, Govindan, Hajiaghaei-Keshteli, and Ahmadi (2019) focused on studying 
the logistics process of a home health care supply chain, as location decisions of actors such as pharma-
cies, labs and their allocation to specific patients are still issues that can be classified, due to their high 
logistics operations, as inefficient from an emission point of view. Then, they developed a mathematical 
model that focused on location-allocation-routing operations, aiming to solve the problem, which is an 
NP-hard one, obtaining interesting results and being able to also carry out sensitivity analyses.

Finally, Have and Rubalcaba (2016) point out Social Innovation as an important emerging topic to 
be taken into account and, therefore, measure, control, monitored and managed. Social Innovation can 
be seen as having a sustainability impact on society, and it could be of interest when measuring perfor-
mance in healthcare organizations. They concluded that there are four intellectual communities highly 
active in the development of Social Innovation: Community Psychology, creativity research, social and 
societal challenges, and local development. Thought this Social Innovation topic is in its early stages, it 
is important, in the frameworks to design, consider it. Additionally, and regarding healthcare organiza-
tions, performance measures of how social innovation has got the potential to impact the performance 
of such organizations are of interest.

FUTURE RESEARCH DIRECTIONS

During the development of the chapter, several future research works have been highlighted. We resume 
these at this point.

Then, from the quality of the data point of view, health organizations should focus on improving 
the quality of the data collected, defining and implementing the necessary channels to do so. This data 
collection process could and should be supported by the implementation and maintenance of ICT tools, 
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as the usage of these tools would enable fewer mistakes, would assure the data quality and would also 
provide a better way of presenting the performance measurement information, leading to better deci-
sions and management practices. Additionally, the usage of ICT would enable us to integrate different 
important aspects related to measuring performance in health organizations.

From a PMS structure and content, it has been presented that the order and importance of the per-
formance perspectives are different for health organizations than for industrial ones. It is then necessary 
to develop effective, solid and flexible enough performance frameworks that, taking into account this 
circumstance, will also consider, support and standardize the bottom-up PMS definition in health or-
ganizations. Therefore, such a framework should study the most suitable role for KPIs in this business 
environment, as KPIs are being treated as strategic in most of the cases and they are not by definition. 
The new approach should find a compromise solution to properly reach a proper mixture and classifica-
tion of KPIs-strategic objectives and organizational decision-making levels (strategic, tactic and opera-
tive). Additionally, this framework should also develop some mechanisms to assure a better alignment 
of objectives between the health organizations and the government (financial source most of the time).

At the supply chain context, a PMS should be able to establish the necessary mechanisms for defining 
a complete supply chain PMS for health organizations; issues like individual members responsibility 
allocation regarding action plans and KPIs maintenance, definition of proper and coherent supply chain 
strategic objectives or higher degree of collaboration on key processes both downstream and upstream 
the supply chain. Additionally, a method or approach to better align both supply chain and individual 
organizations’ performance main elements – strategic objectives and KPIs- is needed.

On the other hand, at the sustainability PMS for health organizations context, there are many research 
possibilities, especially regarding the environment and the social dimensions. The main research op-
portunities identified are: a) Development of frameworks coping with the integration of sustainability 
strategic objectives within the PMS at both intra and inter-organizational contexts; b) development of 
mechanisms to cope with the dynamics of sustainability; c) further studies and development of frame-
works that deal with Social Innovation from a performance measurement point of view.

CONCLUSION

This chapter has focused on PMS in healthcare organizations, aiming to offer readers a good picture of 
the main characteristics of this topic supported by scientific literature.

Then, it is possible to affirm, regarding performance measurement in healthcare organizations, that 
these organizations are aware of the importance of implementing efficient PMS but they find important 
drawbacks and obstacles such as data collection processes, official and government support, quality of 
data, complex system, employees’ knowledge of management structures, misalignment of objectives 
between the individual healthcare organization and the authority – government- ones or the absence of 
high-performance teams. Additionally, the incorporation of ICT would lead to more PMS for healthcare 
organizations, as data processes would be more secure and efficient. It is also mentioned that the applica-
tion of social networks could be of interest in order to improve performance in healthcare organizations.

Looking at the supply chain context, many works have focused upstream the supply chain offering 
studies and associated results of mainly working with service and product suppliers. This integration 
should lead to more cooperative processes and a reduction in cost for healthcare organizations. However, 
it is missed more work on the other side of the supply chain, downstream. Regarding sustainability, there 
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are not many frameworks that have been either developed or applied to measure performance from a 
sustainability point of view. Only some studies in the environmental context showed improvements in 
the performance of healthcare organizations.

All these factors, joined to the established culture of managing the healthcare organizations based only 
on some KPIs produce the need of further research on this topic in order to be able to offer to healthcare 
organizations flexible and adaptable PMS that will suit their needs and will show efficient to help them 
to make better decisions and, therefore, to better manage the healthcare organization.
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KEY TERMS AND DEFINITIONS

BSC: Simple tool that somehow has standardized how to measure (and manage) organizational 
performance.

KPI: Underestimate performance element, which gathers data that, when properly treated, can become 
informed about the organization’s performance.

Performance: Indicates to what extent an organization is doing it well.
Performance Measurement System: Conjoint of performance elements that together, when properly 

defined, is one of the most powerful tools for supporting decision-making processes at all business levels.
Strategic Objective: Very important goal, which should be reached to contribute to reaching an 

organization’s competitive position.
Strategy: It is an abstract process that requires people from all over the organization in order to foresee 

and define what the best path is in order to achieve the organization’s goals and assure its market position.
Supply Chain Performance Measurement: Difficult and many times conflictive process where 

organizations members have to negotiate the supply chain strategic objectives with other members.
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ABSTRACT

The research aims to perform an intergenerational analysis regarding the impact of counterproductive 
behavior and contextual performance on employees’ task performance. The analysis is performed on a 
convenience sample of 165 employees from three different generations who work in the banking system. 
The results show that (1) 33.50% of task performance variance is determined by the variance of contextual 
individual performance and counterproductive behavior, (2) 13% of the variance of contextual individual 
performance can be explained by the variance in counterproductive behavior, (3) 33.70% of the vari-
ance of contextual organizational performance can be explained by the variance of task performance 
and counterproductive behavior. In addition, significant differences appear regarding the influence of 
(1) the counterproductive behavior on the contextual performance (Generation X vs. Y), (2) the contex-
tual individual performance on task performance (Generation X vs. Z), and (3) the counterproductive 
behavior on the contextual individual performance (Generation Y vs. Z).
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INTRODUCTION

For many years, business sustainability was linked to the company’s economic performance. In other 
words, it involved satisfying shareholders’ interests. The perspective switched from shareholders to 
stakeholders due to Dodd (1932) who started an academic debate regarding the legality of using the 
company’s profit for the public interest. Against this backdrop, Friedman (1970) argued that business 
sustainability depends not only on shareholders’ satisfaction but also on the satisfaction of the internal 
and external stakeholders. As a consequence, managers started to focus on: (i) rationally exploiting the 
resources (Kollmus & Agyeman, 2002); (ii) increasing stakeholders’ awareness to social and environmental 
issues (Finksel, 2006); (iii) investing in the development of an open organizational culture (Kollmus & 
Agyeman, 2002); (iv) encouraging employees’ development and empowerment (Lozano, 2008); and (v) 
developing activities that encourage knowledge sharing among employees and, improve their capacity 
of making decisions (Leon, 2018). Thus, the importance of human resources increased since they were 
the only ones capable of transforming all the other organizational resources and enhancing the achieve-
ment of competitive advantage. Furthermore, in the current aging society, human resources become 
a “critical asset” (Blome, Borell, Hakansson, & Nilsson, 2020; Kollmann, Stoeckmann, Kensbock, 
& Peschl, 2020; Leinonen, Chandola, Laaksonen, & Martikainen, 2020) due to their skills, abilities, 
ideas, thoughts, and experiences, generally labeled as “tacit knowledge” (Letmathe, & Rossler, 2019; 
Upadhyay & Kundu, 2019).

Within this framework, the company’s performance became a reflection of employees’ performance. 
Therefore, the concept of job performance captured the attention of various scholars and, according to 
Hosie and Nankervis (2016), it is the most important criterion in occupational, industrial and organiza-
tional psychology and human resources management. Despite this, there is still no common framework 
for considering the underlying performance dimension requirements of jobs (Hossie & Nankervis, 2016) 
and the intergenerational approach of this issue is missing although at least five generations are currently 
working together, and each of them has its own value system and its own definition for performance. 
Thus, Baby Boomers value teamwork and have a psychological need for group acceptance (Dwyer & 
Azevedo, 2016; Galo, 2011) while Generation X and Generation Y are individualistic, optimistic and 
goal-oriented (Baily, 2009; Dwyer & Azevedo, 2016; Kaminska & Borzillo, 2017; Rupčic, 2018). As 
a consequence, the former are more vulnerable to counterproductive behavior while the latter use it as 
a challenge to improve their task performance and also the individual and organizational contextual 
performance.

Taking these into account, this chapter aims to perform an intergenerational analysis regarding the 
impact of counterproductive behavior and contextual performance on employees’ task performance. As 
it is presented further, these variables are interlinked and influenced by the characteristics of each gen-
eration. Thus, the following section emphasizes the types of generations that are currently recognized 
in the labor market and the relationships established among the dimensions of job performance while 
section three sheds light on the methodological approach that has been followed in order to achieve the 
research goal. Further, the perspective from which the concept of job performance is approached by the 
members of Generation X, Y, and Z who work in the banking system is presented and last but not least, 
the article closes by drawing several conclusions and emphasizing further research directions.
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CONCEPTUAL FRAMEWORK

The Multigenerational Labour Market

According to the generational cohort theory, a generation is defined as a group of individuals born around 
the same time who share the specific attitudes and values that can influence their behavior and expecta-
tions at work (Gerpott, Lehmann-Willenbrock, & Voelpel, 2016; Schullery, 2013; Twenge, Freeman, & 
Campbell, 2012). Nevertheless, given the fact that the individuals work in a diverse environment and 
interact with various members from different generations, the generational theory focuses not only on the 
personal and professional values, beliefs and attitudes but also on the relationships that each generation 
cohort has with other generations (Howe & Strauss, 2007).

Taking into account the fact that the concept of generation is generally used to name cohorts in popu-
lation, five generations are currently recognized, namely: The Veterans (1922 – 1945), Baby Boomers 
(1946 – 1965), Generation X (1966 – 1980), Generation Y (1981 – 1995), and Generation Z (1996 – 
2012). The characteristics of each of them are presented further.

The Veterans, born between 1922 and 1945, are also known as The Traditionalists, Silent Generation, 
and Mature Generation (Galo, 2011). Due to the fact that their development occurred during the Great 
Depression, World War II, and Korean War, they tend to be patriotic, loyal in both personal and profes-
sional relationships, and fiscally conservative (Dwyer & Azevedo, 2016; Galo, 2011). Besides, they 
respect authority (Dwyer & Azevedo, 2016; Galo, 2011), are financially motivated, and seek formalized 
workplace and hierarchical structure (Dwyer & Azevedo, 2016). Given the fact that their personal and 
professional development was strongly influenced by economic, political and social instability, they are 
in search of a stable workplace in which the status-quo is not easily challenged, ethical behavior is en-
couraged, long-term job security is ensured, and loyalty is both given and received. Therefore, they value 
hard work (Galo, 2011), are committed to the organization and its leaders (Dwyer & Azevedo, 2016), 
and have a high level of risk adversity, considering that change is a challenge that requires time and a 
detailed analysis (Cadmus, 2002; Dois, Landrum, & Wirck, 2010; Hahn, 2009). Last but not least, they 
favor face-to-face and written communication and are reluctant to use advanced technology (Keepnews, 
Brewer, Kovner, & Shin, 2010; Kramer, 2010).

Baby Boomers, born between 1946 and 1965, represent the largest population from the labor market 
(Kramer, 2010). Due to the fact that their development occurred during the Civil Rights Movements, 
Women’s Liberation, the Space Program, the Cold War, and the Vietnam War, they are optimistic worka-
holics (Galo, 2011), idealistic and egocentrics (Hatfield, 2002; Keepnews et al., 2010; Knouse, 2011). 
According to Dwyer and Azevedo (2016), they are goal-oriented and determined to make a difference 
at work and in society. As a consequence, they are active learners (Galo, 2011), highly competitive and 
inclined to question authority (Dwyer & Azevedo, 2016; Hatfield, 2002; Knouse, 2011), and use their 
careers to define who they are (Galo, 2011). They value teamwork, honest and considerate feedback, 
public recognition (Galo, 2011), and the opportunities the company provides for professional develop-
ment (Dwyer & Azevedo, 2016). Although they are interested in personal health and well-being (Dwyer 
& Azevedo, 2016), the fact that they are ambitious and place an organization’s needs before their own 
or their family’s needs (Galo, 2011) makes them vulnerable to burnout. Furthermore, given the dynamic 
environment in which they developed, they see change as an opportunity for organizational progress, 
problem-solving, and personal growth (Galo, 2011). Last but not least, just like the Veterans, they prefer 
direct, personal face-to-face communication; nevertheless, unlike the members of the previous genera-
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tion, they are more open to using advanced technology especially if this facilitates their professional 
development.

Generation X, born between 1966 and 1980, is also known as Music Television (MTV) Generation, 
Gen X, the Middle Child, Gen Bust, and Karen Generation (Appelbaum, Serena, & Shapiro, 2005; Deb-
rah & Smith, 2000; McNeil, Johnson, & Johnson, 2001). According to Galo (2011), their development 
was strongly influenced by the major changes in advanced technology, AIDS, the Persian Gulf War, 
and the fact that both of their parents worked away from home. Therefore, they are self-reliant, self-
sufficient, realistic (Galo, 2011; Kogan, 2001), independent and entrepreneurial (Baily, 2009; Dwyer & 
Azevedo, 2016; Kogan, 2001). Besides, although they are loyal to organizational goals and value systems 
(Kaminska & Borzillo, 2017; Rupčic, 2018), they lack employer loyalty (Dwyer & Azevedo, 2016), 
and seek a balance among work, family, and leisure (Galo, 2011; Kogan, 2001). Furthermore, they are 
achievement-oriented (Dwyer & Azevedo, 2016), multitasking (Galo, 2011), love work (Baily, 2009), 
concentrate on getting the job done and put an emphasis on details (Rupčic, 2018). They value options 
for information control in order to preserve traditional functioning (Rupčic, 2018) and also continuous 
learning (Galo, 2011). Since they are comfortable with technology, their learning preferences include 
continual feedback and opportunities for autonomy (Dwyer & Azevedo, 2016), and the professional de-
velopment programs that include high-tech videos or computer-aided instructions, and problem-solving 
activities (Galo, 2011). Thus, they have a psychological need for understanding how things are done in 
order to master the organizational processes efficiently and effectively. Despite the fact that they accept 
change (Galo, 2011) and challenge the hierarchical decision-making structure and status-quo (Dwyer & 
Azevedo, 2016), they are stressed by the changes that occur frequently in the system (Rupčic, 2018). Just 
like the members of the aforementioned generations, they prefer a formal code of conduct and engage 
in formal and respectful face-to-face and written communication (Rupčic, 2018).

Generation Y, born between 1981 and 1995, is also known as The Millennials, Linked Genera-
tion, Generation Me, Digital Natives, Internet Generation, iGen, and Net Generation (Anantatmula & 
Shrivastav, 2012; Galo, 2011; Schullery, 2013). The values and goals of Generation Y were defined in 
a context marked by violence, terrorism, abuse, and drugs (Galo, 2011). Therefore, the members of this 
generation are ambitious, talented, and demanding (Baldonado, 2008), dynamic, optimistic, and goal-
oriented (Galo, 2011), impatient (Dwyer & Azevedo, 2016), and they have a lack of respect for ethics 
and values (Baran & Klos, 2014). Besides, they are frequently labeled as the “why” generation due to 
the fact that they challenge the established order and do not hesitate to voice their critical opinions (Lyon 
et al., 2005), to question the traditional work structures (Kaminska & Borzillo, 2017), or to challenge 
authority when there is doubt (Dwyer & Azevedo, 2016). Due to these, they are accustomed and feel 
comfortable in a changing environment. Still, because of the faster pace in which changes occur, Rupčic 
(2018) states that they do not invest much time in understanding the principles of a system’s operation. 
In other words, they adopt a short-term and fragmented perspective and concentrate on job content.

Nevertheless, several contradictions appear at the level of Generation Y. First of all, despite the fact 
that the members of Generation Y are highly individualistic and use the organizational experience and 
information to build their own career trajectories (Rupčic, 2018), they value peer opinions (Schwieger 
& Ladwig, 2018), are highly collaborative, team-oriented (Baily, 2009; Dwyer & Azevedo, 2016; Galo, 
2011; Schwieger & Ladwig, 2018), and treat everyone as friends (Rupčic, 2018). Thus, they pursue their 
goals and seek to benefit from professional development programs but they have a psychological need for 
external validation. They use the group to satisfy their need for attention, and immediate feedback and 
gratification (Dwyer & Azevedo, 2016; Kaminska & Borzillo, 2017), and are also a source of learning. 
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Hence, they learn best by collaborating and have a preference for hands-on activities, mentoring, coach-
ing, and internship (Galo, 2011; Schwieger & Ladwig, 2018). Secondly, although they are goal-oriented, 
savvy technology multitaskers, with a need for self-fulfillment and they aim to make a difference in 
the world (Baran & Klos, 2014; Dwyer & Azevedo, 2016; Kaminska & Borzillo, 2017; Schwieger & 
Ladwig, 2018). they are sometimes seen as a liability for the company due to their continuous connec-
tivity. Thus, they use social networks during working hours (Skoludova & Horakova, 2016), and tend to 
leak information and knowledge in social media both intentionally and unintentionally (Rupčic, 2018).

The members of Generation Z, born between 1996 and 2012, are also known as Tweens, The Found-
ers, Plurals, Homeland Generation, Generation 9/11, Generation 2020 and Post-Millennials (Merriman, 
2015; Williams, Page, Petrosky, & Hernandez, 2010). According to Seemiller and Grace (2016) and 
Schwieger and Ladwig (2018), they have been raised in an environment dominated by political tension, 
school violence, social instability, natural disasters, identity theft, online hacking, and bullying, in which 
they had the information and communication channels at their fingertips. Therefore, they are independent 
learners and advocate for social justice, fairness, equality, and the environment (Schwieger & Ladwig, 
2018; Seemiller & Grace, 2016; Stillman & Stillman, 2017). As a consequence, they are the most diverse 
generation in history in terms of race, gender and sexual orientation (Seemiller & Grace, 2016; Shatto 
& Erwin, 2017; Stillman & Stillman, 2017; Twenge, 2017). Within this framework, they value hard 
work (Schwieger & Ladwig, 2018), trust, fairness, loyalty and respect for their employer (Stillman & 
Stillman, 2017), ethical behavior, fair compensation and promotion across all employees, and open and 
transparent communication (Ernest & Young, 2016; OC&C Strategy Consultants, 2019). Thus, just like 
the Veterans and Baby Boomers, they are self-sufficient (Merriman & Valerio, 2016), expect to work 
hard and save for the future, and are motivated by economic security and financial benefits (Lanier, 
2017); these predispositions appeared due to the fact that they had to see their parents struggling dur-
ing the financial crisis and they were taught that in life there are winners and losers and the difference 
between them is made by the hard work (Stillman & Stillman, 2017; Turner, 2015). Despite these, the 
members of Generation Z manage to distinguish themselves from the others by the fact that they are: (i) 
self-starters (Merriman, 2015; Merriman & Valerio, 2016); (ii) creative and interested in personalization 
(Schwieger & Ladwig, 2018); (iii) driven by a desire to please others (Stillman & Stillman, 2017); (iv) 
competitive and cognizant that they will start at the bottom of the company (Stillman & Stillman, 2017); 
and (v) persistent, realistic, innovative, and carrying a desire to make things happen-like betterment of 
the environment (Merriman, 2015). Furthermore, they learn what they want to know on their own (Beal, 
2016; Schwieger & Ladwig, 2018) and see failure as an opportunity to try again (Deep Focus, 2015). 
Last but not least, they are highly dependent on technology and prefer online communication instead of 
face-to-face communication (Schwieger & Ladwig, 2018).

All these characteristics influence individuals’ perspectives on work and also their work relation-
ships. Therefore, they may be reflected in individuals’ task performance, contextual performance or 
counterproductive behavior. As aforementioned, the members of Generation Y are more individualistic 
and put their interests above the needs of the organizations while the members of Generation Z are 
highly competitive and seek to make a change in the world. Therefore, the former may be more oriented 
towards improving their task performance while the latter may focus on contextual performance. Each 
of these components is presented in the following section.
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Individual Work Performance: From Task 
Performance to Contextual Performance

Job performance has always captured the attention of both academics and practitioners since it manages 
to emphasize employees efficiently and effectively. Nevertheless, the perspectives from which this is 
approached vary from the functionalist to the social constructivist school of thought. Therefore, concepts 
like task performance, contextual performance, and counterproductive behavior are brought forward.

Some scholars (Borman & Motowidlo, 1993; Gioia & Pitre, 1990; Hosie & Nankervis, 2016; Model, 
2005; Morgan & Smircich, 1980) adopt a functionalist perspective and present the concept of “task 
performance”. This emphasizes employees’ competencies and it is generally defined as “the effective-
ness with which job incumbents perform activities that contribute to its technical core either by directly 
implementing a part of its technological process or by providing it with needed materials or services” 
(Broman & Motowidlo, 1993, p.72). Organ and Paine (1999, p.375) go further and describe it as “a part 
and parcel of the workflow that transforms inputs of energy, information, and materials into outputs in 
the form of goods and services to the external consistency”. Thus, it is a prescribed role (Kiyani, Ayupp, 
& Rasool, 2018) which reflects job requirements and is easily measured using performance appraisals. 
Therefore, it is linked to job content and it varies from one job to another.

Other scholars (Cammock, Nilakant, & Dakin, 1995; Conway, 1999; Greenslade & Jimmieson, 2007; 
Malik, 2018; Motowidlo & Schmit, 1999) concentrate on the social constructivist theory and shed light 
on the concept of “contextual performance”. This is defined as “a set of interpersonal and volitional 
behaviors that support the social and motivational context in which organizational work is accomplished” 
(Broman & Motowidlo, 1993, p.73). Furthermore, Van Dyne and Le Pine (1998) present it as a diverse 
multidimensional concept that “has the effect of maintaining the broader organizational, social and 
psychological environment in which the technical core must function” (Motowidlo, Borman, & Schmit, 
1997, p.75). Thus, according to Rego (2002), its cornerstone is represented by the activities that are not 
only directly related to one’s functions but model the organizational, social, and psychological context 
in which the work is performed. In other words, it is linked to job relations and extra-role behaviors, 
and it is similar across jobs.

Its complexity has awakened the interest of various academics (Carlos & Rodrigues, 2016; Greenslade 
& Jimmieson, 2007; Van Scotter & Motowidlo, 1996). Thus, Van Scotter and Motowidlo (1996) divide 
the contextual performance into interpersonal facilitation and job dedication; the former concentrates on 
the interpersonal relationships that should be established in order to facilitate the accomplishment of the 
organizational goals while the latter brings forward the self-disciplined behaviors. Greenslade and Jim-
mieson (2007) go further and state that contextual performance is the result of three elements, such as: 
(i) job-task support which emphasizes employees’ devotion and determination; (ii) interpersonal support 
which focuses on the relationships established among group members; and (iii) organizational support, 
synthesizing the rules and regulations that increase employees’ sense of belonging. If Van Scotter and 
Motowidlo (1996) and Greenslade and Jimmieson (2007) make the difference between individual and 
organizational contextual performance, Carlos and Rodrigues (2016) focus on employees’ values and 
abilities and argue that contextual performance incorporates: (i) persistent effort (merged with personal 
characteristics); (ii) cooperation; (iii) organizational conscientiousness; and (iv) interpersonal and relational 
skills. Summarizing, these typologies highlight two components of contextual performance, namely: 
the individual contextual performance that reflects employees’ personality, abilities, determination and 
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devotion, and the organizational contextual performance that incorporates the work relationships, col-
laboration, communication, and climate.

Although Yang and Wei (2017) claim that task performance is more important than contextual 
performance, none of the previously developed studies analyzes the relationships established between 
them. Thus, employees’ abilities and devotion may influence their efficiency which in turn can affect 
the relationships established in the work environment. In other words, it can be stated that:

Hypothesis 1: The contextual individual performance positively influences task performance.
Hypothesis 2: The task performance positively influences the contextual organizational performance.
Still, these can also be influenced by the counterproductive behavior which is defined as “any in-

tentional behavior on the part of an organization member viewed by the organization as contrary to its 
legitimate interest” (Sackett & DeVore, 2001, p.145). According to Aubé, Rousseau, Mama, and Morin 
(2009) and Aubé, Rousseau, and Tremblay (2011), it has 4 dimensions, namely: parasitism, interpersonal 
aggression, boastfulness, and misuse of team resources. Although these elements describe employees’ 
personality and the quality of work relationships, aspects that define the individual and organizational 
contextual performance, previous studies neglect these influences. Therefore, it can be stated that:

Hypothesis 3: The counterproductive behavior positively influences the contextual individual per-
formance.

Hypothesis 4: The counterproductive behavior positively influences the contextual organizational 
performance.

Lievens, Conway, and De Corte (2008) state that the counterproductive behavior is negatively related 
to task performance. But not everyone reacts to the same behavior in the same way (Botsford Morgan, 
Nelson, King, & Mancini, 2018) and the latest generations that entered the labour market are highly 
competitive, have an interest in challenging the status quo, and see change as an opportunity. Taking 
these into account and the fact that the latest generations are individualistic and goal-oriented, it can be 
claimed that:

Hypothesis 5: Counterproductive behavior positively influences task performance.
Synthesizing, the current model aims to connect the coordinates of job performance (such as, coun-

terproductive behavior, individual contextual performance, organizational contextual performance, 
and task performance) and to emphasize how the employees from different generations perceive these 
relationships.

RESEARCH METHODOLOGY

The research aims to perform an intergenerational analysis regarding the impact of counterproductive 
behavior and contextual (organizational and individual) performance on employees’ task performance.

Thus, four constructs are taken into account, namely: counterproductive behavior, contextual organi-
zational performance, contextual individual performance, and task performance. These are operational-
ized using 17 items (4 items measure the counterproductive behavior, 4 items measure the contextual 
organizational performance, 4 items measure the contextual individual performance, and 5 items measure 
the task performance), adapted from Koopmans et al. (2012) and based on a 5-point Likert scale where 5 
suggests that the respondents strongly agree with the statement while 1 emphasizes a strong disagreement.

The questionnaire was distributed during face to face interactions with the employees from the three 
most profitable and innovative banks from Bucharest, Romania. These employed, in 2018, 5702 persons 
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from five generations (namely, the Veterans, Baby-Boomers, Generation X, Generation Y, and Generation 
Z). Since the research concentrates only on the employees from the last three generations, a convenience 
sample of 165 persons is extracted; this included 55 employees from Generation X (33.33%), 64 from 
Generation Y (38.79%), and 46 from Generation Z (27.88%). The sample is not statistically representa-
tive by volume but by structure.

Given the fact that the research deals with both reflective and formative constructs (Becker, Klein, & 
Wetzels, 2012; Roldán & Sanchez-Franco, 2012; Sarstedt, Hair, Ringle, Thiele, & Gudergan, 2016), and 
the focus is on predictive rather than exploratory research (Hair, Hult, Ringle, & Sarstedt, 2014; Hair, 
Ringle, & Sarstedt, 2011), partial least square (PLS) analyses are employed. Thus, the relationships are 
tested using SmartPLS 3.0 software developed by Ringle, Wende, and Bucker (2015).

First of all, the model is analyzed using PLS structural equation modeling (PLS-SEM) which is able 
to estimate a structural model that explains a key construct (Richter, Cepeda, Roldán, & Ringle, 2015; 
Rigdon, 2012). Therefore, following Hair et al. (2014) procedure, the reliability and validity of all con-
structs are assessed, and the structural model is tested with path coefficients. Coefficient determination 
and effect size can also be used but according to Cheah, Ting, Cham, and Memon (2019), this may 
not provide an accurate estimation. In order to examine the direct and mediated relationships, the path 
analysis is conducted using the bootstrapping method with 5000 iterations (Aquirre-Urreta & Rönkkö, 
2018; Cho, Ali, & Manhas, 2019; Hair, Hult, Ringle, Sarstedt, & Thiele, 2017).

Secondly, the differences among the employees from Generation X, Generation Y, and Generation Z 
are analyzed using the multiple group analysis procedure (PLS-MGA). This is a non-parametric method 
that fosters group comparison (Hair et al, 2017; Sarstedt, Henseler, & Ringle, 2011) by combining non-
parametric bootstrapping with a rank-sum test (Henseler, Ringle, & Sinkovics, 2009). As suggested by 
Henseler, Ringle, and Sarstedt (2016), before performing MGA, the measurement invariance of com-
posites (MICOM) is tested; this is a three-step process, involving: (i) configural invariance assessment, 
(ii) compositional invariance assessment, and (iii) scalar invariance assessment. The former concentrates 
on the number of constructs from the inner and outer models, the second one brings forward the outer 
paths between groups while the latter emphasizes the intergroup differences in means and variances 
for the inner and outer models constructs. Taking these into account, PLS-MGA is performed and the 
differences between groups are considered to be significant if the p-value is smaller than 0.05 or larger 
than 0.95 (Henseler et al., 2016; Sarstedt et al., 2011).

Last but not least, PLSPredict is employed at the general and generational level due to the fact that 
this supports the estimation of complex models (Ali, Rasoolimanesh, Sarstedt, Ringle, & Ryu, 2018) and 
it allows the assessment of results’ predictive capacity (Cheah et al., 2019; Nunkoo, Teeroovengadum, 
Ringle, & Sunnassee, 2019; Sarstedt, Ringle, & Hair, 2017; Shmueli, Ray, Velasquez Estrada, & Chatla, 
2016). According to Shmueli et al. (2016), PLSPredict assumes that a full training dataset of manifest 
variables and a partial holdout dataset with new antecedent predictor measurement, and brings forward 
three dimensions, namely: (i) predicting construct versus manifest items; (ii) predicting in-sample versus 
out-of-sample cases; (iii) generating average-case prediction versus case-wise predictions. Furthermore, 
for those indicators with naïve benchmark Q2

predict higher than zero, the root means squared error (RMSE) 
values of PLS and naïve linear regression model (LM) benchmark are compared. The predictive power 
of the model is decided based on the rules of Shmueli et al. (2019) which are summarized in Table 1.

 EBSCOhost - printed on 2/8/2023 2:02 PM via . All use subject to https://www.ebsco.com/terms-of-use



289

Predicting Employee Performance
 

As aforementioned, the analysis is performed at the general level, describing how the counterproduc-
tive behavior and the contextual (organizational and individual) performance are influencing the task 
performance of the employees from three banks subsidiaries and also at the generational level, emphasiz-
ing the differences that occur among the employees from Generation X, Generation Y, and Generation Z.

WORK PERFORMANCE IN THE ROMANIAN 
INTERGENERATIONAL BANKING SYSTEM

General Results

First of all, the PLS-SEM algorithm is performed in order to determine whether all the indicators and 
constructs meet the reflective measurement criteria; in other words, the model’s validity and reliability 
are tested. Special attention is given to outer loadings, Cronbach’s Alpha, composite reliability (CR), 
and average variance extracted (AVE). As can be noticed from Table 2, most loadings are above 0.708 
which means that the indicators are reliable (Chang, Hsu, & Yang, 2018; Hair, Risher, Sarstedt, & Ringle, 
2019). However, three exceptions appear, namely “Displaying excessive negativity” (0.653), “Doing 
things that harm your organization” (0.703), and “Working efficiently” (0.508). Henseler, Ringle, and 
Sarstedt (2012) suggests that the indicators with loadings between 0.4 and 0.7 should be discharged if 
this action may increase composite reliability while several scholars (Memon & Rahman, 2014; Sujit 
& Rajesh, 2016) argue that that the outer loadings between 0.5 and 0.7 should be acceptable since 
they emphasize the proportion of indicator variance that is explained by the latent variable (Hair et al., 
2019). Taking these into account and the fact that the elimination of these indicators does not increase 
the composite reliability, all the indicators are kept in the model. Furthermore, the internal consistency 
reliability is assessed using Cronbach Alpha, CR, and rho_A. According to Hair et al. (2019), the former 
is a conservative and less precise measurement of reliability that focuses on unweighted items, the second 
is a more liberal measurement in which the items are weighted based on indicators’ loadings while the 
latter is a compromise solution that lies between the two aforementioned approaches. Given the fact that 
the values, in all three cases, range between 0.7 and 0.9, the constructs are considered reliable. Last but 
not least, constructs’ convergent validity is determined based on the average variance extracted (AVE) 
for all items on each construct. Since all the values are higher than 0.5, the constructs are considered to 
be valid; as Hair et al. (2019) claim, the construct explains more than 50 percent of the variance of the 
items that make up the construct.

Table 1. The predictive power of the model based on the results of PLS – LM comparison

PLS-SEM < LM for Predictive power

None of the indicators Zero

A minority of indicators Low

A majority of indicators Medium

All indicators High
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Further, discriminant validity is assessed using the Fornel Larcker criterion (Table 3) and the Hetero-
trait-Monotrait (HTMT) ratio of correlation criterion (Table 4). In the first case, it can be stated that the 
model is valid due to the fact that the values from the diagonal are higher than the values presented in the 
rows and columns. In other words, it proves that there are no correlations higher than the existing AVE.

Table 2. Convergent validity and internal consistency reliability of the general model

Variables Indicator Loadings Cronbach’s 
Alpha rho_A CR AVE

Contextual individual 
performance

Taking initiative 0.836

0.849 0.851 0.898 0.689
Accepting and learning from 
feedback 0.835

Cooperating with others 0.877

Communicating effectively 0.786

Contextual organizational 
performance

Showing responsibility 0.831

0.829 0.834 0.886 0.660
Being customer-oriented 0.804

Being creative 0.805

Taking on challenging work 
tasks 0.809

Counter-productive behavior

Displaying excessive 
negativity 0.653

0.720 0.770 0.821 0.536
Purposely making mistakes 0.847

Doing things that harm your 
organization 0.703

Doing things that harm your 
co-workers or supervisor 0.713

Task performance

Work quality 0.780

0.785 0.807 0.855 0.547

Planning and organizing work 0.778

Being result-oriented 0.829

Prioritizing 0.760

Working efficiently 0.508

Table 3. Discriminant validity based on the Fornel Larcker criterion

Variables
Contextual 
individual 

performance

Contextual 
organizational 
performance

Counterproductive 
behavior Task performance

Contextual individual 
performance 0.830

Contextual organizational 
performance 0.779 0.812

Counterproductive behavior 0.361 0.331 0.732

Task performance 0.574 0.519 0.141 0.740
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Henseler, Ringle, and Sarstedt (2015) claim that the Fornell Larcker criterion is not reliable and pro-
poses the HTMT ratio of correlation which is defined as the mean value of the item correlations across 
constructs relative to the geometric mean of the average correlations. As can be observed in Table 4, 
for most constructs the value of the HTMT ratio is less than 0.85; the only exception is represented by 
contextual organizational performance and contextual individual performance. Nevertheless, this is below 
the threshold value of 0.9 which is considered to be acceptable for the constructs that are conceptually 
very similar (Henseler et al., 2015). Therefore, discriminant validity is not an issue.

Table 4. Discriminant validity based on the Heterotrait-Monotrait Ratio of correlation

Variables
Contextual 
individual 

performance

Contextual 
organizational 
performance

Counterproductive 
behavior Task performance

Contextual individual 
performance

Contextual organizational 
performance 0.892

Counterproductive behavior 0.426 0.391

Task performance 0.691 0.626 0.170

Table 5. Assessment of the formative measurement model

Variables Indicator Outer VIF

Contextual individual performance

Taking initiative 2.073

Accepting and learning from feedback 1.999

Cooperating with others 2.393

Communicating effectively 1.658

Contextual organizational performance

Showing responsibility 1.786

Being customer-oriented 1.645

Being creative 1.840

Taking on challenging work tasks 1.777

Counterproductive behavior

Displaying excessive negativity 1.477

Purposely making mistakes 1.626

Doing things that harm your organization 1.267

Doing things that harm your co-workers or supervisor 1.301

Task performance

Work quality 1.917

Planning and organizing work 1.791

Being result-oriented 1.828

Prioritizing 1.579

Working efficiently 1.121
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In order to asses the formative measurement model, the collinearity of the formative indicators is 
evaluated using the variance inflation factor (VIF). As it can be observed from Table 5, the VIF values 
range from 1.121 to 2.073. Given the fact that the values are below the threshold of 3 (Becker et al., 
2012; Hair et al., 2019; Mason & Perreault, 1991), it can be argued that there are no collinearity issues.

Once model’s reliability and validity is checked, the focus changes to the structural model. Thus, it 
is emphasized that: (i) 33.50% of task performance variance is determined by the variance of contextual 
individual performance, and counterproductive behavior; (ii) 13% of the variance of contextual individual 
performance can be explained by the variance in counterproductive behavior; and (iii) 33.70% of the vari-
ance of contextual organizational performance can be explained by the variance of task performance and 
counterproductive behavior. Furthermore, four out of five hypotheses are validated (Table 6), namely: (i) 
contextual individual performance has a positive influence on task performance (ß = 0.602; t = 10.825 
> 1.96; p = 0.000 < 0.05); (ii) counterproductive behavior has a positive influence on the contextual 
individual performance (ß = 0.361; t = 5.678 > 1.96; p = 0.000 < 0.05); (iii) counterproductive behavior 
has a positive influence on the contextual organizational performance (ß = 0.262; t = 3.878 > 1.96; p 
= 0.000 < 0.05); and (iv) task performance has a positive influence on the contextual organizational 
performance (ß = 0.482; t = 6.640 > 1.96; p = 0.000 < 0.05).

Furthermore, the out-of-sample predictive power of the model is analyzed using PLSPredict with 10 
folds and one repetition, as suggested by Shmueli et al. (2019). The results presented in Table 7 prove 
that constructs’ indicators outperform the naïve benchmark since all the Q2

predict values are above 0. 
Thus, given the fact that all the indicators are measured on a 5-point Likert scale, it can be stated that 
the prediction errors will fall within approximately two points on an average of (i) 49 percent, for the 
contextual individual performance; (ii) 51 percent, for the contextual organizational performance; and 
(iii) 46 percent, for the task performance.

Last but not least, it can be noticed that PLS-SEM outperforms the naïve LM benchmark, producing 
fewer errors (Table 7). Thus, the model has a high predictive power since the differences between the 
RMSE values of PLS-SEM and those of naïve LM are negative for all the indicators. The most pronounced 
differences appear at the level of “Being creative” (PLS-SEM based RMSE = 1.095; LM based RMSE 
= 1.131), “Working efficiently” (PLS-SEM based RMSE = 1.089; LM based RMSE = 1.117), “Taking 
initiative” (PLS-SEM based RMSE = 1.055; LM based RMSE = 1.081), “Work quality” (PLS-SEM 
based RMSE = 0.910; LM based RMSE = 0.935), and “Planning and organizing work” (PLS-SEM 
based RMSE = 0.876; LM based RMSE = 0.900).

Table 6. Testing the hypothesis

Hypothesis Standard 
deviation t p

Contextual individual performance -> Task performance 0.056 10.825 0.000

Counterproductive behavior -> Contextual individual performance 0.063 5.678 0.000

Counterproductive behavior -> Contextual organizational performance 0.068 3.878 0.000

Counterproductive behavior -> Task performance 0.063 1.194 0.233

Task performance -> Contextual organizational performance 0.073 6.640 0.000
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Table 7. PLSPredict assessment for the general model

Construct Indicator

PLS-SEM LM PLS-SEM 
- LM

RMSE Qpredict
2 RMSE Qpredict

2 RMSE

Contextual individual 
performance

Taking initiative 1.055 0.065 1.081 0.018 -0.026

Accepting and learning 
from feedback 0.998 0.111 0.999 0.110 -0.001

Cooperating with 
others 0.988 0.093 0.996 0.079 -0.008

Communicating 
effectively 0.923 0.023 0.926 0.033 -0.003

Contextual organizational 
performance

Showing responsibility 0.921 0.037 0.938 0.045 -0.017

Being customer-
oriented 0.962 0.056 0.978 0.024 -0.016

Being creative 1.095 0.039 1.131 0.026 -0.036

Taking on challenging 
work tasks 1.124 0.088 1.125 0.091 -0.001

Task performance

Work quality 0.910 0.015 0.935 0.071 -0.025

Planning and 
organizing work 0.876 0.003 0.900 0.052 -0.024

Being result-oriented 0.882 0.016 0.886 0.007 -0.004

Prioritizing 0.860 0.008 0.873 0.022 -0.013

Working efficiently 1.089 0.006 1.117 0.046 -0.028

Table 8. Comparative analysis among the employees from Generation X, Generation Y, and Generation Z

Relationships
Generation X vs. 

Generation Y
Generation X vs. 

Generation Z
Generation Y vs. 

Generation Z

ß p ß p ß p

Contextual individual performance -> Task performance 0.126 0.213 0.314 0.021 0.188 0.171

Counterproductive behavior -> Contextual individual 
performance 0.525 0.997 0.123 0.663 0.403 0.035

Counterproductive behavior -> Contextual organizational 
performance 0.379 0.978 0.003 0.529 0.376 0.071

Counterproductive behavior -> Task performance 0.119 0.676 0.382 0.896 0.263 0.805

Task performance -> Contextual organizational 
performance 0.206 0.095 0.177 0.199 0.030 0.612

 EBSCOhost - printed on 2/8/2023 2:02 PM via . All use subject to https://www.ebsco.com/terms-of-use



294

Predicting Employee Performance
 

Multigenerational Analysis: Generation X, Generation Y, and Generation Z

The differences that occur among the three generations of employees (Generation X, Generation Y, 
Generation Z) are analyzed using PLS-MGA analysis. Taking into account the data presented in Table 
8 and the fact that a difference is considered to be significant if the p-value is smaller than 0.05 or larger 
than 0.95 (Henseler et al., 2009; Sarstedt et al., 2011), it can be stated that significant differences appear 
between: (i) the employees from Generation X and Generation Y when it comes to the influence of the 
counterproductive behavior on the contextual individual and organizational performance; (ii) the em-
ployees from Generation X and Generation Z when it comes to the influence of the contextual individual 
performance on task performance; and (iii) the employees from Generation Y and Generation Z when 
it comes to the influence of the counterproductive behavior on the contextual individual performance.

The differences among the employees from various generations are more visible when the analysis 
is performed at the level of each generation (Table 9). Thus, among the employees from Generation 
X and Generation Z, two out of five relationships are validated, namely: (i) the contextual individual 
performance positively influences task performance (for Generation X: ß = 0.716, t = 8.071 > 1.96, 
p = 0.000 < 0.05; for Generation Z: ß = 0.410, t = 2.659 > 1.96, p = 0.008 < 0.05); and (ii) the task 
performance positively influences the contextual organizational performance (for Generation X: ß = 
0.542, t = 4.067 > 1.96, p = 0.000 < 0.05; for Generation Z: ß = 0.365, t = 2.157 > 1.96, p = 0.031 < 
0.05). The same relationships are validated among the employees from Generation Y. Still, two more 
relationships are validated among the latter, namely: (i) the counterproductive behavior positively influ-
ences the contextual individual performance (ß = 0.714, t = 9.571 > 1.96, p = 0.000 < 0.05); and (ii) 
the counterproductive behavior positively influences the contextual organizational performance (ß = 
0.638, t = 7.306 > 1.96, p = 0.000 < 0.05).

Table 9. Testing the hypothesis

Hypothesis
Generation X Generation Y Generation Z

ß t p ß t p ß t p

Contextual individual performance -> 
Task performance 0.716 8.071 0.000 0.590 4.260 0.000 0.401 2.659 0.008

Counterproductive behavior -> Contextual 
individual performance 0.189 0.681 0.496 0.714 9.571 0.000 0.311 1.036 0.300

Counterproductive behavior -> Contextual 
organizational performance 0.258 1.241 0.215 0.638 7.306 0.000 0.262 0.928 0.354

Counterproductive behavior -> Task 
performance -0.174 1.014 0.311 -0.055 0.276 0.782 0.208 0.915 0.360

Task performance -> Contextual 
organizational performance 0.542 4.067 0.000 0.335 4.066 0.000 0.365 2.157 0.031
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Table 10. PLSPredict assessment for Generation X, Generation Y, and Generation Z

Group Indicator

PLS-SEM LM PLS-SEM 
- LM

RMSE Qpredict
2

RMSE Qpredict
2

RMSE

Generation X

Taking initiative 1.255 -0.110 1.315 -0.219 -0.060

Accepting and learning from feedback 1.195 -0.082 1.239 -0.162 -0.044

Cooperating with others 1.148 -0.117 1.186 -0.192 -0.038

Communicating effectively 1.021 -0.171 1.048 -0.235 -0.027

Showing responsibility 1.066 -0.107 1.088 -0.154 -0.022

Being customer-oriented 0.975 -0.041 0.995 -0.085 -0.020

Being creative 1.102 -0.037 1.159 -0.148 -0.057

Taking on challenging work tasks 1.109 -0.067 1.136 -0.118 -0.027

Work quality 0.855 -0.091 0.913 -0.242 -0.058

Planning and organizing work 0.845 -0.119 0.871 -0.192 -0.026

Being result-oriented 0.953 -0.163 1.040 -0.386 -0.087

Prioritizing 1.023 -0.128 1.073 -0.242 -0.050

Working efficiently 1.171 -0.070 1.332 -0.386 -0.161

Generation Y

Taking initiative 0.928 0.314 0.973 0.246 -0.045

Accepting and learning from feedback 0.872 0.296 0.922 0.213 -0.050

Cooperating with others 0.863 0.341 0.878 0.318 -0.015

Communicating effectively 0.752 0.405 0.790 0.343 -0.038

Showing responsibility 0.825 0.343 0.875 0.260 -0.050

Being customer-oriented 0.843 0.427 0.856 0.409 -0.013

Being creative 0.844 0.426 0.847 0.421 -0.003

Taking on challenging work tasks 1.013 0.354 1.069 0.281 -0.056

Work quality 1.044 0.118 1.046 0.076 -0.002

Planning and organizing work 1.061 0.020 1.063 0.022 -0.002

Being result-oriented 0.876 0.126 0.897 0.202 -0.021

Prioritizing 0.820 0.086 0.842 0.036 -0.022

Working efficiently 0.979 0.005 0.981 0.030 -0.002

Generation Z

Taking initiative 1.011 -0.351 1.190 -0.873 -0.179

Accepting and learning from feedback 0.985 -0.333 1.184 -0.927 -0.199

Cooperating with others 0.985 -0.246 1.054 -0.424 -0.069

Communicating effectively 1.100 -0.399 1.230 -0.749 -0.130

Showing responsibility 0.890 -0.251 0.920 -0.335 -0.030

Being customer-oriented 0.944 -0.169 1.154 -0.746 -0.210

Being creative 1.274 -0.208 1.294 -0.161 -0.020

Taking on challenging work tasks 1.219 -0.210 1.279 -0.313 -0.060

Work quality 0.858 -0.195 0.972 -0.532 -0.114

Planning and organizing work 0.720 -0.109 0.774 -0.283 -0.054

Being result-oriented 0.821 -0.245 1.025 -0.938 -0.204

Prioritizing 0.857 -0.236 1.016 -0.737 -0.159

Working efficiently 1.208 -0.008 1.383 -0.321 -0.175
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If the predictive power of the model is analyzed at the generational level, it can be noticed that, for 
Generation X and Generation Z, the Q2

predict value is below zero for all the analyzed indicators (Table 10). 
Thus, for the employees from Generation X and Generation Z, the predictive relevance of the model is 
not confirmed. Still, when it comes to Generation X, it can be noticed that the highest differences appear 
at the level of: “Working efficiently” (PLS-SEM based RMSE = 1.171; LM based RMSE = 1.332), “Be-
ing result-oriented” (PLS-SEM based RMSE = 0.953; LM based RMSE = 1.040), “Taking initiative” 
(PLS-SEM based RMSE = 1.255; LM based RMSE = 1.315), “Work quality” (PLS-SEM based RMSE 
= 0.855; LM based RMSE = 0.913), and “Being creative” (PLS-SEM based RMSE = 1.102; LM based 
RMSE = 1.159). On the other hand, when it comes to Generation Z, the most powerful differences are 
registered by: “Being customer-oriented” (PLS-SEM based RMSE = 0.994; LM based RMSE = 1.154), 
“Being result-oriented” (PLS-SEM based RMSE = 0.821; LM based RMSE = 1.025), “Accepting and 
learning from feedback” (PLS-SEM based RMSE = 0.985; LM based RMSE = 1.184), “Taking initia-
tive” (PLS-SEM based RMSE = 1.011; LM based RMSE = 1.190), and “Working efficiently” (PLS-SEM 
based RMSE = 1.208; LM based RMSE = 1.383).

The situation changes among the employees from Generation Y, where the model has a high predictive 
power given the fact that the Q2

predict values are higher than zero, and the differences between the RMSE of 
PLS-SEM and the ones of naïve LM benchmark are negative for all the indicators. The most pronounced 
differences appear at the level of “Taking on challenging work tasks” (PLS-SEM based RMSE = 1.013; 
LM based RMSE = 1.069), “Showing responsibility” (PLS-SEM based RMSE = 0.825; LM based 
RMSE = 0.875), “Accepting and learning from feedback” (PLS-SEM based RMSE = 0.872; LM based 
RMSE = 0.922), and “Taking initiative” (PLS-SEM based RMSE = 0.928; LM based RMSE = 0.973).

CONCLUSION AND FURTHER RESEARCH DIRECTIONS

The current chapter focused on emphasizing the impact of the counterproductive behavior and contextual 
(individual and organizational) performance on employees’ task performance, from an intergenerational 
approach. Therefore, the analysis was performed in three banks’ subsidiaries from Bucharest, Romania, 
due to the fact that this is the most dynamic economic sector which incorporates employees from five 
generations, namely, the Veterans, Baby-Boomers, Generation X, Generation Y, and Generation Z. At 
the general level, the results proved that, among the employees from the Romanian banking subsidiaries: 
(i) the contextual individual performance has a positive influence on task performance (ß = 0.602; t = 
10.825 > 1.96; p = 0.000 < 0.05); (ii) the counterproductive behavior has a positive influence on the 
contextual individual performance (ß = 0.361; t = 5.678 > 1.96; p = 0.000 < 0.05); (iii) the counterpro-
ductive behavior has a positive influence on the contextual organizational performance (ß = 0.262; t = 
3.878 > 1.96; p = 0.000 < 0.05); and (iv) the task performance has a positive influence on the contextual 
organizational performance (ß = 0.482; t = 6.640 > 1.96; p = 0.000 < 0.05).

Still, the perspective changed when an intergenerational approach was employed. On the one hand, 
it was brought forward that significant differences appear between: (i) the employees from Generation 
X and Generation Y when it comes to the influence of the counterproductive behavior on the contextual 
individual and organizational performance; (ii) the employees from Generation X and Generation Z when 
it comes to the influence of the contextual individual performance on task performance; and (iii) the 
employees from Generation Y and Generation Z when it comes to the influence of the counterproductive 
behavior on the contextual individual performance.
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On the other hand, it was emphasized that various similarities occur between Generation X and 
Generation Z. Thus, among the employees from Generation X and Generation Z, it was proved that: (i) 
the contextual individual performance positively influences task performance (for Generation X: ß = 
0.716, t = 8.071 > 1.96, p = 0.000 < 0.05; for Generation Z: ß = 0.410, t = 2.659 > 1.96, p = 0.008 < 
0.05); and (ii) the task performance positively influences the contextual organizational performance (for 
Generation X: ß = 0.542, t = 4.067 > 1.96, p = 0.000 < 0.05; for Generation Z: ß = 0.365, t = 2.157 > 
1.96, p = 0.031 < 0.05). The same relationships were validated among the employees from Generation Y, 
and in addition, two more aspects were reflected, namely: (i) the counterproductive behavior positively 
influences the contextual individual performance (ß = 0.714, t = 9.571 > 1.96, p = 0.000 < 0.05); and 
(ii) the counterproductive behavior positively influences the contextual organizational performance (ß = 
0.638, t = 7.306 > 1.96, p = 0.000 < 0.05). The similarities between Generation X and Generation Z may 
occur due to the fact that the members of Generation X were frequently in charged with the education of 
the latter. Besides, the members of both generations are competitive, driven by change and goal oriented.

These findings have both theoretical and practical implications. On the one hand, they extend the 
theory from the human resources management and performance management fields by providing an 
intergenerational analysis on the impact of the counterproductive behavior and contextual performance 
on employees’ task performance. On the other hand, they help the managers to understand how the re-
lationships established among the counterproductive behavior, contextual individual and organizational 
performance, and task performance can be perceived differently by the employees who belong to various 
generations, like Generation X, Generation Y, and Generation Z.
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KEY TERMS AND DEFINITIONS

Contextual Individual Performance: The emotional and spiritual knowledge (devotion, determi-
nation, etc.) that the employees decide to use in the organizational environment in order to foster their 
professional development.

Contextual Organizational Performance: The quality of the working relationships established 
within the organization in order to support the employees’ professional development and the company’s 
sustainable development.

Counterproductive Behavior: A behavior that stimulates competition among the employees and 
challenges the status quo.

Generation X: A cohort of population that usually adopts a speculative behavior, using the team and 
the organization for their own personal and professional purposes.

Generation Y: A cohort of population that witnessed the faster pace of technological progress, is 
informed and demanding, has a high level of self-esteem, and values the equilibrium between the per-
sonal and professional life.

Generation Z: A cohort of population that was raised with the information and communication chan-
nels at its fingertip, competitive, interested in the economic, social, and environmental sustainability, 
very well informed but scared by the future.

Task Performance: The concrete results obtained by the employees at the workplace.
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ABSTRACT

The increasingly complex and turbulent 21st century work environment poses challenges for businesses 
that can threaten their long-term sustainability. Given the rapid developments in technology, increasing 
rates of employee turnover, skills shortages, and changing expectations from Generation Z, the youngest 
generation now entering the workforce, organizations are recognizing the importance of developing a 
career resilient workforce. Individual employees’ career resilience frames their capacity to respond when 
faced with career challenges, allowing them to continue functioning effectively, adapt in a flexible man-
ner, and to successfully deliver work outcomes. To sustain a resilient workforce, managers must actively 
plan, develop, and deploy human resource management initiatives aimed at instilling career resilience 
in the youngest workplace entrants. By strategically designing generationally-appropriate management 
practices to maximize Generation Z talent, organizations can bolster their business sustainability to 
remain competitive in the changing economy.
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INTRODUCTION

Organizations in the 21st Century operate in an increasingly volatile, uncertain, complex and ambiguous 
(VUCA) environment (Mack, Khare, Kramer & Burgatz, 2016) which presents challenges that threaten 
business survival. This fluid VUCA environment is characterized by shocks and stressors in the form of 
managing multiple generations in the workforce, increasing globalization and burgeoning digitalization 
(Lee, Huang & Ashford, 2018). In recent years organizational sustainability has been challenged by the 
loss of valuable company-specific knowledge and experience as the large Baby Boomer (born 1943-
1960) component of the workforce retires. Ageing populations in developed nations like Japan, the U.S. 
and Australia (Sandhu, Sastrowardoyo, Benson & Scott-Young, 2016) also pose significant labor force 
stressors (McDonald & Kippen, 2001; Dixon, 2003; Burke & Ng, 2006). Organizations now face risks 
associated with the “major global skills shortages [which] exist in a wide range of industries and sectors” 
(Holbeche, 2015, p.43). Adding to this risk is the increased mobility and job-hopping of Generation Y 
employees (born 1980-1994) (Benson, Sandhu, Sastrowardoyo & Scott-Young, 2015). A world-wide 
survey conducted by KPMG (2014) ranked finding skilled employees one of the most pressing business 
challenges facing contemporary chief executives, second only to achieving profitable growth.

The recent entry into the workplace of the youngest generation, Generation Z, also known as the 
Internet Generation (Tapscott & Williams, 2010) or IGen (Twenge, 2017), constitutes another of the 
many shocks contemporary organizations are experiencing. The sociological concept of generations 
was developed by Karl Mannheim (1928) to categorize same-aged cohorts who share their birth and 
formative years in a particular time in history in a particular geographical, cultural and socio-economic 
location. The generation concept is used to classify different age cohorts into relatively homogeneous 
categories that display a common world view, value system and set of social behaviors that differentiate 
them from other age groups and that remain relatively stable throughout their lives (Howe & Strauss, 
2000). Although age cut-offs vary between authors, Generation Z is generally considered to include 
those born in or after 1995 (Scholz & Rennig, 2019) and is the youngest generation following on from 
the highly-researched Generation Y (also known as Millennials), born between 1980 and 1994 (Howe 
& Strauss, 2000). As the newest entrant in the workplace, Generation Z has been less-well studied, but 
early research suggests that they are markedly different to Generation Y (Nielson, 2015). The differ-
ences are so stark that generational experts recommend that organizations give priority to adapting their 
human resource management practices to cater for this new generation’s special needs and preferences 
(Scholz et al., 2018), arguing that they have the potential to ruin businesses that fail to adopt new ways 
of working (Van Wyk, 2015).

According to Cascio (2019, p.285) “emerging adults typically change jobs at least seven times by 
their late 20s” highlighting the challenge that organizations face in retaining talented and skilled em-
ployees. The entrance of this new generation into the contemporary VUCA environment necessitates 
that organizations must focus renewed attention on their talent management strategies in order to create 
a competent workforce which is able not only to respond to arising challenges, but also has the capacity 
to adapt and be forward-thinking to maintain business agility and sustainability (Seibert, Kraimer & 
Heslin, 2016). One important attribute which shows promise to assist in the development of a sustain-
able, enduring skilled workforce is career resilience, which refers to an employee’s capacity to respond 
with fortitude when faced with career challenges, allowing them to continue effective functioning, adapt 
in a flexible manner, and to successfully deliver outcomes (Seibert et al., 2016). However, there is only 
limited understanding of resilience in the context of employee careers due to a lack of sustained research 
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in the management literature (Bimrose & Hearne, 2012; Lyons, Schweitzer & Ng 2015). Moreover, to 
date, there has been no attention paid to building the career resilience of the most vulnerable (Twenge, 
2017) and youngest segment of the workforce, Generation Z.

This chapter is conceptual in nature and outlines the strategic importance of building a career-resilient 
workforce to maintain business sustainability. Organizations that adopt a strategic view of human resource 
management consider their employees to be human assets that can be made valuable through adopting 
systems (known as human resource management practices) to explicitly motivate, manage and shape 
desirable behaviors and produce optimal performance of these assets (Mello, 2011). The investment that 
organizations make in employee development, in terms of time and money rests on their acknowledge-
ment that employees comprise the fabric and success of the organization’s operations and sustainability 
(Kraimer, Seibert, Wayne, Liden & Bravo, 2011). This chapter presents a new conceptual framework for 
fostering employees’ career resilience based on the Resource-Based View (RBV) of the firm (Barney 
1991) which emphasizes the critical role of an organization’s internal human resources in sustaining 
competitive advantage. The framework consists of a suite of specific human resource management 
practices which organizations can adopt to strategically develop and retain a career-resilient workforce. 
Specifically, the chapter emphasizes the need to understand the unique characteristics of Generation Z, the 
latest entrants into the workforce, in order to revisit and strategically tailor human resource management 
initiatives to develop this new generation’s career resilience. Drawing on the limited available research 
on what Generation Z requires and how workplaces need to adapt, this chapter integrates fragmented 
knowledge to identify a set of generationally-appropriate practices to guide managers in developing their 
young entry-level employees.

BACKGROUND: THE CHANGING NATURE OF CAREERS

The late 20th Century saw a radical shift in the employer-employee contract. Traditionally, this psy-
chological contract had placed a paternalistic responsibility on employers to provide their employees 
with the security, stability and assurance of a life-long job in return for workers’ loyalty, efficiency and 
motivation. The responsibility for employees’ career development has since shifted with the new 21st 
century employer-employee contract creating a partnership of shared obligations between employers 
and employees (Brown, 1996). The new focus on employee self-directedness and self-management of 
their own careers in the 1990s catalyzed the emergence of new career paradigms, most notably the pro-
tean and boundaryless careers (Hall, 1996; Arthur & Rousseau, 1996). These new models emphasize 
the shared responsibility of career planning and management (Akkermans, Seibert & Mol, 2018), but 
place more onus on the employee to assume individual agency in their career development (Watermann 
et al., 1994; Birchall & Lyons, 1995). According to Hall (1996), the protean career involves employees 
making lifelong adjustments based on their experience, learning and transitions, whilst the boundary-
less career applies an opportunistic lens, focusing on the advantages and prospects associated with an 
individual employee’s higher degree of free agency (Akkermans et al., 2018). The critical importance 
of human capital to business success necessitates that employers offer ongoing opportunities to assist 
their workforce to update their skills to ensure they remain satisfied, motivated and productive. Under 
this new contract “it is the employee’s responsibility to manage his or her own career”, whilst employ-
ers are responsible to “provide employees the tools, the open environment, and the opportunities for 
assessing and developing their skills” (Watermann, Watermann & Betsy, 1994, p.88). Through fulfilling 
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their responsibilities, employers can expect to gain benefits including high productivity and commitment 
(Harari, 1995) which will ensure the sustainability of their operations.

CAREER RESILIENCE

The changing nature of the global environment has resulted in additional strain imposed on both em-
ployees and employers and their ability to sustain their careers and business operations, respectively. In 
order to effectively respond to the ongoing challenges and the range of experiences in a dynamic work 
environment, career resilience is regarded as an “essential survival skill in the 21st Century” (Cascio, 
2007, p.552). The concept of career resilience grew from a seminal study by London (1983) which con-
sidered career resilience as an element which (together with career insight and career identity) formed the 
broader construct of career motivation. As originally defined by London (1983, p.628) career resilience 
is an “individual’s resistance to career disruption in a less than optimal environment”. The definition 
has since undergone multiple modifications and to date, there is still no universally accepted form. 
Following his original definition, London (1983) redefined career resilience as “the ability to adapt to 
change, even when the circumstances are discouraging or disruptive” (London, 1997, p.34). This new 
definition saw the replacement of the notion of ‘resistance’ with ‘adaptation’ in overcoming challenges 
and disruptions to careers.

There has also been debate over whether career resilience should be classified as an attribute, a pro-
cess, or an outcome. Some scholars conceptualize career resilience as an attribute or ability that is not 
fixed or constant, but one that fluctuates depending on the challenges and disruptions presented in the 
work environment at a particular point in time (Mishra & McDonald, 2017). In contrast, other researchers 
(e.g., Van Vuuren & Fourie, 2000) conceptualize career resilience as a ‘process’ that instills in individu-
als the capability to overcome persistent and episodic career obstacles arising from loss of supportive 
workplace relationships, stress, work-life conflicts or job insecurity. This process occurs through the 
interaction of the individual’s private life and support systems with their career, and concerns how the 
individual uses behaviors, skills and knowledge to overcome disruptions and adapt to new conditions 
(Mansfield, Beltman, Price & McConney, 2012). The maintenance of career resilience is not guaranteed 
for individuals who have shown career resilience previously, but it is subject to the ongoing process 
which tests the individual’s ability to respond to and overcome work challenges. Whilst the deliberation 
on the correct classification of career resilience is still ongoing, it is generally regarded as “an ability, 
process and outcome that is something that people possess…something that is developed…something 
that can arise as a consequence of experiences” (Burke & Scurry, 2019, p.18). Based on the existing 
literature, in this chapter career resilience is defined as the capacity of an individual to adapt to career-
related challenges and move towards a positive career trajectory.

CAREER RESILIENCE IN A VUCA WORK ENVIRONMENT

The turbulent environment in which organizations exist today contains a wide array of shocks and stressors 
which contribute to risks and uncertainties for employees. Career shocks encompass events which may 
be either anticipated or unanticipated. According to Akkermans et al. (2018), the literature on career 
shocks originated from studies on the effects of chance events on employee turnover and has since gained 

 EBSCOhost - printed on 2/8/2023 2:02 PM via . All use subject to https://www.ebsco.com/terms-of-use



310

Strategies for Business Sustainability in a Collaborative Economy
 

traction due to the expectation that amid the dynamism of the 21st century, employees and employers 
can expect to face multiple shocks. Such shocks arise from various sources from employees’ profes-
sional and personal lives (Morell, Loan-Clarke & Wilkinson, 2004). These shocks can impact workers 
which “trigger deliberation about potential career transitions such as acquiring new skills, searching for 
a new job, changing occupations or retiring” (Seibert et al., 2016, p.245). In some cases, the severity of 
the shocks may also initiate thoughts about leaving the organization (exit cognitions) (Kulik, Treuren 
& Bordia, 2012), adding strain on an organization’s capacity to retain a stable, experienced workforce.

Career shocks vary in both in their severity and impact on an employee’s career trajectory. There are 
two main classifications of career shocks; positive and negative shocks. Positive career shocks are favor-
able in nature and commonly take the form of unexpected pay rises or rewards, praise for performing 
well and recognition for the employee’s efforts (Seibert et al., 2016). Conversely, negative career shocks 
unleash a high degree of stress and challenge on employees and can take various forms, most commonly; 
work instability, mentor departure, failure to obtain expected rewards or promotions, or organizational 
changes (mergers and acquisitions) (Seibert et al., 2016). Career shocks challenge both employees and 
employers who must act to overcome and bounce back from such events. Shocks have been found to 
contribute to 60% of turnover cases (Holtom et al., 2005), hence, the ability of employers to support 
employees to be resilient in the face of shocks presents the opportunity to reduce risks of high turnover, 
which currently threatens business sustainability. One of the initial negative career shocks experienced 
by early career employees is ‘reality shock’, characterized by a disconnect between a new worker’s 
expectations and the workplace reality (Kramer, 1974). Studies show that reality shocks pose risks for 
early career development and contribute to the high rate of early turnover (Kodama, 2017). Supporting 
new recruits through this initial disenchantment phase is crucial for helping Generation Z to not only 
survive in their first job role, but also to thrive in their early career phase.

On the other hand, career stressors are more ongoing and persistent negative factors in the work envi-
ronment that subject workers to undue work pressures and demands (Bhui, Dinos, Galant-Miecznkowska, 
de Jongh & Stansfeld, 2016) which in turn produce undesirable reactions. Since the 2008-2009 global 
recession, work-related stress has continued to escalate predominantly due to “job insecurity, work in-
tensity and inter-personal conflict” (Chandola, 2010, p.15). Organizations are beginning to recognize 
that they have a vested interest in reducing the stressors imposed on their employees. Employees who 
are subjected to high degrees of work stress are at risk of anxiety, depression, cardiovascular disorders 
and workplace accidents which contribute to high absenteeism rates (Chandola, 2010). Just as important 
as the economic benefits that organizations stand to gain by reducing workplace stress, is their legal and 
ethical duty of care to provide employees with a safe, risk free work environment as far as reasonably 
practicable. As Generation Z is entering the workforce with a significantly higher incidence of anxiety, 
stress and depression than previous generations (Twenge, 2017), it is of paramount importance that or-
ganizations create a positive and nurturing environment to support them. Eliminating unproductive work 
stressors and supporting workers’ health and emotional wellbeing will enable organizations to sustain 
their operations in highly competitive market conditions.

CREATING A CAREER-RESILIENT WORKFORCE

Career resilience benefits employees through developing their abilities to manage and navigate their 
careers, whilst also offering benefits for employers through the development of a resilient and stable 
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workforce. According to Waterman et al. (1994, p.88), a career-resilient workforce is “a group of em-
ployees who not only are dedicated to the idea of continuous learning, but also stand ready to reinvent 
themselves to stay abreast of new skills and keep pace with change; who take responsibility for their own 
career management and who are committed to the company’s success”. Career resilient workers are not 
only dedicated to ensuring that they remain employable through continual skill development for skill 
portability (Waterman et al., 1994), but are also alert and forward thinking, constantly engaged with their 
environment to identify and anticipate arising challenges to adapt to new contexts (Kuntz, Connell & 
Naswall, 2017). Career-resilient workforces possess adaptability and flexibility to sustain positive career 
trajectories, whilst constructing a repository of coping mechanisms to assist them in future adversities 
(Luthar et al., 2000; Masten & Reed, 2002; Bonanno, 2004; Caza, 2007).

Whilst career resilience research focuses on the employee’s responsibility for self-agency and their 
intensified role of orchestrating their own career trajectory, employers also have a role in facilitating 
the development of their workforce’s career resilience and ultimately stand to benefit from supporting 
training interventions (Collard, 1996; Baruch, 2006). Employers often neglect to take an active role in 
the development of their employees’ career resilience due to fear and the misconception that enhancing 
workers’ employability will result in higher turnover to obtain better paying employment with competitor 
organizations (Baruch, 2001). However, the literature has shown the opposite occurs. Offering develop-
ment opportunities increases employee satisfaction, retention and organizational commitment (Bartlett, 
2001; Tansky & Cohen, 2001; Benson, 2006). Therefore career development initiatives and opportunities 
to enhance employability, and hence career resilience result in employees’ continued engagement in their 
role and the organization thus contributing to long term business sustainability (Mitchell, Holton, Lee, 
Sablynski & Erez, 2001). For the sake of operational sustainability, managers must reformulate their 
workforce strategies and re-conceptualize their role in introducing new human resource management 
initiatives to bolster their employees’ career resilience.

UNDERSTANDING GENERATION Z: NEWEST WORKFORCE ENTRANTS

Generation Z will make up almost one third of the labor market by 2025 (McCrindle, 2019). Understand-
ing how to best sustain the continued engagement and career resilience of this critical young segment of 
the workforce poses a challenge for management to ensure their business remains sustainable into the 
future. There are some similarities between this generation and their predecessors, Generation Y. Both 
age cohorts feel a strong sense of entitlement to good job assignments and rapid career progression, 
failing to realize the need for sufficient work experience (Parry & Battista, 2019). However there are a 
number of key differences between the youngest employees and Generation Y. Despite being the most 
adept users of technology of all generations (Seemiller & Grace, 2017), Generation Z prefer to commu-
nicate via text message, often ignoring emails and neglecting to set up voice mail on their mobile phones 
(Combs & Twachtman, 2019). Despite being digital natives with a strong presence on social media, at 
work Generation Z prefer interacting face-to-face (Goh & Lee, 2018; Schawbel, 2014). However, through 
being constantly electronically connected on social media, this generation shows a concerning deficit 
in face-to-face communication and social skills (Combs & Twachtman, 2019) which can impede their 
ability to work collaboratively and communicate effectively in co-located teams (Brown, 2017), but 
equips them well for virtual teamwork. Heavy use of electronic communication tools and social media 
has also led to a growth of online bullying, sleep deprivation due to too much screen time, and a decline 
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in self-confidence and mental health, with unprecedented levels of anxiety, stress, depression and self-
harm (Brown, 2017; Twenge, 2017).

In sharp contrast to the slightly older, highly mobile predecessors, the Generation Y employees 
(Benson et al., 2015), Generation Z are attracted to job security (Iorgulescu, 2016) due to being raised 
in the uncertain economic times of the Great Recession era. Hence Generation Z appreciates training 
initiatives that increase their employability and perceived workplace value (Iorgulescu, 2016). Being born 
into an era of personalized and highly interactive technologically-enabled solutions (Hernaus & Pološki 
Vokic, 2014), Generation Z prefer tailor-made and interactive work design solutions and are well-suited 
to autonomous learning. This youngest generation is attracted to organizations that embrace employee-
centered human resource management practices such as attractive compensation, good work-family bal-
ance and equity and diversity initiatives (Wayne & Casper, 2012). Opportunity for advancement in their 
career, a sustainable income, and job security are said to be the top three considerations for Generation 
Z (Iorgulescu, 2016). They appreciate organizations that demonstrate that they value their employees 
through the provision of initiatives to help this new generation meet its three key needs. Specifically, 
organizational practices designed to bolster Generation Z’s career resilience will be critical for fostering 
their sense of job security and long term commitment to their employer.

STRATEGIC HUMAN RESOURCE INITIATIVES TO FOSTER 
CAREER RESILIENCE IN GENERATION Z

Organizations stand to benefit from career resilience of their Generation Z workforce. “Employers are 
becoming more dependent on the resourcefulness, commitment, and flexibility of their staff” (Kidd & 
Smewing, 2001, p.25) and must extend their supervisory roles to support the continuous learning and 
career development of their employees. To attract and retain talented Generation Z employees, managers 
must provide them with the opportunity to undertake learning, gain varied work experiences and develop 
networks to provide career support (Nabi, 2000). By supporting initiatives to bolster the career resilience 
of their new recruits, organizations can strategically increase the likelihood of retaining a talented pool 
of employees, whose flexibility and adaptability will be invaluable for ensuring the maintenance of a 
competitive advantage (Bowen & Ostroff, 2004). Additionally, organizations carry an ethical respon-
sibility (Van Buren, 2003) for assisting their employees to remain relevant by up-dating their skills. In 
order to reap the benefits of a career resilient workforce, organizations must uphold their responsibility 
for providing the necessary resources for career management as outlined in the new employer-employee 
psychological contract.

Theoretical Framework

The new framework presented in Figure 1 draws on the Resource-Based View (RBV) of the firm (Barney 
1991) to explain the strategic advantages for organizations through fostering a career resilient workforce. 
Employees who are adaptable, flexible and thus resilient are inimitable and irreplaceable, as well as 
necessary for sustaining organizations amidst the uncertainties and complexities associated with the new 
work environments. A career-resilient workforce that is agile, proactive, flexible and adaptive enables 
organizations to maintain a strategic competitive advantage (Teece, Pisano & Sheun, 1997) and thrive 
amid the changes that occur due to their capacity to view these events as opportunities for growth and 
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development instead of fearing change (Maree, 2017). A career-resilient workforce acts as a valuable, 
and non-substitutable resource which assists in providing and maintaining a sustainable competitive 
advantage as well as superior performance over competitors (Barney, 1991). Human capital is viewed 
as a major source of sustainable competitive advantage due to the difficulty for competitors to imitate 
the career resilience aspect within their own workforces (Wright et al., 1994).

In accordance with the RBV of the firm, for an organization to reap a strategic competitive advantage, 
its resource (in this case a career-resilient workforce) must be 1. valuable, 2. heterogeneous in nature, 
and 3. imperfectly mobile (Barney, 1991). First, a resource is considered to be valuable if it works in 
a manner which reduces the organization’s costs and increase its revenue. Since career-resilient em-
ployees are adaptable and flexible in responding to changes in their surrounding environment, their 
performance is less likely to be affected by career shocks and their motivation levels and performance 
are not so subject to the effects of disruption (Fourie & Van Vuuren, 1998; Tien & Wang, 2017). Due to 
their enhanced capacity to deal with change, a career-resilient workforce serves as a valuable resource 
that enables organizations to continue to operate in an efficient and effective manner to maintain their 
competitive success.

Second, an organization’s resource is said to contribute to its competitive advantage if it is heteroge-
neously distributed; that is, the resource is rare in nature and not readily available. As career resilience 
must be intentionally fostered and developed, it is not readily available and must be nurtured. The extent 
to which employees are career resilient is subject to a variety of factors including training and develop-

Figure 1. Framework of strategic HRM practices to develop Generation Z’s career resilience to maintain 
business sustainability

 EBSCOhost - printed on 2/8/2023 2:02 PM via . All use subject to https://www.ebsco.com/terms-of-use



314

Strategies for Business Sustainability in a Collaborative Economy
 

ment, experience, workplace culture and individual capacities; hence a career resilient workforce cannot 
be fully identical. Third, the mobility or imitability of the resource deems its value in obtaining a strate-
gic competitive advantage in that perfectly mobile resources are only regarded as providing temporary 
competitive advantages to organizations due to the possibility of competitors obtaining these resources 
for their own benefit (Mata, Fuerst & Barney, 1995). As career-resilient individuals are considered to 
be highly trained, skilled and flexible, they are also regarded as being highly employable in that skills 
transferability allows them to seek employment elsewhere (Tien & Wang, 2017). As a career resilient 
workforce will only provide a temporary strategic advantage if it is not retained, it is in an organizations’ 
best interests to provide effective human resource management practices like learning and development 
to assist employees in their endeavors to remain skilled and employable as this is likely to result in higher 
levels of job satisfaction, motivation, and thus retention.

An organization’s ability to maintain a strategic competitive advantage rests on developing the career 
resilience of its workforce. Although research on Generation Z is still is sparse and sometimes contra-
dictory (Zehetner, Lepeyko & Zehetner, 2019), Generation Z displays unique differences from previous 
generations which mean organizations would be wise to revisit and tailor their existing management 
practices to meet the needs of young entry-level employees (Cappelli & Tavis, 2018; Chillakur & Mah-
anandia, 2018). Although the research is scattered across disciplines, studies have identified a number of 
initiatives to support the development of this generation’s career resilience, including career mentoring, 
career counseling, ongoing learning and development, continuous and timely feedback, agile management, 
intrapreneurship, healthy workplaces, flexibility, and providing appropriate recognition and rewards. In 
turn, career resilience can influence important human resource outcomes such as increased employee 
motivation and job satisfaction (Coetzee & Potgieter, 2014), decreased burnout, increased career suc-
cess (Salisu, Hashim, Ismail & Isa, 2017) as well as lower staff turnover and higher employee retention 
(Waterman et al., 1994). Organizations that employ these human resource management practices to 
foster employee career resilience will reap the benefits of competitive advantage. Each human resource 
management practice in the framework has been specifically selected for its suitability for Generation 
Z and will be discussed in more detail in the following sections.

Career Mentoring

Career mentoring activities positively impact employees’ level of career resilience (Luthans, Avey, Avolio 
& Peterson, 2010) through strengthening their overall resilience capacity (Arora & Rangnekar, 2015). 
Hence, mentoring is an invaluable tool “for talent development, retention and attraction” (Robinson, 
2007, p.208) with the potential to assist organizations in encouraging the self-efficacy and career de-
velopment of employees through facilitating a developmental relationship between a junior Generation 
Z employee, regarded as the protégé, and an experienced senior acting as the guide or mentor (Shollen, 
Bland, Canter, Finstad & Taylor, 2014). Such pairings encourage knowledge-sharing and the acquisition 
of skills and relationships which result in workplace benefits (Noe et al., 2002). Mentors can enable 
Generation Z protégés to recognize a number of opportunities through the provision of valuable advice 
which strengthens their resilience (Linberger, 2008). Reverse mentoring which encourages recent gradu-
ates to share the latest discipline-specific knowledge and technological advances acquired during their 
recent education fulfills the dual purpose of building Generation Z’s confidence in their own value while 
up-skilling older, more established employees in the workforce (Roman, 2017).
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Mentoring in the workplace can take two main forms: psycho-emotional and career-oriented (Sosik & 
Godshalk, 2005). Firstly, psycho-emotional mentoring involves establishing interpersonal bonds between 
the protégé and the mentor via building trust and a focus on enhancing the employee’s inner competen-
cies through feedback and acceptance. This supportive form of mentoring is particularly valuable for 
members of Generation Z who are often unable to deal with adversity and sometimes lack the social 
skills to develop workplace peer networks for support (Gould, Nalepa & Mignano, 2020). Career-oriented 
mentoring is the second type of mentoring which is characterized by a less affective, more professional 
relationship which seeks to provide challenging work assignments to develop the employee’s capacities, 
political protection for the protégée and enhanced visibility of the protégé among senior management 
to promote opportunities for promotion and career development (Allen, Eby, Poteet, Lentz & Lima, 
2004). An organization’s ability to provide career mentoring results in benefits to business sustainability. 
Enhanced employee self-confidence and satisfaction (Tong & Kram, 2013), career advancement op-
portunities, enhanced skills and psychological support (Eby & Lockwood, 2005) and increased personal 
learning abilities (Lankau & Scandura, 2002) all lead to the strengthening of employee resilience which 
in turn enhances organizational performance (Arora & Rangnekar, 2015).

Career Counseling

Easy access to counseling and support services is particularly important for Generation Z who have 
grown up with often over-protective “helicopter” parents providing high levels of guidance and emotional 
support to the point of disempowering this new generation (Twenge, 2017). This over-control has led to 
higher levels of anxiety, stress and depression than were experienced by previous generations (Twenge, 
2017). Counseling services are often incorporated in employee assistance programs of individual career 
counseling, management coaching and change management to support employees through occupational 
stress (Kirk & Brown, 2003). Such services can nurture career resilience (Johnson, 2008) and hence pro-
duce beneficial outcomes for both employers and Generation Z employees alike (Kirk & Brown, 2003). 
Counseling often focuses on providing employees with training and knowledge about coping strategies to 
assist workers to prevent, respond to and thrive in the face of both work-related and personal issues (Kirk 
& Brown, 2003). Such services ensure that Generation Z employees have a support network they can 
turn to for assistance, guidance, coping mechanisms and support for their ongoing career development.

Learning and Development

The opportunity for career advancement is the number one priority of Generation Z (Iorgulescu, 2016). 
To further assist Generation Z employees to succeed in uncertain or volatile environments, employers 
can use smart platforms to collect performance data and analyze each employee’s learning needs to 
provide personalized micro-learning opportunities (Miller, 2019) that enhance their adaptive capacity 
and employability (Clarke, 2007). Learning and development tailored to Generation Z needs to take 
into account that they are digital natives, not having known life without the Internet and smart devices 
(Twenge, 2017; Euromonitor International, 2011) hence they prefer technology-aided self-learning op-
portunities (Francis & Hoefel, 2018). Although this generation is quick to assimilate information, they 
also lose interest quickly (Cameron & Pagnattaro, 2017). To cater to their fast information processing 
skills and their short attention span (Scholz, 2019; Gould, et al., 2020) technologically-enabled, self-
paced training is an ideal instructional mode. Being highly visual learners (Hart, 2017) Generation Z 
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enjoy watching short YouTube videos to learn new skills (Combs & Twachtman, 2019). They prefer 
bite-sized information that they can autonomously access when needed (Seemiller & Grace, 2017) mak-
ing online modular learning and micro-credentials important training options. Brief learning modules 
can be designed to provide credentials or badges for successful completion, enabling Generation Z to 
engage in continuous, self-directed up-skilling, when and where convenient to them.

Kraimer et al. (2011, p. 486) term such programs as ‘organizational support for development’ (OSD). 
Their study found that OSD is directly related to “employees’ overall perceptions that the organization 
provides programs and opportunities that help employees develop their functional and managerial skills” 
which are necessary for the attainment of career resilience. Dedication to providing career support and 
opportunities for training and ongoing skill development will result in Generation Z employees perceiv-
ing that their organization cares for and invests in them (Kraimer et al., 2011). Organizations that offer 
training and career development opportunities to employees, gain benefits in the form of high degrees 
of employee commitment, job satisfaction and enhanced performance (Sturges et al., 2005; Barnett & 
Bradley, 2007; Aguinis & Kraiger, 2009), and create adaptable and flexible employees responsive to 
change, who contribute to the maintenance of competitive advantage in an increasingly VUCA environ-
ment (Clarke, 2007).

Timely Feedback

Compared to earlier generations, Generation Z workers experience greater self-doubt and show lower 
levels of confidence (Twenge, 2017). To bolster this generation’s sense of self-efficacy, organizations 
can play a key role through the provision of regular feedback that shapes their learning and recognizes 
good performance, and by creating an environment which accepts failure as an essential element of taking 
risks, learning and improvement (Quigley & Tymon, 2006). Growing up with video games, Generation Z 
employees are used to immediate and ongoing feedback (Scholz, 2018) and prefer frequent and concise 
responses to their actions. Timely and targeted feedback that is both constructive and developmental will 
allow managers of Generation Z to communicate their expectations about performance and to pinpoint 
areas which require further improvement and growth (Green, 2002).

Generation Z expect feedback to be a two-way exchange, believing that managers should listen and 
be responsive to their employees’ honest feedback as well (Chicca & Shellenbarger, 2018). This may 
require further training of managers in the skill of encouraging and receiving constructive feedback. 
Organizations can also implement technology-enabled practices to ensure that feedback is provided in 
a “regular, systematic and open” fashion (Clarke, 2007, p.276) and is development-focused as opposed 
to solely evaluating past performance once a year (Ryan et al., 2000; Atwater, Brett & Charles, 2007). 
Software like Friday Feedback (fridayfeedback.com) or customized apps can be used collaboratively 
for weekly progress check-ins to identify and resolve issues quickly and allow employees to track their 
improvement and learn through iteration by self-correcting in real time (Cappelli & Tavis, 2018). Such 
ongoing and timely feedback will empower Generation Z employees to successfully manage their career 
development and in the longer term this will contribute to greater organizational sustainability.

Agile Management

The agile philosophy of management is well-suited to managing complexity (Da Silva, Estácio, Kroll, 
& Fontana, 2016) in the digital era of Industry 4.0 (Marnewick & Marnewick, 2019). Originating as 
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a more nimble and responsive approach to delivering software projects, the agile philosophy has now 
been successfully adopted in many other contexts, including general management and human resource 
management (Rigby, Sutherland & Noble, 2018). Agile is a mindset (not a methodology) that empha-
sizes people over processes, collaboration over contracts, iterative problem-solving over planning, and 
usability over documentation (Marnewick & Marnewick, 2019). The responsive, time-limited principles 
of agile are well-suited to managing the youngest entrants in the workplace. Agile often involves cross-
functional, collaborative task forces working intensively on a specific project to achieve rapid results 
through iterative correction (Cappelli & Tavis, 2018). Agile communication includes the kind of regular 
feedback (immediate, two-way, brief and authentic) that Generation Z likes and is often delivered in their 
preferred communication mode of face-to-face daily stand-up meetings (Chicca & Shellenbarger, 2018). 
Agile managers empower their team members and act as coaches to facilitate rapid behavior change. In 
addition, they encourage peer-to-peer feedback that allows Generation Z to share with team members 
any concerns or errors they may be reluctant to discuss with their team leader for fear of a negative 
performance appraisal (Cappelli & Tavis, 2018).

Intrapreneurial Opportunities

Generation Z are more resourceful and self-motivated than Generation Y and are noted for their entre-
preneurial drive and extensive online networking capabilities (Schawbel, 2014). According to one study 
(Miller, 2019), 58% of Generation Z participants expressed a desire to create a business enterprise of 
their own. Many of this new generation have studied entrepreneurship subjects at university (Lainier, 
2017) and may have even set up their own business while studying (Chillakur & Mahanandia, 2018). 
Generation Z want to contribute to their organization’s success (Roman, 2019), but they prefer to work 
independently without close supervision (Slavin, 2015). Organizations can foster this generation’s en-
trepreneurial activities within the company (intrapreneurship) by giving them autonomy and a voice in 
the decision-making process (Slavin, 2015), allowing them ownership of projects to improve products, 
services and systems, providing access to company big data on customer insights and user experience, 
and encouraging creativity and innovation with minimal supervision (Schawbel, 2014). Some companies 
like 3M and Google have successfully created innovative new products by encouraging their employees 
to spend 20% of their working time on pet projects which allows them to “work within a business in an 
entrepreneurial capacity [and] flex their leadership and creativity muscles” (Miller, 2019, p.1).

Healthy Workplace

The workplace has the potential to either undermine or enhance the development of Generation Z’s ca-
reer resilience. Healthy workplaces which offer adequate work-life balance combined with good social 
support can contribute to the development of resilience (Wilson & Ferch, 2005; Bardoel, Pettit, De Cieri 
& McMillan, 2014) in Generation Z. Positive and caring relationships in the work environment provide 
a means for employees to make relatable connections and support networks to positively benefit their 
career development (Wilson & Ferch, 2005). Workplaces that foster a culture that “encourages lifelong 
learning in an environment that emphasizes and rewards flexibility and resilience over the career lifetime 
of employees” (Donner & Wheeler, 2005, p.30) bolsters employees’ career resilience. Creating a success-
ful and effective healthy work culture requires support and involvement from not just top management, 
middle managers and supervisors, but also from Generation Z employees themselves (Conger, 2002). 
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Porath, Spreitzer, Gibson and Garnett (2012) found that instituting positive psychological practices that 
foster thriving (such as a climate of civility, sharing information, and giving employees a measure of 
decision-making power) improves both employee mental health and workforce sustainability.

Many workplaces now actively promote positive mental health and wellbeing through their occupa-
tional health and safety practices. Since Generation Z’s mental health is the most fragile of all generations 
(Twenge, 2017) they will benefit from training that builds personal resilience through developing the 
protective behaviors like maintaining a healthy diet and exercise regime, sleeping well, building their 
social support networks, maintaining perspective, practicing stress management techniques (Winwood, 
Colon & McKewen, 2013), limiting screen time and social media usage, particularly for Generation Z 
females (Twenge, 2017), and training employees to avoid on-line bullying and trolling. To help Genera-
tion Z regulate their social media usage at work, some managers are encouraging employees to take 
one-minute social media breaks at regular intervals rather than continually multi-tasking (Twenge, 2017). 
In a further bid to bolster employee wellbeing and resilience, many organizations are now implementing 
mindfulness programs to foster employees’ concentration, cognitive acuity, self-awareness, relaxation, 
and emotion-regulation (Knapp, Weber & Moellenkamp, 2017).

Flexibility

With the enhancement of technological advancements and the increased use of technology in work-
places, the adoption of flexible work arrangements has increased (Chess Media Group, 2013). Although 
Generation Z enjoys the face-to-face contact of a normal office environment, as digital natives, they 
also expect the convenience and flexibility (Goh & Lee, 2018; Ozkan & Solmaz, 2015) made possible 
by technological devices such as smartphones, tablets and laptop computers to allow them to remain 
connected if they choose to work remotely (Holbeche, 2015). Generation Z expresses a greater need to 
work-life separation than previous generations (Kelliher, Richardson & Boiarintseva, 2019). This newest 
generation of employees desires to achieve greater work-life balance (Holbeche, 2015) to allow time for 
personal relationships, relaxation and vacations. This requires “human resource departments to fit work 
and personal life in a fluid way” (Sánchez-Hernández, González-López, Buenadicha-Mateos & Tato-
Jiménez, 2019, p.5123). Although Generation Z expects to work hard during office hours, they dislike 
working long hours and overtime and do not want to be available 24/7 (Scholz, 2019). By implementing 
more flexible work arrangements for Generation Z which allow greater choice of when and where to 
work, employers can expect higher levels of engagement as well as increased productivity and overall 
organizational performance.

Recognition and Rewards

It is important that employers reward Generation Z’s efforts and achievements to encourage their mo-
tivation and high performance. Whilst rewards typically elicit better performance, research highlights 
the importance of individualizing rewards according to each employee’s reward preferences (Landry, 
Schweyer & Whillans, 2017). Although Generation Z value monetary rewards, particularly in the form 
of a high salary (Scholz & Rennig, 2019), non-monetary rewards are also important. Landry et al. (2017, 
p.233) argue that “financial incentives are no longer sufficient to motivate workers; particularly those 
in complex, non-routine, and/or creative careers”. Younger generations place a high importance on in-
tangible rewards such as opportunities for training and career development, networking and the creation 
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of meaning and purpose in their careers. This finding highlights that organizations need to re-think 
their strategies for providing rewards to younger workers and should consider a mix of both financial 
and non-financial incentives when looking to motivate, retain and satisfy this youngest generation of 
employees. Some organizations are already responding to these new demands through increasing the 
non-cash rewards they offer, typically in the form of tangible rewards (such as time-off, gifts and travel 
rewards) and intangible rewards (e.g., opportunities for flexible work, training and career development 
opportunities and greater autonomy in decision making) (Morrell, 2011; Srivastava, 2012).

In order to retain talented Generation Z employees and assist in the continual modelling of career 
resilience in the workforce, organizations must not only reward employees for their efforts and successes, 
but also ensure there is open recognition of their contributions. Employees value being acknowledged for 
their efforts by receiving constructive and developmental feedback. In order for recognition and feedback 
to be effective, managers must ensure it is given in a manner which is timely, meaningful specific, and 
uniquely tailored to the individual employee’s needs and contributions (Landry, Schweyer & Whillans, 
2017). To motivate employees and ensure they feel valued, organizations need to combine recognition and 
rewards in a tailored and authentic manner, or risk losing talented employees to their competition. Such 
strategies will allow organizations to play an active role in the development and embodiment of career 
resilience in their workforce, which in turn will see them reaping the benefits of improved motivation, 
agility, flexibility and positive responses to change, which overall will contribute to better maintenance 
of ongoing sustainability.

DISCUSSION

This chapter has identified career resilience, especially in the youngest generation in the workforce, as 
an important feature of a sustainable business environment amidst the complex and rapidly challenging 
work context of 21st Century. There is a growing need for managers to support their young employees 
in the face of these changes (Ungar, 2019). Such volatile and uncertain environmental conditions can 
be particularly distressing to early-career employees, creating high degrees of stress through unexpected 
shocks such as technological disruptions, high turnover and skills shortages. With the changing nature 
of careers and employment contracts, to retain a skilled workforce, employers must maintain and fulfill 
their responsibility for assisting their entry-level employees to develop adaptive capacity. Consistent 
with the Resource-Based View, oorganizations are now beginning to recognise the strategic importance 
of developing a career-resilient workforce. Individual employees’ career resilience determines their 
capacity to respond when faced with challenges, allowing them to continue effective functioning, adapt 
in a flexible manner, and to successfully deliver outcomes. Career resilience enables all employees (and 
especially vulnerable early-career workers) to adapt and survive the range of shocks and stressors in 
volatile environments which in turn enables organizations to remain resilient.

Theoretical and Practical Contributions

This chapter presented a new conceptual framework that identifies strategic human resource management 
practices that may foster career-resilient Generation Z employees. This framework makes a new theoreti-
cal contribution to the sporadically studied field of career resilience by adopting the resource-based view 
to explain the strategic value of career resilience. By applying a generational lens to the management 
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practices that foster career resilience, this chapter provides new knowledge in the field of career resilience 
and also about the youngest generation in the workforce. By drawing on recommendations scattered 
across the extant literature and developing these into an integrated conceptual framework, this chapter 
has identified generationally-tailored human resource management practices for developing Generation 
Z’s career resilience as a strategic resource. Practically, this framework will assist organizations to un-
derstand their role in developing employee career resilience and to identify the many potential beneficial 
outcomes both in their workforce and in enhancing business sustainability. The different management 
initiatives in the framework can inform human resource management practitioners how to achieve the 
strategic advantage of creating a career-resilient workforce to ensure their organization has the means 
to survive and thrive in the new collaborative economy.

FUTURE RESEARCH DIRECTIONS

With the trajectory of changes and disturbances in the work environment expected to continue at a rapid 
pace, more research is needed on the career resilience of all four generations (Generations Z, Y, X and 
Baby Boomers) that are currently in the workforce to identify whether levels of career resilience vary 
according to age, generational cohort, national background, or career and life stage. Through identifying 
generation-specific attitudes, behaviors and expectations that can impact career resilience, organizations 
will be able to develop more tailored management initiatives to develop and retain each generational 
segment of their skilled talent. As studies on Generation Z are still in their infancy, further research on 
this youngest generation will assist organizations to better understand their particular career expecta-
tions and working preferences. This specialized knowledge will assist employers to better attract highly 
skilled new entrants to counteract high turnover and skills shortages, and to provide companies with a 
strategic human capital advantage over their competitors. Future research is needed to investigate both 
the employees’ and employers’ roles in fostering adaptability and to identify how they can work together 
in synergy to survive the shocks and shifts in individual careers (Fourie & Van Vuuren, 1998) and in 
the general work environment. Organizations that do not strategically implement these changes are 
likely to face major challenges in acquiring and retaining necessary talent. Further research to identify 
the dynamics and impacts of common career shocks (Akkermans et al., 2018) will assist organizations 
to better understand and forecast shocks and to develop initiatives to assist their employees to be well-
prepared to withstand them.

CONCLUSION

The purpose of this chapter was to understand the defining characteristics of the newest entrants to the 
workforce, Generation Z, and to identify appropriate strategic human resource management practices to 
foster their career resilience. If senior managers wish to sustain a resilient workforce, they must empower 
their human resource managers to strategically plan, develop and deploy these initiatives for fostering 
employee career resilience. This is one of the first examinations of the career resilience of Generation 
Z, and one of the few studies that links career resilience with business sustainability. This chapter has 
developed a new holistic framework of human resource initiatives to support the development of career 
resilience in young employees. Such practices include career mentoring, career counseling, learning and 
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development, agile management, intrapreneurship, continuous and timely feedback, healthy workplaces, 
flexible work, and appropriate rewards and recognition. By adopting these initiatives, organizations can 
play a proactive role in re-designing entry-level work and developing Generation Z’s career resilience 
and thereby increase their job satisfaction, work motivation and intention to remain with their orga-
nization. Through strategically planning to build workforce career resilience, organizations can work 
towards achieving business sustainability to remain competitive in the ever-changing economy. When 
implemented effectively, these tailored management initiatives will ensure that employers maintain and 
retain a talented workforce to carry them through the challenges of an uncertain future.
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KEY TERMS AND DEFINITIONS

Career Mentoring: The relationship between a mentor and protégée, where the mentor provides 
guidance and advice to assist the protégée in their career.

Career Resilience: The capacity of an individual to adapt to career related challenges and move 
towards a positive career trajectory.

Career Shocks: Unexpected or expected events which challenge an individual’s capacity to conduct 
their work as planned.

Career Stressors: The pressures and demands from the work environment, which are imposed on 
the individual and can lead to unfavorable psychological and/or physical outcomes in their career and/
or personal life.

Employability: The capacity of an individual to consistently develop and enhance their skills to 
remain relevant and attractive to the job market.

Resilience: The capacity to respond to, adapt and learn from stressors and changing conditions.
Turnover: The rate at which employees leave an organization and must be replaced.
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ABSTRACT

The chapter examines all the facets belonging to the Millennial generation. The utility to understand this 
generation is to evolve strategies to keep this workforce engaged and retained in their organizations. The 
chapter under “Who” incorporates all the generations both before and after the Millennials. Millennials, 
in specific, share birth years from 1980 to 2000 and are 2 billion in number out of 7.4 billion people. 
Secondly, the chapter includes the “Why” of Millennials asserting the events and situations that have 
made them “Millennials.” It comprises primarily of factors like technology, social media, economy, 
education, employment, and culture and lifestyle, which are discussed in length in the chapter. Thirdly, 
the “What” about Millennials informs readers of things required to know about this generation. It con-
sists of work motivations and work values exhibited by Millennials. Finally, the chapter takes account 
of “How” to engage and retain this generation and gives an account of certain job resources.

INTRODUCTION

With the beginning of the 21st century, the focus on studying and understanding millennial generation 
has gained manifold importance. The trend to research upon this cohort of generation is yet to remain 
as the youngest of the lot is still to arrive at their workplaces and the oldest generation Y members have 
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gained work experience for substantial number of years and are geared up for leadership roles in the 
organization. Therefore a wide scope is available within the millennial generation which could facilitate 
intra generational comparisons as well. This chapter would focus on understanding millennial genera-
tion through 3W1H approach. Although, it is the 5W1H writing technique which is used in an array of 
professions and universities across the world. Writers adopts this method to gather information (shimazu, 
Arisawa& Saito, 2006), writing thesis and summary (Regoniel, 2016). In this context, 3W1H means 
who, why, what & how of the millennial generation. “Who” signifies the definition and birth years that 
qualify members into millennial generation. “Why” shows the causes in form of defining events which 
Millennials has faced in their adulthood. It could comprise of events from politics, economy and culture 
etc. “What” explores the work values and motivations and “How” would explore the engagement and 
retention strategies adopted by organizations for the millennial generation employees. The underlying 
research problem that this chapter addresses is to build a holistic understanding of different generations 
of people with a special focus on Millennials. Chapter also signifies that it is indispensible to understand 
any generation without knowing the perspectives in which Millennials are born and brought up reflected 
with life events and incidents. Lastly, chapter attempts to address the universal issue associated with 
Millennials regarding their engagement and retention by identifying certain ways and means in form of 
job resources from literature to better engage them.

Who are the Millennials: Defining a Generation

Before discussing about Millennials, it is imperative to study some definitions of a Generation. The term 
generation typically refers to a group of individuals who share common life experiences such as world 
events, natural disasters, politics, economic conditions, and pop culture (Smith & Clurman, 1998). The 
most accepted definition of a generation is given byKupperschmidt (2000, p.66) that it is an “identifiable 
group that shares birth years, age, location, and significant life events at critical developmental stages”. 
According to Parry and Urwin (2011), generation is defined on the basis of both the birth cohort and a 
shared experience of historical and political events, collective culture and the competition for resources. 
It is noticed that contributors to generational studies have used the term ‘generation’ in sense of ‘cohort’ 
however Glenn (1977) is of the view that in technical sense ‘generation’ is a structural term associated 
with parent –child relationship used in kinship terminology. A cohort is a group of population who 
experience same significant event within a given period of time.

Generations Before the Millennials

Researchers have identified three generations of the 20th century before the rise of millennial generation. 
These are Silent generation(1925-1945) also known as Traditionalists, Roaring twenties, Depression 
babies, World war II; Baby Boomers (1946-1964) also addressed by Murphy (2007) as “Woodstock 
generation” and “Sandwich and Vietnam generation”; Generation X or Gen X (1965-1981) addressed 
by Tolbize (2008) and Yu & Miller (2005) as “Baby busters”, “Post boomers”, “Slackers”, “Shadow 
Generation”.

Consistent birth years among researchers are generally agreed for only the first two generations, 
Silents’ and Boomers’ however Dwyer (2009) identified (1922-1946) and (1946-1966) as the birth 
years respectively. The first birth year for GenX, according to the great majority of researchers cited in 
literature is either 1964 or 1965, with a generally accepted end date for this generation of 1980 or 1981.
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The above classification of generation holds good in the western context as most research is conducted 
in countries like the US, UK and Canada. However there is a difference of opinion of defining generation 
in Asian context. Some scholars has categorized Asian generations on the western lines although the 
events happened in the developed world may not be relevant in Asian context. Due to this fact scholars 
like Yu and Miller (2005) asserted differences in the Asian context.

• In the context of China, Egri and Ralston (2004) have identified four different generations - 
Republican (born 1930-1950), Consolidation (born 1951-1960), Cultural Revolution (born 1961-
1970), and Social Reform (born 1971-1975).Another classification of Chinese generation Post 
50s generation (1950-59), Post 60s generation (1960-69), Post 70s generation (1970-79), Post 80s 
generation (1980-89), Post 90s (1990-99) given by Hole et.al 2010.

• In the context of Japan, Hole et. al. (2010) has identified 7 generations from 1946 to 2002. 1st 
Baby boomer (1946-50), Danso Generation (1951-60), Shinjinrui or bubble generation (1961-70), 
2nd Baby boomer or Dankai generation (1971-75), Post Bubble (1976-86), Shinjinrui Junior or 
Generation Z (1987-1995), Yutori (1996-2002).

• In the context of South Korea, “475” generation (1950-59), “386” generation (1960-69), Gen X 
and Gen Y (1970 - onward).

Unlike the western context, Indian culture is not unitary and homogeneous. It is considered as com-
posite culture (Parekh, 2007) under which groups do have distinct identity but they share their regional, 
religious and linguistic culture. The social and cultural diversity in India is quite evident as all major 
religions of the world are being worshipped here along with linguistic diversity with 22 officially recog-
nized languages. The union of India with 29 states is considered as one of the most diverse countries in 
the world. With such credentials, classification of any generation in Indian context needs to reflect the 
current diversity. There have been different ways adopted to classify the generations in India.

• Roongrerngsuke (2010) and Erickson (2009) have attempted to categorize generations using the 
global framework to classify four generations in India. The classification is like from “Traditionalist 
(1922 – 1943)”, “Baby boomers (1943 – 1960)”, “Generation X (1960 – 1980)” and “Generation 
Y (1980 – 2000)”.

• Hole, Zhong, & Schwartz (2010) has classified that there are three generations existed in India 
the “Traditional generation (1948 - 1968)”, “the Non-traditional generation (1969 - 1980)” and 
“Generation Y (1981 onwards)”.

• Ghosh &Chaudhari, (2009), identified the three generations existing in India as the “Conservatives 
(1947 – 1969)”, “Integrators (1970 – 1984)” and “Y2K (1985 – 1995)”.

• Generations identified in India as per popular literature (Steelcase, 2009) is somewhat replica of 
US classification especially the recent “Generation X (1965 – 1979)” and “Generation Y (1980 
– 2000)”. Generation before these were classified as “Freedom Fighters (1900 – 1946)” and 
“Traditionals (1947 – 1964)”.
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The Millennials

The Millennials term coined in 1987 by William Strauss and Neil Howe and has written about this cohort 
in their books Generations: The History of America’s Future, 1584 to 2069 (1991) and Millennials Ris-
ing: The Next Great Generation (2000). The phrase “Generation Y” first introduced in 1993 through an 
editorial whereas they are also described as “Generation me” by Psychologist Jean Twenge in her 2006 
book- “Generation Me: Why Today’s Young Americans Are More Confident, Assertive, Entitled – and 
More Miserable Than Ever Before”. Millennials are also known as Net Gen, Gen Y, Generation Me, 
Gen Net, and Digital Natives.Gen Yers are also known as Millennials, Next generation, Generation me, 
Echo boomers, Nexters, the Boomlet, Digital generation, Dot com generation, Net Generation, N-Gens, 
Generation WWW, Digital natives, Ninetendo generation, Sunshine generation (Murphy, 2007), the Do 
or Die generation, the Wannabes, the Nothing is sacred generation, Cyberkids, the Feel good generation 
and Non-nuclear family generation.

The date and age range classification is comparatively homogeneous with respect to Millennial gen-
eration where most of the research organization like Pew Research, Washington post, Washington times 
and APA conforms to the age bracket of 1981-1996. However in academic literature, studies conducted 
in different countries pertaining to Generation Y agree more on bracket of 1981-1999 with slight dif-
ference of one or two years at the beginning or the end. One perspective is proposed by Cavagnaro et al. 
(2018), setting the years from 1980 to the mid-1990s. Similarly, a report by the OECD defines Millen-
nials as those born in the early 1980s to the mid-1990s, and a report by KPMG (2017) marks the years 
as 1980 to 1995. According to Skinner et al. (2018), while most definitions mark the beginning year of 
the Millennial era as 1980, some scholars set it as early as 1977.

The generations that are classified in Indian context mentioned above are as per the available lit-
erature shows disparity in birth years and the way grouping is done except that of generation Y. Most 
of the studies assume similar birth years (1980 – 2000) making it a homogeneous cohort of generation 
and viable for research.

Figure 1. Generations of the World (Millennials and post Millennials)
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Generations After the Millennials

• Generation Z - In the post millennial era, Generation Z is all set to thrive and is considered by 
Mckinsey& Co. as the first generation of true digital natives. Generation Z members are people 
born largely between 1995-2010 although different starting and cutoff birth years are also sug-
gested. According to pew research, Gen Z bracket is 1997-2012 similar to APA classification. In 
Australia, McCrindle research centre defines Generation Z as those born between 1995-2009. In 
Japan, generations are defined by a ten-year span with “Neo-Digital natives” beginning after 1996. 
MTV described Generation Z as those born after December 2000. Gen Z is known by names like 
iGeneration, Gen Tech, Gen Wii, Net Gen, Digital Natives, and Plurals.

• GenerationAlpha – It is also known as the Children of Millennial and is the first generation born 
entirely within the 21st century. This term “Generation Alpha” was coined by Australian research-
er Mark McCrindle in 2005. They share their birth years between 2010-2025. Generation Alpha 
use smartphones and tablets naturally. These children were born along with iPhones, iPads, and 
applications. They don’t know nor can imagine how life was without them.They are logged on and 
linked up – known as ‘digital natives’. They are the most materially endowed and technologically 
literate generation to ever grace the planet.

Where are the Millennials?

The 2017 survey by Pew Research Center states that Millennials born between 1981 and 1997 account 
for around 27 percent of the world population i.e. roughly 2 billion population out of 7.4 billion people. 
The study of the continental spread of the millennial generation points out that Asia is home to 58 
percent of the global millennial population. When it comes to spread between the countries, UN world 
population prospects report 2015 points five countries i.e. India, China, USA, Indonesia and Brazil with 
largest absolute millennial population. Another important metric in the country analysis according to 
UN world population prospects, 2015, IMF World Economic outlook and A.T Kearney is the – “The 
eight millennial majors”. These are the selected countries i.e. Bangladesh, Egypt, India, Iran, Pakistan, 
the Philippines, South Africa, and Vietnam with both large absolute millennial populations and a high 
share of Millennials in their total population. These countries has the window of demographic dividend 
of economic growth.

It is a noted fact that India is an important country of analysis when it comes to accounting for mil-
lennial generation because of its size. The population of India is 1210 million as per census data 2011. 
The classification of the population is such that 29.7% of the people fall between the age range of 0-14 
years, 64.9% comes between the age range of 15 - 64 years and 5.5% more than 65 years. It is surveyed 
that by 2020, India would be the youngest country of the world as per the mean age which will be 29 
in India and 37 & 48 for countries like China and Japan (Basu, 2007). As per National Youth policy 
of India 2014, youth belong to age group of 15-29 with 27% population falling in this bracket. Today, 
one in every three person is counted as youth in an Indian city as claimed by report “State of the Urban 
Youth, India 2012: Employment, Livelihoods, Skills” published by IRIS Knowledge Foundation in col-
laboration with UN-HABITAT.

The official records on generation Y count in India is not available but an examination of entire 
population as done in popular literature demonstrates that generation Y (1980 - 1990) in India makes 
up a major portion of the population and is the biggest generation-Y populace on the planet. However 
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according to UN report, 2015, India accounts for 19 percent of world millennial population and has 
largest domestic population of Millennials in the world i.e. 385 million.

Why the Millennials – Developments that led to 
the Making of Millennial Generation?

The concept of generation was introduced by Mannheim (1952). In his words, generation is a part of 
wider sociological theory of knowledge as it is firmly located within socio-historical contexts. Here 
location point means starting and cutoff birth years pertaining to different behavioural modes, feeling 
and thoughts of generations and their respective formative experiences during the time of youth are 
highlighted as the key period in which social generations are formed.

According to Strauss et. al, (1991), there are two parameters through which a generation can be defined 
i.e. years of birth and a particular set of shared social and economic conditions during their formative 
years. These two aspects give rise to a common generational persona which makes people belonging to 
a generation similar in their traits, thinking, values and beliefs.

The factors that has influenced millennial generation in their developmental years are classified as 
follows.

• Technology and Social Media–the background of technology is much ancient than the Millennial 
generation birth years and the era of technology is going to last long donning more influence on 
the generations of 21st century. In the last couple of decades of the 20th century, the parallel time 
of millennial generation, technology has already reached an establishment standing on already 
developed means of mass communication like radio, television and landline phones. This all got 
invented and spreaded across the world in the pre Millennials time. First IBM PC and apple ap-
peared during the onset of the millennial generation i.e. in the early years of 1980’s. Technology 
that got developed during 1960’s and 70’s had little impact on the everyday lives as it was seen 
like a tool used in academics but later in 1980’s, it slowly creeped in common man lives and 
homes deliberating their behaviour. Millennials at this point were still in their early birth years but 
technology improved the lives of their parents through better communication which helped them 
make more informed decisions and better choices. Millennials are brought up during the time 
of rapid changes making them stand out from other generation with unique set of priorities and 
expectations. They are also called as digital natives as during 1990’s technology had made inter-
ventions in all domains of work and life enabling people to people connection across the world. 
Millennials also witnessed the revolution of IT in form of social media which began humbly 
with ‘Six degrees’ which is the first social media site launched in 1997 followed by the advent of 
Linkedin in 2002 and facebook in 2004.

Millennials are considered to be the first generation that has grown up with computers, the internet 
and easy access to information through google. It has made this generation the most technologically 
proficient humans on earth to use technology in the best possible manner for making global connections, 
social networking and entertainment. Technology has created a digital divide between elder and younger 
generation of employees as the former are less familiar and adept at employing technology than the latter.

Millennials are so much in technology that it has become an essential component of their socio-
cultural DNA. Studies point out that technology creates convenience in their life and work and is an 
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essential hygiene factor. Technology also plays a vital role in attracting talented millennial generation by 
harnessing social media and making communication more effective with relevant content. Millennials 
can also be tapped for doing reverse mentoring in form of giving hands on session to senior executives 
on social media and ICT. The 2015 Delloite Millennial survey states that technology is the most sought 
after sector for Millennials which they wish to enter after leaving university and male preference to work 
in technology sector is twice that of females. Millennials are so preoccupied with technology that they 
spend about 7.5 hours per day online and they seek it everywhere – office, car, home as it contributes to 
their creativity and productivity. Couple of significant happenings that have taken place in the context 
of Millennials is the outreach of internet and smartphone accessibility (KPMG, 2017). They are the first 
generation of so-called digital natives and the first “always connected” generation (Skinner et al., 2018; 
KPMG, 2017). The traits that Millennials have developed due to constant use of technology are such as 
tech-savvy, hyper –connected etc (CBI, 2019; Skinner et al., 2018; Nielsen, 2017; Visit Scotland, 2017).

• Economy, Education & Employment – the economic transformation of the world in the 20th 
century has been phenomenal in terms of output per capita, structure of production and the finan-
cial system. Rapid technological advancement from the onset of industrial revolution in 1750’s 
and widespread use and commercialization of 19th century inventions has played a pivotal role in 
the increase of per capita output along with level of education and communication infrastructure. 
Technological progress has led to paradigm shift from home production to mass production giving 
impetus to state of the art production processes along with the development of new products and 
services. It has also led to emergence of markets facilitating international trade.

When it comes to studying economy in context of generations, studies point that every generation 
is exposed to different economic conditions that builds their perception of the present and future of 
the world. In the times of Millennial generation, economies and business has become more knowledge 
intensive where Millennials believe that education is key to success and are considered as “education is 
cool” generation. They favour active kinesthetic learning environment. Zemkeet. al. (2000) states that 
Millennials are raised in an era where their parents have endeavored to give them improved quality of 
education and have also provided them constant encouragement, coaching that have inculcated in them 
traits like ambition, optimism, over confidence and high achievement orientation (Strauss and Howe, 
1991; Zemke et al., 2000; Lancaster and Stillman, 2002; Reynolds, 2005).Now it becomes but obvious 
that recent generations are entering the workforce with an increased demand for higher education (ILO, 
2007).

A study confirms that there is a strong urge in Millennials for education and prestigious jobs that they 
outnumber the actual figure of people attaining these degrees and jobs (Reynolds, Stewart, MacDonald, 
&Sischo, 2006).It has become a challenge for the managers to provide young generation with opportuni-
ties for continuous education to make them stay in the organization. Managers can assure their loyalty 
if provided them with flexibility to pursue their educational goals.

When it comes to discussing the employment scenario, Arthur (1994) states that traditional career 
structures has made way for the boundaryless career since the beginning of 1990. Now the employ-
ment relationship has become more transactional and short term and employees expect more from their 
organizations than the other way round. Sensing the reduction in lifetime employment, Millennials are 
of the opinion that there is a need for constant skill development to remain marketable (Westerman and 
Yamamura, 2007). Millennials in order to meet their ends have adapted to the temporary work assign-
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ments arising out of sharing economy like driving for Uber etc.and complimenting the services offered 
by shared economy like access to basic facilities without being an owner. In the present job market, Mil-
lennials are seen positive about their future but are struggling to find full time employment. The impact 
of industry 4.0 in form of advanced automation, connectivity, artificial intelligence and robotics have 
converted full time jobs into tasks and projects. Automation for Millennials is beneficial for productivity 
and economic growth but are also apprehensive that it could be a reason for massive dislocation of jobs. 
A win requires educational systems that teach both cognitive and social and emotional skills, businesses 
that actively support their workforce through retraining and upskilling, individuals who are proactive 
about lifelong learning, and governments that prepare a supportive environment for these efforts.

• Culture & Lifestyle – Culture in this context is studied around millennial workforce which com-
prise of two aspects –the national culture of the country and the culture within the organization. 
National culture is the set of customs, values, beliefs, norms shared by the population of a sov-
ereign nation which plays a big role in influencing the behaviour of young generation managers 
and employees. In terms of respecting hierarchy, research points that countries in Middle East and 
South Asia fare higher than countries in the western region. This restricts the decision making 
capability which could frustrate Millennials who aspire to work in an empowered environment. 
It is also been observed that Millennials around the world carry strong familial support on which 
they can bank upon which is a hindrance for movement of younger generation. Study done by 
Gomes and Deuling (2019) on mapping the influence of helicopter parenting in form of career 
informational support, financial support, family support and family values proves beneficial for af-
fective commitment and job satisfaction of Millennials and negatively related with their turnover 
intentions. The organizational culture of nurturing creativity, collaboration and flexibility goes 
well with Millennials. It is because creative culture promotes and recognizes individual achieve-
ments and talents. As discussed above, Millennials didn’t like to respect conventional hierarchical 
corporate cultures and wish to assume high responsibility roles sooner than other generations. 
Millennials also prefers to stay with the organizations where they are encouraged to socialize. A 
study conducted by Cisco showed that 56% of the 2,800 college students that were interviewed 
would not accept a job from a company that would ban social media or they would ban the policy 
(Taylor, 2011).This has made Millennials pro diversity where they feel pleasure to accommodate 
with people from different cultures and countries.

Millennials are known for their lifestyles that is influenced by global trends which gets reflected 
through their workplace attires becoming more stylish and individualistic through branded clothes with 
which they wish to look good 24/7. They are perceived as been raised in good times by extra ordinarily 
involved parents better known by helicopter parents. It is believed that parents show concern for their 
millennial children personaand choice in this age of consumerism where for product manufacturers, young 
generation with high self-esteem is a potential market that can be tapped with devises like smartphones, 
ipods and other products. The millennial generation carry a say in family decisions and their opinions 
are seen given due importance. These conditions have created high quotient of expectation and achieve-
ment among millennial generation.

Academic literature is convinced that every working generation exhibit different set of needs and 
expectations which they wish to get fulfilled by their leaders and organizations. Millennials have been 
labelled as one difficult cohort to understand for managers to accommodate them in present work envi-
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ronment.The Millennials wish to have more balanced lifestyle between their work and non - work roles 
and they assume work is to finance and compliment their lifestyle. They relish their work but doesn’t let 
it ruin their life. Millennials are willing to contribute over and above their capacity for an honest reason.

Basically studies have portrayed millennial generation as high maintenance seeking workforce. 
High maintenance means asking for opportunities of professional development to remain worthy in the 
market because of millennial preference for portable career over lifetime opportunities. Millennials are 
assertive in expecting workplace flexibility while performing work to meet their ends like professional 
satisfaction and institutional learning.

What are the Millennials Work Values and Motivations?

Work values are the source of most significant differences among generations and major source of 
conflict in the workplace. Study conducted by Jassawalla and Sashittal (2017) states that majority of 
the Millennials involved in a conflict with older coworkers and supervisors in the workplace over the 
issue of unfairness they experience. Work values are individual centric and reflect one’s preferences and 
expectations in the workplace influencing their attitudes and behaviour. Work values are considered as 
stable and resistant to change and are highly correlated with motivational factors as it is seen that what 
one values or considers important gets motivated by it. There are array of work value categories one 
can identify like intrinsic, extrinsic, social, freedom, altruistic and status related (Cennamo& Gardner, 
2008; Twenge et al., 2010).

There has been plethora of studies conducted in measuring the work values of millennial generation 
in their respective countries. Seminal work on measuring the work values of millennial generation has 
been done in US particularly by Smola and Sutton in 2002 conducted a longitudinal study and found 
that work values are more influenced by generational experience than by age or maturity. Since then 
numerous research has been conducted in measuring the generational differences in work values in 
countries of Europe, Australia and New Zealand among which few are referred in the following table.

These different studies have explained various types of work values exhibited by Millennials which 
shows that there is lack of consensus across studies regarding the importance of different motivators 
and categories. However, studies also suggest that if managed well, those differences can be a source of 
significant strengths and opportunities (Lancaster and Stillman, 2002).

HOW TO ENGAGE AND RETAIN MILLENNIAL GENERATION EMPLOYEES?

There could be many different ways to engage and retain employees. Job resources refer to the funda-
mental aspects of the job that are available to employees at task, interpersonal or organizational level 
that are Instrumental in achieving work goals/Moderates job demands and the associated physiological 
and psychological costs/Enables capacity building of employees by stimulating personal growth, learn-
ing, and development.

Job resources may be located at the level of the organization at large - “pay”, “career opportuni-
ties”, “job security”, the interpersonal and social relations – “supervisor and co-worker support”, “team 
climate”, the organization of work – “role clarity”, “participation in decision making”, and at the level 
of the task - “skill variety”, “task identity”, “task significance”, “autonomy”, “performance feedback”.
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The presence of job resources may lead to satisfaction of basic needs or achievement of work goals 
leads to engagement, whereas their absence evokes a cynical attitude towards work. It is expected that 
employees who are engaged have low tendency to leave the organization.”

Following are some job resources that could be offered at job to engage and retain employees from 
millennial generation

• Meaningful Job Characteristics - Hackman & Oldham (1980) explained that if the jobs are 
designed in such a manner to incorporate the essential job characteristics, then the work become 
worthwhile in the eyes of the employees. Consequently, employees will get high degree of satis-
faction in their jobs leading to high-quality work performance. Thus these five core job charac-
teristics qualify to be intrinsically oriented job resources which have the potential to enrich the 
content factor of the job. Moreover when it comes to subject matter of the study i.e. job character-
istics induced engagement, a paper written by Saks (2006) underscore that job characteristics sig-
nificantly predicts job engagement of employees (R2 = .37) taking SET (social exchange theory) 
in consideration and concluded that employees who are provided with jobs that are high on the job 
characteristics are more likely to reciprocate with greater job engagement.

Table 1. Studies on varied work values of Millennial Generation across the globe

Author Country Type of study Results

Twenge, et. al. (2010) USA Longitudinal Leisure and Extrinsic Values Increasing, Social and Intrinsic 
Values Decreasing

Cennamo and Gardner 
(2008) New Zealand Cross sectional The youngest groups placed more importance on status and 

freedom work values than the oldest group

Gursoy et.al (2008) USA Qualitative data

The Millennial Generation believes in collective action, with 
optimism of the future, and trust in centralized authority. 
They like teamwork, showing a strong will to get things 
done with a great spirit.

Ching et.al (2012) Malaysia Quantitative data, 
cross sectional

Gen Y Preservice teachers prefer quality supervisory 
relationships, good workingEnvironment/surroundings, and 
quality co-workers relationships. Achievement, security, and 
intrinsic work values are secondary in importance.

Lim (2012) UAE Quantitative data, 
cross sectional

The most important work motivator to Emiratis and 
expatriates was extrinsic.

Khera& Malik (2017) India Quantitative data, 
cross sectional

Results found that Millennials MBA graduates preferred 
being materialistic over being altruistic. Gen Y are 
concerned with their own self who wish to excel in a highly 
paid profession and want to enjoy the life to the fullest.

Ketter (2019) Europe Content analysis, 
literature review

The technologically obsessed and experiential learning 
attitude of Millennials are giving way to micro tourism 
trends like creative tourism, off the beat tourism, alternative 
tourism and fully digital tourism.
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• Extrinsic Work Rewards - Extrinsic rewards can be classified into financial and non – financial 
factors. Financial or monetary rewards consist of pay and benefits and non-financial consist of 
elements like working conditions, job security, recognition, praise and feedback. Among the clas-
sification, monetary factors remains more of a concern for employees as well as employers since 
it is a vital instrument that will help to attract and retain employees. However employees of young 
generation do pay lot of attention on non-monetary extrinsic job factors like suitable work envi-
ronment, recognition and praise for the work done. It is because of possessing high self - esteem 
and expecting the same from the work or job done. There is a need to further examine the extrinsic 
benefits into monetary and non-monetary types and its relevance and capacity to engage millen-
nial generation employees.

• Social Support - Kim, Kirkman& Chen (2008) defines social support in terms of help through 
which individuals can enhance emotional well-being and simultaneously reducing psychological 

Figure 2. Conceptual framework showing relationship between Job Resources and engagement and 
retention
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distress. Social support arises at the interpersonal level of organization which is classified in to 
two sub categories i.e. supervisor support and coworker support.

• Supervisor Social Support - General supervisor support focuses on support for personal effec-
tiveness at work. Supervisor support comes in form of understanding employee’s needs and wants, 
giving them genuine responses and confidence to raise their problems and help in resolving work 
related issues (Deci& Ryan, 1985). When it comes to engaging employees through supervisor sup-
port, literature presents Kahn (1990) point of view. He states that to make someone engage, one 
should provide psychological safety to the subject which according to Kahn is vastly influenced 
by interpersonal relationships. Studying the requirement of supervisor support in the context of 
generation Y shows that their productivity rests upon leader behaviour in terms of garnering their 
respect and getting genuine feedback on job performance (Jones, Brown, Zoltners&Weits, 2005). 
Similarly Tulgan (2009) states that Managers who “guide, direct, and support them every step of 
the way” will enable generation Y in delivering quality output. On observing the trends among 
Indian generation Y, it was found that considerate and sympathetic supervisor is a leading extrin-
sic motivator for them (IKYA, 2011).

• Coworker Social Support - Going by literature, Kahn (1990) states that supportive team and 
trusting team members facilitates employee engagement. Supportive interpersonal relationship 
instills a sense of psychological safety among employees in the workplace. With an element of 
psychological safety employees can try to act with novelty with the faith of not being reprimanded 
in case of not showing successful results (Kahn, 1990). The more recent studies by Schaufeli& 
Bakker (2004) and Schaufeli et al. (2009) found significant relationship between co-workers in-
terpersonal support and employee engagement. Co-worker interpersonal support is an important 
element of work engagement model given by Bakker, van Emmerik&Euwema (2006). According 
to Andrew & Sofian (2012) the best condition to gain high involvement of employees in work is 
when they are working in lean organization accompanied with talented and cooperative staff.

• Organizational Climate - Organizational climate is described as “the feeling in the air” that 
one perceives while working in the organization (Schneider, Gunnarson& Niles-Jolly, 1994). 
Organizational climate is made up of numerous factors that have a bearing on both group as well 
as individual performance. Halbesleben‟s (2010) meta-analysis, consistent with the JD-R (Bakker 
&Demerouti, 2007) explained the association between organizational climate and engagement or 
particular facets of engagement. In today‟s scenario when workplaces are witnessing a shift in 
proportion of employees by generation such that more and more young employees are replacing 
their predecessors, acknowledgement of organizational climate becomes quiet imperative to un-
derline the necessities.

• Employees T&D Practices - Human resource development has gained much significance in the 
recent years in the private sector and is gaining prominence in public sector as well. It is an es-
sential part of human resource management that involves training and career development of 
employees and organization development. The aim of HRD department is to supplement current 
workforce with necessary skills and abilities through training to enhance their job performance. 
This will lead to employees becoming eligible for better work positions being offered in the cur-
rent organization or elsewhere necessitating their career development. It would be of no surprise 
to say that the value of HRD practices for today‟s generation of employees across the world has 
increased manifold. Generation Y prefers to work in a setting where there is plethora of opportuni-
ties available for advancement and long term career progression. Generation Y show their interest 
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in organizations that invest in training and development. In Indian scenario, generation Y has 
started showing preference for portfolio careers which means working with different employers at 
the same time but not in full time capacity. However still the career advancement remains one of 
the top factor to motivate this generation (Shrinivasan, 2012).

CONCLUSION

The chapter delves in studying different generations of the world in general and Millennial generation 
in particular. The chapter opens by discussing the meaning of generation through definitions given by 
various scholars followed by classification of generations done in a way in which generations before the 
Millennials and after it are incorporated and discussed adequately. Literature suggest that with respect 
to generations before the Millennials, there seems no confluence as scholars have recognized different 
birth years in western countries viz.-a-viz. Asian context. Further in the chapter, Generation Z and Alpha 
are also introduced to the readers highlighting the present and future trends in generations. Secondly, 
chapter answers the question of location of Millennial generation around the globe in which India and 
China spearhead along with US, Indonesia and Brazil. This is important to know the talent hub of the 
world that would become the future workforce for the organizations. Thirdly, literature review is done 
to identify the broad themes encompassing technology, social media and economic conditions that has 
played a significant role in shaping the attitude and behaviour of Millennials. Fourthly, chapter also 
incorporates the most researched domain in the context of Millennial generation i.e. their work values 
and motivations and found that generalization cannot be established as it is more contextual and situ-
ational. Finally, the last question that has been answered through this chapter is “how to engage and retain 
this workforce”. It comprise of the ways through which organizations can seek active involvement and 
commitment from millennial generation. A resource based approach is adopted in this chapter in which 
attempt is to engage millennial talent on resources available at various levels (task, interpersonal and 
organizational level). It will serve as the resource audit for the organizations that whether the current 
stock of resources is able to engage and retain the young talent. The framework adopted in this chapter 
is not exhaustive and many other job resources can be included for millennial engagement and retention.

The chapter advances current body of literature in two ways as it incorporates sufficiently the back-
ground conditions that have framed the Millennials of the world and moreover has linked job resources 
as an essential tool to engage and retain this workforce. Job resources informs the readers about the 
various aspects of organization like intrinsic and extrinsic rewards, social support, HRD practices and 
Organizational climate that are available with organization to engage and retain this workforce. Millenni-
als may show some heterogeneity but can be tackled effectively with the above mentioned job resources.

Future scope of study is immense as other set of job resources can be put to test to measure their en-
gagement and retention potential that would enrich the scant body of existing literature. Some proportion 
of generation Y population or younger generation Y is yet to join their workplaces. Their work motiva-
tions, needs and expectations remain largely unexplored. The elder category of generation Y employees 
would have started assuming leadership roles and responsibilities. Research would be of immense help 
that explore their leadership behaviour.
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ABSTRACT

The development of knowledge society and the conception of human capital stimulated creation of a dif-
ferent view to human resources. The key factors of company success are not just material and financial 
sources; greater attention is given to talents. Human resources present most important strategic assets 
of a company. Employees that can be marked as “talents” have the greatest importance. Organizations 
receive talents differently, which is caused by different environments and conditions. Implementation 
of talent management in practice is not yet distinct, since there is a lack of process idea. The chapter 
focuses on an overview of the opinions of experts on talent management in literature, identification and 
evaluation of career building of employees in an industrial company in Slovakia, with suggestions on 
the application of a talent management model.

INTRODUCTION

“Talent is the most precious sources, appearing in a present modern world”
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In spite in present time, there is the opinion that most valuable sources for any company are its employees 
that can create competitive advantage, experts have various views to the human resources management 
(HRM) which has undergone several phases of its development yet from the on the turn of 19th to 20th 
century. In the last time in connection with human resources management there are developing also 
other managerial accesses and conceptions, for example, Organizational Development, Organizational 
Behaviour, Quality Management, Change Management, Learning Organization, Knowledge Manage-
ment, Talent management, etc. Mainly people, their motivation, putting and engagement in the work, 
loyalty, qualification, skills, and ideas in their everyday activity help to achieve the goal of the company. 
Therefore, managers should orientate attention to the obtaining and development of talented people 
that are extraordinary in their profession and they can be very successful for the company. Not only in 
the theory but also in the practice we need to find out the answer to questions: What is talent? How to 
obtain talent and how to preserve it? Can talents be managed? What is talent management? What is the 
importance and task of talent management in the company?

The chapter is orientated to the review of experts’ opinions to talent management with a goal to 
analyze the process of talent management in a selected industrial company in Slovakia, as well as to 
evaluate and compare it with presented models and other researches. Authors processed a theoretical 
base according to the available expert and scientific literature sources from domestic and foreign experts 
presented their opinions and research results about talent management in monographs, scientific jour-
nals, international conferences, as well as internet sources. The primary tool is an analysis of available 
materials and their comparison. Part of the chapter is also a qualitative analysis of the talent manage-
ment process in the chosen company in Slovakia, elaborated as a case study. In the chapter there is also 
realized comparing analysis of chosen results of some researches, evaluating using talent management 
in the business practice in Slovakia.

BACKGROUND

Idea “Talent” is a hundreds-year-old idea and its importance changed during time running. It can be 
considered from several points of view, mainly from the general point of view (theoretical) from the 
view of the individual, as well as from the view of the company. Due to the mentioned it is not simply 
the idea to define clearly, in expert literature there is the existing various definition, while every defini-
tion concludes other characteristics. In general level Becker, Fineman, and Freedman (2004) describes 
talents as „individuals that can distinguish their organization from others and at the same time they 
participate greatly on ability of the company to overcome competition”; Armstrong (2009) defines talent 
as „individuals, which have special gift, skills, and abilities, and those have important influence to the 
improvement of the performance of the company“; Hartl and Hartlová (2010) characterize talent as “file 
of skills, regularly considered as inherited, enabling to achieve over average performances in certain 
area”; Kursch (2014) marks talent as „manifested talent, uncovered by successful performances.“ Other 
authors (Bláha, 2013; Hroník, 2007) characterize talent as „anybody that contributes to achievement of 
organization goals, while there is no favoritism of favorited individuals“ (Lewis & Heckman, 2006); 
Smilansky, 2005) considers talented individual as „extraordinary able person that gives high performance 
and at the same time high potential.“ At the same time talent is not limited by age, but its criteria are 
high performance and it is characterized by perspective (Horváthová, 2011).
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From the beginning of 70-ties in 20th Century various conceptions and models, orientated to the talent, 
started to rise up. Consequently, multidimensional models were introduced, dealing with talent, as well 
as the mutual influence of personality factors and factors of the environment. Those are, for example, 
the Renzull model of talent, which as the first modified Mönks model (Mönks, 1992).

Thorne and Pellant (2007) declare that talent means the individual who fills the following criteria:

• has limited ability to keep his attention;
• is curious and he is easily bored;
• determines high goals for himself;
• produces many ideas on how to realize the goals;
• works long and hard, if he enjoys it;
• needs recognition and incentives;
• has a feeling that without him nothing would work.

The number of experts agrees that in case of talented individuals there is many time rising situation 
when the talented person is maladjusted, he has adaptation problems and uneven development, therefore 
it is necessary to regard such factors during work with talents (Hatum, 2010).

Although the origins of talent management can be traced back to 1865 (Simonton, 2011) in the fields 
of arts, sports, and early education. Interest in “talent management” in the business context started to 
be spoken at the turn of the 20th and 21st Century, when Michaels, Handfield-Jones, and Axelrod (2001) 
(from organization McKinsey & Company) published book „The War for Talent“, according to results 
of research from 1997. This study suggested that demand for talented employees exceeded the available 
supply, thus leading to the problem of talent shortage. Several human resource management practitioners 
recognized the importance of this trend, and as a result, several studies were done in subsequent years 
by human resource practitioners and consultants to examine talent shortages (Tarique & Schuler, 2010). 
As a consequence of this, the phrases “talent acquisition, retention and management” and “attracting, 
retaining, and developing talent” become popular among human resource management community.

In this way new business reality appeared, based on the thinking, emphasizing the importance of 
talents for the success of organization and competition during obtaining and preserving of talented 
employees. A new way of thinking consists according to Michaels et al. (2001) conviction that talented 
people lead the company to higher performance and talent management should be a basic part of HRM. 
Talent management is said to be critical to organizational success, being able to give a competitive edge 
through the identification, development, and redeployment of talented employees (Iles, Xin, & Preece, 
2010). Talent management started to be used in the practice as a consequence of a need to provide 
qualitative employees in the organizations, mainly managers. Companies have addressed this question 
in a variety of ways, ranging from developing leaders in unlikely emerging markets to investing in new 
technologies for talent gap assessment (Stahl et al., 2012; Tansley, 2011).

According to Armstrong (2009) “talent management”, it presents the process of identification, de-
velopment, recruitment, preserving and engaging of talented people, which organization needs in the 
present time and in the future. According to Marants (2012), it belongs in the present time to most actual 
themes of organization operation and to the priority of managers that are dealing with human resources 
management. Hroník (2007) warns that the idea of “talent management” is important to be distinguished 
from expert preparation, as well as from the adaptation process. Expert preparation is orientated to the 
fact that man would be in a given positionable to effectively done work at his position, at which he is 
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acting, or in close future he would be deployed to this position, and adaptation process is orientated to 
employees that start to work in the company.

Mostly used definitions agree that the talented individual is the one that disposes certain abilities 
and characteristics or skills and he has the potential for future growth. At the same time talent is visibly 
reflecting regularly by the way that given individual is extraordinary good in a certain area and he makes 
his job better than others. Talent management presents by this way a managed system, consisting of 
activities, from the identification of actual state and determination of target state in the company, single 
selection of talent, through their further development, observing and stabilization in the company, to the 
evaluation of the program (Antošová, 2010). Part of the system is not only exceptional rewarding and 
benefits, but also motivation, possibilities of further education and career growth, creation of the proper 
working environment, good access of managers, building of honor, respect, etc. that give employees and 
company space and possibility to develop and use talents (Antošová, Csikósová, & Mihalčová, 2013).

Finally, and most significantly, studies of HR practices have not explicitly investigated how the choice 
of practices is tied to strategy. Instead, they have simply measured the extent to which practices have 
varied by industry. According to Wright et al. (2005), variation in HR practices may reflect differences 
in competitive climates, geographical regions, and socio-economic variables. We believe this to be a 
significant flaw in establishing talent management as a strategic and value-added term for if practicing 
talent management, broadly defined, is simply responding to strategic or environmental demands with 
high-quality HR practices that produce business results then the term talent management, once again, 
fails to add incrementally to our current understanding of how a highly functioning HR department 
operates (Lewis & Heckman, 2006).

Research on Talent Management has been lagging behind businesses in offering vision and leadership 
in the field. After sketching a comprehensive outline of knowledge about talent management, theoretical 
as well as practical, Al Ariss, Cascio, and Paauwe (2014) discussed methodological issues in the study 
of talent management and concludes by identifying several key trends that are now and will continue to 
influence the practice and study of talent management in the future.

The importance of talent management can be perceived from the view of global competitiveness. 
The rise of emerging economies in recent years has motivated Calls for research into how multinational 
enterprises translate their corporate strategies to subsidiaries in these countries. Morris, Snell, and Björk-
man (2016) describe how different types of human capital development from the individual level to the 
unit level, and then to the firm level in order to build a talent portfolio for the multinational corporation. 
Depending on the company’s strategy (multi-domestic, mega national, transnational), different configu-
rations of the talent portfolio tend to be emphasized and integrated to achieve competitive advantage 
(Oakes & Galagan, 2011). Implications for theory and practice are discussed, and a research agenda is 
introduced. They speak also about the necessity to use the knowledge that drives talent decisions. However, 
in a post-industrial age, what drives talent decisions is the utilization of knowledge (Kogut & Zander, 
1993). Knowledge is embedded in people, and the question of how to globally develop and integrate 
strategic human capital proves to be of both practical and theoretical significance (Morris et al., 2016). 
Moreover, according to Beamond, Farndale, and Härtel (2016) corporate talent management is affected 
by metropolitan and provincial institutional and cultural differences, such as level of corporate decision 
making, community relations, skills shortages, and diversity. They develop propositions pertaining to 
corporate-local level decision-making, community relations, skills shortages, and diversity, to inform 
future research and practice.
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If the volume of literature in the popular and practitioner press is any guide, practitioners in the field 
of human resources are now primarily in the business of talent management. Lewis and Heckman (2006) 
are address question what is talent management and what basis does it have in scientific principles of 
human resources and management? They outline research that supports a systems-oriented definition 
of talent management that focuses on the strategic management of talent.

Global talent management was widely accepted by human resource practitioners, consulting firms 
and professional associations (e.g. Boston Consulting Group, McKinsey & Company, Hay Group, 
Watson Wyatt Worldwide, Lominger International, Society for Human Resource Management, World 
Federation of People Management Associations, Manpower Inc., Economist Intelligence Unit, The 
Chartered Institute of Personnel and Development, the American Council on International Personnel) 
and academics recently started to examine the talent management phenomena more closely in the last 
few years. Several special issues of academic journals such at the Journal of World Business (Scullion, 
Collings, & Caligiuri, 2010) and the Asia Pacific Journal of Human Resource Management (McDonnell, 
2011) and books such as Global Talent Management by Scullion et al. (2010) Strategy-Driven Talent 
Management (Silzer & Dowell, 2010) and Talent Management of Knowledge Employees (Vaiman et al., 
2012) have been published (Tarique & Schuler, 2010). Universities have also been paying attention to 
global talent management: The graduate business programs at Pace University (New York, USA) and 
Reykjavik University (Iceland) are examples of academic programs that specifically focus on global 
talent management.

Although there is a growing consensus that global talent management is an emerging area, there is 
no consensus regarding the exact definition or boundaries of global talent management, rather there is 
considerable debate around the definition of them.

TASK, IMPORTANCE, AND CONTRIBUTION OF TALENT MANAGEMENT

In any company, there can be situations, which can negatively influence the business. Successful is only 
the company, where employees manage to predict such situations and to react to them in ahead. Every 
company needs, therefore, talented individuals that in spite of the sophisticated business environment and 
permanent changes in the business influence serious decisions considerably. According to Cannon and 
McGee (2011) mainly due to the growth of specialization of various disciplines, growth of knowledge, 
need of permanent innovations, research, etc., there is necessary to find talented people at job market, 
but mainly to support and motivate own employees in the company, with aim they would impart their 
knowledge by the way of value-added.

Human resources are in present time key area for any company, mainly from the view of creation and 
maintaining competitive advantage, therefore it is proper to work with talents systematically. The personal 
department can help the company also by this way to solve some situation of strategic importance, for 
example, problems with occupying important positions, when there is lack of qualified people at the job 
market and in the company and talents are heavily found, and employees with high potential are heavily 
identified. There can be also problems with how to preserve talented people, the insufficient motivation 
of employees, etc. (Silzer & Dowell, 2010; Horváthová, 2010).

The task of talent management is to occupy key position by talented individuals, while there are 
not only managerial positions but also such positions, which are key for the successful operation of the 
company, as for example specialists that provide high performance of the company (Phillips & Edwards, 
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2009).On the other hand, despite the growing attention being paid to talent management in the literature, 
little empirical research has been conducted on applying talent management in various organizations, 
particularly in small and medium-sized enterprises. Furthermore, SMEs’ strategic approach to talent 
management is limited, with most adopting an ad hoc approach to talent management practices (Egerová, 
Lančarič, Eger, & Savov, 2015).

In case the company wants and can in ahead to lead and properly introduce talent management, as 
main contributions and advantages would be as follows:

• Talented individuals will contribute greatly to the achievement of strategy and economic goals.
• The costs of fluctuation and obtaining of new employees would decrease.
• The company is becoming a demanded and attractive employer.
• Planning of succession of key positions is more effective.
• Talented employees are placed at more proper positions and their potential is better used.
• Losses, connected with not occupied key positions in the company are minimized, etc.

The goal of talent management is also to create the fund, consisting of talented, qualified, engaging 
and loyal individuals, able to contribute to the achievement of present and future demand, so-called 
talent–pool (Hatum, 2010).

ACCESSES AND MODEL OF TALENT MANAGEMENT

Talent management is currently addressed by many experts, including academics, human resource 
management specialists in business practice, and consulting and advisory firms, who present the results 
of their research in different models. Some of these are listed and compared in the following section of 
the chapter.

Ø Traditional Linear Model

The model is used in organizations that do not have available a sufficient number of talented employees. 
Its main task is to obtain formal metrics, while the performance of employees is not monitored. Accord-
ing to Berger and Berger (2011), the model is concentrated on two basic activities; mainly obtaining and 
preserving talented employees, especially when talent is scarce (see Figure 1). This approach does not 
have sufficient value-added for the organization, its disadvantage is high financial demand, it does not 
allow employees flexible growth and it does not make a balance between performance and contribu-
tion of the employee for the organization. One of the problems is also orientation only to the obtaining 
and preserving of talented individuals, while the organization neglects deployment and development of 
talents (Horváthová, 2011).
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However, the first years of the 21st century show that a fundamental problem for companies is 
precisely the general lack of talent and skilled labor market professionals, which requires a shift in un-
derstanding talent management to the point that if businesses want to maintain their competitiveness in 
human resources program only for ready talents, but they must seek their talents in the ranks of all their 
employees and create the conditions for their further development.

Ø Model Develop – Deploy – Connect

Hatum (2010) proposed a model in which the personnel activities are interconnected, in comparison 
with the traditional model, which uses maximally performance and potential of talented employees (see 
Figure 2). It mainly considers proper deployment of talents by the way that could develop their skills 
and potential, their connection with people that enable them to achieve determined goals. This model 
should be at the core of an organization’s talent strategy. By focusing on these three elements, organi-
zations can generate capability, commitment, and alignment in key workforce segments, which in turn 
improves business performance. When this happens, the attraction and retention of skilled talent largely 
take care of themselves (Deloitte, 2008).

A study by Deloitte declares also that the model presents a complex approach to talent management. 
It emphasizes that maximal value can the company achieve in the situation when there are systematic 
development and motivation of talents in the areas, which contributes to the achievement of strategic goals:

• Development means the ability to learn through obtaining skills at working posts or projects (on 
the job) by the support of the manager, mentor or coach. A talented individual would obtain feed-
back from others, which enables him to be better identified with the organization.

• Deployment means to place the individuals in the organization structure by the way he could 
have the possibility to work with the best specialists with the aim to identify his knowledge and 
interests as well as to find the most proper position and to state conditions for filling of the tasks.

• Connection means that an employee created a net of relations that would enable him to increase 
organizational and individual performance and to improve communication and interaction with 
other employees (Deloitte, 2008).

During the realization of talent management in the practice, companies are many times dealing only 
with some of the higher mentioned activities, without mutual relations. They invest, for example, a big 
volume of finances to talents obtaining from external sources, but the care of their future development 
is already neglected. For effective operation of talent management, all mentioned activities must be in 
cyclic continuity since they are mutually influencing themselves. Such complexly realized talent man-

Figure 1. The traditional linear model of talent management
Source: Horváthová, 2011
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agement can contribute to the fulfillment of business strategy, but also to the achievement and observing 
of competitiveness.

Ø Strategic Human Capital Alignment Model

Part of the model created by The Human Capital Institute (HCI) is the Talent Life Cycle, consisting of a 
sequence of steps: Plan - Acquire - Engage - Develop - Deploy - Lead - Retain – Evaluate (see Figure 3).

Figure 2. Model Develop – Deploy – Connect
Source: Deloitte, 2008
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American Incite’s (n.d.) use the following process of best practices in Human Capital Management 
Process coupled with state-of-the-art enabling technology to support measurable talent and business 
outcomes are achieved.

• Planning: start with a comprehensive Human Capital Audit that aligns workforce and that en-
ables the company to build a powerful talent pipeline to Top Performing Teams. Building each 
department with people engagement with stakeholders at all levels of the enterprise increases job 
performance, and improves business results.

• Acquisition: apply state-of-the-art science and technology; having the ability to attract, select and 
hire the Right Talent directly impacts ROI and bottom line.

• Engagement: according to the Human Capital Institute having and engaging more top performers 
is a precursor to higher levels of commitment and discretionary effort. It uses the only employ-
ment pre-selection instrument that taps the hearts and minds of employees.

Figure 3. Strategic Aligning & Optimizing Talent Management Practices
Source: American Incite (n.d.)
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• Development: Understanding present and future workforce needs are essential to executing a 
good strategy. American Incite (n.d.) uses a suite of sophisticated pre-employment protocols to 
align and distribute the Tasks of people and teams. When tasks are distributed properly people 
more easily achieve higher levels of engagement, performance, and success.

• Deployment: the suite of instruments specifically to solve the challenges of deploying the right 
people into jobs that dovetail with each person’s core innate unchanging nature, etc. “The right 
talent in the right place doing the right things at the right time...all day long.”

• Leadership: align leadership to the right talent, training, and management skills at all levels. 
Aligning core capacities to core competencies creates a talent mindset that supports individuals 
and teams throughout the company. This helps increase performance by creating a talent culture 
designed to attract, develop, engage, and retain people in jobs they were meant to do and love do-
ing. “Employees join companies... they leave managers.”

• Retention: aligning core capacities to core competencies makes it much easier to maintain a high 
rate of renewed attraction. Retention is easier when employees are meaningfully engaged in their 
work and supported by management. ROI improves and business outcomes increase when a com-
pany has tools that enable management to develop organizations staffed with the “right people” 
doing the “right jobs.”

• Evaluation: Strategic Talent Alignment drives better business outcomes from high cumulative 
impacts along the entire talent management chain. More of the right people in the right places 
inevitably translate into a more productive environment. Investments on the front end of human 
capital asset management practices result in reduced processing, improved assessment, and the 
higher-quality selection and a better ROI.

Talents are becoming more and more valuable for companies that want to develop a talent management 
strategy. They should not only have the knowledge of how to attract and retain the talents that produce 
the highest value but also according to talents on how to develop an effective strategy for the company. 
Proactive organizations can use the opportunity by turning their talent management processes into a 
well-designed talent management strategy. Having the right people, the right team is what differentiates 
the average from the best competitors.

Ø Integrated talent management

The concept of “Integrated Talent Management” became popular around fifteen years ago, and since 
then organizations have used this phrase to describe an integrated approach to recruiting, development, 
performance management, compensation, development planning, and learning (Bersin, 2010). The goal 
here is not only to make the Human Resources function operates more efficiently, but more importantly 
to create an “integrated system” for managing people, who let the organization rapidly and effectively 
respond to business needs (Bersin & Associates, 2010).
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Based on the study of expert resources, available researches, as well as presented models, we incline 
to believe that in practice it is necessary orientation to talent management not only on finished talent, 
in the sense that talent development should be concerned only on selected individuals, but real talent 
development means to develop the strengths of every person and employee. It consists of appreciating 
diversity and encouraging creativity, originality, and imagination. It is very necessary not only in the 
discussion of talent development but also in the practice of all organizations (artistic, sports and busi-
ness) to create the conditions for the development of each individual. Therefore, companies should not 
pay attention only to a certain part of their human potential.

Process of talent management and its elements

According to Armstrong (2007) process of talent management begins in business strategy, where the goal 
is to form and maintain qualified, engaging and loyal employees. Elements of talent management are 
illustrated in Figure 5. The base for proper operation of talent management in the company is a qualita-
tive Human resources strategy, resulting from a business plan. The base is the identification of factors 
that are key ones for the success of the company and specific needs of talents and their result will be a 
suggestion of possibilities to satisfy such needs.

Figure 4. Integrated Talent Management
https://joshbersin.com/2010/05/a-new-talent-management-framework/
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One of the most important tasks of talent management is to stabilize talents, which means to achieve 
that talented employees would not leave the company, and in this way, it would prevent using obtained 
knowledge and skill in other companies. Also due to the mentioned company should create a proper 
motivation environment, which would provide the best conditions for its employees. In the case of the 
company that would succeed to maintain talented individuals, it will also manage to decrease costs of 
development and recruitment of new employees. The whole process of talent management is proper to 
finish by evaluation through an audit, or through evaluation of key indexes. According to the mentioned 
company can obtain feedback, and evaluate the effectiveness of talent management, or remove shortages.

TALENT MANAGEMENT IN INDUSTRIAL COMPANY 
- EVIDENCE FROM SLOVAKIA

The following part of the chapter presents an analysis and evaluation of processes for a building of 
employees´ careers in a big industrial company in Slovakia and consequent suggestion of application 
of Talent management model.

The selection of the research object results from the fact that it is the largest industrial company in 
Slovakia, with a significant share of employment and impact on the community. The selected object of 
our research is an integrated metallurgical enterprise with a tradition of more than 50 years in Slovakia. 
The metallurgical industry has presented a great influence on the national economy of Slovakia. Since 
1998, the parent company has been the world’s leading steel producer United States Steel Corporation, a 
multinational company. The company belongs to important employers, with a number of employees around 

Figure 5. Process of talent management and its elements
Source: Armstrong, 2007
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9.900, he has in the region good employer´s image, it provides for its employees’ financial evaluation 
and over standard benefits. The company achieved in 2018 net profit of 127 mils. EUR, when the profit 
of the whole group presented 89 mils. EUR. The rate of industrial production on national productivity 
is in the last period 20%, while the company presents a significant rate on the industry, together with 
the automotive and gas industry. The employment in the steel and processing industry presents around 
23% when the company participates at the rate the most.

The company pays great attention to the issues of human resources management development, from 
the preparation of the next generation of employees through the support of pupils at secondary schools 
and universities and motivation management to the education and development of employees. Particular 
emphasis is given to the safety and health of employees, which is promoting as a key value. Enhancing 
the skills of the talented workforce, promoting diversity and an inclusive work environment, and develop-
ing a culture of care, are the pillars of the new corporate human resources strategy. In order to maintain 
the unique knowledge and skills of key employees, the company has implemented a program aimed at 
sharing knowledge and skills. To develop the potential of talent and prepare the selected employees for 
the future, the company introduced plans of successions, which begins by identifying employees with 
high growth potential and continues with the development program.

Through qualitative analysis, we found out that some activities of talent management are realized 
in cooperation with the Department of HRM and managers in the frame of performance managing. It 
means that during management or evaluation of working performance individual managers suggest at 
the same time activities for the development of individuals´ careers.

Planning of talents in the company is perceived as a process, orientated mainly to the emphasizing of 
fact that development and education are key priorities of every manager. The main task in talent planning 
is given to direct supervisors, which have the interest to support the development of employees, mainly 
through providing possibilities for employees with an aim to extend their knowledge and skills that will 
be necessary for filling their job. The goal of talent planning is to provide development possibilities for 
talented and ambitious individuals in the company.

The process during the realization of talent management in the company is distributed by a plan to 
individual months in a calendar year, as it is illustrated in Figure 6:

• At the beginning of a calendar year, the manager announces main priorities for the following year 
to every member of the team; he finalizes his goals of performance and puts them to the informa-
tion system Talent management. At the same time, he cascades goals to other members of the 
team.

• The manager requests employees to formulate their goals of the performance (3-6 goals), and 
at the same time, he discussed with them, how their goals are connected and contributed to the 
achievement of the priorities.

• Employees cooperate with their managers with an aim to make goals to be connected with busi-
ness strategy, with an orientation to the main priorities that could help to achieve sustainable 
profitability.
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The performance of the employees is measured by filling their annual goals that define main activi-
ties. Evaluation is made by managers in a biannual interval in the three following steps:

1.  The manager evaluates the goals and competencies of an employee; he prepares formulary and 
plans discussion with the employee to a biannual evaluation.

2.  The manager leads a discussion with an employee after the redefinition of the goals manager writes 
results to the formulary in the information system and sends them to the employee.

3.  The employee adds his commentary, suggestions, and comments to the formulary in the informa-
tion system; he confirms a document and closes the evaluation.

Year-end evaluation of the performance there is added self-evaluation of the employee that after fill-
ing in the information system is sent to the manager. The manager adds to the evaluation formulary his 
evaluation of all employees with commentary, and he suggests meeting with them. Consequently, the 
discussion with evaluated employees is executed, after which a manager will send an electronic formulary 
to the employee. The employee will confirm formulary and finish evaluation in the information system.

Such setting of the system has certain advantages, but also shortages. Among advantages belong 
fact that the company would obtain talented employees from internal resources, which the company 
knows already from the view of their engaging in, the work, their working performance, motivation and 
relation to the employer. Advantages during the regular evaluation of working performance are also 
regularity of determined goals evaluation and suggestion for educational activities for a further period. 
To the shortages belong forming of policy for obtaining and stabilization of talents in connection to 
Human resources strategy and systematic planning of talents, which means mistake in identification or 
determining of working positions that are the key factors for proper operation of the company, where 
talented people are supposed to be applied. The shortage is also a regular audit of talents that shows the 

Figure 6. Planning of the talent management process in the company
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necessity of talents with potential, and that would be a base for planning and development of the chosen 
individuals’ career. Disadvantages are also finding that in the present time the company is limited by the 
selection of talents among top managers, and the company is not looking for potential at other levels of 
management and among experts or specialists. The problem is also that in the present time company is 
given emphasis only to achieved results of the employees and not regarding their personal assumptions 
and potential that could present key elements for the future development of the company.

Results and Discussion

Based on the presented literature review, selected talent management models and the above results of 
the analysis of the talent management process of the selected company, we conclude that the company 
in Slovakia uses the Develop-Deploy-Connect model. The talent management process is also supported 
by a corporate strategy that aims to shape and retain qualified and committed employees. However, there 
is no strategic talent management in the company.

In practice, the company should have defined what is the content of talent management that is part 
of the business and personal strategy. In this case, there is necessary mainly:

• To determine the goals of talent management;
• To identify or to select talented employees and to orientate to their development;

Figure 7. Rate of activities at the Human resources department on processes of staffing, education and 
talent management
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• To create a structure of talent management, orientated to the development of key abilities and to 
install rules for talent management process that will be acceptable for all employees;

• To orientate to proper placement of human resources (mainly talents) to working posts and to cre-
ate an excellent working post;

• To enable connection with the aim, talented employees could create the net of relations that would 
enable an increase in organizational and individual performance and improve communication and 
interactivity with others.

Integrated talent management presents the most suitable model for application in current practice, but 
especially for sustainability in the future, which means it should be part of an integrated HRM system 
that enables the company to respond quickly and effectively to business needs.

It is important for the company to be perceived as an attractive employer in the labor market, com-
pared to the competition. Only in this way the company could provide that talented individuals will want 
to remain its employees, they will want to work for the company. In this way the company will obtain 
qualified, engaging employees, which would be better stabilized for a longer period.

In addition to the analysis of single talent management processes, we also focused on the analysis of 
the share of human resources activities in the processes of staffing, education and talent management in 
the company. Figure 7 illustrates that yet 52% is dealing with education and development, while talent 
management is given only 4% time, 3% is dealing with career development and 2% means the adaptation 
of new employees. Workers at the Human resources department deals with other activities of staffing 
yet 39%, from which 21% means recruitment and selection of employees, 10% is for mobility and 8% 
for termination of employment.

Figure 8. Comparing individual processes rate and activities at HR Department
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Mentioned facts had been compared with data from Deloitte Slovakia in 2015, according to which 
we found out that in analyzed company talent management process is dealt with 6% less than average 
in the industry, similarly as the process of development of employees´ career. On the other hand, the 
process of education and development of employees is dealt with yet by 17% more times than average 
in the industry, as well as in comparison with other sectors (see Figure 8).

Present talent management is not only choosing the best from good, but it finds also mostly hid-
den potential that is actively formed in accord with the interest of the company. It is concentrating on 
the recruitment of proper people, with which company further works with an aim to support business 
strategy. Skillful managers are finding proper ways how to connect internal talent to the goals by the 
way the process could bring positive results (Kostiviarová & Lutter, 2015). But most important is to 
provide that talent management would not be underestimated as a contribution to the competition, but 
be motivated to remain and given a performance for the company that formed the talent. From the point 
of view in the relation between talent management and practice, higher levels of entrepreneurial inten-
tions are confirmed among males and among students from entrepreneur families (Lančarič, Ubrežiová, 
Savov, & Kozáková, 2018).

In spite yet in Slovakia there are Professional and advisory agencies that offer the company programs 
for talent management, tailored to their needs, in business practice, this is a rather exceptional situation. 
Similarly, it is in area of expert literature some authors present their opinions, supported by research 
results at the scientific conferences (for example Savov & Lančarič, 2018; Stacho, Stachová, & Gubíni-
ová, 2016; Papula, Volná, Pilková, & Huľvej, 2013), in scientific journals (Horváthová, 2010; Štefko & 
Sojka, 2014; Stacho, Stachová, & Papula, 2018) and sometimes also in monographs (Horváthová, 2011; 
Savov, 2019). According to the research of Savov (2019) realized in companies in Slovakia in 2018 at 
the sample with 381 companies, the biggest influence to the level of talent management has economic 
results of the company (companies with improving economic results register also a higher level of tal-
ent management in their environment), level of talent management of foreign capital (companies with 
foreign participation have a higher level of implemented talent management) and also existence of human 
sources department. The least influence on talent management has ownership of the company and its 
volume. A strong part of talent management in Slovakia can be an understanding of talent management 
as a prevailing part of human sources strategy. Evaluation of talents is realized systematically, while 
there are resulting from conclusions, proper for the planning of talented individual’s development and 
during the promotion of employees, there are considered also their over average abilities. On the other 
hand, the weak side is minimum activities for obtaining talents, planning of carrier growth is not suf-
ficient, and there is a shortage of financial sources for talent development. In this way, there are many 
times an outflow of talents to other companies.

Results of qualitative analysis of talent management in chosen industrial company in Slovakia had 
been compared with results of mentioned research according to chosen criteria, which mean volume of 
the company, participation at the foreign capital, economic results, existence of human sources depart-
ment, strategy of talent management, process of individual phases of talent management process. From 
the results of the comparison results that realization of talent management is very similar to in other big 
companies with foreign participation in Slovakia. One of the reasons are also verified processes, running 
in parent companies abroad. But as a critical phase can be considered talent development, connected 
with investment to the human capital, when important factors in this sense present economic results of 
the company (which means during worsening economic results company decreases sources, determined 
for employees’ development). The same is true of retaining talents for the future; good economic results 
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allow the company to motivate employees and to offer them interesting benefits. Companies must be 
interested in holding qualitative talented people in the creation of a great working environment for the 
employees, which could increase the quality of life.

CONCLUSION

Talent management practice within an organization is a human resource strategy that seeks to acquire, 
develop, deploy and retain talented and high potential employees. Although talent management practices 
are applied in different companies across the world, they can only contribute optimally to business per-
formance if both top management and employees are aligned on objectives and implementation of talent 
management in the organization. The objective of talent management implies an organization’s capabil-
ity to create the talent resources and to attract, develop and retain them for executing the organizational 
business strategy. Organizations can gain success by matching the right talented people to their right 
roles. Getting the best talent and keeping it are becoming intensely competitive (Dawn & Biswas, 2013).

The area of human resources management is changing from the view of its quality in the time in 
connection with changes in other areas of organizations´ management. Results of changes are different 
in individual countries, as well as individual companies, prevailingly according to how high priority 
this area has for top management. In spite also, in the area of human resources management, there is a 
number of interesting areas that are many times mutually connected, in the present time there are pub-
lished few results about the application of talent management in practice in Slovakia. The goal of future 
research is to find out if in present time talent management presents effective choice in human resources 
management in industrial companies in Slovakia. The aim will be to find out, if talent management be-
longs among priorities of human resources management if it is part of personal strategy, which model 
of talent management has company introduced, etc. The interest is to know how talent management 
influences other personal activities, but also what is its influence on the employees’ fluctuation or total 
success of the company.

Taking the long term strategic approach to talent management will have a huge impact on the com-
panies in the future. Thus meeting future business challenges primarily requires the adoption of proper 
practices for talent acquisition, development, deployment, and retention. Savov & Lančarič (2018) state 
that it is necessary to improve the awareness of the strategic impact of human resources in enterprises, 
top management must have a clear attitude towards talent management. We propose to develop a clear 
structure of long-term human resources management objectives based on the company’s mission and 
corporate goals.

We expect that in close future present approach to talent management would change in theory, but 
and mainly in practice of companies and organizations not only in the world but also in Slovakia (Papula 
et al., 2013). Except for companies that should deal with the training of their own talents and manage-
ment of their career can be done by using more new innovative ways of work, for example by work 
with social media. Innovation technologies, global access and finding of talents, for example through 
net LinkedIn speak about the flexibility of talented people about possibilities of their applying, mainly 
in multinational corporations.

Talent management needs to be viewed from a broader perspective; it is more than just achieving the 
company’s goals. Talent management includes a strategy that values the knowledge, skills, attitudes, 
and skills of the company´s employees to help ensure success. It also means supporting and develop-
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ing a strategy for better results, building a motivating environment where they have the opportunity to 
improve their skills and develop their personality, with the assumption of sustainability for the future. In 
this way, it assumes e.g. reducing the cost, time and effort of finding external candidates that the busi-
ness may need in the future. Employees are likely to do their maximum, which would lead to higher job 
satisfaction as well as organizational efficiency and performance.

This could change the traditional role of human resources experts from the supervisory and manage-
ment functions to the development and maintenance of sufficient talents. Managers are not only expected 
to work together, but to be able to specify goals and enable their achievement by the creation of a healthy 
working environment, orientated to the growth when people are willing to actively and enthusiastically 
accept the challenges of their work.

Effective use of talented workers is seen as the most important factor in achieving business goals. 
In order to meet the expectations, there is necessary an active role of talent management professionals 
in understanding the needs, aspirations, and interests of employees, motivating and developing skilled 
employees, a positive corporate culture and the introduction of programs that reflect and support the 
basic values   of the business. Continuous changes in the globalized business environment affect the man-
agement of human resources and hence talent management, for example during an increasing number of 
employees, the company should pay attention to their requirements, create a qualitative and motivating 
working environment, in order to retain qualitative employees for the future. The need of managers to 
meet employees’ expectations is a challenge for effective leadership, and participative management, in 
which employees are involved in the management and decision-making processes because of their talent 
that the company cannot afford to lose.
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