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Adam Szyszka*

Editorial

https://doi.org/10.2478/ijme-2020-0023

Welcome to the third issue of the International Journal of Management and Economics (IJME) in 2020. During 
the coronavirus pandemic, we continue our hard work to timely process all incoming papers and publish 
the accepted ones in the regular quarterly schedule. We use the peer review and submission software 
ScholarOne Manuscripts developed by Clarivate Analytics which allows us to work exclusively online. All our 
publications are automatically covered by citation monitoring. We maintain a wide international exposure 
due to our presence in indexing and full-text databases. Currently, the IJME is covered by nearly 40 different 
services, including Web of Science Emerging Sources, ProQuest, EBSCO, EconLit, and among others.

The current issue contains six research papers covering various areas in management, economics, 
and finance. There are four empirical papers and two original conceptual works. Additionally, we publish 
one non-research paper that includes a book review. The substantive and geographical scope of this issue 
is very wide and truly international. It includes aspects of European Union’s finances, performance of  
pan-European, German, and Polish stock market indices, management of sale forces in the financial sector 
in Nigeria, marketing of FMCG in Bangladesh, FDI in Ukraine, and internationalization of New International 
Ventures based in Poland.

Elżbieta Kawecka-Wyrzykowska in the first article entitled “Assessment of the European Commission’s 
proposals for financing the EU budget in 2021–2027” addresses current proposals of the European 
Commission regarding the EU budget for the next 7-year Multiannual Financial Framework.

In the second article, “Identification of nonlinear determinants of stock indices derived by random 
forest algorithm,” Grzegorz Tratkowski examines the determinants of price movements of stock indices 
with the usage of the machine learning algorithm. This study concentrates on the determination of factors 
that drive Stoxx Europe 600, DAX, and WIG20 and it offers interesting insights that can be potentially useful 
for capital market participants.

Oniku Ayodele and Anita Kehinde Mokwenyei in the article entitled “Will shared leadership engender 
innovative work behaviors among salesmen toward improved performance?” investigate the relationship 
between shared leadership and innovative behavior toward improving salesmen performance in the 
financial sector. Specifically, authors develop an instrument to measure shared leadership, innovative 
behaviors, and performance among marketing officers in financial industry.

In the next article, Joanna Bednarz and Patricia Orelly study the role of social media on the FMCG 
market in Bangladesh, being the emerging market. The majority of respondents in the conducted survey 
have regular access to Internet facilities and use mainly two social media platforms: Facebook and YouTube. 
These platforms are source of product information and to make purchasing decisions on the FMCG market. 
The research also shows that mostly males and the youngest group of respondents show the highest 
openness to social media.

The fifth article “Determinants of inward FDI in Ukraine: Does political stability matter?” is written by 
Andrzej Cieślik and Oleg Gurshev. The authors study determinants of foreign direct investment in Ukraine 
during the period of 2013–2017 that includes the years of armed conflict. Empirical findings indicate 
that access to Ukraine’s cheap labor force is the primary reason for FDI. Quite surprisingly, there is no 
direct relationship between political events in Ukraine and levels of foreign investment, as the estimated 
parameters on the indices of democracy, autocracy, polity, and political stability show no statistical 
significance.

 Open Access. © 2020 Szyszka, published by Sciendo.
 This work is licensed under the Creative Commons Attribution-NonCommercial-NoDerivs 4.0 License.
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The final research article of this issue, “Network knowledge gathering of International New Ventures: 
approaches and preconditions,” is written by Lidia Danik and Izabela Kowalik. The study is dedicated 
to knowledge gathering in both the internationalization process of International New Ventures (INVs) 
as well as their networking activities. The findings, based on a qualitative study of four Polish INVs 
from the manufacturing sector, show that internationalizing companies may behave opportunistically 
in their knowledge-gathering behavior, while at the same time some of their knowledge is also gathered 
unintentionally. The article suggests correspondingly preconditions of knowledge-gathering behaviors that 
include the managers’ experience, power division in the networks, and the length of a relationship with a 
business partner, among others.

This issue is concluded with a note by Aleksander Sulejewicz on scientific heritage of Michal Kalecki 
(who by many is considered a precursor of Keynesian economics) in conjunction with the book review 
“Reading Michał Kalecki after half a century” by Leszek Jerzy Jasiński.

We hope that the current issue of the IJME will be a source of good scientific inspiration for our readers. 
Please enjoy reading!
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Abstract: A major problem in all European Union (EU) budgetary negotiations is the approach of 
Member States in net return terms (the fair-return approach). EU members compare their contributions 
to the EU budget with transfers that they receive from the budget. Net payers tend to reduce the size of 
the budget to contribute less. Brexit has aggravated the problem of the size of revenue (due to the United 
Kingdom’s position as a big net payer). Also, new expenditure needs have arisen (for protecting external 
borders and climate, innovation, etc.). To address those needs, in 2018, the Commission submitted three 
proposals to supplement the current resources to finance the EU budget after the expiry of the principles 
of the Multiannual Financial Framework (MFF) for 2014–2020 at the end of 2020. The article aims to 
indicate whether the Commission’s proposals are good instruments for the financing of the EU budget. 
The assessment relies on selected criteria based on theory. It also takes account of the feasibility of the 
proposals. The main conclusion is that none of the proposals meets well theoretical criteria of “genuine” 
EU revenue. Also, for practical reasons, it will be difficult for the Member States to come to an agreement on 
new budgetary resources. All proposals would be relatively costly for Poland.

Keywords: EU budget, EU Multiannual Financial Framework, own resources, EU taxes
JEL Classification: H21, H61, H77, H87

1  Introduction
A major problem in all EU negotiations relating to the Multiannual Financial Framework (MFF) is an 
approach of the Member States in net return terms (the fair-return approach). It means that the Member 
States easily compare their contributions to the European Union (EU) budget with transfers that they 
receive from the budget, and the resulting position (as a net beneficiary or a net payer) is treated as an 
important indicator of the overall assessment (net costs or net benefits) of their membership of the EU. Net 
beneficiaries tend to maximize their transfers from the EU budget and net payers aim at minimizing their 
contributions. This results  from the present system of contributions. Except for the revenue from import 
duties, they are not “own” EU resources but are transfers from the national budgets and depend on the 
Member States’ decisions. Controversies over “unequal” contributions have led to the widespread use of 
rebates and corrections.

1 The paper was completed in April 2020.

Conceptual Paper
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The system of financing the EU budget is also criticized for several other reasons. We skip them here as 
they are widely discussed in the literature (see: Schratzenstaller et al. 2016).

For the abovementioned reasons, for many years there has been discussion on the new resource(s) to 
mitigate the drawbacks of the present system of financing the EU’s activities. Several proposals have been 
submitted by the Commission and independent researchers. In every case, there has been opposition on the 
part of at least some countries, which has made the adoption of such a proposal impossible as any change 
of the own resources system requires unanimous voting in the Council (after consulting the European 
Parliament, following a special legislative procedure – Art. 311 of TFEU).2

At present, the situation is different. On the one hand, Brexit has aggravated the problem of the amount 
of revenue (due to the United Kingdom’s position as a big net payer); on the other hand, as never before, 
new expenditure needs have arisen (appropriations for preventing undesirable immigration, climate 
protection, innovation, etc.). Therefore, there are now (theoretically) greater chances of modifying the 
revenue structure and methods of financing the EU budget.

To address those needs, in May 2018, the Commission submitted three proposals for new own resources 
to supplement the current sources of financing the EU budget, after the expiry of the principles of the MFF 
for 2014–2020 at the end of 2020.

The article aims to indicate whether the Commission’s proposals are good instruments to finance the 
EU budget. The assessment will rely on selected criteria based on theory. It will also take account of the 
feasibility of the proposals. The implications for Poland are identified.

The structure of the paper is as follows. First, it describes proposals for changes in the system of 
financing the EU budget for 2021–2027 as presented by the Commission in 2018. Point 2 analyzes the 
merits of introducing a basket of new own resources for the EU budget. Against this background, all 
the three proposals for new resources are presented, each of them according to the same pattern: the 
rationale for a given proposal, the main elements of the proposal, and the estimated revenue. That 
part is followed by theoretical criteria for the assessment of an “optimal” budgetary resource. Next, 
the basket of the own resources is assessed according to those criteria. In conclusion, the “pros” and 
“cons” of the proposals are compared with an opinion on the feasibility of the implementation of each 
proposal.

2   The Commission’s Proposals for Modifying the Present System 
of Financing the EU Budget

In the package of documents relating to the new MFF, the Commission submitted the following proposals 
(European Commission, 2018e, pp. 3–4):
1. Modernization of the existing own resources by:

a. maintaining the customs duties as traditional own resources, but decreasing to 10% the share of 
this revenue that  the Member States retain as “collection costs”;

b. maintaining the own resource based on gross national income and  keeping it as the balancing 
resource; and

c. simplifying the Value Added Tax based own resource.3
2. Introduction of a basket of new own resources consists of:

a. a share of the relaunched common consolidated corporate tax base to be phased in once the 
necessary legislation has been adopted;

2 Moreover, such a decision enters into force after approval by the Member States in accordance with their respective constitu-
tional requirements. The Council also unanimously adopts a regulation establishing the MFF, but it must obtain the European 
Parliament’s consent beforehand (Art. 312 of the TFEU).
3 The simplification of the own resource based on Value Added Tax (VAT) would result from: (i) focussing on the standard rate 
supplies; (ii) streamlining the procedure to calculate the VAT base; and (iii) applying a uniform call rate on the standard rate 
base (European Commission, 2018e, p. 6).
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b. a share of the auctioning revenue of the European Emissions Trading System (ETS); and
c. a national contribution calculated on the amount of non-recycled plastic packaging waste.

3. Establishment of the principle that future revenues arising directly from the EU policies should flow to 
the EU budget;

4. Phasing out the corrections;4 and
5. Increase in the own resources ceiling.

3   The Commission’s Arguments for the Proposal of Three New Types 
of Own Resources (European Commission, 2018e, pp. 1–2)

A general argument was that the financing system had not been reformed after 1988,5 whereas several 
new challenges and developments had occurred, which called for the revenue system adjustments. New 
challenges faced by the EU include, first of all, the necessity to mitigate negative climate changes and to 
protect external borders more efficiently. They cannot be effectively addressed at the level of individual 
Member States. Climate changes, environmental pollution, and immigration generate negative externalities 
that require a response at the EU level, if not at a global level, to address them efficiently.6 They require 
additional financing as:
a. the room for reductions in the present priority expenditures is limited7 and
b. the EU budget must be balanced (ex ante, i.e., on adoption).

Also, the system of EU’s own resources has been criticized for many years8 and the Commission’s 
proposal for 2021–2027 should eliminate at least some of the present drawbacks.

Another important reason for the need to increase revenue is Brexit, the withdrawal from the EU 
of one of the largest net contributors to the EU budget. In previous years, the UK contributed to the 
common budget around EUR 12–14 billion per year in net terms (European Commission, 2018d, p. 13). 
Without additional resources to cover the gap, the EU budget would become much smaller and not 
sufficient to continue financing of the present priorities, not to mention the new ambitious goals as 
presented by the Commission in the proposal for 2021–2027 (for more see: Kawecka-Wyrzykowska, 
2018, pp. 3–12).

An equally important argument behind the recent proposal is that new budgetary resources would 
reduce the dependence of national contributions on GNI-based resource, thus increasing the autonomy of 
the EU budget and making the “fair return” approach less severe.

4 The United Kingdom’s withdrawal ends its rebate and the associated rebates. Rebates related to reduced call rates for the VAT-
based own resource as well as the lump sum reductions of contributions based on Gross National Income (GNI) had been offe-
red for a temporary period and automatically expire at the end of 2020. However, as a result of the elimination of those rebates, 
several countries will face a big increase in their contributions to the EU budget. In order to mitigate that effect, the Commission 
proposed to phase out the current rebates over 5 years (European Commission, 2018b, p. 26).
5 The most recent important change in the own resources system took place in the late 1980s when the so-called Delors pa-
ckages were adopted. The main element of that reform was the introduction of the GNI-based contribution to support the crea-
tion of the internal market and, in particular, to finance the implementation of the cohesion policy.
6 The authors of the 2019 Report argue that “The MFF 2021–2027 is the EU’s last full investment cycle to initiate and substantiate 
the necessary changes. It is essential that we make use of the last windows of opportunity to strengthen climate performance of 
the budget and leverage private investments” (Runkel et al., 2019, p. 30).
7 Still, the Commission proposed to reduce appropriations for the two largest items of expenditure: the CAP and the cohesion 
policy.
8 The list of objections is quite long. It includes, among others, poor transparency of the present own resources and their low 
clarity for citizens, low fairness, and many rebates, which make the national contributions unclear and difficult to explain to 
non-experts. Many rebates make the system less transparent. Moreover, only the customs duties currently display a clear link to 
EU policies. An even more important weakness is that the present system of financing the EU budget is dominated by national 
contributions. Member States easily compare them with transfers they receive and expect “fair returns” (European Commission, 
2018d, p. 9; Le Cacheux, 2007).
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4   The Commission’s Proposals for New Resources to Finance the 
EU Budget for 2021–2027

4.1  The common consolidated corporate tax base9

4.1.1  Rationale and expected benefits

Differences in corporate tax rules across the EU are used by multinational companies for maximizing their 
profits (the so-called tax optimization, i.e., paying the largest part of taxes in countries where the effective 
corporate income tax (CIT) rate is the lowest).10 As a result, it is problematic to determine which country is 
eligible for the taxation of incomes earned by multinational enterprises. Double taxation is not infrequent. 
A more serious issue is that many multinational enterprises take advantage of differences between national 
tax regulations and transfer profits to jurisdictions offering low tax rates and preferential schemes. Another 
problem is that affiliates operating in several countries often price their products and services to minimize 
the overall tax burden on the group concerned (the so-called transfer pricing phenomenon) (European 
Commission, 2016c, pp. 5–6). Consequently, some multinational enterprises pay extremely low taxes in 
places where they pursue business activities.

One negative effect of such an approach is distorting competition with other firms.11 Other undesirable 
results include reduced budget revenues for the Member States and less money to finance public goods.12

It is a large-scale problem, taking into account the huge EU internal market, which encourages 
companies (including non-EU corporations) to operate there. At the same time, the calculation of CIT 
revenue by national authorities has become more difficult. The globalization and the ongoing technological 
changes have resulted in huge changes in the structure of firms and the localization of production. Many 
services can be offered in the European internal market through online delivery. Additional elements 
contributing to the intensification of the problem include the rapid spread of e-commerce and other digital 
services as well as the growing share of intangible assets, such as intellectual property. Altogether, all the 
phenomena and the easiness of changes in corporate decisions on localization of production make it more 
difficult for national authorities to assess taxable bases within their jurisdiction (European Commission, 
2018d, p. 13), whereas companies can pay lower taxes more easily.

Given those problems, the effectiveness of the Commission’s attempts to harmonize the rules of CIT13 
and thus to reduce the negative implications of different national CIT bases has been limited so far. The first 
official proposal for a Common Consolidated Corporate Tax Base (CCCTB) was presented by the Commission 
in March 2011. It was, however, rejected by the Council. In 2016, the Commission re-launched its proposal 

9 It is interesting to note that in one of its documents issued in 2011, the European Commission came to the conclusion that 
the EU Corporate Income Tax “was considered as unsuitable as a potential own resource for the foreseeable future” (European 
Commission, 2011, p. 5).
10 So far, only indirect taxes have been harmonized. Under the EU treaties, it is not necessary to harmonize direct taxes.
11 For a discussion on whether the CCCTB harmonization is the right way to put an end to tax competition, see Valenduc (2018).
12 That argument was presented in a much stronger way in the early 21st century, close to the date of the 2004 eastward en-
largement of the EU. At that time, several countries of the “old” EU with the highest CIT rates (Germany, France, and Sweden) 
accused the Central and Eastern European countries – which applied much lower CIT rates – of unfair competition and a “race 
to the bottom” with regard to tax rates. They argued that much lower CIT rates in the new EU Member States encouraged the 
outflow of investment capital from the Western to the Eastern part of Europe, which resulted in reducing the budgetary revenue 
necessary to finance the provision of public goods in the face of increased unemployment rates. They demanded the harmoni-
zation of CIT rates, by which they meant increasing the CIT rates in the new members to adjust them to the average level of the 
rates applied in Western Europe. The discussion in the literature that followed those requests revealed, apart from arguments 
“in favour of” tax harmonization, a long list of arguments against such a decision as well. In that situation, the Commission 
chose not to prepare a formal legal proposal, see Krajewska and Krajewski (2007, pp. 5–20) and Le Cacheux (2007, p. 21).
13 The most recent proposal does not provide for a new CIT at the EU level. In fact, a uniform call rate on the national revenue 
on CIT, based on harmonized rules of collecting the tax, would play a role similar to EU-wide CIT.
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to harmonize the national CIT systems – through the CCCTB – to ensure a fair allocation and distribution of 
taxable profits to the Member States.14

The re-launched CCCTB, proposed in 2016, is in line with the Commission’s top political priorities to 
make taxation fairer and more effective in the EU (and to fight tax evasion and tax avoidance), as set out in 
the June 2015 Action Plan.15 The Commission hopes for the CCCTB to support growth, jobs, and investment 
in the EU. Due to predictable rules, a level-playing field and reduced compliance costs, the internal market 
should become more attractive to invest and do business in the EU. The attractiveness of the EU’s internal 
market would also increase due to lower administrative burdens as the rules would be the same in the 
internal market and only one tax return would be required for all EU operations. It is also assumed that the 
main incentive for entities to enter the CCCTB system is a lower tax burden for the whole group (Nerudová 
and Solilová, 2019, p. 161). One additional advantage would result from new R&D incentives (companies 
would be allowed a super-deduction for their R&D spending).

Simultaneously, the same rules for the calculation of taxable profits would reduce transfer-pricing 
planning opportunities for companies and harmful tax competition. In this way, also public budgets should 
benefit in the form of additional revenue, currently lost to tax avoidance.

An interesting additional argument in favor of CIT harmonization was presented by Le Cacheux. He 
argued that a precise definition of the CIT base at the EU level (including rules on interest deductibility, 
depreciation allowances, and other types of provisions allowed) would contribute to the possibility of 
conducting a genuine industrial policy. In the new legal framework, EU-based corporations would be 
guided toward certain types of activities desirable at the EU level, e.g., toward decisions on investments 
in research, environmental protection, greenhouse gas emission limitations, etc. (Le Cacheux, 2007, p. 22).

The recent proposal has not been adopted yet. Still, it is a basis for the Commission’s proposal for a new 
EU budget resource and, therefore, it deserves attention. The Commission assumed that the contribution 
would be introduced in 2023 and applied with a retroactive effect from 2021 (European Commission, 2018d, 
p. 35).

4.1.2  How would the CCCTB-based contribution work?

According to the Commission’s proposal, a 3% call rate would be applied to the new Common Consolidated 
Corporate Tax Base. A CCCTB-based own resource would be calculated by applying the call rate on the 
value of the taxable profits of large companies for which the CCCTB would be compulsory, as apportioned 
to each Member State. The computed amounts of the tax revenue would be transferred by the Member 
States to the EU budget. The calculation (and the resulting contribution to the EU budget) would take no 
account of the taxable profits of companies outside the mandatory scope of the directive, i.e., below the 
size threshold or outside the other criteria (European Commission, 2018d, pp. 23–24, see Box 1 for details).

4.1.3  Estimated revenues

The Commission estimated the own resource based on the CCCTB at EUR 4 to 23 billion on average for the 
period 2021–2027. The estimate was based on the following assumptions: 2012 data for calculations; a call 
rate between 1% and 6%.16

14 In fact, it is a legal proposal to be introduced through a two-step process, see Box 1.
15 The action plan for a fair and efficient corporate taxation in the EU set out a series of initiatives to tackle tax avoidance, 
secure sustainable revenues, and strengthen the single market for businesses. Key actions included a strategy to re-launch the 
Common Consolidated Corporate Tax Base and a framework to ensure effective, fair, and efficient corporate tax (European 
Commission, 2015).
16 Based on 2012 data, the total tax base in the EU was estimated at nearly EUR 380 billion (European Commission, 2018d, 
p. 24).
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4.2  Own resource contribution based on plastic packaging waste

4.2.1  Rationale and expected benefits

The main argument for the proposal was that the plastic packaging generated pollution harmful to the 
environment as well as to human and animal health. Negative effects appear not only in the polluting 
country, but they also spread to the neighbors and across the globe.

In 2018, the recycling rate for plastic packaging waste only reached 42.0% in the EU. That rate was 
below the EU target adopted in early 2018 in the Commission’s European Strategy for Plastics in a Circular 
Economy (European Commission, 2018a)17 and in the 2018 Directive. The Directive set recycling targets 
for different types of materials contained in packaging waste (plastic, glass, paper and cardboard, wood, 
aluminium, and ferrous metals). As regards plastic packaging,18 the recycling target is at least 50% by 
weight by 2025 and 55% by weight by 2030, being significantly more ambitious than the previous target of 
22.5% to be achieved by 2008 (Directive 94/62/EC, Art. 6(1)).

The Commission hoped that the proposed own resource would help attain the objectives of the strategy 
for plastics. As the resource would be directly proportional to the quantity of non-recycled plastic packaging 
waste generated in each Member State, it would, therefore, provide an incentive for the Member States 
to reduce their plastic waste-related contributions. As a consequence, plastic packaging waste should be 
reduced as well. In this way, also a more general objective would be promoted, i.e., boosting the circular 
economy (the so-called double dividend; European Commission, 2018d, p. 28).

4.2.2  How would the contribution based on plastic packaging waste work?

The contribution to the EU budget based on non-recycled plastic waste would be calculated in proportion 
to the quantity of non-recycled plastic packaging waste generated in each Member State. A call rate to that 
quantity was proposed at the level of EUR 0.80 per kg of this type of waste.

17 The Commission had already proposed in 2015 that at least 55% of all plastic packaging in the EU should be recycled by 2025 
(European Commission, 2018b, p. 7).
18 Plastic packaging accounts for about 60% of post-consumer plastic waste in the EU (European Commission, 2018b, p. 7).

Box 1. Elements of the CCCTB proposal

The 2016 proposal for a CCCTB provides for a harmonized system to determine the tax base of multinational companies 
and to calculate their taxable profits in the EU. Corporate income tax rates in the EU would not be changed as EU Member 
States would continue to have their CIT rates. The tax base would only cover large companies, having total worldwide 
consolidated revenue above a certain threshold (global turnover above EUR 750 million) and meeting certain ownership 
criteria. For smaller companies (below the revenue threshold), the directive would be optional and their profits would be 
excluded from own resources.

The CCCTB is supposed to be implemented through a two-step process: In the first step, Member States should agree 
on the above-mentioned common base, i.e., a single set of rules to determine how corporate profits would be taxed. The 
second stage would involve a more complex consolidation aspect. Consolidation would allow a group operating in the 
internal market to offset losses in one Member State against profits in another. In the Commission’s opinion, such an 
approach should make the negotiation process more manageable.

For consolidation, an apportionment formula would be introduced, for the allocation of profits to the Member States. The 
formula would comprise three equally-weighted factors: labor (composed of both payroll cost and the number of employees with 
equal weights), assets, and sales. As a result, the total profits of groups operating in the internal market would be apportioned 
to the Member States where the companies operate. Therefore, taxes would be paid in the Member States where the profits 
are generated. It should help to combat tax avoidance as the new system would eliminate mismatches and loopholes between 
national systems, currently exploited by companies to avoid taxation. In particular, consolidation would remove (or at least 
reduce) transfer pricing within groups. In this way, the harmful tax competition within the EU should be reduced.

Sources: https://ec.europa.eu/taxation_customs/business/company-tax/common-consolidated-corporate-tax-base-
ccctb_en [5th February 2020] and European Commission (2016a,b).



 Assessment of the European Commission’s proposals for financing the EU budget in 2021–2027   199

4.2.3  Estimated revenues

According to the Commission’s estimates, the contribution in question could bring around EUR 7 billion 
per year (European Commission, 2018e, p. 8). The basis for such a contribution must be high quality and 
timely statistics on waste generated in each Member State, in particular, on plastic packaging waste. Such 
statistics already exist, albeit they need improvement.19

4.3  EU emissions trading system-based own resource

4.3.1  Rationale

The Emissions Trading System (ETS) is one of the main instruments put in place in 2005 in the EU and 
the whole European Economic Area20 to achieve the reduction of greenhouse gas emissions (European 
Commission, 2018e, p. 8). According to the 2018 Directive (Directive (EU) 2018/410), the ambitious target 
is to reduce those emissions by 43% below 2005 levels by 2030.21 A key element of the ETS system is a 
maximum (cap) on the total amount of greenhouse gases that can be emitted in the Member States by the 
sectors covered.22 Allowances are auctioned or allocated for free to companies. The cap and the trading 
system encourage the reduction of emissions.

The EU ETS governs more than 40% of the EU’s total greenhouse gas emissions (European Commission, 
2018e, p. 8). The system provides for the same rules in all the countries, including the same price signal 
to the sectors covered across the Member States. The system generates revenues through the auctioning of 
emission allowances. Revenues flow to national budgets. At least 50% of those revenues should be used by 
the Member States for climate-related purposes.

The main arguments for the proposal presented by the Commission were as follows:
a. The ETS contributes to achieving the important common goal of the climate policy, i.e., the reduction of 

gas emissions and thus the environmental protection and
b. the system has been harmonized.

4.3.2  How would the ETS-based contribution work?

According to the Commission’s proposal, 20% of revenues from the total allowances available for auctioning 
would be transferred to the EU budget (European Commission, 2018b, p. 27). The new contribution based on 
the ETS would only apply to allowances distributed to the Member States based on 2005–2007 emissions. It 
covers 90% of the allowances available for auctioning. The allowances auctioned for aviation (around 10% 
of the total revenue from allowances) would be excluded from the calculation of contributions.

19 For years, data on plastic packaging waste have been collected by extended producer responsibility (EPR) organisations, 
regional authorities, or statistical offices and reported to the national authority which in turn reports the data to the Eurostat 
following the rules established by Commission Decision 2005/270/EC, pursuant to Art. 12 of Directive 94/62/EC. The quality of 
plastic packaging waste statistics has improved with the adoption in 2018 of the amendment of the plastic packaging waste 
directive (Directive (EU) 2018/852).
20 The ETS operates in 31 countries (all EU countries plus Iceland, Liechtenstein, and Norway; https://ec.europa.eu/clima/
policies/ets_en). It aims not only at the reduction of CO2 but also of other greenhouse gases.
21 Some authors note that ambitious carbon reduction targets – as implemented at present in the EU within the ETS – create 
a risk of bigger carbon leakage (increased carbon emissions in third countries as a consequence of emission-reducing policy in 
the EU) and negative implications for partner countries as well as a threat for the whole global climate policy. A way to solve this 
problem is a concept of Border Tax Adjustment (a modified version of Border Carbon Adjustment mechanism), it is an import 
tax calculated on the basis of carbon content of imported products. At the same time, the authors argue, that in theory,  this tax 
“could also serve as an ideal green instrument to fund the EU budget innovative ‘genuine’ own resources’ and ‘a BCA would be 
a perfect instrument to ensure a level playing field for domestic and foreign producers, thus avoiding potential carbon leakage.” 
In practice, however, there are plenty of methodological and legal obstacles, which make this solution extremely difficult, if not 
impossible to apply (Krenek et al., 2020, pp. 4 and 6).
22 Those sectors include: power plants and industrial installations across the EU as well as aviation for flights within the 
 European Economic Area.
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At the same time, the transitional free allocation within the ETS, which is now offered to the power 
sector (20% of certain revenues from the total allowances available for auctioning to the EU budget) would 
create the basis for calculating the Member States’ contributions to this own resource of the EU budget.

A certain share of the EU ETS’s revenue in the lower-income Member States comes from the auctioning 
of allowances redistributed for purposes of solidarity, growth, and interconnections (around 10% of 
allowances, under Directive 2003/87/EC). To ensure fairness, the own resource contribution would not be 
levied on such redistributed allowances, which would not finance the EU budget (European Commission, 
2018e, p. 8).

Moreover, the revised EU Emissions Trading System Directive (2018) established an Innovation Fund to 
support the development of breakthrough technologies and a Modernization Fund to modernize the energy 
sector in the lower-income Member States (Box 2). The number of allowances dedicated to financing both 
funds would not be subject to the own resource contribution either. In this way, the funding would be 
provided to foster mitigation and adaptation efforts in poorer Member States, which usually have relatively 
higher greenhouse emissions (as a result of strong dependence on coal and a lower share of renewable 
resources in energy production, as well as dependence on older, more energy-consuming technologies).

4.3.3  Expected revenue

The estimated annual average revenues could range between EUR 1.2 and 3.0 billion, depending on the 
market price for the EU ETS allowances. They could also vary based on the annual auction volume, which 
depends, among other things, on the operation of the ETS market stability reserve (European Commission, 
2018e, p. 8).

5   The Evaluation Criteria Established by the European Commission 
to Assess the Suitability of the New Resources

Several suggestions for the evaluation criteria to assess the suitability of potential candidates for own EU 
resources23 have been put forward in the academic and policy-oriented literature addressing the future of 

23 As the introduction of a new EU-wide tax requires (among other things) unanimity of all Member States and it is difficult to 
achieve such broad acceptance, a number of new proposals rely on the already existing solutions in all Member States and aim 
at their harmonization rather than at full uniformity. Some of the proposals are not of fiscal nature (e.g., seniorage).

Box 2. The Innovation and Modernization Funds

The Innovation Fund is a key funding instrument for delivering the EU’s economy-wide commitments under the Paris 
Agreement supporting the European Commission’s strategic vision of a climate-neutral Europe by 2050. The fund may 
amount to about EUR 10 billion, depending on the carbon price. The first calls for projects to be financed under this fund 
are supposed to take place in 2020, see https://ec.europa.eu/clima/policies/innovation-fund_en.

The Modernization Fund will be established as part of the post-2020 reform of the EU ETS. It will be an instrument for 
enabling investments in small-scale energy projects, improvements in energy efficiency, and the modernization of energy 
systems in lower-income Member States with GDP per capita at market prices below 60% of the EU average (namely 
Poland, the Czech Republic, Hungary, Croatia, Slovakia, Estonia, Lithuania, Latvia, Bulgaria, and Romania). The fund will 
be financed through the auction of ETS allowances for the period 2021–2030, see https://ec.europa.eu/clima/news/five-
beneficiary-member-states-opt-transfer-additional-allowances-modernization-fund_en.

The total value of the fund is estimated at EUR 9–25 billion over the next decade, see https://energypost.eu/eu-ets-
modernization-fund-putting-the-wind-in-the-sails-of-the-transition/.

However, allowances available for auctioning that a Member State can allocate for free to the power sector should 
be counted toward the own resource contribution to ensure that the decision whether or not to make use of that option 
is based on economic grounds.
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EU finances. These come from several economic theories. The most frequently used theory in this respect 
is the theory of fiscal federalism, which proposes the optimal distribution of responsibilities between the 
different levels of government within a federation. Also, the public choice theory is used, which concentrates 
on the role of public agents. Another set of arguments for EU tax is related to the EU’s specific features (i.e., 
pre-federation aspects) regarding the issue of political integration of the EU. The general tax theory is also 
useful (Schratzenstaller et al. 2016, p. 56).24

For this assessment, the paper only applies four categories of the evaluation criteria listed by the 
European Commission in 2011 and based on theoretical considerations. They cover all the most important 
criteria (European Commission, 2011, p. 13).
1. Budgetary criteria require ensuring sufficient and stable EU financing in the long run and budgetary 

discipline. The resources should generate stable revenues.
2. Integration criteria (EU-specific criteria) relate to ensuring financial autonomy, transparency, and a link 

to EU policies. The EU financial autonomy means that budgetary resources should be independent of 
national treasuries to limit the existing tendency toward a narrow focus on national interests (the fair 
return approach). As a consequence of narrow national interests (as defined by the net positions of 
individual Member States), preference in budgetary expenditure is often given to policies that maximize 
the net benefits of countries, at the expense of policies, which offer higher EU value-added. Thus, the 
financial autonomy of EU budget resources is of crucial importance, promoting the overall value of 
pursuing certain policies at the European level rather than policies that are assessed positively by the 
Member States from their financial point of view.25

Besides, the EU budget should be easy to understand for the EU citizens.

3. Efficiency criteria include the internalization of externalities, the implementation of the Subsidiarity 
principle,26 and the reduction of operating costs (the administration costs should be low relative to 
the yield). In some situations, efficiency may imply deliberately introducing price distortions. It is the 
case when there are negative external effects and market prices do not properly reflect social costs. To 
correct externalities and to produce the right incentives, distortionary taxation can be introduced (e.g., 
eco-tax; Le Cacheux, 2007, pp. 19–20).

4. Equity criteria in gross contributions, i.e., the burden of financing EU expenditure should be fairly 
shared among the Member States as well as citizens, ensuring equity for taxpayers. There is, however, 
no undisputed measure of the concept of “equity” (Cipriani, 2016, p. 4). This requirement is usually 
understood in two ways that leads to different opinions and value judgments. One approach is the 
“horizontal equity” (taxpayers in identical circumstances are treated identically in their tax liability, 
it is “equal treatment of equals”) and the other one is “vertical equity” (which traditionally refers to 
the ability to pay; it requires that taxpayers in different circumstances be accordingly differentiated in 

24 Let’s add here that a group of well known specialists on EU budget has recently suggested an innovative approach to assess 
the proposals of EU taxes as new own revenue sources. They developed the sustainability-oriented view at EU taxes. This idea 
reflects the four dimensions of sustainability (economic, social, environmental, and institutional/cultural) and – according to 
authors – better than standard framework explains why at least part of EU expenditures should be financed by own EU taxes 
(Schratzenstaller et al., 2016, p. 7). Such an approach – inspiring in theory – is difficult to apply in practice and does not have 
many followers.
25 The fair return problem would be solved (or at least substantially reduced) if the EU budget was financed by contributions 
that are characterized by the so-called regional arbitrariness. The last notion means that it is not possible to calculate the share 
of individual Member States in the tax base or in the tax revenue. An example is the customs revenue that not only depends on 
the scale of imports to a given country but also on imports transferred later to other EU countries, as is the case in Rotterdam 
or Hamburg. Such a situation makes it more difficult, if not impossible, to correctly calculate the budgetary net positions of EU 
Member States (Cieślukowski, 2005, pp. 6–7).
26 The principle of subsidiarity is straightforward: “a policy should be assigned to lower levels of government, and thus closer 
to the citizens it affects, unless there are demonstrable benefits of conducting the policy at a higher level” (Begg, 2009, p. 27). It 
should be noted that in the High Level Group report of 2014, the subsidiarity principle was included in the “EU-specific  criteria,” 
(High Level Group, 2014, p. 26).
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their tax liability), (Le Cacheux, 2007, p. 14). Horizontal equity is automatically respected for taxes with 
a common tax base and rate across the EU. The vertical equity criterion focuses on the distribution of 
income among citizens or EU members. In the context of the EU (which is a pseudo-federal setting, and 
not a state), the concept of “fairness” is also applied. It refers to the ability to pay (and resulting financial 
burden) at the level of Member States, and not of individuals (Cattoir, 2004, p. 11). Controversies over 
these “unequal” contributions have led to the widespread use of rebates and corrections.

X X X
It must be noted that the criteria for a “good (genuine) EU resource” are sometimes contradictory. This 

applies, first of all, to the requirements of “equity” and “efficiency.” For example, CIT has an advantage on purely 
economic grounds (efficiency) but is not the best solution from the vertical equity point of view (Le Cacheux, 
2007, p. 32). There is not a single tax meeting all theoretical criteria and being the optimal (first best) solution to 
finance a public (EU) budget. Therefore, the choice will have to be made by weighting various criteria.

6   Assessment of the Basket of the New Own Resources in  
Terms of the Criteria Listed Above

This assessment reflects the author’s opinions on meeting the theoretical criteria by the three budgetary 
proposals of 2018 and takes into account the opinions expressed by experts and by Commission’s 
documents. Some of these opinions were presented in the literature in earlier discussions on the reform 
of the EU financing system, before the Commission’s proposal of May 2018 was published. A more recent 
assessment in the literature applies to selected aspects of the three revenue proposals and has been taken 
into account whenever applicable.

6.1  Budgetary criterion

None of the proposals would individually ensure the sufficiency of revenue in the EU budget (this was partly 
the reason for three different proposals that should serve as supplementing resources). Each of the three 
proposals partially meets the budgetary criterion, albeit in a slightly different way. The revenue from the CCCTB 
is probably the most promising solution to finance the EU budget as it will increase with the development of 
corporate activities in the EU internal market. One drawback is that during a slowdown of business cycles, the 
annual revenue from CIT can decline (Le Cacheux, 2007, p. 22). This problem will, however, be mitigated by 
maintaining the GNI-based resource, of a residual character, and supplementing the missing revenue to meet 
the legal requirement of a balanced budget. The revenue from plastic waste should decline in the next years as 
the abovementioned 2018 Directive has put pressure on countries to reduce the waste. Besides, this resource, 
if implemented, should encourage the Member States to introduce measures (national levies) to decrease 
contributions from the national budgets. Also, the awareness of the necessity of environmental protection has 
been increasing. As regards the revenue from ETS allowances, it should also diminish in the long term, but the 
final result will depend much on the price of ETS allowances. The other factor working in the same direction 
is a fact that the number of allowances auctioned will decrease in the next years.27

6.2  Integration criterion

All three proposals of the new EU own resources. All of them are closely linked to key EU policies, including 
the common climate objectives, environmental policy, the strategy for plastics, the circular economy, 
and the single market objectives. In line with the Union’s strategy for plastics and climate objectives, the 

27 In the period 2021–2030, the cap on emissions from power stations and other fixed installations is reduced by 2.2% every 
year (Directive (EU) 2018/410, Art. 9, pp. 4 and 11). Moreover, the December 2019 European Council adopted the target to achieve 
the climate neutrality by 2050 (European Council, 2019).
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contributions based on ETS allowances and plastic packaging waste should contribute to reduced pollution, 
as they could encourage countries to introduce national measures to limit their budgetary transfers to the EU 
budget. As regards the CCCTB-based own resource, it would directly confirm the link between the financing 
of the EU budget and the benefits of the single market as it would emphasize the Member States’ common 
interest in ensuring a level playing field for companies operating in this market (European Commission, 
2018d, p. 23).

Thus, all three proposals display a strong link to the EU value-added. Pooling resources can achieve 
results that the Member States acting alone cannot attain (European Commission, 2018b, p. 3). For example, 
the problem of tax base erosion and profit shifting cannot be adequately tackled at the national level alone. 
In this context, the EU proposal for corporate income taxation contributes to improving the clarity and 
transparency of the rules for companies operating in the single market and to attracting new investors 
who will employ more people, produce more goods and services, pay higher taxes to national budgets, 
etc. Besides, emission reductions generated by the ETS have a clear EU value-added. Climate change and 
plastic waste are problems that are global and need to be addressed at the EU level, including through fiscal 
instruments. National actions aimed at the reduction of greenhouse gas emissions are always less effective 
as pollution does not recognize borders. However, the actual scope of the value-added will depend much on 
concrete ways of implementation of the three resources. For example, the value-added of the plastic-based 
instrument would be higher if the transfer of the revenue from national budgets was supplemented by 
national levies encouraging economic agents to reduce the waste. In turn, the value-added CCCTB proposal 
would depend on the number of smaller companies (below the mandatory threshold of annual revenue at 
EUR 750 million) interested in the voluntary adoption of the system.

One of the main intentions behind the Commission’s proposal is that the introduction of own 
contributions could alleviate the net-position thinking, poisoning negotiations on the EU budget. An 
important way of meeting this intention is to increase the fiscal autonomy of the EU. Unfortunately, none of 
the proposals discussed would reduce the pressure on assessing the net position. CIT-based and ETS-based 
revenues finance nowadays the national budgets. Calculating part of them as the revenue of the EU budget 
would require transfers from national budgets, thus enhancing, instead of mitigating, the problem of a 
fair return.28 A plastic waste-based instrument obligates the countries, not companies, to pay a levy. The 
effect would be different if national levies were introduced (to diminish national fiscal burdens but also to 
increase the efficiency of the new instrument).

6.3  Efficiency criterion

Two proposals (on ETS allowances and plastics) should help correct negative externalities as they 
encourage countries to reduce the revenue based on “undesirable activities,” i.e., activities resulting in air-
pollution and plastic waste (Schratzenstaller and Krenek, 2019, p. 173). However, their impact on producer 
behavior will be limited. It will depend much on the ETS allowance prices and on Member States’ decisions 
to introduce national incentives to reduce plastic waste. Consumers may feel the taxation burden indirectly: 
in the case of energy price increases (following a possible increase in prices of ETS allowances) and in the 
case of waste separation price rises.

At the same time, the administrative costs of ETS allowances and CCCTB should be relatively low, 
considering that these proposals are based on solutions already in place in the Member States. In the case 
of plastic waste, some costs would appear if countries decided to introduce a levy.

The proposals discussed meet relatively well the criterion of subsidiarity. They introduce no new 
taxes at the EU level. Instead, they harmonize the rules for the application of the instruments concerned 

28 Thus, the general alignment with EU objectives does not mean automatically that the particular revenue will contribute 
much to their actual achievement. This aspect has been noticed by D’Alfonso who rightly argues that the ETS “proposal is in 
line with the idea of linking the revenue side more closely to EU policy objectives, but would in principle result in the transfer 
of part of already existing proceeds to the EU level, without creating new incentives to change practices that have a negative 
impact on the climate” (D’Alfonso, 2019, p. 18).



204   E. Kawecka-Wyrzykowska

(first  of  all,  they provide for the same base for imposing instruments) and stipulate the revenue of the 
already existing revenue, except for plastic waste. Part of the revenue calculated in the same way in all 
countries would be transferred to the EU budget. Simultaneously, in line with the principle of subsidiarity, 
national authorities would enjoy some discretion as to the most appropriate economic and regulatory 
measures to set up the tax/levy rates. Thus, the system would be similar to the already existing mechanism 
of using VAT revenue as an EU budget resource.

Except for the CCCTB, the other two contributions would be relatively easy to implement and calculate 
from the technical point of view, although in the case of non-recycled plastic waste the national statistics 
and data reporting systems should be improved.

6.4  Equity criterion

Each of the contributions discussed here would have a different impact from the equity point of view.
Let’s remind that horizontal equity is satisfied if a full harmonization of the contribution base is 

achieved as there will be an equal treatment of equivalent taxpayers in the EU. From this point of view, all 
three proposals do not satisfy the criterion of horizontal equity. A proposal for a directive on harmonization 
of a CIT base has been discussed for several years, but its future is still unclear. In the case of a contribution 
based on plastic waste, no harmonization of the base of such contribution exists. The common target for 
this type of waste is in the process of implementation (by 2030), but countries are free as regards the ways 
to achieve the target. As regards the contribution based on ETS revenue, the rules of applying allowances 
are similar but not the same for the countries and sectors and not fully transparent (e.g., the non-ETS 
sector accounts for around 55% of the total emission of greenhouse gases and includes agricultural sector, 
transport, and services). Therefore, horizontal equity would not be fully respected.

The issue of vertical equity and fairness between different actors and countries is more problematic for 
all three proposals. The criteria proposed for CIT consolidation (distribution of total profits of multinational 
groups among individual countries) include, among others, the share of labor costs. In lower-income 
countries (such as Poland) the salaries and wages are much lower than in most developed countries, which 
will result in the reduction of taxable profits apportioned to the first group of countries and, thus, losses 
in their CCCTB-based revenue (to be divided between the national budget and the EU budget). Thus, the 
burden of contributions to the EU budget can be higher for less affluent countries. The Commission seems 
to have noticed this problem: “Simulations for the distributional effects of CCCTB on the base show that 
the formula with employee costs, assets, and sales by destination equally weighted leads to an increase in 
the tax base (for industrial and financial groups combined) mostly in those Member States in Central and 
Eastern Europe, as well as in Germany, Spain, France, Greece, and Italy” (European Commission, 2011, p. 
40). The other two proposals also imply a different burden on the individual Member States. A contribution 
based on plastics would adversely affect countries with low recycling rates as for those payers their 
contributions would be relatively high. Eurostat data show that this rate is not correlated much with the 
level of economic development (see Box 3). In 2017 the highest recycling rate of plastic packaging waste was 
recorded in Lithuania (74%), ahead of Bulgaria (65%), Cyprus (62%, 2016 data), Slovenia (60%), Czechia 
(59%), Slovakia (52%), and the Netherlands (50%). For Poland, the recycling rate was relatively low (35% 
while the EU average is 42%).29 Thus the burden would be relatively high and the proposal is considered as 
“unjust” for countries in a similar situation.

In the case of the contribution based on revenue from ETS allowances, poorer economies would usually 
pay more because they record relatively higher revenue (such economies tend to be dominated by traditional 
production emitting more carbon and other greenhouse gases than innovation-based production, typical 
of richer countries). The share of those countries in ETS revenue is higher than their share in EU GNI 
(see Box 3). So, the financial burden would be different for EU members and “unfairness” (vertical equity) 

29 In contrast, less than one-third of plastic packaging waste was recycled in Malta (24%, 2016 data), Estonia, France and 
 Finland (27% each), Ireland (31%), Hungary (32%), Luxembourg and Austria (33%). https://ec.europa.eu/eurostat/web/ 
products-eurostat-news/-/DDN-20191105-2 [5th February 2020].
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of this resource is a problem in budgetary negotiations. Also, the equity regarding individual actors would 
not be satisfied because of different treatment under the present ETS law of companies emitting greenhouse 
gases (e.g., free allocation of allowances for some sectors, including transport).

Negotiators are aware of a relatively higher burden that would be imposed on poorer EU members by 
the ETS- and plastic waste-based revenue proposals. To take account of this situation, Charles Michel, the 
president of the European Council, suggested in February 2020 “a mechanism to avoid excessively regressive 
impact on national contributions.” However, no details have so far been presented how exactly the new 
mechanism would work in practice.30 Ensuring vertical equity would become even more problematic given 
the European Green Deal program presented at the end of 2019 by Ursula von der Leyen, the new President 
of the European Commission. This ambitious program offers to make EU climate neutral by 2050. The main 
instrument to achieve this objective is to strengthen the ETS, among others through extending the system 
to sectors not covered nowadays by allowances as, at present, the ETS covers less than half of all emissions 
and only about 60% of the allowances are auctioned. Reaching the ambitious Green Deal’s objective of 
decarbonization is likely to involve a significant increase in carbon prices and affect adversely first of all 
poorer EU countries, which typically have higher emissions per GDP unit (Claeys et al., 2019, p. 3).

7  Conclusions
Each of the three proposals has its merits and drawbacks, as assessed above, based on the criteria commonly 
used to assess the suitability of budgetary resources. None of them meets all the basic theoretical criteria.

For less wealthy EU Members, the equity criterion is of great importance. Unfortunately, the 
Commission’s proposal for the two new revenue resources (ETS- and plastic waste-based proposals) would 
put a relatively higher burden on poorer countries, including Poland and the majority of other Central and 
Eastern European countries.

30 https://www.euractiv.com/section/energy-environment/news/carbon-levy-plastic-tax-hailed-as-potential-game-changers-
for-eu-budget/.

Box 3. Calculation of the burden of plastic waste and ETS- based resources for selected EU Members based on 2017 
statistics

To estimate this burden we apply a simple measure that compares  the share of EU members in both resources (in the 
non-recycled plastic packaging waste and in the expected ETS auctioning revenue) and  in the EU GDP. Own calculations 
of the author show that in the case of both resources, the burden would be unevenly distributed among the EU countries.

The plastic-based revenue would be relatively very costly for Poland as the country’s share in non-recycled waste in 
the EU would be much higher than the share in EU GDP, that is, 6.7% and 3.0% respectively. This burden would be also 
relatively high for Estonia (0.5% and 0.2%), Latvia (0.3% and 0.2%), Romania (1.9% and 1.2%), and France (18.2% and 
14.9%). Both shares would be the same in the case of two relatively poor EU countries, for example, Lithuania (0.2% and 
0.2%) and Slovakia (0.6% and 0.6%). For several rich countries, the financial burden of the plastic-based proposal would 
be relatively less costly, for example, for Sweden, the respective proportions amounted to 1.2% and 3.1%, for Finland to 
0.8% and 1.5%, and for Germany (17.0% and 21.3%). The differences in the relative shares reflect first of all two factors: 
the size of plastic waste per capita and a recycling rate waste.

In the case of ETS-based revenue, there is a more visible link between the level of economic development and the 
burden of the new proposal. The discrepancy between country’s share in the ETS-based revenue (calculated for the total 
auctioning revenue in the EU in 2017) and in EU-28 GDP was very high for Bulgaria (2.4% and 0.3%), for Poland (9.1% 
and 3.0%); Czechia (3.6% and 1.3%), Romania (4.7% and 1.2%), Estonia (0.7% and 0.2%), Slovakia (1.6% and 0.6%), 
Lithuania (0.6% and 0.3%) and Latvia (0.3% and 0.2%). The opposite situation took place in France (5.7% and 14.9%). 
Both shares were similar for Finland (1.7% and 1.5%) and Belgium (2.6% and 2.9%).

Sources: own calculations based on https://www.statista.com/statistics/812510/plastic-packaging-waste-
recycling-eu-by-country/; https://appsso.eurostat.ec.europa.eu/nui/submitViewTableAction.do; https://ec.europa.
eu/eurostat/documents/4187653/8516136/IMG+graph+news+item+share+GDP.png/38ba3874-8cec-426e-b8fa-
6ef67d8c2fa8?t=1525352918737; and http://www.maximiser.eu/ets-tool.
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A decision on the reform of the present EU financing system not only depends on a detailed analysis 
of the new resources proposal, but it also needs to take into account many other factors. One of them is 
a choice between financing the British gap or substantially cutting the present expenditure, or to say, it 
is between a larger budget or savings (if so, which items?); in the case of financing the British gap – on 
the method to do that: through increasing contributions based on GNI or rather the implementation of 
new own resources. If the new resources are to be implemented, the question is which ones: the already 
proposed basket or other resources. Decisions on these issues will require plenty of compromises among 
countries presenting different priorities. One way to mitigate national controversies would be to implement 
new rebates or other equalizing schemes, but this decision would complicate the EU financing system 
further. Another way would be to introduce side-payments (more pejoratively, they are called “pork-barrel” 
payments, Begg, 2009, p. 24), but these require high flexibility on the part of negotiators.31

An important difficulty related to the adoption of any of the proposals discussed (even if it is not openly 
expressed) seems to be the countries’ fears that these instruments would limit national fiscal sovereignty. 
All new proposals are treated by EU Member States as the first step toward “EU-wide taxes,” at the expense 
of reducing national power over the fiscal revenue and its spending. The Commission has argued that: “The 
present proposal does not create any new tax for EU citizens. The EU does not have the power to levy taxes. 
Therefore, the introduction of new categories of own resources fully respects national fiscal sovereignty” 
(European Commission, 2018e, p. 3). Many Member States do not share, however, this opinion. Discussions 
on each MFF in recent years have concentrated on controversies between net payers and net contributors 
and not on comprehensive reform of the EU budget, which would be subordinated to achieving of EU and 
not of national interests. Despite intensive criticism of the present financing system of the EU expressed 
in many Commission’s documents, by think tanks and individual authors, Member States have not been 
able to work out a necessary comprehensive reform of the EU budget yet (Becker, 2019, p. 13). As it has 
been argued above, the recent Commission’s proposal of the new revenue resources does not contribute to 
the mitigation of the problem as it does not offer truly genuine resources that would be independent of the 
Member States’ decisions.

However, “a dim light at the end of the tunnel” has been noticed by Becker who argues that, in the 
present negotiations, “the clear grouping and classification of member states into net contributors and net 
recipients seems to have softened” (Becker, 2019, p. 30).32

Of crucial importance, for the new budgetary proposals, is their political acceptability by the EU Member 
States. As some researchers argue, this can be increased, among others, by “dedicating a substantial share 
of EU expenditures to programs that would contribute to a European decarbonization strategy as envisaged 
by the European Green Deal.” In this way, “a visible connection between EU-wide green own resources 
and their use”’ would be established (Krenek et al., 2020, p. 12). In other words, significant reform of the 
revenue side of the EU budget should be associated with a reform of the expenditure side. In another 
paper, the authors add that: “Otherwise, the introduction of tax-based own resources may rather reinforce 
Euroscepticism in the EU, as they are much more visible for citizens than the current revenue sources” 
(Schratzenstaller and Krenek, 2019, p. 177). One can imagine that – as it happened in the past – given the 
existing controversies, no new resource is introduced. The implication would most probably be the increase 
of GNI-based contributions. Without such a decision, the expenditure would need to be cut drastically due 
to the ‘Brexit gap’ and no money would be left to finance new, extremely pressing, needs (the quite recent 
huge challenge is a need to mitigate the COVID-19 pandemic consequences for Member States’ healthcare 
systems and economies and to prevent a huge economic recession).

31 The adoption of the MFF 2014–2020 was associated with an agreement on more than 30 side payments (European Council, 
2013).
32 One signal of this change is the appearance of a group of Member States that do not belong to either category. This “neu-
tral” group includes among others the old net-paying members such as Belgium and Luxembourg. The other new element is 
the emergence of new groups characterized by new priorities. An example is the so-called Hanse Group (or the New Hanseatic 
League), which includes countries with different net positions (the Netherlands and Sweden that are net payers, and the Baltic 
States that are net recipients). Those countries aim to counterweigh the France’s and Germany’s proposal of on a separate euro 
area budget (Becker, 2019, pp. 23 and 30).
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Abstract: In this paper, the use of the machine learning algorithm is examined in derivation of the 
determinants of price movements of stock indices. The Random Forest algorithm was selected as an ideal 
representative of the nonlinear algorithms based on decision trees. Various brokering and investment firms 
and individual investors need comprehensive and insight information such as the drivers of stock price 
movements and relationships existing between the various factors of the stock market so that they can 
invest efficiently through better understanding. Our work focuses on determining the factors that drive the 
future price movements of Stoxx Europe 600, DAX, and WIG20 by using the importance of input variables 
in the Random Forest classifier. The main determinants were derived from a large dataset containing 
macroeconomic and market data, which were collected everyday through various ways.

Keywords: determinants, Random Forest, stock index, machine learning
JEL Classification: C45, C5, G11

1  Introduction
Stock investors value the knowledge of the factors, which drive the price of shares and the acquired 
knowledge may influence their decision-making process “how to construct their portfolio.” The analyses 
of these factors were also a subject of academic research and the results were characterized by a high 
degree of diversity, which included different methodologies, different models, or different markets. The 
main important feature of these academic studies is the approach of choosing the factors to be considered 
in further analysis. In general, the inputs are derived through logical reasoning and then tested for 
significance. This study aims to show a nonlinear alternative for deriving the most important drivers of 
future price movements of the chosen stock indices from a large dataset.

Usually, the determinants of price movements are established through regression significance [ex. 
Al-Shubiri, 2010; Al-Tamimi et al., 2011; Garefalakis et al., 2013]. In this work, the author uses a different way 
of tackling the problem by using a different machine learning algorithm called Random Forest to analyze 
relationships between the macro and microeconomic and future price movements. In this research, three stock  
indices were chosen: Polish WIG20—constituted by the largest twenty companies listed on the Warsaw 
Stock Exchange, DAX—a total return index and contains thirty largest German stocks listed on the Frankfurt 
Stock Exchange, and Stoxx Europe 600—includes the largest 600 companies from 17 European countries. 
The whole dataset include the day-to-day observations during the period January 2004 to January 2020.
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The article is divided into 4 sections. Section 2 depicts the overview of how the determinants of the 
prices could be derived and summarizes the literature review. The Section 3 presents some characteristics of 
Random Forest algorithm and how it can be used for determinants’ recognition. Section 4 describes the steps 
performed for data preparation to run through the algorithm and the methodology of training the algorithm 
on the dataset. Section 5 summarizes the results of the research and presents the main conclusions.

2  Determinants of price movements
A large number of theoretical and empirical studies have been done on the factors that affect stock prices 
and their returns/profits. This section presents the general idea behind the selection of methodologies. 
However, a variety of studies involves different sets of input data, a time horizon of stock prices, and 
the source of the data, and so only general comparison of these studies is performed. But some broad 
conclusions have been drawn based upon this analysis.

Most of the research papers investigating the relationships between the stock market and micro 
and macroeconomic factors concentrate only on finding the logical reasoning and then testing such 
relationship statistically. The examples of earliest research are Heins and Allison [1966] who referenced to 
prior Clendenin’s [1951] research on factors affecting stock price and extending it by adding the following 
theoretically supported variables to the regression model: average price of the stock, earnings, price-
to-earnings ratio, turnover of the stock, and a binary variable describing the stock exchange, where the 
shares were quoted. Garefalakis et al. [2013], at first, discusses about the theoretical aspect of the selected 
input variables to determine the factors affecting the Hang Seng Index and then regress them to test their 
significance. He had chosen S&P 500, Crude Oil, Gold, and Dollar to Yen exchange rate.

Some of the papers focused only on specific markets and sectors. Jeon [2020] regress oil price, 
exchange rate KRW/USD, tourist expenditure, consumer price index, and industrial production to the 
prices of tourism stock index from the Korean stock exchange. Demir [2019] built a model for Istanbul Stock 
Market Index with inputs such as commercial loan interest rate, net portfolio investment inflows, real  
effective interest rate, oil price, net foreign direct investment inflows, and real gross domestic product. 
Chen [2009] investigated whether macroeconomic variables were useful in predicting recession on the US 
stock market by forecasting the bear market on S&P 500 price index. He used interest rate spreads, inflation 
rates, aggregate output, unemployment rates, debt, and nominal effective exchange rates.

The choice of the variables is usually very arbitrary, supported by theoretical knowledge, and usually, 
these inputs could be classified as internal (of fundamental) factors or as external (macroeconomic)  
ones. The studies of fundamental inputs on specific examples are conducted by Hartono [2004], which 
examines the effect of positive and negative earnings or dividend information provided by the specific 
company based upon its stock price. The main conclusion is that the above information could affect the 
share price only in the short term, but have no effect in long term. Another example is the study conducted 
by Lee [2006] on DJIA index where some internal characteristics like dividend, book value, and earnings 
were chosen and the effect on price movements was compared against the influence of external variables.

The influence of external factors is presented, for example, by Durham [2002] who examined the 
relationships of GDP per capita growth, levels of country credit risk, and level of legal development to the 
stock market. Corwin [2003] recognizes the asymmetric information and uncertainty as factors that affect 
the share prices. He also provides a literature review, in which he concludes that other research factors 
depend on specific company, industry, country or economy, but the relationships with the selected variable 
are always positive or negative whatever may be the industry, country and so on. For example, a declining 
dividend would always impact the share price negatively.

The most important conclusion from the above literature analysis is that the researchers tend to 
determine the drivers first and then test the relationship between the selected inputs and a specific stock 
index. Such an approach is commonly used among the researchers because it is usually easy to defend the 
choice of the factors with existing studies. In this paper, an alternative approach is presented. First, a large 
dataset of inputs is collected and the algorithm is set to select the most important ones. Breiman [2001] 
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has presented the difference between these two approaches. The first one was called the Data Modeling 
approach and the second the Algorithmic Modeling approach. The first one is focused on the objective 
results supported by carefully chosen variables and the model. The second one cares more about the results 
and minimalizes the role of inputs and the choice of the model, which can be even treated as a “black box.”

3  Random Forest algorithm
Random Forest algorithm belongs to the family of ensemble machine learning method, mainly used for 
classification and regression problems. It is based on the multiple constructed decision trees through a 
learning process. The final result from the algorithm can be a class, which is the mode class from all trees’ 
output in classification or a predicted average of individual trees in regression problems. The concept of the 
Random Forest was developed by Ho [1998] and was extended by Breiman [2001] into a specific form for a 
specific application, which is used in this paper.

The term “random” refers to the construction process in which every tree is trained and optimized on 
the randomly chosen subset of input variables. This implies that every created tree may be unique, which 
leads to a better model’s efficiency as it reduces the model’s variance with a very small increase in bias. This 
randomness makes the algorithm designed for large datasets with unobvious and nonlinear relationships. 
This is why the Random Forest can be used as the “black box” and can serve as a tool for choosing the 
determinants of the price movements.

The fundamental concept of the Random Forest, as its name indicates, consists of a large number of 
individual decision trees that operate as a group with a common purpose. This simple and advantageous 
collection of decision trees uses the wisdom of the crowd to solve classification and regression problems. 
Based on the above, it can be concluded that the little or low similarity between predictors is the key. 
In this model, either categorical or continuous inputs may be applied., A common issue of spotting the 
outliers when working with empirical data is easily handled by the algorithm. The element of randomness  
causes that there are always some trees that would consider some values as not required, which highlights 
the individual character of each tree. The same feature of the Random Forest tackles the problem of 
incomplete datasets and missing data points, thereby bringing advantage in diminishing their impact on 
the model. Furthermore, the algorithm is resistant to minor changes in data input. The Random Forest 
could be classified as the “black box” algorithm because determining the impact of a single variable might 
be very problematic. On the one hand, as an advantage, we can assume that the relationships between the 
inputs and outputs of variables are not relevant. But on the other hand, mentioned relationships could not 
be reasonably justified.

From the perspective of this research, the most important characteristic of Random Forest is the 
nonlinearity in decision trees and the possibility to measure the importance of the input variables. Usually, 
the determinants of stock price movements are selected by logical reasoning and verified by significance in 
the linear regression model. This limits the analysis to linear relationships, which is quite a naive approach, 
and using more complex algorithms allows us to circumvent this issue.

Measuring the importance of the input variables is performed mainly in the process of choosing the 
most significant inputs or in limiting its number. The most commonly known permutation method is used 
for assessing the importance of the variables for Random Forest. Gregorutti et al. [2017] describes this 
method with 5 steps. The first step is fitting the model and calculating the out-of-bag error for each tree, 
which is characteristic for algorithms using bagging. Then the permutation of one variable is performed 
and the whole changed dataset is passed through the model so that the variables are fitted and the errors 
are calculated again. The importance of this variable is assessed by the average of the differences of out-
of-bag errors calculated without and with the permutated variable. This set of steps is replicated over all 
variables used. This process was used to evaluate the importance of the market variables for future price 
movements of stock indices and allowed to derive the most important ones. The whole process is described 
in the remaining part of the paper.
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4  Data preparation
The daily data of closing prices from January 1, 2000 to January 31, 2020 for WIG20, DAX, and Stoxx600 
were collected from Thomson Reuters Eikon. The whole data set consisted of 5, 241 observations for each 
index. For the input variables, the variety of global and regional stock indices were collected that included 
commodities prices like oil or gold, and some macroeconomic data such as interest rates, inflation, 
unemployment rates, sovereign nominal bond yields for different maturities, and some exchange rates. 
The whole input data set consists of 209 variables with the same number of observations, which were used 
against the indices. All the variables used are listed in Tables 1 and 2 in Appendix.

Because of the different scales of the variables, the normalization process is required to maintain a 
similar variance for each of them [Specht, 1991]. Besides, such a process improves the timing of the learning 
process and may improve the results as well [Jayalakshmi and Santhakumaran, 2011]. There are a lot of 
methods to perform the normalization process, but the most popular ones are the Min-Max method or 
z-score method. The z-score method was chosen for this research.

The inputs were transformed into changes—percentage or absolute— depending on the characteristic 
of the variable. After this step, the 5-year rolling z-score was introduced for all of the series and the input 
data set is prepared in such a way that it can be used in the training procedure subsequently.

5  Training the algorithm
In this paper, the supervised learning method is used to fit the Random Forest algorithm. The future one-
month price change was chosen to be predicted by the model, as it is effectively a short-time horizon, but 
not short enough to be treated as random. From the investors’ perspective, not a specific price value is 
needed to make an investment decision but rather the expectation whether the price will go up, down, or 
remain stable. That is why the following classification has been introduced: “1” stands for the one-month 
future rise in price by more than 2%, “0” stands for a price change between 2% and −2%, whereas “−1” is 
for changes lower than −2%. Such a supervised time series was created and it serves as a “teacher” for the 
algorithm.

A popular method for dividing the dataset into in-sample and out-of-sample data is splitting the 
whole dataset into a training set and test set. Usually 60% to 40% or 67% to 33% for training and test sets, 
respectively. However, Hart [1994] suggested a time series cross-validation as a substitute for a standard 
training-test division to benefit from the time characteristic of the data. In time series cross-validation a 
rolling window is used, which rolls over the entire data set. There are two approaches of how to use such a 
window: one is to fix its starting point at the beginning of the data and expanding it to cover the data one 
by one. The second way is more suitable for economic time series as they are characterized by changing 
variation and thus the relationships may change over time. It is based on a fixed-sized window that shifts 
over the time series. In this paper, such an approach is used. The span of the rolling window is fixed to 
5 years. It means that the algorithm is trained with the first 5-year data and is forecasting only the first day 
ahead of the window. It implied that only the first 5 years can be treated as an in-sample period.

Usually, before the training process starts, the algorithm’s hyperparameters need to be selected. 
Hyperparameters are external specifications of the model that cannot be estimated from data. In the case 
of Random Forest, the examples of hyperparameters are the number of trees used in the algorithm, their 
maximal depth, or the number of variables used in each split of the node. There are several ways of choosing 
the right set of such parameters like manual search, grid search, or random search [Bergstra and Bengio, 
2012], although there is no optimal solution of how to the find the best set. As the searching of the best 
hyperparameters is not the subject of this paper the author decided to use the default values delivered by 
the Scikit-learn package in Python.

The next step in the training process is the reduction of the number of variables used in the model. 
Genuer et al. [2010] describes the approaches of variable selection and suggests the utilization of Recursive 
Feature Elimination. The key element of this process is the importance of the variables presented in the 
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previous sections. The model is fitted and the importance of all the inputs is calculated. Then, the least 
important feature is eliminated and the process is repeated until the specific quantity of variables is left. 
The Recursive Feature Elimination is used for the reduction of the input’s number to decrease the chances 
for potential overfitting and may increase the effectiveness of the model. In this research, the number of 
used variables in final models is limited to 5 as derived by the Recursive Feature Elimination process every 
month. It means that the most important 5 variables are derived each month and such set is used to fit the 
model for the rest of the days in this month.

The output of the fitted models is the importance of the variables chosen in the Recursive Feature 
Elimination process and the calculated every time as the rolling window moves forward. The importance of 
the variables was saved in the form of a data frame and the results have been analyzed.

The whole process was performed using Python language in Spyder environment. The mainly used 
packages were “pandas,” “numpy,” and “sklearn.”

6  Results and conclusions
The results are presented in percentage form of occurrence in the final chosen 5 variables in the out-of-
sample period. As the rolling window accounts for 5  years of observations and the variable selection 
process happens every month, it implies that there were 176 possible chances to be qualified for the best 5 
variables. Figures 1–3 present 15 input variables most often chosen respectively for WIG20, DAX, and Stoxx 
Europe 600.

Figure 1. Occurrence in top 5 selected variables for WIG20 price index.

Figure 2. Occurrence in top 5 selected variables for DAX price index.
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Results show that the most frequent determinant for all of the analyzed stock indices is China Prime 
Lending Rate that is transformed into changes and normalized by z-score. This variable refers to the weighted 
average interest rate quoted by three major Chinese banks on loans and directly influences the economy 
in China through the cost of capital. The second important conclusion from the above is the occurrence of 
The Conference Board Leading Economic Index, which is an American leading indicator that is expected to 
forecast future economic activity. Other notable variables are various bond yields and inflation rates. This 
kind of variables tends to describe the overall performance of the economy of a country or even the whole 
region, but all major economies like the US or China have a significant impact on smaller markets like Polish 
and German ones. These dependencies can be seen in the results however using the “black box” model in a 
form of Random Forest does not allow to quantify them and confirm their significance statistically.

From the practical perspective for investors, this research provides an insight into the factors that may 
drive European stock indices. The results indicate that yields and the American and Chinese economic 
indicators have a more nonlinear impact on future price changes of WIG20, DAX, and Stoxx Europe 600 
than other equity indices, interest rates, or commodities prices.

The main purpose of this paper was to show an alternative way of how to select determinants of three 
stock indices using the Random Forest algorithm. The research shows that this approach might be useful 
as a tool for finding nonlinearly related factors. Further research on this topic may include the examination 
of the effectiveness of the forecasts and checking whether the above relationships can be confirmed 
statistically.
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Appendix
Table 1. List of input variables—currencies and equities

Currencies Indonesian Rupiah to Euro Equities ATX

USD TWI New Zealand $ to Euro S&P 500 MDAX Frankfurt
EUR TWI Peruvian Sol to Euro MSCI World OMX Copenhagen
GBP TWI Chilean Peso to Euro FTSE 100 S&P 500 Growth
US $ to EURO Croatian Kuna to Euro DAX 30 Price Index SHENZHEN SE B Share
UK £ to EURO Icelandic Krona to Euro Stoxx 600 SBF 120
Japanese Yen to Euro Qatari Rial to Euro Euro stoxx 50 STOXX EUROPE 50
Swiss Franc to Euro Saudi Riyal to Euro Hang Seng AEX All Share
Swedish Krona to Euro Ukraine Hryvnia to Euro Shanghai SE A Share Euronext 100
Norwegian Krone to Euro Albanian Lek to Euro Topix OSLO Exchange All Share
Chinese Yuan to Euro Algerian Dinar to Euro MSCI EM BUDAPEST (BUX)
Canadian $ to Euro GBP to USD CAC 40 ROMANIA BET
Brazilian Real to Euro Japanese Yen to USD FTSE All Share S&P/ASX 300
Danish Krone to Euro Chinese Yuan to USD Korea SE Kospi Next 150
Polish Zloty to Euro South Africa Rand to USD MSCI AC World MSCI EAFE
Australian $ to Euro Canadian $ to USD S&P/ASX 200 MSCI PACIFIC
Czech Koruna to Euro Brazilian Real to USD FTSE 250 NIKKEI 225
Hong Kong $ to Euro South Korean Won to USD FTSE MIB DOW JONES IND.
Hungarian Forint to Euro Indian Rupee to USD S&P/TSX NASDAQ 100
Russian Rouble to Euro Mexican Peso to USD Euro stoxx BRAZIL BOVESPA
Singapore $ to Euro Russian Rouble to USD Swiss SMI NASDAQ
South Africa Rand to Euro Swiss Franc to USD MSCI Europe FTSE/JSE ALL SHARE
New Turkish Lira to Euro Australian $ to USD Ibex 35 RUSSELL 2000
South Korean Won to Euro Indonesian Rupiah to USD AEX index FTSE ALL WORLD
Argentine Peso to Euro Swedish Krona to USD BEL 20 FTSE Bursa Malaysia
Indian Rupee to Euro EUR to USD OMX 30 MOEX Russia Index
Mexican Peso to Euro Taiwan New $ to USD S&P 500 Value WIG
Thai Baht to Euro Thai Baht to USD Straits Times Index
Israeli Shekel to Euro CHF to USD Taiwan SE - TAIEX
Colombian Peso to Euro Hong Kong $ to USD SET index Bangkok
Malaysian Ringgit to Euro New Turkish Lira to USD Hang Seng China Enterprises
New Romanian Leu to Euro Norwegian Krone to USD IDX
Taiwan New $ to Euro Philippine Peso to USD OMX Helsinki
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Table 2. List of input variables—commodities, macroeconomics, and bond yields

Commodities US Consumer Confidence Index Spain 10y bond yield

Oil EM HICP—ALL ITEMS US 30y bond yield
Copper The Conference Board Leading Economic Index German 2y bond yield
Gold US money supply M2 Euro 10y bond yield
Palladium CHINA CPI Greece 10y bond yield
Aluminum Eurozone Consumer Confidence Indicator Portugal 10y bond yield
Platinum US AHETPI UK 3y bond yield
Nickel UK CPI YoY US 1y bond yield
Wheat China Imports US 5y bond yield
Lead German CPI German 5y bond yield
Silver China Exports Canadian 10y bond yield
Sugar US New Private Housing Units Started Austrian 10y bond yield
Soybeans China Prime Lending Rate Belgian 10y bond yield
Cotton Eurozone Unemployment Rate Finland 10y bond yield
Nickel 3m US Nonfarm Payroll Employment South African 10y bond yield
Macroeconomic US Personal Consumption Expenditures Sweden 10y bond yield
Baltic Exchange Dry Index Eurozone Industrial Confidence Indicator US 3y bond yield
IBOXX EURO CORPORATES US Industrial Production - Manufacturing French 3m bond yield
IBOXX EURO EUROZONE UK Consumer Confidence Indicator German 1y bond yield
IBOXX £ CORPORATES Bond yields Indian 10y bond yield
US CPI—ALL URBAN US 10y bond yield Irish 10y bond yield
US ISM PMI German 10y bond yield Japan 3m bond yield
US Unemployment Rate UK 10y bond yield Netherlands 10y bond yield
US Industrial Production Japan 10y bond yield Polish 10y bond yield
UK CPI INDEX All Items Italy 10y bond yield French 5y bond yield
US Treasury Bill Rate – 3m US 3m bond yield German 30y bond yield
US Personal Consumption Expenditure US 2y bond yield Italian 3m bond yield
China CPI YoY French 10y bond yield Swiss 10y bond yield
US PCE less food & energy German 3y bond yield US 6m bond yield
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Abstract: Studies have shown that issue of shared leadership is directly related to leadership style adopted 
in the organization, which is germane and strategic to teamwork to effectuate high business performance 
across industries. The study looks at the relationship between the different leadership styles and innovative 
work behaviors (IWBs) that would ultimately lead to improved performance in financial sector among sales 
team. Thus, the study examines the operational frameworks of the different leadership styles and the 
effects on IWBs vis-à-vis sales team work in the financial industry. The case of financial industry stems from 
the fact that operations are currently changing from arm-chair marketing to aggressive selling strategy to 
improve customer base and financial inclusion in the economy. The study found out that leadership styles—
transformational leadership, individual empowering leadership (IEL), team empowering leadership, and 
participative leadership (PL) are very strategic to sales teamwork, but IEL and PL are more strategic and 
performance-enhancing to behaviorIWB in financial sector sales teamwork.
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1  Introduction
The paradigm shift from the traditional vertical leadership to the increasing use of teams in the financial 
sector, especially with their salesmen or marketing officers, has brought forth challenges which in 
turn have pushed many organizations to search for a way of achieving tasks better than competitors. A 
flatter organizational structure has led to the inevitable presence of teams necessitates team leadership 
as against leadership by a single person due to hierarchy, [Lawler et al., 2001]. Day et al. [2004], argue 
that the technicality and rigors associated with team management make it impossible for a single leader 
to satisfactorily perform all necessary leadership functions. Hence, the question of considering shared 
leadership has arisen, where everybody is a leader and expected to increase his share in the leadership 
responsibility whenever needed.

Pearce and Barkus [2004, p.48] put it nicely when they said that shared leadership “occurs when all 
members of a team are fully engaged in the leadership of the team and are not hesitant to influence and 
guide their fellow team members in an effort to maximize the potential of the team as a whole.” It differs 
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from the traditional type of leadership where authority is vested on a single or few members. When the 
concept of shared leadership is fully embedded in the day to day activities of the organization, all employees 
share equal responsibility in the success and failures of the company, and this motivates them to contribute 
meaningfully to meet and sometimes even to exceed their target. Shared leadership promotes the concept 
of teamwork.

The objective of shared leadership in groups is to lead one another to achieve the organizational goal 
using a unique conversational influence process as a weapon (Pearce and Conger, 2003]. Here, influence is 
not derived by an employee’s position in the organizational hierarchy as in vertical leadership, but by an 
employee’s ability to transfer ideas to his team members using communication as a tool. We define shared 
leadership as the equitable distribution of leadership authority in such a way that every member of the 
team can contribute meaningfully, reasonably, and conscientiously to achieve organizational goals.

According to West and Farr [1989], a consequence of shared leadership is team innovative behavior and 
the importance of this innovation lies in the ability to adapt to the organization’s environmental changes 
without losing to the competition. Interestingly, the fast-paced environment of the financial industry 
has made it mandatory for firms to search out ways of fostering a greater level of teamwork among their 
employees through shared leadership, and this study seeks to confirm that shared leadership will lead 
to innovative work behavior (IWB). IWB entails, “the generation of ideas, including the identification of 
opportunities, and then the championing and application of these ideas” [Janssen, 2000, p. 288]. IWB as 
a concept promotes creativity. It is the generation, analysis, and implementation of new ideas designed to 
exceed organization’s goal.

The central focus of the study is to investigate the relationship between shared leadership and innovative 
behavior toward improving salesmen’s performance, precisely in the financial sector. Importantly, past 
studies in the field have individually and extensively researched on different areas such as influences, 
operations, and modalities of shared leadership on sales performance; salesmen performances; sales 
organization structures; organizational structure; and operations across organizations: shared leadership 
and innovation [Hoch, 2013]; IWB [Perry et al., 1999; Pearce and Barkus, 2004; Anderson and Gasteiger, 
2008; Vandewaerde et al., 2011; Daspit et al., 2014; Daspit and D’Souza, 2013; Veenendaal and Bondarouk, 
2015].

Specifically, the study combines Hoch’s constructs and Veenendaal and Bondarouk’s variables 
to develop an instrument to measure shared leadership, innovative behaviors, and performance 
among marketing officers in financial industry that comprises of commercial banks, investment banks, 
stockbroking, insurance industry, and pension funds management firms. In addition, shared leadership is 
elaborately considered and analyzed in terms of transformational leadership (TL), individual empowering 
leadership (IEL), team empowering leadership (TEL), and participative leadership (PL). Although, this has 
been discussed in Hoch, 2013, but not specifically measured on any industry, including financial sector. 
But in recent times, financial sector has embraced aggressive selling strategy to compete and maintain or 
improve market share. Equally, IWB is measured in the context of idea generation (IG), idea championing 
(IC), and idea application (IA), based on the work of Veenendaal and Bondarouk, [2015].

Generally, the investigation will provide robust analysis to the issues of the effect of consolidation 
of emerging TL style that will have on IG, championing and application among salesmen; the effects of 
insistence on IEL style on and in relation to IG, championing and application among salesmen. Equally, 
the effect of entrenchment of TEL style on IG, IC, and IA among salesmen; and the influence of PL style in 
engendering IG, IC, and IA among salesmen in financial sector.

2  Review of Related Literature

2.1  Shared leadership

Shared leadership reveals a management structure in which there is no restriction or particularity in 
leadership among team members, but joint decision making and equal responsibilities for the consequences 
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of their decisions exist. It has been described as a unified process where leadership is exhibited by the 
entirety of the team members and not restricted to a separate individual [Ensley et al., 2006]. The concept 
of shared leadership signifies team leadership. Chou et al. [2008] posit that team members lead each 
other to achieve goals. One of the early leadership scholars, Gibb [1954], maintains that the concept of 
distributed leadership is a vital one; hence, leadership is best viewed as a team feature, a compendium of 
duties that must be carried out by the team. Gibb’s insight lays emphasis on the fact the leadership duties 
are meant to be shouldered by everyone under the shared leadership concept. Shared leadership, as an 
evolving team property, results from the dispersion of leadership authority across several team members 
usually with the aim of achieving the team’s aspirations [Carson et al., 2007]. Most importantly, the major 
characteristic in the concept of shared leadership is that every team member is a leader and free to make 
useful contributions.

Day et al. [2004, p. 874] describe shared leadership as a state of “mutual influence” interwoven in 
discussions among team members, which improves team performance. Here, teamwork is vital and every 
team’s contribution is prized. Morgeson et al.’s [2010] view of shared leadership is characteristically 
embraced as a structure of informal, internal team leadership behavior by multiple or groups of individuals. 
Morgeson’s et al. definition portrays that the medium of team interaction is not formal, it does not follow the 
lines of organizational hierarchy and is usually within the confines of informal, multiple individuals pursuing 
the same goal. The inputs of team members complement one another and serve as a vital organizational 
resource in a project life cycle [Hoch, 2013]. Carson et al. [2007], affirm that “shared leadership can provide 
organizations with competitive advantage.” Competitive advantage is a major indicator of improved team 
performance. Thus based on Carson’s proposition, it is safe to assume that shared leadership provides 
improved team performance (Table 1).

Table 1. Previous definitions of shared leadership

Study Subject title Definition

Perry et al. [1999] Empowered Selling Teams: 
How Shared Leadership Can 
Contribute to Selling Team 
Outcomes

A team process where leadership is carried out by the 
team as a whole, rather than solely by an appointed 
leader, such as the sales manager or a lead salesperson 
(p. 36)

Pearce and Barkus 
[2004]

The Future of Leadership: 
Combining Vertical and Shared 
Leadership to Transform 
Knowledge Work (and Executive 
Commentary)

A simultaneous, ongoing, mutual influence process within 
a team that is characterized by “serial emergence” of 
official as well as unofficial leaders (p. 48)

Carson et al. [2007] Shared Leadership in Teams: 
An Investigation of Antecedents 
Conditions and Performance

An emergent team property that results from the 
distribution of leadership influence across multiple team 
members (p. 1218)

Vandewaerde et al. 
[2011]

Board Team Leadership 
Revisited: A Conceptual Model 
of Shared Leadership in the 
Boardroom

Shared leadership in the boardroom can thus be 
conceptualized as a mutual and fluid influence process 
in which directors continuously switch between “leader” 
and ‘follower’ roles based on desired capabilities and 
expertise given the situation at hand, in order to lead the 
team to outcome achievement (p. 408)

Hoch [2013] Shared Leadership and 
Innovation: The Role of Vertical 
Leadership and Employee 
Integrity

A situation where multiple team members engage in 
leadership and is characterized by collaborative decision-
making and shared responsibility for outcome (p. 161)

Daspit et al. [2014] TMT Shared Leadership and Firm 
Performance: Investigating the 
Mediating Role of Absorptive 
Capacity

Shared participation of members in leadership 
responsibilities (p. 227)

Source: From researchers’ study of related literature.
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The earlier work of Conger and Kanungo [1988], consider shared leadership in the light of manifestation 
of fully developed empowerment that emerges among team members for the sole purpose of achieving 
the objectives or set goals. We can say simply that the team members are fully equipped with leadership 
authority to map out ideas and run with organizational goals together. Pearce and Barkus [2004], further 
claim that shared leadership can be of beneficial to tasks requiring great levels of creativity. It should be 
noted that a prime aspect of shared leadership lies in the transference of beneficial information among team 
members. Shared leadership is a significant, incorporeal resource available to teams and hence, should 
improve team performance on multifaceted tasks [Day et al., 2004]. Conclusively, Pearce and Barkus [2004] 
add that shared leadership can be maintained by passionately encouraging horizontal peer influence 
among the team members.

2.2  Transformational leadership

TL involves leaders who achieve their goals by focusing on higher-order needs such as commitment to team 
vision, professional impact, and self-fulfillment [Pearce and Barkus, 2004]. Transformational contrary to 
transactional leadership does not focus on the derivation of immediate rewards. It is one of the tools of 
motivation that can spur intellectual thinking ability [Avolio et al., 2004].

According to Bono and Judge [2003], TL boosts employees’ work performance. It leads to the enhancement 
of a shared vision among team members [Kouzes and Posner, 2009]. Claims from Vera and Crossan [2004] 
and Jansen et al. [2009] reveal that TL support experimental innovations, as they are positively inclined 
to learning, members are free to indulge in knowledge sharing, the authenticity of assumptions, and their 
colleagues are encouraged to engage in creative thinking.

Here, the personal aspirations of individuals are converted to group’s goals, thereby creating a shared 
vision for multiple individuals with the promise of deriving satisfaction in the long run. Currie and Lockett 
[2007], assert that TL inspires employees to go beyond self-interest and concentrate on team objectives. 
Thus, we hypothesize that:

Ho:  Insistence on and entrenchment of transformational leadership style will engender idea 
generation, idea championing and idea application among salesmen.

2.3  Individual empowering leadership

IEL can be manifested by developing employees’ innate management abilities [Hoch, 2013]. Here, the 
focus is on enhancing the skills of the employees as individuals because a team can only be as good as the 
individuals are. In other words, the capability of a team is a function of an individual’s quality or knowledge-
worth that forms it. Hence, the need for IEL is imperative to accomplish goals. Pearce and Sims Jr. [2002], 
opine that individuals can be developed by inculcating unique behaviors such as autonomy, intellectual 
brainstorming, and self-development. These skills are necessary for empowering leadership because they 
will give immense benefit to the employees, as well as individuals and even more, when they are required 
to function as a team. Hence, we hypothesize that:

Ho:  Insistence on and entrenchment of individual empowering leadership style will engender idea 
generation, idea championing and idea application among salesmen

2.4  Team empowering leadership

Team empowering is defined as, “increased task motivation that is due to team member’s collective, 
positive assessment of their organizational tasks.” [Kirkman et al., 2004, p.176]. Here, the team 
members enjoy the tasks they carry out and thus are inspired to pursue shared goals. TEL entails 
the self-development of employees in such a way that they can satisfactorily wield the weapon of 
influence through knowledge sharing and teamwork [Hoch, 2013]. It aims at or toward goal attainment. 
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Consequently, empowering leadership may directly foster shared leadership [Neck and Houghton, 
2006]. Thus, we hypothesize that:

Ho:  Insistence on and entrenchment of team empowering leadership style will engender idea 
generation, idea championing and idea application among salesmen

2.5  Participative leadership

Manz and Sims [1987], state that traditional PL signifies the “delegation of decision authority.” On the other 
hand, Dorfman [2004] opines that PL mirrors the extent to which the decision-making process is carried 
out by multiple individuals within an organization or group. A key aspect of this type of leadership in 
Dorfman’s definition is the inherent employee involvement toward the achievement of goals. PL can also 
be regarded as a way to empower employees by practicing managers [Huang et al., 2010]. Huang sees that 
there is a link between PL and empowerment, but Manz and Sims insist that they are distinct from one 
another. One of the purposes of this research work is to determine if PL style will engender IG, IC, and IA 
among salesmen. Thus, we hypothesize that:

Ho:  Insistence on and entrenchment of participative leadership style will engender idea generation, 
idea championing and idea application among salesmen.

2.6  Innovative work behavior

For an organization to remain relevant in the contemporary market due to intense competition in the 
market, it must be willing to keep abreast and adapt to the changes in society. Teams are increasingly 
used in the organization so that they can adapt to their environmental changes and combat both 
technical-based and knowledge-based works [Liden and Antonakis, 2009]. Team innovation is the 
generation of new and relevant ideas and their implementation in the organization [Hoch, 2013]. 
Innovation is valuable to the organization as it leads to a higher level of performance [Balkin et al., 
2001]. Workplace innovation is the deliberate generation and implementation of ideas, new to the 
specific unit of adoption, capable of considerably meeting the needs of the group or organization [West 
and Farr, 1990].

Veenendaal and Bondarouk [2015] have categorized innovation into three dimensions: IG, IC, and IA. 
According to Baer [2012], the dimensions of innovation do not function independently of one another, 
as the generation of ideas alone will not result in their implementation but only their collaboration and 
complementarity produce results. And importantly, they require different types of work, and employees’ 
behaviors [Kleysen and Street, 2001].

2.7  Idea generation

IG is the first stage of the IWB process. Mumford [2000, p. 316] defines IG as “a free-flowing activity where 
application, implication, and consequences are identified and then shaped through refinement into a new 
idea or set of ideas.” This involves brainstorming among team members. Ideas needed to solve existing 
challenges or change the status quo of the organization is usually gained through the accumulation of 
knowledge with deliberate, intelligent interaction among group members. IG has a lot to do with creativity, 
thought processes of individuals geared toward creating a new idea. It is safe to assume that group members 
operating on the shared leadership principle consistently share relevant, new information focused on 
achieving their goals. In other words, IG thrives in shared leadership [Carson et al., 2007]. Shared leadership, 
during IG, is brought to light bearing in mind that a pool of ideas can only be obtained when the leadership 
responsibilities are spread in a conducive atmosphere [Hunter and Cushenbery, 2011] as against the vertical 
form of leadership that lays more emphasis on the roles of the sole leader placed hierarchically above the 
team [Pearce and Sims, 2002].
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2.8  Idea championing

IC is the second stage of the IWB process. It entails soliciting for necessary support and obtaining approval 
for the already generated ideas so that it can be put into practice within the organization, [Janssen, 2000]. 
Getting support involves identifying with positive people within and outside the department with the 
required power to transform the idea from its abstract state to reality [De Jong and Den Hartog, 2010]. It 
involves spreading the word among top management about the benefits that the already generated ideas 
stand to offer to the organization if they were critically analyzed and implemented. Idea promotion is most 
likely to occur when the team members are pursuing the same goal [Morgeson et al., 2010]

2.9  Idea application

IA is the realization of generated and championed ideas in the day to day business activities of the 
organization [Kleysen and Street, 2001]. There is a high probability of goals being met when they are 
pursued by a unified team compared to when they are being pursued by several scattered individuals 
[Pearce et al., 2008].

3  Methodology
The study focuses on the financial sector of the economy; hence senior and middle management staff 
members of financial institutions in insurance sector, pension funds, stock broking, commercial banks, 
investment/merchant banks, microfinance sectors, etc. were all selected for the study. Importantly, 
the study largely focused on the Nigerian financial sector and from four hundred (400) copies of the 
questionnaire, two hundred and ninety-nine (299) were successfully returned. It is worth mentioning 
here that few organizations in the industry failed to participate based on their internal policies not to 
divulge certain information regarding marketing/sales operations as they believed the study covered 
those areas.

The instrument is developed based on the works of Hoch [2013] and Veenendaal and Bondarouk 
[2015]. Specifically, the study combines the Hoch’s constructs and Veenendaal and Bondarouk’s variables 
to develop instrument to measure shared leadership in terms of innovative behaviors and performance 
among marketing officers in financial industry, where Hoch’s construct focuses on the measurement 
of TL, IEL, TEL, and PL styles vis-à-vis IWBs. The Veenendaal and Bondarouk’s construct delves on the 
measurement of IWBs’ variables—IA, IC, and IG, which the study inter-connects and relates to Hoch’s [2013] 
variables to determine the impact, implications, and relationship between shared leadership and IWBs in 
financial industry as expressed in the hypotheses. The reliability tests for the questionnaire items revealed 
Cronbach’s α ranging from 0.855 to 0.867 (see the Appendix).

Furthermore, the study adopts triangulation approach in order to pave the way for robust investigation 
in the study. So, interviews of selected top HRM and Marketing executives’ views were sought to clarify 
certain issues related to the research questions that form the hypotheses; the findings and responses of the 
interviews complement the overall findings of the study.

In our analysis, 95% of the respondents are Nigerians and the remaining 5% are foreigners, all working 
in financial sector of the economy. Equally, over 95% of the respondents have a minimum qualification 
of BSc while the remaining has less than that, but with different training certificates to perform their 
respective sales jobs. Also, it is found that 57.5% of the respondents have attended leadership training in 
the last 18 months while 42.5% have not attended leadership training; likewise 63.9% of the respondents 
have attended sales and marketing related training in the last 18 months, while 36.1% respondents have not 
attended sales and marketing-related training within the period. The staff distribution of the respondents 
shows that 17.7% belongs to the Management staff category; 45.5% to Senior staff category, and 36.8% to 
junior staff category across the firms. Importantly, the years of experience show that respondents have 
spent an average of 5 years working in the financial sector.



224   O. Ayodele and M. A. Kehinde

3.1  Data analysis

Correlations

TL IEL TEL PL IWB

TL Pearson correlation 1 0.625** 0.568** 0.380** 0.323**

Sig. (2-tailed) 0.000 0.000 0.000 0.000
N 299 299 299 299 299

IEL Pearson correlation 0.625** 1 0.529** 0.446** 0.423**

Sig. (2-tailed) 0.000 0.000 0.000 0.000
N 299 299 299 299 299

TEL Pearson correlation 0.568** 0.529** 1 0.289** 0.230**

Sig. (2-tailed) 0.000 0.000 0.000 0.000
N 300 300 300 300 300

PL Pearson correlation 0.380** 0.446** 0.289** 1 0.855**

Sig. (2-tailed) 0.000 0.000 0.000 0.000
N 299 299 299 299 299

IWB Pearson correlation 0.323** 0.423** 0.230** 0.855** 1
Sig. (2-tailed) 0.000 0.000 0.000 0.000
N 299 299 299 299 299

**Correlation is significant at the 0.01 level (2-tailed).
IEL, individual empowering leadership; IWB, innovative work behavior; PL, participative leadership; TEL, team empowering 
leadership; TL, transformational leadership.
It should be noted that the intercorrelations between TL and IWB (y = 0.00, t = 0.323); PL (y = 0.00, t = 0.380); TEL (y = 0.00, 
t = 0.568); and IEL (y = 0.00, t = 0.625) were significant and all positive.

3.2  Regression analysis

In this study, the regression analysis was used as a tool to analyze the relationship between the dependent 
variable (IWB) and independent variables (PL, TEL, TL, and IEL).

The regression equation was:

Y = βo + β1 X1 + β2X2 + β3X3 + β4X4 €

where Y  =  innovative work behavior, X1  =  participative leadership, X2  =  team empowering leadership, 
X3 = transformational leadership, and X4 = individual empowering leadership.

Model summary

Model R R2 Adjusted R2 Standard error of the estimate

1 0.858a 0.736 0.732 0.668
aPredictors: (Constant), participative leadership, team empowering leadership, transformational leadership, individual empo-
wering leadership.
R2 which is also called the coefficient of determination shows how IWB relates with PL, TEL, TL, and IEL. The R2 shows that 74% 
variance in IWB among salesmen is explained by factors of PL, TEL, TL, and IEL.

ANOVAb

Model Sum of squares df Mean square F Significance

1. Regression 366.125 4 91.531 205.396 0.000a

Residual 131.462 295 0.446
Total 497.587 299

aPredictors: (Constant), participative leadership, team empowering leadership, transformational leadership, and individual 
empowering leadership.
bDependent variable: Innovative work behavior.
The analysis of variance is used to show the significance of the regression model. The F-significance value of P = 0.000 is less 
than the critical value (α) of 0.05. In other words, the model is capable of predicting the relationship between the indepen-
dent variables and dependent variable, F = 205.396.
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Coefficientsa

Model Unstandardized coefficients Standardized coefficients T Significance

B Standard error beta

1 (Constant) 0.137 0.294 0.467 0.641
TL −0.052 0.088 −0.025 −0.595 0.552
IEL 0.158 0.075 0.088 2.115 0.035
TEL −0.099 0.083 −0.045 −1.187 0.236
PL 0.974 0.039 0.838 24.803 0.000

aDependent variable: Innovative work behavior.
IEL, individual empowering leadership; PL, participative leadership; TEL, team empowering leadership; TL, transformational 
leadership.

Based on the table above, the following equation was established;

IWB = 0.137 – 0.025 (TL) + 0.088 (IEL) – 0.045 (TEL) + 0.838 (PL).

The beta coefficient is used to discover independent variables that have the most influence on the 
dependent variable [Hair et al., 2006]. The regression equation illustrates that relevant all factors (PL, TEL, 
TL, and IEL) constant; factors affecting IWB will be 0.137. PL has the strongest relationship with IWB with a 
regression coefficient of 0.838. This implies that a one-unit increase in PL will increase IWB by 0.838. This is 
followed by IEL with a regression coefficient of 0.088. There is a negative relationship between TL and IWB 
with a regression coefficient of (−0.025). Finally, TEL also portrays a negative relationship with IWB having 
a regression coefficient of (−0.045)

4  Discussion and conclusion
The findings above show the different levels of correlations and the direction of relationships that exist 
among the variables i.e. the independent and dependent variables, and the predictors in each case reveal 
the level of relationship. Generally, positive relationships are existing between each leadership style and 
IWB in all cases but with different levels of strength, and the correlations are significant in all cases.

TL analysis shows that the relationship with other predictors is positive and relatively of different 
strengths; TL shows a stronger positive relationship with IEL and TEL while the relationship with PL and 
IWB are though positive but weak. This implies that TL practice or entrenchment will not create stronger 
IWB among the sales team; hence shared leadership borne out of TL may not provide strong IWB. The 
development may not be unconnected to the fact that TL in its operational modality stimulates commitment 
to a team vision among team members, and further leads to emotional engagement in visions and team 
pursuit and strong will toward fulfillment of higher-order needs [Pearce and Barkus, 2004]. On the other 
hand, IWB operations depend on both innovation and creativity, which can develop at both individual level 
and team level depending on the size of organization—SME or large organization [Anderson and Gasteiger, 
2008]. In other words, innovation and creativity inherent in IWB may be measured on individual level in 
SMEs and on a team level in large organizations.

IEL shows a strong and positive relationship in both TL and TEL, which further affirms the work of 
Pearce and Barkus [2004] that TEL and IEL go hand-in-hand. And IEL and TEL equally show a positive 
and strong relationship and this may be related to the operational framework that IEL predetermines TEL. 
The relationships between IEL and PL and IWB show a positive and medium level of strength [Cohen, 
1988] to indicate that good relationships exist between the variables. This means that the roles of IEL are 
influential in all the predictors i.e. IEL will positively affect PL and equally affect IWB. Importantly, IEL 
and IWB relationship affirms that individual empowerment will lead to innovative and creative behaviors 
in the organization to improve performance [Anderson and Gasteiger, 2008] and invariably IEL leadership 
practice would lead to shared leadership that endangers innovative behaviors and creativity in decisions 
and strategies among the sales team.
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TEL shows high strength of relationship with TL and IEL but low strength in the relationship with 
PL and IWB, and these relationships show that TL and IEL are central to the operational framework of 
TEL. Impliedly, TEL practice might not be a veritable basis to implement or achieve IWB. The low strength 
connection between TEL and PL and IWB might be based on the fact that PL and IWB become more effective 
and operate productively in sales team work where individual effort dominates operations.

IWB shows a strong relationship with PL and good relationship with IEL indicate that the factors of 
creativity and innovation that are central to IWB are equally the heartbeat of successful implementation of 
PL and IEL styles in teamwork. Therefore, the dimensional factors of IWB of IG, IC, and IA are operational, 
attainable, and achievable where shared leadership practice leverages on IEL and PL styles in salesforce 
teamwork. This is not to say that the occurrence of IG, IC, and IA do not happen in leadership styles of TL 
and TEL, but occurs at very low strength.

The significance of the study is that sales organization would understand the shared leadership styles 
that will facilitate the accomplishment of IWB, which is built on creativity, innovativeness, and easy diffusion 
of mutual cooperation, innovation, dependence, interdependence, and creativity among salesmen. This is 
important in financial sector where the needs and peculiarities of clients determine the selection of sales 
team for individual clients, organization, industry, or geographical locations like cities, tribe, or nationality.

The study further shows that the shared leadership styles that would facilitate entrenchment and 
accomplishment of IWB dimensional factors of IG, IC, and IA in sales team. This is strategic to financial 
industry where innovation, creativity, and complexity of work [Pearce, 2004] are imperative to achieve the 
set objectives and targets.

5  Conclusion
Hitherto, arm-chair marketing dominated the financial sector marketing practice, which entrenched sellers’ 
market-orientation that led to  low financial inclusion, poor customer-base, and poor financial education 
among the larger populace in the economy until recently [Julie, 2013; Achugamonu et al., 2016]. This further 
entrenched less attention being paid to consumer-oriented decisions to attract and retain customer and 
even develop customer-centric products for customer satisfaction.

The recent change in the industry has brought aggressive marketing with emphasis on selling and 
bringing salesmanship to the front burner of operations [Aina and Oluyombo, 2014; Achugamonu et al., 
2016]. Though nascent, but the manifestation has been witnessed with the different marketing developments 
and activities in terms of expanding products development; competitive customer retention strategies; 
establishment of vibrant marketing departments in all branches and not only at the head-offices; and 
effective customer relationship management strategies that create customers’ dependence and reliance on 
marketing officer for assistance and consultation [Dupas et al., 2016].

The study shows that shared leadership style that leverages and builds on PL and IEL would improve 
and redefine leadership style in teams existing in sales organization and management especially in the 
area of sales team empowerment, innovativeness, creativity, and inter-dependence, which are the core 
advantages of IWB. Unlike vertical leadership style in which authority and leadership responsibility are 
vested with appointed leaders such as sales manager, PL and IEL technically rely on and operate in the 
framework of IWB to enhance and improve teamwork operations.

Importantly, innovative behavior will be seamlessly achieved with PL and IEL leadership styles in 
financial industry to achieve set marketing goals and targets in financial sector to improve customer base, 
market share, and customer retention.
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Appendix

Items Statements

1 My colleagues provide a clear vision of whom and what our team is in idea generation, championing, and 
application

2 My colleagues are driven by higher purposes in idea generation, championing, and application
3 My colleagues show enthusiasm for my efforts in idea generation, championing, and application
4 My colleagues seek a broad range of perspectives when it comes to idea generation, championing, and application
5 My colleagues encourage me to go above and put extra efforts than normal in idea generation, championing, and 

application
6 My colleagues encourage me to engage in idea generation, championing and application without supervision
7 My colleagues urge me to assume responsibilities on idea generation, championing, and application on my own
8 My colleagues encourage me to learn new ways of idea generation, championing, and application
9 My colleagues encourage me to be determined when facing challenges on idea generation, championing, and 

application
10 My colleagues encourage my team members on idea generation, championing, and application
11 My colleagues advise me to coordinate team efforts in idea generation, championing, and application
12 My colleagues urge me to embrace team work in idea generation, championing, and application
13 My colleagues expect that collaborative team work on idea generation, championing, and application works well
14 My colleagues decide on my performance in idea generation, championing, and application together with me
15 My colleagues and I work together to decide on what my performance in idea generation, championing, and 

application should be
16 My colleagues and I sit down together and reach agreement on my performance on idea generation, championing, 

and application. 
17 My colleagues work with me to develop my performance goals on idea generation, championing, and application

Item—total statistics

Items for  
questionnaire

Scale mean if item 
deleted

Scale variance if item 
deleted

Corrected item-total 
correlation

Cronbach’s alpha if 
item deleted

Item 1 60.63 74.458 0.491 0.862
Item 2 60.60 76.682 0.384 0.866
Item 3 60.57 77.872 0.331 0.867
Item 4 60.64 76.192 0.454 0.863
Item 5 60.76 73.388 0.484 0.862
Item 6 60.68 74.401 0.515 0.861
Item 7 60.65 74.073 0.480 0.862
Item 8 60.75 72.037 0.607 0.856
Item 9 60.66 75.989 0.494 0.862
Item 10 60.74 75.602 0.556 0.860
Item 11 60.62 77.443 0.356 0.867
Item 12 60.50 77.125 0.428 0.864
Item 13 60.42 77.357 0.380 0.866
Item 14 61.40 71.569 0.560 0.858
Item 15 61.32 68.531 0.618 0.856
Item 16 61.41 67.835 0.626 0.855
Item 17 61.32 68.551 0.602 0.857
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Abstract:
Objective: The purpose of this paper is twofold: first, to identify the general use of the internet and examples 
of main social media used by residents of Bangladesh and second, to discover their potential in building 
marketing communication between FMCG manufacturers and consumers.
Methods: The research method used is a quantitative survey (face-to-face interviews) on the sample of 100 
consumers conducted in September 2019 in Dhaka, the capital of Bangladesh.
Key findings: The majority of respondents have regular access to internet facilities and mainly two social 
media platforms are used: Facebook and YouTube. Product informations are sent to these media platforms 
for making purchasing decisions of the products of the FMCG market. Mostly males and the youngest group 
of respondents show the highest interest to social media.
Originality: This study contributes to the literature to develop the understanding of marketing 
communications from the perspective of FMCG manufacturers entering Bangladesh, as it is being the 
emerging market.

Keywords: social media, marketing communication, Bangladesh, FMCG market
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1  Introduction
Marketing communication between companies and customers has changed considerably in the 21st century. 
This was due to the development of new technologies and expanding access to the internet in global terms. 
Also, the needs, preferences, and expectations of consumers have changed. They do not want to be passive 
actors any more whose activities were limited only to following the activities of producers and making 
purchasing decisions. They demonstrate strong intentions to conduct a dialog with producers as well as 
their readiness to express opinions and co-create products, services, and the strategy of the enterprise 
[Zajc, 2013; Bednarz, 2017; Ziemba et al., 2019].

With the development of the new technologies, companies work on implementation of different 
marketing communication models including social media marketing to achieve coherent and effective 
marketing message. It is necessary for them to coordinate multiple messages, various tools, and 
communication channels and merge them well into a consistent marketing communications mix with 
the intention of sending the target market a clear message about themselves and their offer [Gabrielli and 
Balboni, 2010, p. 277; Pluta-Olearnik, 2018, pp. 125–127]. New customer-centric communication models 
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like many-to-many in which buyers and sellers participate in active ways offer new perspectives in the 
companies’ marketing communication system.

Marketing communication has a special significance for the producers of mass-produced, frequently 
purchased and consumed, or fast-moving consumer goods (FMCG) [Dwivedi and McDonald, 2018, p. 1388]. 
Their profound experience gained from the communication with consumers on the developed markets can 
be used to establish communication processes while entering new markets particularly emerging ones. 
Commonly FMCG producers concentrate on selling simple products that meet basic consumers’ requirements 
there [McKinsey, 2015]. However, the FMCG sector grows quickly because of the growing population and the 
rising middle class in the emerging countries. Worldwide, the consumer packaged goods market in 2014 
was $8tn and may grow to $14tn by 2025 [McKinsey, 2015].

The FMCG sector has an important impact on the Bangladesh economy [Shih, 2016]. Bangladesh has 
generated a great economic development over the last years and has become an unexpected successful 
country in Asia. This country once belonged to the poorest countries category and was characterized by 
poverty and famine [Basu, 2018]. Due to the positive economic growth and the opportunities for companies 
to get the benefit of this development, various entities have already started their expansion on the 
Bangladesh market.

Continuous economic growth in Bangladesh has a positive effect on local residents, which is reflected 
in the increase of their income and higher purchasing power. Based on conclusions that Mukherjee and 
Das [2016a] drew from the empirical research, it can be said that the traditional offline advertising in mass 
media is still effective to obtain information about the FMCG. However, the importance of online marketing 
platforms has grown considerably due to progressive widespread access to the internet [Haddad, 2016; 
Adhikari, 2018]. The internet is nowadays the second best choice preferred media for the respondents 
[Mukherjee and Das, 2016a]. Social media is perceived as a new reliable channel of communication with 
consumers [Foux, 2006, p. 38; Atsmon et al., 2012]. Therefore, it seems to be essential for FMCG producers 
present on the Bangladeshi market to get familiar with the buying behaviors of the consumers, the most 
commonly used channels of communication as well as achievable social media to build long-term profitable 
relationships that create value.

As there is only few numbers of publications describing social media in Bangladesh, this article 
attempts to fill this gap and focuses on the importance of the internet and social media used for marketing 
communication in Bangladesh. The key aim of this paper is twofold: first, to identify the general use of the 
internet and examples of main social media used by residents of Bangladesh and second, to discover their 
potential in building marketing communication between FMCG manufacturers and consumers on this market. 

In view of the growing importance of online communication channels, four research questions were 
posed:

1. What are the main areas of activity of Bangladeshi residents on the internet?
2. What are the most-used social media platforms in Bangladesh?
3. What is the role of social media in marketing communication between FMCG manufacturers and 

consumers in Bangladesh?
4. Are there any differences in the use of social media depending on age and gender of Bangladeshi 

consumers?

The research method used in the paper is a quantitative survey on the sample of 100 consumers aged 
18–55 years. The sample was drawn randomly from the population and represents the equal distribution 
according to age and gender as the percentage of the population. The sample was based on the census 
2011. The research was conducted in September 2019 in Dhaka, the capital of Bangladesh. The results of the 
survey are analyzed according to age and gender and presented.

The paper consists of seven parts. At first, the theoretical background and literature review concerning 
marketing communication, including social media marketing are presented. Then the economy of 
Bangladesh as well as FMCG market are described. Using economic and socio-demographic data, the high 
potential of the development of the Bangladesh economy was underlined. Following this, the research 
method, main results are proposed. The paper ends with summary and conclusions.
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2  Marketing communication—background literature
Marketing communication plays a fundamental role in operation of consumers and all institutional entities 
including business ones. It is a bilateral process, in which both sender (company) and recipient (current and 
future buyers) of a communication message can provide feedback and influence mutual decisions. They 
communicate to transfer, gather, and exchange information to and from the market [Gabrielli and Balboni, 
2010; Danaher and Rossiter, 2011; Hollensen, 2014]. Marketing communication allows entrepreneurs to get 
familiar with consumers’ needs and preferences and address with a compact message about existing and 
new products/services offerings, their characteristics and properties, pricing policy, distribution channels 
and all undertaken promotional activities to them.

The concept of integrated marketing communication emerged as an important topic in the early 1990s 
[Schultz et al., 1993] as an evolution of traditional mass-media advertising because of the emergence of 
new technologies on the market. It was noticed that to achieve effective marketing communication, it is 
necessary to coordinate various tools and communication channels in such a way that the message sent by 
a company is coherent [Pluta-Olearnik, 2018, pp. 125–127]. The term “integration” should be understood as 
the implementation of horizontal coordination mechanisms [Schultz et al., 1993] where multiple messages 
and many communications activities are merged into a consistent marketing communications mix in order 
to send the target market a clear message about a company and its market offer [Gabrielli and Balboni, 
2010, p. 277]. This concept of synergy in marketing communications refers to the coordination of messages 
for delivering more impact [Danaher and Rossiter, 2011, p. 9]. In general, it can be said that it is the result 
of aligning activities, procedures, messages, and goals in order to communicate with consistency [Gabrielli 
and Balboni, 2010, p. 277]. Porcu et al. [2017, p. 694] claim that integrated marketing communication model 
“allows for the possibility of continuous dialogue by conveying consistent and transparent messages via all 
media to foster long-term profitable relationships that create value.”

Numerous communication models are presented in the literature. Among them Hoffman and Novak 
[1996] presented three communication schemes using internet tools. The first one is a one-to-many 
communication process, where the company transmits content to consumers through a medium. There 
is no interaction between actors in this traditional model of the communication. The second model is 
called interpersonal and computer-mediated communication. This model incorporates a feedback view 
of interactivity. Communication can take place through various direct and indirect channels, media and 
devices. In the era of digitalization and the development of the internet as well as new technologies a 
third model for hypermedia in computer-mediated environments was introduced. It is a many-to-many 
communication model in which buyers and sellers participate in active way, e.g. on websites or social 
networks [Klepek and Starzyczna, 2018; Bartosik-Purgat, 2019].

Danaher and Rossiter [2011, pp. 6–7] argue that traditional communication channels (television, radio, 
newspapers, telemarketing, and door-to-door sales) are expected to decline. There is a wide and diverse 
choice of other media channels called new media, which can be used to address marketing communication 
to customers: the internet channel’s banner ads, websites, e-mail and blogs, mobile phone communications 
SMS, MMS, cell phone TV, digital television, e-books, computer games, DVDs, and social media [Bartosik-
Purgat, 2019, p. 79].

Felix et al. [2016, p. 123] describe that companies can perceive social media marketing in a broad 
and narrow sense: as an opportunity to build relationships with stakeholders, as well as another 
communications channel through which they can push information to customers. In the narrow approach 
social media marketing is defined as “the use of social media platforms and networking sites to inform, 
create image, promote, increase the awareness of an enterprise’s brand, products, services as well as create 
user interactivity on platforms by stimulating users to post or share content” [Felix et al., 2016, p. 119]. It is 
“a group of internet-based applications that build on the ideological and technological foundations of Web 
2.0, and that allow the creation and exchange of user generated content” [Kaplan and Haenlein, 2010, p. 61]. 
Social media platforms include social networking tools (e.g. Facebook, Messenger, Twitter), professional 
networking sites (e.g. LinkedIn), media sharing sites (moblogs containing digital audio, images, movies, 
or photographs e.g. YouTube, Instagram), commerce communities (e.g. Amazon), consumer-to-consumer 
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e-mail, consumer product or service ratings websites and forums, word-of-mouth internet discussion boards 
and forums including blogs [Mangold and Faulds, 2009, p. 358; Valos et al., 2016, p. 21]. Constantly evolving, 
social media plays a significant role in marketing communication between companies and consumers 
by adding “the ability for interactive and participative communication like: sharing, commenting, 
responding, syndicating and interacting with content and connecting with others” [Baptista et al., 2017, 
p. 325]. Entrepreneurs should understand their functional traits that can be presented by seven functional 
blocks of social media: identity, conversations, sharing, presence, relationships, reputation, and groups 
[Kietzmann et al., 2011, p. 243]. Among the aforementioned features, reputation being a matter of trust 
seems to be extremely important. Driven by word-of-mouth social media is considered to be trustworthy 
because the message spreads from user to user which proves the credibility of the message [Faux, 2006, 
p. 38; Banerjee and Ashwini Kumar, 2013, p. 62].

Because social media has already become the integral part of the workplace and home life of people 
around the world, therefore, to succeed, companies must develop strategies for online communication 
channels and convince consumers to search for information in an active way. It is so because only 
“consumer motivation (desire), ability, and opportunity to process a communication determine the intensity 
and direction of that processing and the resulting outcomes that occur” [Batra and Keller, 2016, p. 130]. 
Uddin et al. [2017, p. 1] underline that “social media has turned into the most affordable catalyst for brand 
communication through engaging customers in innovative ways and making them true stakeholders in the 
value-creation process.” As noted by Ashley and Tuten [2015, pp. 16–17], social media is used as a branding 
channel to increase brand awareness and brand liking, promote customer engagement and loyalty, inspire 
consumer word-of-mouth communication about the brand, and potentially drive traffic to brand locations 
on- and offline.

3  Bangladesh as a constantly developing country
Bangladesh is an Asian country located on the fertile delta area in South Asia. Currently Bangladesh is the 
eighth largest population country in the world with over 164.9 million people. It is estimated to have around 
171.8 million people by 2022. The reasons for this massive growth are high birth rates and declining death 
rates combined with increasing life expectancy. 

Bangladesh is also one of the most densely populated countries. The capital of Bangladesh, Dhaka, 
is the twentieth largest metropolitan city. The urbanization is an important aspect of Bangladesh: about 
17.6 million live in Dhaka. The next bigger city is Chittagong with only 4.5 million inhabitants, followed by 
Khulna and Rajshahi with around 1 million inhabitants. One third of the total population of Bangladesh 
lives in the cities; the other two- thirds live in rural areas [Etzold and Mallick, 2015]. 

According to the German statistical department, an increase of 7% per year on the real GDP is forecasted 
until 2022 [Statista Report, 2017]. World Economic Forum estimates that in 2019 10-year average annual GDP 
growth is 5.9% [World Economic Forum, 2019]. As presented in Figure 1, GDP per capita increases constantly 
and in 2019 it reached 1,905 USD. Further growth is expected—GDP per capita in 2024 is estimated at 2,846.76 
USD [CEIC, 2020; Statista, 2020]. The Bangladesh GDP per capita PPP was 3879.2 USD in 2018.

As presented in Figure 2, only 18.2% of the population in Bangladesh uses the internet. Mobile-
broadband subscriptions per 100 people increased rapidly from 2014–2015 (0.4) to 2017–2018 (17.8) while 
growth dynamics of fixed-broadband internet subscription per 100 people is small (0.6 and 3.8, respectively) 
[World Economic Forum, 2019]. This aforementioned data is consistent with Uddin et al. [2017, p. 3] and 
data obtained from the Bangladesh Telecommunication Regulatory Commission that “the total number 
of internet subscribers in Bangladesh has reached 36.64 million at the end of October 2013.” Majority of 
them (35.11 million) use the internet through mobile phones, while the rest (1.53 million) use broadband 
internet. Nevertheless, the internet community uses social media regularly. Digital skills among population 
1–7 (best) is 3.5 in 2019 [World Economic Forum, 2019].

It is also worth adding that in Bangladesh the majority of men are professionally active whereas the 
majority of women stays at home as housewives and takes care of the family. Global Gender Gap Index 
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Figure 1. GDP per capita in Bangladesh in 2013–2024 in USD. 
Source: Statista, 2020.

Figure 2. The internet users and subscriptions in Bangladesh in 2011–2018.  
Source: World Economic Forum, The Global Competitiveness Reports from 2011–2012 to 2017–2018.

(gender parity) examines gender inequality between men and women in four key areas: health, education, 
economy, and politics (measured between 0 and 1) and for Bangladesh in 2020 it is 0.726 [World Economic 
Forum, 2020].

To recapitulate, according to World Bank, the economy of Bangladesh shows a robust growth and a 
macroeconomic stability. The GDP development of Bangladesh has benefited from the recovery in exports 
and the robust domestic demand [World Bank, 2018].

4  Consumer spending and FMCG market in Bangladesh
In Bangladesh, overall private spending has increased in recent years. In 2008, it amounted to 69,310.433 
million USD and a decade later, in 2019, it increased to 210,595.436 million USD [CEIC, 2020]. Figure 3 shows 
the development of consumer spending of Bangladesh residents based on data provided by the Bangladesh 
Bureau of Statistics.

On an average, consumers in Bangladesh spend 55% on food and drink, 45% on things such as housing, 
clothing and footwear, energy, transport, water, education, health, personal care and financial services 
[Datatopics World Bank, 2010].
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 In general, the increasing FMCG market is driven by the growing population and the rising middle 
class. Nevertheless, the demographic differences determine the choice of products and services. It is worth 
mentioning that while entering foreign emerging markets, FMCG producers mostly decide to sell only 
simple products that meet basic consumers’ requirements. However, per capita income levels of many large 
cities in developing countries are comparable to those of large North American and European ones. This 
means that they have a demand and sales potential, which is increasingly similar [McKinsey, 2015]. This 
seems to be true especially as Shih [2016, p. 4] points out that “consumers are now actively seeking FMCG 
brands that align their motivations and needs. The increase in income level and disposal of incomes lead 
the Asian consumers to pursue better quality, premium, and higher price products.”

This is the case of Bangladesh where two elements have a decisive impact on the FMCG market: 
constantly growing urban population (in 2017 there were 58.75 million of inhabitants that is 35.70% of the 
population) and the growing middle-class income (according to the Bangladesh Development Studies, 20% 
of the total population in Bangladesh belongs to the middle-class income category). In 2025, 25% of the 
residents may belong to the middle-class income category thanks to greater access to education, finance, 
information technology services, and private sector employment [Khan, 2019].

The FMCG market is characterized by the high or bulk short-term demand on goods. Due to the usual 
low level of prices and the short-life cycle of products, the consumers’ involvement in the purchasing 
process is low. Besides, the competition is strong, and the range of substitute products is big [Holzmüller 
and Schuh, 2005]. Furthermore, consumers tend to care more about the background and back-stories 
of the products. As a consequence, FMCG manufacturers build brands based on real-customer stories 
and social responsibility. This emphasizes the overall potential of social media on the FMCG market in 
Bangladesh in communicating with the customers and building relationship with them [Mukherjee and 
Das, 2016b].

5  Methods and sample characteristics
To identify the usage of the internet and examples of social media as well as to discover their potential in 
Bangladesh from the point of view of FMCG manufacturers, a quantitative survey on the sample of 100 
consumers was conducted on September 2019 in the capital Dhaka. The capital city Dhaka was selected to 
carry out empirical study due to the fact that it is a main urban area, which has the highest level of internet 
use in the entire country. Respondents were between 18 and 55 years old. The sample reflected age and 
gender statistics of the capital Dhaka according to the nationwide population marginal distribution of the 
Bangladesh Bureau of Statistics. The sample was drawn randomly from the population and represents the 
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Figure 3. Consumer spending in Bangladesh in 2008–2019.  
Source: Bangladesh Bureau of Statistics.
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Table 1. Occupation of respondents

Total (%) Gender Age of respondents (years)

Males (%) Females (%) 18–25 (%) 26–35 (%) 36–45 (%) 46–55 (%)

Full-time or self-employed 48.0 86.0 10.0 48.1 39.1 63.2 62.5

Part-time or self-employed 2.0 4.0 0.0 0.0 4.3 0.0 0.0
Currently without employment 1.0 2.0 0.0 0.0 0.0 5.3 0.0
Retired (pensioner) 1.0 0.0 2.0 0.0 0.0 5.3 0.0
Housewife/Househusband 42.0 2.0 82.0 29.6 56.5 26.3 37.5
Pupils 6.0 6.0 6.0 22.2 0.0 0.0 0.0

Source: own elaboration.

equal distribution according to age and gender as the percentage of the population. The sample was based 
on the census 2011. A face-to-face interview method was applied with the support of the company Kantar. 
The interviewees were usually interviewed at home.

The questionnaire consisted of seven questions about internet use in general, the use of social media, 
the importance of social media platforms for receiving information about products, as well as their impact 
on purchasing decisions.

To assess the importance of social media and the degree of influence of respondents on purchasing 
decisions, a five-point Likert scale was used in all questions, where: 1—very important/very strong; 2—
important/strong; 3—neither important/strong nor not important/not strong; 4—rather not important/not 
strong; 5—not important at all/not strong at all. Statistical significance level was α = 0.05. Moreover, the 
one-way analysis of variance (one-way ANOVA) was used to compare means of the samples.

The distribution of males and females is balanced within the sample (50 respondents, respectively). 
Most of the participants are between 26 and 35 years old (46%), followed by the group aged 18–25 (27%). 19% 
of the sample is between 36 and 45 years old, and the lowest share is generated by a group of participants 
aged 46–55 (8%).

Seventy seven percent of the respondents of this questioning were married, 23% are singles. As 
presented in Table 1, most male respondents are full-time or self-employed (86%). More than 60% of them 
are in the age segments 36–45 and 46–55 (63.2% and 62.5%, respectively). Most female respondents are 
housewives (82%) and the majority is in the age group 26–35 (56.5%).

6  The study findings
Because of the fact that the sample size is limited, the results cannot be generalized. However, they point to 
the changes taking place in Bangladesh and the preferences of local consumers.

Majority of respondents (76%) have a regular access to internet facilities. Almost 60% of respondents 
use the internet 2 h or more every day. As it can be seen in Figure 4, participants most often use the internet 
to create social networks (76%), read news (49%), and use instant messengers (29%). It is important that 
most consumers of Bangladesh regularly use social media. This gives great opportunities to build and 
maintain a thoughtful marketing communication strategy. Moreover, respondents also use the internet for 
chat rooms (18%), shopping (17%), gaming (15%), web browsing (13%), and getting access to music (12%).

Social networks dominate in every age group, but the highest usage is noticeable in the youngest age 
group (18–25 years). There are two major social platforms for Bangladeshi consumers, which are Facebook 
and YouTube (76%). Other social media platforms, such as Google+, Twitter, and even Instagram, are not 
important for respondents and receive values up to 15% (Figure 5).

The internet is frequently used to receive information about products: 76% of respondents said that the 
internet has a decisive influence on searching for product information. Even 70% of respondents indicate 
that the internet has a very large impact on information retrieval.
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Analyzing the data presented in the Table 2, it can be stated that 83% of respondents perceive the 
internet as a very important channel for finding information about products (top 2 box). There are slight 
differences in the perception of the importance of social media, taking into account the gender and age 
of the respondents. Males emphasize greater importance of using social networking platforms to receive 
information about products than females (90% and 76%, respectively). Moreover, respondents aged 18–25 

Figure 5. Social media platforms used by respondents.  
Source: own elaboration.

Table 2. The importance of social media when respondents look for product information

Total (%) Gender Age of respondents (years)

Males (%) Females (%) 18–25 (%) 26–35 (%) 36–45 (%) 46–55 (%)

Not important to me at all 2.0 0.0 4.0 0.0 4.3 0.0 0.0
Rather not important to me 1.0 0.0 2.0 0.0 2.2 0.0 0.0
Neither important nor not 
important

14.0 10.0 18.0 11.1 13.0 21.1 12.5

Important to me 35.0 36.0 34.0 40.7 37.0 26.3 25.0
Very important to me 48.0 54.0 42.0 48.1 43.5 52.6 62.5
TOP BOX [05] 48.0 54.0 42.0 48.1 43.5 52.6 62.5
TOP 2 BOX [05/04] 83.0 90.0 76.0 88.9 80.4 78.9 87.5

Source: own elaboration.

Figure 4. Activities related to the use of the internet by respondents.  
Source: own elaboration.
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show the highest openness toward social media compared to other age groups (88.9%). The lowest interest 
is shown by respondents aged 36–45 (78.9%), which is still a high percentage.

The Table 3 shows the results of the one-way ANOVA considering the level of significance between males 
and females. The p value is 0.041, so there is a relationship between searching for product information and 
the importance of social media at the gender level.

Analyzing the significance level of age, the p level is 0.563 (Table 4). It means that the relationship 
tested is not significant, i.e. when searching for product information, social media is not relevant to age.

Another important aspect of this research is determining the role of social media in making purchasing 
decisions by consumers on the FMCG market. In this case, 73% of respondents say that social media plays an 
important role (Table 5). Similarly, to the previous question, males emphasize that social media influences 
very strongly and strongly the decision to purchase FMCG (top 2 box—80%).

These indications are higher compared to preferences of females (66%). Considering the age of 
respondents, it can be said that the youngest group of respondents aged 18–25 has the greatest impact of 
social media on purchasing decisions (88.9%). The lowest impact is perceived by respondents aged 46–55, 
however the result is substantial (50%).

Tables 6 and 7 show results of the one-way ANOVA after considering the impact of social media on 
respondents’ decisions to buy FMCG—significance levels for gender and age. Both results are higher than 

Table 3. The importance of social media when respondents look for product information—significance level gender

Sum of squares df Mean square F Sig.

Between groups   3.240   1 3.240 4.291 0.041
Within groups 74.000 98 0.755
Total 77.240 99

Source: own elaboration.

Table 4. The importance of social media when respondents look for product information—significance level age

Sum of squares df Mean square F Sig.

Between groups 1.621 3 .540 .686 .563
Within groups 75.619 96 .788
Total 77.240 99

Source: own elaboration.

Table 5. The impact of social media on respondents’ decisions to buy FMCG

Total (%) Gender Age of respondents (years)

Males (%) Females 18–25 (%) 26–35 (%) 36–45 (%) 46–55 (%)

Does not influence 
strongly at all

3.0 0.0 6.0 3.7 4.3 0.0 0.0

Rather does not influence 
strongly

5.0 4.0 6.0 0.0 8.7 5.3 0.0

Neither influence strongly 
or not strongly

19.0 16.0 22.0 7.4 15.2 31.6 50.0

Influences strongly 35.0 36.0 34.0 51.9 37.0 21.1 0.0
Influences very strongly 38.0 44.0 32.0 37.0 34.8 42.1 50.0
TOP BOX [05] 38.0 44.0 32.0 37.0 34.8 42.1 50.0
TOP 2 BOX [05/04] 73.0 80.0 66.0 88.9 71.7 63.2 50.0

Source: own elaboration.
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0.05 (0.051 and 0.712, respectively), so based on the collected data, it can be said that there are no such 
relationships.

Summing up, it can be said that the importance of the internet and social media for searching information 
in Bangladesh are very high. In addition, they can influence purchasing decisions of the customers. It can 
therefore be concluded that there is a great potential to use social media as an important tool, and FMCG 
producers can develop those platforms for conveying marketing informations of their products effectively in 
the Bangladesh market. It is also worth highlighting that each platform mentioned by respondents requires 
a different approach to communication and advertising. It means that the companies should integrate 
different communication styles and tools in the area of social media marketing having in mind also that the 
traditional offline advertising in mass media is still effective in Bangladesh.

7  Summary and conclusions
In today’s business reality, the role of traditional media is gradually decreasing [Danaher and Rossiter, 
2011, pp. 6–7]. Currently, the way of communication between enterprises and customers has changed 
along with universal access to the internet and related communication channels. This also happens on 
emerging markets such as Bangladesh. In Bangladesh, the internet access is still low and the speed is 
slow, but the government supports the spread of internet and takes various actions. They implement high-
speed internet, reduce the price of internet bandwidth, and offer internet-enabled handheld devices at 
competitive prices [Uddin et al., 2017, p. 6]. Moreover, the social structure of the country is changing. This 
is favored by the mobility of rural residents to urban areas, the growing number of highly educated people, 
and the willingness of people to online shopping [Uddin et al., 2017, pp. 6–7]. In Bangladesh consumers 
are gradually changing their communication preferences. Mukherjee and Das [2016a] argue that audio 
visual media in Bangladesh is still the most preferred advertising media of respondents to get information 
about the FMCG, however the internet is a second-best choice of preferred media for the respondents. This 
statement was corroborated by Adhikari [2018] saying that there has been a shift from the offline marketing 
to the online marketing communication forms and the importance of online marketing platforms has 
grown. The results of the study also confirm the existence of a growing potential of internet facilities and 
social media that can be used for communication between FMCG manufacturers and customers. Haddad 
[2016] even considers social media as a decisive tool for marketing communication strategy because it offers 
a great opportunity to contact the customer. Uddin et al. [2017, p. 6] emphasize the high importance of social 
media in Bangladesh saying that: “if a company would like to have successful online presence today, social 
media marketing is crucial.” Atsmon et al. [2012] underline that emerging countries are often characterized 

Table 6. The impact of social media on respondents’ decisions to buy FMCG—significance level gender

Sum of squares df Mean square F Sig.

Between groups      4.000   1 4.000 3.920 .051
Within groups 100.000 98 1.020
Total 104.000 99

Source: own elaboration.

Table 7. The impact of social media on respondents’ decisions to buy FMCG—significance level age

Sum of squares df Mean square F Sig.

Between groups      1.469   3 0.490 0.459 0.712
Within groups 102.531 96 1.068
Total 104.000 99

Source: own elaboration.
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by the high importance of the word-of-mouth advertising, and now social media is the new reliable way of 
communicating with consumers.

It means that FMCG manufacturers entering the market in Bangladesh, have to coordinate various 
communication tools and channels in such a way that the message about a company and its market 
offer is clear and coherent [Gabrielli and Balboni, 2010, p. 277; Pluta-Olearnik, 2018, pp. 125–127]. 
They should implement the concept of social media marketing integrated with traditional mass-media 
advertising. This double dialogue should allow them to build long-term profitable relationships that 
create value [Porcu et al., 2017, p. 694]. To do it properly, it is worth conducting further research to 
combine appropriately traditional message and social media. This would have both academic as well as 
empirical implications.

From the point of view of scientists and academics, it is interesting to observe changes in communication 
models in emerging countries. With the analysis of Bangladesh, in-depth research can be carried out to 
answer questions like when, why, and how more advanced models are implemented. They should be 
carried out together with an analysis of changes in consumers’ needs, expectations, and shopping behavior. 
Based on the development of the market and communication models, scientists can draw conclusions 
how to integrate various communication channels to achieve a consistent message [Gabrielli and Balboni, 
2010; Danaher and Rossiter, 2011; Pluta-Olearnik, 2018]. This ongoing dialogue should be conducted in 
a consistent and transparent manner in all media to support long-term profitable relationships between 
companies and consumers [Porcu et al., 2017].

Even if the sample of the survey was small and the results cannot be generalized, it is possible to 
propose some recommendations for FMCG manufacturers already present in Bangladesh or planning to 
enter this market. Due to the positive economic growth of this country, companies perceive opportunities 
to benefit from this development. The growing middle class increases the number of internet users and 
strengthen the importance of digital media. Bangladesh residents have better access to internet facilities 
and regularly use social media. This gives great opportunities to build a tactful and feasible marketing 
communication strategy. Social media can be used to communicate with all customer groups, considering 
the division of consumers by age and sex. However, it should be underlined that males and the young age 
group (18–25 years) are the most accessible groups. FMCG manufacturers should focus on using particu-
larly two main social media platforms, which are Facebook and YouTube. The results obtained are con-
sistent with those of Uddin et al. [2017, p. 6]. Other social media platforms such as Google+, Twitter, and 
even Instagram are at present not important to respondents. Each platform requires a different approach to 
communication and advertising. Many short commercial spots and films are broadcast on YouTube, but the 
message conveyed is not up to the expectations of the recipients. On the other hand, on Facebook there are 
mostly personalized posts and videos that meet the preferences of the users. Nevertheless, social media has 
great potential as a communication tool because they have decisive impact on product information search 
and consumers’ purchasing decisions.

It is also worth mentioning that multiple FMCG manufacturers, via their communications, position 
themselves along with positive image of platforms [Dwivedi and McDonald, 2018, p. 1394]. In addition, 
when building a marketing message addressed to the residents of Bangladesh, it is worth focusing on 
the background and history of products, true customer stories, and social responsibility, and consumers 
expect this approach. It highlights the overall potential of social media on the FMCG market in Bangladesh 
in communicating with clients and building relationships with them [Mukherjee and Das, 2016b]. In this 
context, as a proposal for further research, it may be interesting to identify potential consumer interest in 
effective storytelling and content marketing.

It is worth adding that Bangladesh is a fast developing country in various areas. One of these areas is 
broadly understood business activity, including marketing. Companies present on the market in Bangladesh 
or planning to expand into this market should be aware of this great marketing potential that exists in 
the country. World Economic Forum measures extent of market dominance based on the response to the 
survey question “In your country, how do you characterize corporate activity?” [1 = dominated by a few 
business groups; 7 = spread among many firms]. In 2019 the value of this index for Bangladesh is 3 [World 
Economic Forum, 2019]. However, the results of the study indicate the existence of a high potential for 
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rapid development. The reason is that consumers are open to new marketing communication channels 
and develop their knowledge about producers and their products there. Moreover, the profound experience 
the FMCG manufacturers gained from the developed markets can be used to establish communication 
processes while entering new markets, particularly emerging ones. This seems to be an important area for 
further empirical research.
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Abstract: The main goal of this article is to study the determinants of foreign direct investment (FDI) in 
Ukraine from 2013 to 2017 that includes the years of armed conflict. We adopt the Knowledge-Capital model 
as our analytical framework and extend it to include the effects that account for political stability and 
political regime. The research hypotheses obtained from this framework are verified using the Pseudo-
Poisson Maximum Likelihood estimation technique and the bilateral panel data on direct investment 
stocks from 140 partner countries. Our empirical findings show that access to Ukraine’s cheap labor force 
is the primary reason for inward FDI. Moreover, we find no direct relationship between the political events 
in Ukraine and the investment stock dynamics as the estimated parameters on the indices of democracy, 
autocracy, polity, and political stability show no statistical significance.
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1  Introduction
Inward foreign direct investment (FDI) is often seen as an important source of physical capital in the post-
conflict economies as it complements foreign aid and may generate positive labor market effects. More 
importantly, FDI is often associated with the transfer of new skills and technologies, stimulates indigenous 
firms to improve their productive capacities, and facilitates access to foreign markets. Besides, FDI may 
bring into the host economy secondary spillovers that can affect the performance of indigenous firms. Such 
spillovers can arise due to the leakage of foreign knowledge or due to the response of indigenous firms 
to the arrival of multinational enterprises (MNEs). Such spillovers are likely to affect the productivity of 
indigenous firms in the same industry but can also have effects on wages and international market access, 
as well as productivity in upstream and downstream industries [Berger and Diez, 2008; Li and Tanna, 2019]. 
Thus, FDI can help post-conflict countries to shift from aid-dependent to investment-driven development 
[Turner et al., 2011].

In the case of Ukraine, despite the 30% drop in the overall FDI stocks, the present values have somewhat 
converged to their pre-2014 levels, which in part may be attributed to the depreciation of the Hryvnia against 
the US dollar thus making FDI much more attractive. In 2018, the inward FDI stock in Ukraine accounted for 
$32,2 billion [State Statistics Service of Ukraine, 2019]. Most FDI in Ukraine originates from the European 
Union (EU) member states. The top five FDI source countries are Cyprus ($8.9 billion), the Netherlands 
($6.39 billion), the United Kingdom ($1.9 billion), Germany ($1.6 billion), and Switzerland ($1.51 billion). 
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Most FDI stock is concentrated in sectors such as manufacturing ($8.1 billion), wholesale and retail trade 
($5.3 billion), real estate ($4.1 billion), finance, and insurance ($3.5 billion).

The main goal of this article is to study empirically the determinants of inward FDI in Ukraine from 
2013 to 2017 that includes the years of political instability and the military conflict in Eastern Ukraine. As 
regards our analytical framework, we adopt the formal Knowledge-Capital (KC) model and extend it to 
include the effects that account for political instability and the change of the political regime. The research 
hypotheses obtained from this framework are verified using the Pseudo-Poisson Maximum Likelihood 
(PPML) estimation technique and the bilateral data on inward FDI stocks from 140 partner countries. 
Indeed, the economy of Ukraine may still present substantial economic and political risks as a potential 
FDI destination and is often ranked on par with other post-conflict countries, such as Chad, Nigeria, Mali, 
and Sudan [Worldwide Governance Indicators, 2019].

The structure of this article is as follows. The next section offers a review of relevant literature. 
Subsequently, the empirical methodology is described. Finally, we report and interpret our empirical findings. 
The article ends with concluding remarks, policy recommendations, and guidelines for future research.

2  Literature review
In this section, we offer a selective literature review that focuses mainly on the empirical literature on FDI 
in Ukraine. The first empirical studies on inward FDI in Ukraine started in the second half of the 1990s. 
The first study by Ishaq [1997] pointed to a combination of political, institutional, and legislative barriers 
that failed to generate the necessary conditions for inward FDI when compared to other Central and East 
European (CEE) countries. Subsequently, Lutz et al. [2003] examined the effect of industry-wide and region-
wide spillovers on the level of exports of Ukrainian firms and concluded that large urban firms benefited 
the most from inward FDI and the inward FDI stocks were concentrated in the production of durable 
goods. Firm-level studies by Jakubiak and Kudina [2008] and Akulava and Vakhitova [2010] confirmed that 
problems such as ambiguity of the legal system, unclear property rights, the uncertainty of the economic 
environment remained in place for inward FDI. Moreover, several authors reported pessimistic implications 
for technological spillovers on the productivity of local firms. For example, Zvirgzde et al. [2013] used an 
enterprise survey of 153 foreign-owned firms in Ukraine with a focus on location choices and location 
patterns of inward FDI in Ukraine and concluded that market seeking motive was present in the capital 
city region of Kyiv as a result of large market potential, access to resources, and institutional quality of the 
capital. In a more recent study, Olekseyuk [2015] analyzed a potentially deep and comprehensive economic 
integration between the European Union and Ukraine using a multiregional general-equilibrium simulation 
model and reported that a reduction of non-tariff barriers would lead to a large income increase in Ukraine. 
Besides, the liberalization of the barriers to inward FDI would cause new entries of multinational firms in 
the business services sector and increase the competition in the domestic market. Finally, Kaczmarek [2017] 
studied the conditions and structure of Polish-originated FDI to Ukraine among 345 firms and reported 
motives for investment such as attractive production costs, market absorption, tax exemptions, exports to 
Ukraine, and geographical proximity.

However, the aforementioned studies suffer from several shortcomings. In particular, the relationship 
between the theory and the data in previous empirical studies is rather vague as they do not use equations 
that are directly derived from theoretical models. Moreover, these studies do not try to discriminate between 
competing theories and various reasons for FDI. Finally, still, there are no empirical studies on inward FDI in 
Ukraine that would use the multi-country bilateral FDI data. Hence, we conclude from the literature review 
that there is an important gap in the study of inward FDI determinants in Ukraine that we attempt to fill in. 
Furthermore, recent events of political transition in Ukraine present an opportunity to study the effects of 
political instability and conflict on the determinants of inward FDI. Therefore, we argue that it is reasonable 
to use the theoretical framework of the KC model that combines both horizontal and vertical reasons for FDI. 
Moreover, we extend the original KC model by including proxy variables for political stability and the type of 
political regime.
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The established discourse follows the idea that political instability is negatively correlated with inward 
foreign direct investment (FDI) as it generates uncertainty and alters the decision-making process of agents 
in the economy thus increasing costs and risks of performing any FDI-related activities [Carmignani, 2003]. 
In particular, Resnick [2001] in the empirical study for 19 developing countries from Asia, Latin America, 
and the Caribbean found that the transition to democracy deterred inward FDI. Besides, political instability 
and higher levels of democracy also deterred foreign investors.

Subsequently, Busse and Hefeker [2007] using the sample of 83 developing countries found that the 
majority of political variables, such as political stability, ethnic conflicts, and democracy seemed to matter 
for FDI inflows. Also, Li and Vashchilko [2010] found that interstate military conflicts reduce bilateral FDI, 
whereas security alliances, particularly defense pact ones, increase it. More recently, Li et al. [2017] showed 
that primary sector FDI flows to developing countries were not significantly affected by civil war, whereas 
the secondary and tertiary sectors’ FDI was more sensitive to such an outbreak, potentially leading to 
reversals of existing FDI.

3  Research methodology
The contemporary FDI literature distinguishes between two key reasons for foreign investment: horizontal 
and vertical [Markusen, 2013; Davies and Markusen, 2020; Riker and Wickramarachi, 2020]. The former 
allows multinational firms to overcome distance and trade costs and facilitates foreign market access. The 
latter is made to obtain production inputs at lower costs and it involves international fragmentation of 
production. From the theoretical perspective, the first research efforts on modeling FDI were focused on 
explaining the multinational activity between countries that were similar in terms of their levels of per capita 
income. First, the theoretical models of horizontally-motivated FDI were proposed by Krugman [1983] and 
Markusen [1984].1 At about the same time, Helpman [1984] and Helpman and Krugman [1985] proposed the 
first models of vertically-motivated FDI arising as a result of differences in factor proportions between the 
developed and the developing countries.2 Subsequently, the horizontal and vertical reasons for FDI were 
integrated into a single analytical framework called the Knowledge Capital model proposed by Markusen 
[2002]. In this model, firms can choose between exporting, horizontally and vertically-motivated FDI 
depending on various combinations of source and host country characteristics. The KC model developed by 
Markusen [2002] has been considered the most general model of FDI currently available. Unfortunately, the 
KC model cannot be solved analytically and most results are based on numerical simulations. For example, 
according to this model, the national exporting firms prevail when trade costs are low and countries are 
similar both in market size and in factor proportions. In contrast, horizontally-motivated FDI occurs when 
trade costs are high and countries are similar both in market size and factor proportions. Finally, vertically-
motivated FDI occurs when trade costs are low and countries are similar in market size but dissimilar in 
factor proportions. Therefore, we propose the following research hypotheses for our empirical study:

Hypothesis 1:  The smaller the difference in the market size between the source country and Ukraine the bigger the inward 
FDI stock in Ukraine (horizontal reason).

Hypothesis 2:  The larger the difference in per worker human capital endowments between the source country and Ukraine 
the bigger inward FDI stock in Ukraine (vertical reason).

Hypothesis 3:  The higher the trade cost between the source country and Ukraine the bigger the horizontal FDI stock and 
the smaller vertical FDI stock in Ukraine.

Hypothesis 4:  The lower the investment cost in Ukraine the bigger the inward FDI stock in Ukraine (both horizontal and 
vertical reasons).

Hypothesis 5:  The higher the political instability in Ukraine the smaller the inward FDI stock in Ukraine (both horizontal 
and vertical reasons).

1 Their seminal models have been extended by, inter alia, Horstmann and Markusen [1987], Markusen and Venables [1998, 
2000], Helpman et al. [2004], Cieślik [2013, 2015a,b, 2016, 2018], and Cieślik and Ryan [2012].
2 These early models have been extended by, inter alia, Zhang and Markusen [1999] and Markusen and Venables [2000]. 
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Inward FDI stock in Ukraine is measured using the annual data collected from the yearly reports of 
the State Statistics Service of Ukraine. As a measure of FDI, we use only equity stocks by source countries 
from 2013 to 2017. The FDI equity stocks may better reflect the postulated theoretical relationship rather 
than the sum of equity and debt instruments that were frequently used in the FDI literature [Cieślik, 2019]. 
The explanatory variables cover the period of 2012–2017 to account for the lagged estimation. Although the 
inward FDI data for Ukraine is available for more recent years, the last available year of our sample is for 
2017. This is due to the data available for our explanatory variables obtained from the PennWorldTable 9.1. 
The final data set covers 140 countries from 2012 to 2017 and contains a total of 700 observations. The list of 
investment source countries is provided in Table A1 in the Appendix.

The difference in the market size between the source country and Ukraine is measured using the squared 
difference in output-side real GDPs (GDP-DIFF). To assure international comparability, each country’s GDP 
is given at chained purchasing power parities (PPPs) and expressed in constant 2011 US dollars. The GDP 
data is sourced from the PennWorldTable (PWT) 9.1.

The difference in factor proportions between the source country and Ukraine is measured using the per 
worker difference in human capital (HC-DIFF). The difference in per worker human capital is calculated 
using the human capital index. The human capital data is sourced from the PennWorldTable (PWT) 9.1.

The distance-related trade costs between the source country and Ukraine are expressed as a geographic 
distance (DISTANCE), which is measured as the distance between the capital city of a source country and 
the capital of Ukraine (Kyiv). The geographic distance is expressed in kilometers. The distance data is 
obtained from the Centre d’Etudes Prospectives et d’Informations Internationales (CEPII).

Moreover, to approximate the trade and investment barriers and restrictions, we include the trade and 
investment freedom indexes for source countries and Ukraine, respectively (TFparent TFUkraine IFUkraine). These 
indexes are sourced from the Heritage Foundation. The trade freedom indexes measure freedom based on 
the burdens of tariffs and non-tariff barriers of a country. The investment freedom index measures freedom 
from restrictions on the movement and use of investment capital within and across the country’s borders. 
The higher values of these indexes are associated with more open and liberal trade and investment regimes 
in the country and vice-versa.

We also control for the combined economic size of the investment partners that is measured as the sum 
of the source country GDP and Ukraine’s GDP (GDP-SUM). The GDP-SUM variable is calculated using the 
real GDP data expressed at constant 2011 national prices in US dollars. The data on the joint economic size 
is sourced from the PennWorldTable (PWT) 9.1.

Finally, to account for the political regime shift and political stability in Ukraine, we introduce indices 
for democracy, autocracy, political stability, absence of terrorism/violence, and polity index score. Firstly, 
the democracy index measures the presence of democratic institutions and procedures, governance 
constraints, civil liberties, and the degree of political participation. The Democracy Index is an additive 
eleven-point scale (0–10), where 0 is the least democratic governance system and 10 the most democratic. 
Secondly, the autocracy index measures the governance properties such as lack of regularized political 
competition and concern for political and civil freedoms. The autocracy index is measured similarly to 
the democracy index using a 10 point scoring system. Lastly, the polity index is measured as a difference 
between democracy and autocracy indices, and it scores the country’s political system between +10 
(strongly democratic) to −10 (strongly autocratic). The indices that represent a type of political regime 
are sourced from the Polity IV annual time series, which is maintained by the Center for Systemic Peace. 
Political stability and absence of terrorism/violence index are sourced from The Worldwide Governance 
Indicators Project [2019]. It measures perceptions of the likelihood of political instability and/or politically-
motivated violence in a given country.

The definitions of our explanatory variables and their summary statistics are reported in Tables A2 and 
A3 in the Appendix, respectively. The calculated pairwise correlations between the explanatory variables 
used in our empirical study are shown in Table A4 in the Appendix. To account for collinearity between the 
variables of political stability, democracy, autocracy, and polity, we separately include each of the variables 
in estimations.
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The estimated empirical model in the most general form is specified as follows:

FDIijt = β0+ β1ln(GDPit + GDPjt) + β2ln(GDPit − GDPjt)2 + β3ln|HCit − HCjt| + β4lnDISTANCEij + β5IFit 

+ β6TFit + β7TFjt + β8STABit + β9DEMOCit+ β10AUTOCit+ β11POLITYit + εijt (1)

where FDIijt is the bilateral inward FDI stock from source country i in host country j in year t, GDPit and GDPjt 
are the GDPs of countries i and j in year t, HCit and HCjt are the human capital indexes for countries i and j in 
year t, DISTANCEij is the geographical distance between the capitals of countries i and j, IFit is the investment 
freedom index for country i in year t, TFit are TFjt trade freedom indexes for country i and in country j in year t, 
STABit is a variable measuring political stability in country i in year t, DEMOCit is a variable measuring the level 
of institutionalized democracy in country i in year t, AUTOCit is a variable measuring the level of institutionalized 
autocracy in country i in year t, POLITYit is a variable measuring the overall polity score for country i in year t, 
while eijt is the error term, for i = Ukraine, j = 1, …, 140 investment partners of Ukraine, t = 2013, …, 2017, and b’s 
are the parameters to be estimated.

Our estimation technique is based on the PPML as it deals with the problems of zero dependent variables 
and log-transformation as well as overdispersion in the data. When compared to other approaches such as 
Ordinary Least Squares, Nonlinear Least Squares, Feasible Generalized Least Squares, and Tobit models 
the PPML performs best [Santos Silva and Tenreyro, 2006]. In particular, it can produce unbiased and 
consistent estimates, robust to different patterns of heteroskedasticity.

Table 1. Benchmark estimation results

Explanatory variable (1) (2) (3) (4)

GDP-SUM 0.885*** 0.885*** 0.885*** 0.885***
(0.168) (0.168) (0.168) (0.168)

GDP-DIFF 0.055 0.055 0.055 0.055
(0.041) (0.041) (0.041) (0.041)

HC-DIFF 0.411** 0.411** 0.411** 0.411**
(0.188) (0.187) (0.188) (0.188)

DISTANCE −0.895*** −0.893*** −0.893*** −0.895***
(0.083) (0.083) (0.083) (0.083)

TFsource 0.091*** 0.091*** 0.091*** 0.091***
(0.026) (0.026) (0.026) (0.026)

TFUkraine 1.130 0.511 0.511 0.511
(2.235) (1.211) (1.211) (1.211)

IFUkraine −0.030 −0.007 −0.007 −0.007
(0.074) (0.055) (0.055) (0.055)

STAB 1.946
(3.020)

DEMOC 1.293
(1.882)

AUTOC −1.293
(1.882)

POLITY 0.646
(0.941)

Constant −101.188 −58.723 −50.960 −54.842
(184.833) (112.411) (101.417) (106.907)

Time effects No No No No
Observations 700 700 700 700
R2 0.068 0.068 0.068 0.068

Note: Robust standard errors in parentheses; ***p < 0.01, **p < 0.05, *p < 0.1.
Source: Own calculations.
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4  Empirical findings
In this section, we report and interpret our empirical findings. The benchmark estimation results obtained 
without controlling for individual time effects are reported in Table 1. Due to the collinearity between 
political and stability indices, they are included separately in each regression and reported separately 
in columns (1), (2), (3), and (4), respectively. The majority of the estimated coefficients display the signs 
that are in line with the theory, but not all of them are statistically significant. In particular, the reported 
coefficients in columns (1), (2), (3), and (4) favor the vertical reason for FDI over the horizontal one as 
the coefficients that are commonly associated with a horizontal reason, such as GDP-DIFF, IFUkraine, and 
TFUkraine are not statistically significant at all. Notably, the estimated parameter on the differences in human 
capital between Ukraine and source countries is positive and statistically significant at the 5% level. This 
supports the notion that Ukraine’s cheap labor force is of interest to MNEs and generates inward FDI stock, 
suggesting a strong vertical motive. Furthermore, trade freedom in the source country, which serves as a 
proxy for trade cost TFsource, is significant already at the 1% level and displays a positive sign that further 
confirms a vertical reason for FDI. Moreover, the estimated parameter on the geographic distance variable 
is negative and statistically significant already at the 1% level. This is also in line with the expectations. 
Hence, these results support the vertical reason for FDI in Ukraine.

Furthermore, the estimated parameters on the indices of democracy, autocracy, and polity display 
expected signs and but are not statistically significant. The estimated parameter on the political stability 
index displays an expected positive sign as more politically stable countries attract both modes of FDI, 
but it carries no statistical significance to the model. Moreover, the estimated coefficient on the GDP-SUM 

Table 2. Benchmark estimation with fixed time effects results

Explanatory variable (1) (2) (3) (4)

GDP-SUM 0.884*** 0.884*** 0.884*** 0.884***
(0.168) (0.168) (0.168) (0.168)

GDP-DIFF 0.055 0.055 0.055 0.055
(0.041) (0.041) (0.041) (0.041)

HC-DIFF 0.411** 0.411** 0.411** 0.411**
(0.187) (0.187) (0.187) (0.188)

DISTANCE −0.893*** −0.893*** −0.893*** −0.893***
(0.083) (0.083) (0.083) (0.083)

TFsource 0.091*** 0.091*** 0.091*** 0.091***
(0.026) (0.026) (0.026) (0.026)

TFUkraine −0.149 −0.149 −0.149 Omitted
(0.368) (0.368) (0.368) N/A

IFUkraine 0.021 0.021 0.021 0.014
(0.065) (0.065) (0.065) (0.072)

STAB Omitted
N/A

DEMOC Omitted
N/A

AUTOC Omitted
N/A

POLITY 0.147
(0.363)

Constant 221.094 221.094 221.094 155.140
(369.924) (369.624) (369.624) (483.417)

Time effects Yes Yes Yes Yes
Observations 700 700 700 700
R2 0.068 0.068 0.068 0.068

Note: Robust standard errors in parentheses; ***p < 0.01, **p < 0.05, *p < 0.1.
Source: Own calculations.
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variable is significant at the 1% level and displays a positive sign. This suggests that FDI increases with the 
combined economic size of Ukraine and investment partner countries. Moreover, horizontal motive factors 
such as trade and investment freedoms are not significant in the model, which implies that the horizontal 
mode of FDI is of lesser importance in Ukraine.

The robustness of our benchmark estimation results is studied in the subsequent tables. Table 2 reports 
estimation results obtained from specification (1), having controlled for individual time effects. The results 
are almost identical in qualitative terms compared to our benchmark results reported in Table 1 and support 
the vertical motive of FDI in Ukraine. In the case of time effects estimated parameters on the indices of 
democracy, autocracy, and political stability are omitted during the computation of PPML regression, while 
the estimated parameter on the polity index displays an expected sign, but it is not statistically significant.

Table 3 reports estimation results obtained from the specification with the one-period lagged 
independent variables to avoid the potential simultaneity problem. These estimation results are similar 
in qualitative terms to the results reported in Table 1. The estimated parameters on independent variables 
point to a stronger vertical motive for FDI in Ukraine than our benchmark results from Table 1. In this 
type of specification, the estimated parameters on our democracy, autocracy, polity, and political stability 
variables are in line with our initial benchmark results, although carry less magnitude.

Finally, in Table 4, we show estimation results obtained from the specification with the one-period 
lagged independent variables while controlling for individual time effects. The estimation results are very 
similar to the results reported in Table 3. As a result, it can be concluded that obtained estimation results 
support the vertical mode of FDI in Ukraine. Similarly to Table 2, estimated parameters on the indices of 
democracy, autocracy, and political stability are omitted during the computation of PPML regression. Lastly, 
the estimated parameter on the polity index displays an expected sign but it is not statistically significant.

Table 3. One-period lagged estimation results

Explanatory variable (1) (2) (3) (4)

GDP-SUM 0.969*** 0.970*** 0.970*** 0.970***
(0.161) (0.161) (0.161) (0.161)

GDP-DIFF 0.037 0.037 0.037 0.037
(0.041) (0.041) (0.041) (0.041)

HC-DIFF 0.435** 0.435** 0.435** 0.435**
(0.181) (0.182) (0.182) (0.182)

DISTANCE −0.913*** −0.913*** −0.912*** −0.912***
(0.091) (0.091) (0.091) (0.091)

TFsource 0.075** 0.076** 0.076** 0.076**
(0.024) (0.024) (0.024) (0.024)

TFUkraine −0.143 −0.125 −0.125 −0.125
(0.281) (0.295) (0.295) (0.295)

IFUkraine 0.008 0.004 0.004 0.004
(0.088) (0.088) (0.088) (0.088)

STAB 0.202
(0.455)

DEMOC 0.365
(0.560)

AUTOC −0.365
(0.560)

POLITY 0.182
(0.280)

Constant 4.998 1.100 3.296 2.198
(24.35) (27.488) (25.52) (26.472)

Time effects No No No No
Observations 700 700 700 700
R2 0.063 0.063 0.063 0.063

Note: Robust standard errors in parentheses; ***p < 0.01, **p < 0.05, *p < 0.1.
Source: Own calculations.
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5  Conclusion
In this article, we investigated empirically various reasons for inward FDI in Ukraine during the most recent 
period 2013–2017 using the PPML estimation method. Our estimated specification was obtained directly 
from the theory and extended to account for the political regime shift and political stability in Ukraine. Our 
benchmark results for the 140-partner country sample period point to the vertical motive as the primary 
determinant of FDI in Ukraine. The estimation results obtained from the specification with the one-period 
lagged independent variables, as well as estimation results with additional individual time effects, support 
our benchmark findings. These results are very different from the results obtained for other countries that 
typically find the importance of both vertical and horizontal or horizontal reasons only [Cieślik, 2020a,b,c]. 
On the other hand, our framework finds no direct relationship between political events in Ukraine and FDI 
stock dynamics as the estimated parameters on the indices of democracy, autocracy, and polity are either 
omitted during the estimation of the empirical model or show no statistical significance.

Our findings have multiple policy implications. In the short-term, Ukraine has to focus on the 
improvement of market access mechanisms as severe high barriers to entry continue to exist. The observed 
vertical motive for FDI may contribute to increased economic inequality in the economy thus much of the 
focus must be toward controlling for such effects. Upcoming energy sector and land privatizations may 
yield positive inward FDI, although newly created markets could use a set of policies that promote and 
encourage competition rather than collusion. Overall, has put notable efforts in improving its FDI reporting 
procedures3 and national economic transparency to the international investor community thus our current 

3 Since June 2020, the Central Bank of Ukraine has begun to report FDI data in complete accordance with the International 
Monetary Fund’s (IMF) manual on the balance of payments and investment position reporting standards [IMF, 2009].

Table 4. One-period lagged estimation results with time effects

Explanatory variable (1) (2) (3) (4)

GDP-SUM 0.971*** 0.971*** 0.971*** 0.971***
(0.163) (0.163) (0.163) (0.163)

GDP-DIFF 0.037 0.037 0.037 0.037
(0.041) (0.041) (0.041) (0.041)

HC-DIFF 0.435** 0.435** 0.435** 0.435**
(0.181) (0.181) (0.181) (0.181)

DISTANCE −0.913*** −0.913*** −0.913*** −0.913***
(0.091) (0.091) (0.091) (0.091)

TFsource 0.076** 0.076** 0.076** 0.076**
(0.024) (0.024) (0.024) (0.024)

TFUkraine −0.123 −0.313 −0.313 −0.113
(0.302) (0.312) (0.312) (0.310)

IFUkraine 0.015 0.025 0.025 0.009
(0.096) (0.097) (0.097) (0.097)

STAB 0.289
(0.453)

DEMOC Omitted
N/A

AUTOC Omitted
N/A

POLITY 0.179
(0.281)

Constant 3.112 18.736 18.736 1.124
(26.290) (27.531) (27.531) (28.722)

Time effects Yes Yes Yes Yes
Observations 700 700 700 700
R2 0.063 0.063 0.063 0.063

Note: Robust standard errors in parentheses; ***p < 0.01, **p < 0.05, *p < 0.1.
Source: Own calculations.
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investment outlook is positive and it is likely that Ukraine may experience a period of robust inward FDI 
growth motivated by its quality labor force and relatively lower national wages compared to other CEE 
countries.

Lastly, we suggest several possible extensions of this study. The proposed analytical framework should 
be applied to a longer period, which may yield more accurate results. Although, it is doubtful that the 
inward FDI motive has experienced a noticeable shift in the past decade. Moreover, including control effects 
for factors such as the level of corruption, civil rights and the rule of law in the empirical model may provide 
deeper insights into the nature of FDI motives. The scale of research can be expanded to include the rest 
of post-Soviet countries to analyze in detail FDI determinants in the post-transition countries. Moreover, it 
would be insightful to study foreign investment decisions at the firm and sectoral levels in addition to the 
country level. Finally, it would be useful to study also the determinants of the regional distribution of FDI.
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Appendix

Table A1. Sample of countries used in the estimation

Sample

Albania, Algeria, Angola, Argentina, Armenia, Australia, Austria, Bahrain, Bangladesh, Barbados, Belgium, 
Belize, Benin, Bolivia, Botswana, Brazil, Brunei Darussalam, Bulgaria, Burkina Faso, Burundi, Cambodia, 
Cameroon, Canada, Central African Republic, Chile, China, Colombia, Costa-Rica, Croatia, Cyprus, Czech 
 Republic, Denmark, Dominican Republic, D.R. of the Congo, Ecuador, El Salvador, Estonia, Ethiopia, Finland, 
Fiji, France, Gabon, Gambia, Germany, Ghana, Greece, Guatemala, Haiti, Honduras, Hungary, Hong Kong, 
Japan, Jamaica, Jordan, India, Indonesia, Italy, Iran, Iraq, Israel, Kazakhstan, Kenya, Kyrgyzstan, Kuwait, 
Latvia, Lesotho, Liberia, Lithuania, Luxembourg, Macau, Madagascar, Malaysia, Mali, Malawi, Maldives, 
Malta, Mauritius, Mauritania, Mexico, Moldova, Mongolia, Morocco, Mozambique, Myanmar, Namibia, Nepal, 
Netherlands, New Zealand, Nicaragua, Niger, Nigeria, Norway, Pakistan, Panama, Paraguay, Peru,  Philippines, 
Poland, Portugal, Qatar, Korea (Rep of), Romania, Rwanda, Saudi Arabia, Senegal, Serbia, Sierra Leone, 
 Singapore, Slovakia, Slovenia, South Africa, Spain, Sri Lanka, Syria, Sudan, Swaziland, Sweden, Switzerland, 
Tanzania, Taiwan, Tajikistan, Thailand, Togo, Trinidad and Tobago, Tunisia, Turkey, Venezuela, Vietnam, Yemen, 
Ukraine, Uruguay, Uganda, United Arab Emirates, United Kingdom, United States, Zambia, Zimbabwe

Source: Own summary.

Table A2. Variable description 

Variable Description Data source

FDI Bilateral direct investment equity stock data from non-resident entities, includes investment 
by a direct investor in its direct investment enterprise (immediate or not), retail funds, real 
estate investment (including investment properties and vacation homes), pass-through 
transactions, transactions that reach or surpass the threshold of 10 percent or more voting 
power, reverse investment by a direct investment enterprise in its own immediate or indirect 
investor [IMF, 2009]. Calculated as:
Direct investment enterprises to direct investor equity – reverse investment equity + 
nonresident equity – resident equity

State Statistics 
Service of 
Ukraine

GDP-SUM Log of GDP sum (in $US million)
ln(Yit + Yjt)2

Penn 
WorldTable 9.1

GDP-DIFF Log of squared GDP difference (in $US million)
ln(Yit − Yjt)2 

HC-DIFF Log of human capital difference, adjusted for the number of employed population
ln |Hit ∕ Lit – Hjt ∕ Ljt|

DISTANCE Log of geographical distance between the source and host countries
(between capital cities, in km)

CEPII

TF Trade freedom index Heritage 
FoundationIF Investment freedom index

STAB Political Stability and Absence of Violence/Terrorism index that measures perceptions of the 
likelihood of political instability and/or politically-motivated violence, including terrorism

Worldwide 
Governance 
Indicators

DEMOC Democracy index that measures the presence of democratic institutions and procedures, 
governance constraints, civil liberties and degree of political participation Center for 

Systemic 
Peace

AUTOC Autocracy index that measures the governance properties such as lack of regularized 
political competition and concern for political and civil freedoms

POLITY Polity index is measured as a difference between democracy and autocracy indices, it scores 
country’s political system between +10 (strongly democratic) to -10 (strongly autocratic)

Source: Own summary.
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Table A3. Summary statistics

Variable Mean SD Min Max

FDI 245.099 1204.861 0 17725.6
GDP-SUM 13.508 0.740 12.850 16.779
GDP-DIFF 25.500 2.242 12.496 33.407
HC-DIFF −1.095 1.960 −8.390 3.197
DISTANCE 5712.067 3755.745 399.460 17284.29
TFsource 76.825 10.596 40.6 90
TFUkraine 85.62 0.627 84.4 86.2
IFUkraine 20 3.164 15 25
STAB −1.698 0.463 −2.02 −0.78
DEMOC 5.2 0.400 5 6
AUTOC 0.8 0.400 0 1
POLITY 4.4 0.800 4 6

Source: Own summary.

Table A4. Correlations between variables
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Abstract: This paper contributes to the growing stream of research on knowledge gathering in the 
internationalization process of international new ventures (INVs), as well as their networking activities. 
It identifies two dimensions describing the network knowledge-gathering approaches: 1) relationship 
approach (well-wishing or opportunistic) and 2) intentionality (intentional or unintentional search for 
knowledge), which enable the classification of the INV activities. The findings are based on a qualitative 
study conducted on four Polish INVs from the manufacturing industry. They show that internationalizing 
companies may behave opportunistically in their knowledge-gathering behavior, while, at the same time, 
some of their knowledge is also gathered unintentionally. The preconditions of knowledge-gathering 
behaviors suggested in the study include, among others, the managers’ experience, power division in the 
networks, and the duration of a relationship with a partner.

Keywords: knowledge gathering, organizational learning, international new ventures, network 
internationalization, opportunism, Central and Eastern European Countries
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1  Introduction
Scholars perceive international new ventures (INVs) – the companies that, from inception, seek “to derive 
significant competitive advantage from the use of resources and the sale of outputs in multiple countries” 
[Oviatt and McDougall, 1994] – as offering more knowledge-intensive products and services compared to 
gradually internationalizing firms [Harveston and Davis, 2001]. Such knowledge-intensive firms are more 
likely to develop the learning capacities necessary for rapid adaptation to a foreign environment and to 
perceive expansion opportunities as being less costly [Autio et al., 2000]. As high knowledge intensity is 
positively correlated with the speed of internationalization, in the case of INVs, knowledge is perceived to 
be a driver of internationalization [Brennan and Garvey, 2009; Gulanowski et al., 2018].

Learning may influence the propensity to, direction of, and commitment to internationalization 
[Bengtsson, 2004] at all the stages of the company’s life. Therefore, INVs need to gather knowledge not just 
at the beginning of their internationalization, but they also need to continue gathering knowledge later 
on, to support their expansion within existing foreign markets [Fletcher and Harris, 2012]. Although, due 
to the technological revolution, access to knowledge is much easier now than it was a few decades ago, 
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the constraints on gaining market insights and on knowledge and management skills are still perceived 
by many small companies to be the key obstacles to internationalizing [Udomkit and Schreier, 2017]. 
Networking is one of the means of overcoming these barriers, especially in the case of emerging market 
companies, which lack proper internationalization experience, tangible assets, and institutional support 
[Tiwari and Korneliussen, 2018]. However, knowledge acquisition through networks can be treated with 
some firms with opportunism and may be connected with abusing their position in order to gain valuable 
market insights. It seems important to explore the factors contributing to network partners’ abuse and to 
determine how to prevent it in different knowledge-gathering processes.

INVs’ internationalization has attracted academic and practitioner interest; however, studies so far 
have focused mainly on INVs from the Western world. Little is known about INVs from the Central and 
Eastern European Countries (CEEC) region, although they are important in terms of innovation generation, 
creation of new products, and the development of own business models that contribute to wealth and job 
creation [Baranowska-Prokop and Sikora, 2017]. As they make an interesting research context, in our study, 
we investigate the INVs from Poland, which, on the one hand, has relatively short free-market experience 
as a posttransformation country, while, on the other hand, it is characterized by a relatively high level of 
internationalization of the economy. The number of Polish small- and medium-sized enterprises (SMEs) 
going international directly after inception is estimated to be about 35%–50% [Polish Agency for Enterprise 
Development (PARP), 2014]. Their sales constitute a high share in the country’s export (42% of the 2016 
value of exports, according to the European Statistical Office [Eurostat, 2018]. Moreover, small companies 
present the highest export dynamics – their exports doubled in the years 2007–2014 [Polish Agency for 
Enterprise Development (PARP), 2017].

As shown in the literature study of Tuomisalo and Leppäaho [2019], the research on INVs’ learning is 
limited and fragmented. Till now, studies have identified INVs among Polish small and medium companies 
[Jarosiński, 2013; Przybylska, 2013] and shown some of their idiosyncrasies, such as lack of marketing 
capabilities [Danik and Kowalik, 2015], high importance attached to networking [Kowalik and Danik, 2019], 
and conciliatory approach toward network partners [Danik et al., 2016]; however, there is an important 
research gap in studies on their knowledge-gathering process. Previous studies on knowledge gathering 
of INVs seem to give much more attention to the proactive development of knowledge during interaction 
with network partners [Fuerst and Zettinig, 2015]. On the other hand, the problem of motivation in INVs’ 
learning was tackled only on the margins of previous studies. Empirical studies referring to this issue in the 
CEEC region (in which companies do not possess as wide internationalization experience and knowledge 
as the Western firms) are missing. Moreover, intentional vs. unintentional use of the network in knowledge 
gathering has not been discussed before.

Although some of the previous studies indicate that Polish INVs and exporting SMEs [Danik et al., 
2016; Danik, 2017] tend to avoid opportunistic behavior toward their network partners, the problem of 
relationship abuse connected with knowledge gathering has not been discussed in the context of INVs, 
which constitutes another research gap.

Meanwhile, as shown below, a lot of knowledge is gathered by chance, often also not fully ethically. As 
the approach to knowledge gathering can influence the speed, efficiency, and results of learning, it is worth 
exploring and explaining these processes in relation to the CEEC context, as this can enhance the chances 
for expansion of locally based firms.

Both the lack of long-term internationalization experience and the missing marketing competencies 
make knowledge gathering particularly important for Polish INVs. As networking capability is one of their 
strengths [Danik, 2017], we assume that their knowledge-gathering processes strongly rely on networking. 
The goal of this study is to find out whether Polish INVs use their network to gather knowledge intentionally 
or unintentionally, how do they treat their partners in this process, and what are the associations between 
this intentionality and abusing of the partners.

The paper is based on the organizational learning theory. However, it draws also from the network 
approach to internationalization. It starts with the literature overview showing the INVs’ internationalization 
knowledge and learning types, followed by an explanation of the network’s role in knowledge gathering 
and a discussion of potential INVs’ network knowledge-gathering approaches. The next parts present 
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the methodology of our qualitative study, its results, and the discussion, including a proposal for the 
classification of network gathering approaches.

2  Literature overview

2.1  INV internationalization knowledge

Learning is a process that enables an entity to increase its range of potential behavior through its processing 
of information. A company learns if any of its units acquires knowledge potentially useful to the organization 
[Huber, 1991]. Although the other definitions of organizational learning also comprise more elements than 
knowledge gathering, such as assimilation, exploration, and exploitation of new knowledge [March, 1991; 
Hessels and van Stel, 2011], in this paper, we apply the one proposed by Huber and concentrate on activities 
related to knowledge gathering.

The knowledge useful in the internationalization process comprises host market knowledge, 
technological knowledge, and the knowledge of how to engage in international operations. The ability 
to gather knowledge about a new host country is critical in helping firms to overcome their liability of 
foreignness [Oviatt and McDougall, 2005]. Besides foreign market knowledge, companies, especially 
knowledge-intensive firms for whom knowledge is relatively more important than other inputs [Starbuck, 
1992], also need technological knowledge to help them develop new products or to adapt existing products 
to local markets’ needs. The third type of knowledge useful for the internationalization process is knowledge 
about how to engage in international operations. This comprises knowledge of market entry strategies, 
how to implement market entry decisions in new territories (market entry knowledge), and how to manage 
the enterprise effectively across multiple international territories (international enterprise knowledge) 
[Fletcher et al., 2018].

Currently, scholars report that experiential knowledge discussed in classical internationalization 
models is not the only strong predictor of international activities, and they instead indicate a multitude of 
potential knowledge sources. As shown in the literature study conducted by de Clercq et al. [2012], relying 
on Huber’s [1991] framework, INVs’ learning may have five dimensions depending on the knowledge 
sources and gathering processes:
1. Experiential learning – INVs, by definition, cannot learn from international experience before they 

internationalize [Autio et al., 2000]; however, their experiential learning gains importance at later 
internationalization stages.

2. Vicarious learning – knowledge gathering by observing others is supposed to play a central role in 
decisions regarding early internationalization, as well as influence its speed, breadth, and depth. 
Knowledge gathering from network partners is best described in the literature; however, vicarious 
learning can also involve the imitation of other organizations that do not necessarily belong to the 
network.

3. Searching or noticing – acquiring knowledge through search, or unintended knowledge acquisition, 
is discussed in the context of internationalization in a few studies only; however, searching can be 
perceived as a component of proactiveness and innovativeness, both of which foster internationalization.

4. Grafting – hiring new managers having technical knowledge, knowledge of foreign markets, or better 
relationships with foreign networks is reported to accelerate internationalization.

5. Congenital learning – the INV literature strongly supports the importance of congenital learning for 
a company’s internationalization. The entrepreneur’s prior experience is reported to provide greater 
absorptive capacity for the foreign market knowledge. It also makes managers aware of international 
opportunities and stipulates the perception of lower internationalization costs [Casillas et al., 2009].

A single company may simultaneously apply different learning types and gather knowledge from 
different sources. Furthermore, learning needs, priorities, and approaches vary depending on the stage 
of internationalization [Anderson et al., 1998]. Although congenital knowledge of a firm’s founders does 
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influence the pace of going international for young companies, such effects are not visible in relation to older 
firms, as shown by Casillas et al. [2015]. Inherited and accumulated knowledge can simply get outdated, 
thereby undermining the performance of the company [Reuber and Fischer, 1997; Fletcher and Harris, 2012]. 
Congenital knowledge gathering is, therefore, the most important process before internationalization, 
which can eventually be replaced by experiential learning [Pellegrino and McNaughton, 2015]. Searching 
is applied before entering a given foreign market, and vicarious knowledge gathering gains importance 
during the later internationalization phase. Moreover, some types of learning interact: for example, 
vicarious learning is much more strongly connected with export intensity, if the experiential learning is 
also high [Casillas et al., 2015].

2.2  Networking and knowledge gathering

“A network consists of a set of actors or nodes along with a set of ties of a specified type (…) that link them” 
[Borgatti and Halgin, 2011, p. 1169]. The social network concept was introduced by Barnes [1954], who, when 
describing social relationships in a small local society, pointed out the direct and indirect ties connecting 
people. Nowadays, a social network is generally understood as a set of people who socially interact with 
individuals. These networks are based on ties to family, close friends, and acquaintances [Granovetter, 
1973], whereas business networks are based on directly and indirectly connected business relationships 
[Anderson et al., 1994]. A business network comprises a network of actors, a network of activities, and a 
network of resources [Håkansson and Johanson, 1992]. The subnetwork of actors comprises, among others, 
companies, departments, groups, and individuals, while “the individuals form a social network built on 
interactions consisting mainly of social exchanges, but information and business exchanges can also 
take place” [Björkman and Kock, 1995, pp. 520–521]. An important characteristic of business relationships 
is, therefore, their informal character, as they are based on relations between individuals in the firms 
[Holm et al., 1996]. Every network has a cultural component comprising values, attitudes, and behaviors 
influencing the way the individuals interact [Björkman and Kock, 1995]. Because of the interconnectedness 
and the similarities between social and business networks, it is widely accepted to apply the social 
exchange networks perspective to analyze cooperation in business relationships within business networks 
[cf. Björkman and Kock, 1995; Holm et al., 1996]. The social network of INVs can transform into business 
relationships, and vice versa [Vasilchenko and Morrish, 2011]. Business networks are dynamic – they 
change depending on the market conditions and entrepreneurs’ needs [Gilmore and Carson, 1999].

Social networks are mostly characterized as personal bonds built upon goodwill and trust [Chen, 1994]; 
therefore, social networks are claimed to be an efficient means to respond to the global supply chains 
demand, as they reduce the information and knowledge barriers [Zhou et al., 2007]. INVs take advantage of 
networks at all stages of internationalization, whereby the role and the nature of these networks change with 
the age of the company [Hite and Hesterly, 2001], as well as with its progress toward internationalization. 
Both social and business networks are crucial for a firm’s internationalization process. Social networks are 
critical for INVs’ internationalization, especially at the beginning of this process, wherein they are used to 
explore internationalization opportunities. Business networks, on the other hand, are especially important 
for exploiting international opportunities. They help to acquire local market knowledge and customers 
and to diminish barriers, such as lack of knowledge or skills, caused by INVs’ small sizes [Vasilchenko and 
Morrish, 2011].

The processes of networking and knowledge gathering are strongly interconnected. On the one hand, 
repeated interaction facilitates knowledge creation and transfer, as it lowers the barriers to combine and 
exchange intellectual resources [Nahapiet and Ghoshal, 1998]. Therefore, network development has a 
positive impact on knowledge creation [Tolstoy, 2010]. And vice versa: entrepreneurs with international 
experience and knowledge are more likely to be able to use foreign business networks and to have 
developed the capabilities needed to identify and negotiate with foreign business partners [Reuber and 
Fischer, 1997]. Entrepreneurs can develop networking skills or competencies over time. They learn from 
their experience about whom or where to network with, as well as how to do it effectively [Gilmore, 2011]. 
The ability to search within and across sources of knowledge also depends on the size and heterogeneity 
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of these networks. Entrepreneurs with greater heterogeneity of social ties, as well as past knowledge 
and experiences, tend to be more creative [Leyden et al., 2014]. Overall, information exchange, learning, 
and knowledge gathering are reported to be the essence of networking. According to Thornton et al. 
[2014] organizational networking has four dimensions: information acquisition, opportunity enabling, 
strong-tie resource mobilization, and weak-tie resource mobilization. Dean et al. [1997] claim that most 
companies understand networking as “joining together with a common objective, working together, and 
co-operating”, but the second most common perception is that networks are for “exchange of and sharing 
of ideas, knowledge, and technology”.

The information that companies obtain via partners can refer to potential suppliers, customers, 
competitors, technological development, gaps in the market, local knowledge of a foreign market, and 
so on [Thornton et al., 2013]. Although this market knowledge usually does not directly influence sales 
figures, companies need to gather a whole range of information to make decisions to develop and improve 
their offerings [Cui and O’Connor, 2012]. Networks, as information-gathering sources, can be of the highest 
importance for internationalized companies, as local markets can be very different from their home markets 
[Thornton et al., 2013]. Oviatt and McDougall [1994] have reported that INVs rely heavily on their foreign 
partners in the internationalization processes. Learning from network partners supports firms in assessing 
and evaluating the foreign market situation [Rocks et al., 2005; Gilmore, 2011]. It also maintains awareness 
of market-related issues, helping, in addition to being an inspiration, stimulating and pressing INVs to 
internationalize [Bengtsson, 2004; Oviatt and McDougall, 2005].

The study of Gabrielsson et al. [2008] shows that INVs learn because of their capability to get knowledge 
from channels/network partners or through cooperation with larger initial customers, as opposed to 
the approach of “traditional” SME exporters. Depending on the type of information needed, companies 
establish different relations with partners in foreign markets. Thornton et al. [2013, p. 1159] identify three 
important sources of information-using networks:
1. Direct interaction partners (i.e., customers and suppliers). These are “the first point of call when firms 

need to make sense of their current position in the market (i.e., against its competitors)” [Thornton 
et al., 2013, p. 1159]. Information sharing, in this case, is based on mutual trust and understanding, 
developed in earlier dealings. The information shared is often adjusted to fit the circumstances of the 
particular relationships involved. Although customers and suppliers are not allowed to reveal sensitive 
information about focal firm competitors, they can offer insights about the competitor’s position on the 
market. They can also provide information about market dynamics.

2. Informal contacts with organizations that do not have trading relationships with a given company. 
These contacts are an important source of new information, although they are often not based on close 
or frequent interactions.

3. Trade events, i.e., trade fairs, trade associations, industry committee meetings, conferences, and 
seminars.

Using one source of knowledge does not limit the use of another [Fletcher and Harris, 2012]. When 
a company establishes a multitude of channels through which it can obtain valuable information and 
combine that information with established, less-established, trust-based, non-trust-based, and new and 
indirect relationships, it can strongly improve that company’s market strategic position [Thornton et al., 
2013]. Small companies, however, may lack useful networks and knowledge, as well as knowledge on how 
to build them. Moreover, developing strong network relationships can also take too long for firms seeking 
rapid internationalization [Fletcher and Harris, 2012]; therefore, learning through networks may be not 
so visible at the beginning of their internationalization process in the case of companies missing out on 
inherited knowledge.

2.3  Unintentional vs. intentional network knowledge gathering

After a company’s inception, gathering the knowledge useful for internationalization through network 
partners combines the elements of searching, noticing, vicarious learning, and experiential learning.  
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All the processes may be intentional or not. Searching is intentional by definition and may occur in three 
forms: scanning (wide-ranging sensing of the international environment), focused search (active search 
in a narrow segment of the organization’s environment, often being an answer to current or suspected 
problems or opportunities), and performance monitoring (both focused and wide-ranging sensing of the 
organization’s effectiveness in fulfilling its goals). Unlike searching, noticing refers to the unintended 
acquisition of information [Huber, 1991], being usually informal and involuntary. Noticing is influenced 
by entrepreneurs’ habits and beliefs, about what is and what ought to be [Starbuck and Milliken, 2006]. It 
depends on the entrepreneur, whether and how the company will make sense of noticing. Vicarious learning 
may comprise gathering intelligence or making benchmarking studies, intentionally or unintentionally 
coming across valuable information [Bengtsson, 2004]. Similarly, experiential learning does not have to be 
intentional [Bengtsson, 2004].

The use of intentional or unintentional learning depends to a large extent on the knowledge already 
possessed by the company. According to Autio et al. [2000], learning is most efficient in domains close 
to firms’ existing knowledge, which allows them to recognize the value of new information, as well as to 
assimilate and to adopt it. Companies without prior knowledge in a given field may be unable to acquire 
this knowledge readily. Firms may simply not be aware that they should develop their knowledge without 
having some prior knowledge to value it appropriately. This self-reinforcing cycle can be a barrier to learn 
about foreign markets, as knowledge of them can be completely new for the company. As new knowledge 
cannot be defined in advance and the companies may simply not be able to plan the learning process, the 
gathering of new knowledge is often an unintentional process. Companies do not search for it actively and 
deliberately but have the capability to absorb new, unexpected knowledge, as well as to react to unexpected 
information. This approach is typical for international opportunity exploration, which “can result from an 
unexpected opportunity rather than through planned action determined by strategic decisions, rational 
processes, or systematic information gathering” [Vasilchenko and, Morrish, 2011, p. 101]. Such incidental 
learning, often facilitated by managers, supervisors, and peers, is also perceived to be generally common 
in the case of small and medium companies [Clarke et al., 2006]. The search for knowledge similar to an 
existing one, however, can be unintentional, or intentional, as companies know what to search for or at 
least are able to recognize its value.

The intentional knowledge gathering may be formal, if the company carefully designs the knowledge-
gathering process, or informal, if it seeks knowledge deliberately, though without a detailed plan. The 
second case may occur when the sources of knowledge are not known in advance, so the company creates 
and uses every opportunity. Unintentional knowledge gathering is informal as it is conducted unofficially 
and casually without planning.

Another important distinction between intentional and unintentional learning may be the speed of 
knowledge gathering. In contrast to exploration, exploitation may be “obtained faster, more correctly, and 
with more intense feedback” [Lin and Si, 2019, p.  197]. Intentional knowledge gathering usually allows 
faster learning. If knowledge is not intentionally acquired, it may take some time from the moment the 
information is found until the knowledge is acquired, because of two reasons. First of all, the company may 
not need the knowledge at the given moment. Secondly, the process of assessing whether it is worthwhile to 
invest in gaining a given knowledge may take some time. Moreover, in many cases, knowledge that has not 
been sought may never be assimilated, as its value will not be appreciated. On the other hand, intentional 
search for knowledge is most often associated with the existence of a specific need, which promotes greater 
openness and faster assimilation of knowledge.

Summing up, unintentional knowledge gathering is reactive in the sense that the company does not 
search for the knowledge; however, it is able to recognize its value and respond. In contrast, intentional 
knowledge gathering is proactive, as the company creates the possibility to gather the knowledge and – to 
a given extent – controls it.

The main characteristics of unintentional and intentional knowledge gathering are presented in 
Table 1.

The network partners are important in both unintentional and intentional learning. In the first case, 
network relationships trigger the discovery of new knowledge, or knowledge similar to existing knowledge. 
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In the second case, INVs intentionally use their networks as information channels to help learn about 
international markets and opportunities.

2.4  Relationship abusing in network knowledge gathering

In his study, Uzzi [1997] found that information exchange in embedded relationships was more tacit 
and proprietary than the data exchanged in “arm’s-length” contracts. The information received through 
embedded networks was more detailed and rather holistic. Receiving such data through arm’s-length 
ties would be difficult. As the network partners are crucial for knowledge gathering and, therefore, also 
for the whole internationalization process, taking care of close, embedded, meaningful relationships 
based on trust seems to be conductive to INVs’ success. However, even close relationships may fail, as 
the parties may put less effort into the relationship over time [Anderson and Jap, 2005] or even abuse the 
other party.

Such issues, especially the problems of relationship abuse, which may be defined as violation of rules, 
norms, and expectations regulating the relationship [cf., Leonidou et al., 2019] are rarely addressed in 
studies devoted to INVs’ learning. However, some conclusions can be drawn from studies on opportunism 
and the abuse of power in relations and the reasons for breaking off business relationships.

According to Pfeffer and Salancik [2003], the control of resources that are critical for one party results in 
power over the partner; on the other hand, it results in the partner’s dependence on the former. Knowledge 
of the foreign market can give a local firm power over its partner; in many cases, cooperation with such a 
local company is the only gateway to that market [Danik, 2017, p. 152]. As indicated by Inkpen and Beamish 
[1997], however, the company may acquire knowledge that it lacked at the beginning of the relationship. 
Knowledge acquisition may shift the balance of power between partners and make the relationship more 
vulnerable or even enable the company to operate autonomously on the foreign market. The authors argue 
that if the firm attaches a high value to the acquisition of local knowledge and is able to gather it, instability 
in the relationship increases unless the local partner is providing other valuable and inimitable resources. 
Such an approach of the INVs toward their network partners was observed by Sepulveda and Gabrielsson 
[2013]. Some of the companies they have studied were looking for new relationships and resources after 
acquiring basic business knowledge from their ties. Infidelity is very common in business relationships. 
Such violation of the basic ethical norms of the working relationship leads to a great loss of physical, 
financial, emotional, and other investments in the relationship; moreover, it has negative repercussions on 
the future prosperity and continuation of the business relationship, as well as involving high opportunity 
costs [Leonidou et al., 2019].

If the company learns from the business partner with the intention to end the relationship after the 
partner is not needed anymore and misleads the other party as to the intended use of the knowledge 

Table 1. Main characteristics of unintentional and intentional learning

Features Unintentional knowledge gathering Intentional knowledge gathering

Learning dimension Typical for noticing;
common also in case of vicarious learning  
and experiential learning

Typical for searching;
common also in case of vicarious learning 
and experiential learning

Newness of knowledge gathered Both new knowledge and knowledge similar 
to the existing one

Rather knowledge similar to the existing 
one

Prerequisites Depending on the entrepreneur’s prior  
habits, beliefs, and willingness to make  
sense of unexpected knowledge

Depending on prior knowledge

Procedures of learning Informal Both formal and informal
Speed Relatively slow Relatively fast
Approach to learning Reactive Proactive

Source: Own elaboration.
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gained from it, such a behavior may be classified as opportunistic, i.e., “self-interest seeking with guile” 
[Williamson, 1975, p. 255]. The probability of such behavior increases in case of the short-term relationship 
approach, when the short-run benefits outweigh the intangible and uncertain long-run benefits [Yaqub, 
2011], e.g., when the stronger party overuses its power. In long-term relationships, such behavior causes 
conflicts and reduces trust [Raven and Kruglanski, 1970; Munson et al., 1999]. In such a case, the weaker 
party may leave the relationship if an exit option exists [Chiambaretto, 2015]. Under this circumstance, the 
weaker party may feel justified in collecting as much valuable information before parting as possible from 
the partner in an abusive way.

In their study, Leonidou et al. [2019] argue that infidelity is more likely to take place in international 
business relationships. Their arguments also fit the abusing of relationships in the knowledge-gathering 
process. First of all, it is very difficult to monitor the partner’s actions because of the geographical and 
psychological distance. Secondly, the existence of an information asymmetry between the international 
business partners makes it more difficult to predict and detect such behaviors. Moreover, the high 
profitability of the foreign market’s opportunities may tempt to abuse the partner. The high uncertainty, 
complexity, and volatility of the foreign environment may also provide fertile ground for breaking relational 
norms. Finally, the existence of numerous barriers when operating in foreign markets may increase the 
probability of loosening the relationships between the foreign network partners. To all these arguments, 
it is worth to add the cultural distance, which may provoke mistrust and conflicts, leading to relationship 
abuse.

Opportunistic behavior toward business partners may vary from aggressive (i.e., stealing) to passive 
and almost undetectable (i.e., withholding information) [Gould et al., 2016]. Knowledge acquisition can be 
opportunistic from the very beginning, i.e., companies may learn from their business partners by taking 
only their self-interest into consideration and trying to get access to knowledge without revealing their true 
intentions. Approaches toward network partners, however, are mostly not set in stone and can evolve because 
of internal or external factors [Kale et al., 2002], from abusing an opportunistic relationship to profiting 
from a well-wishing relationship, and vice versa. Moreover, companies may behave opportunistically 
toward some partners and be well-wishing toward other ones.

3  Methodology

3.1  Sample

Due to the exploratory nature of our study aiming to propose associations between constructs that can 
be tested in the future [Welch et al., 2011] and being a part of a wider research project covering many 
aspects of INV marketing, we have applied purposive sampling to select the respondents. The population 
has been chosen based on whether they fulfilled the study’s goals [Silverman, 2007, p. 272]. To facilitate 
theory building, we have aimed to achieve saturation, i.e., “to have a sufficient number of cases to identify 
recurrent patterns and the contrasting circumstances in which such patterns were evident” [Narooz 
and Child, 2017, p.  687]. As we wanted to check whether the company’s age influences the knowledge-
gathering approach, we have studied two older companies (A and B) and two younger ones (C and D). 
Moreover, we have chosen the INVs differing in the share of exports in the total turnover, starting from >25% 
(Company B) to >90% (Company A). The sample included four INVs of Polish origin, fulfilling the criteria 
of Knight et al. [2004]: small- and medium-sized companies, generating at least 25% of total sales abroad, 
internationalizing on average within 3 years from founding, and engaged in outward internationalization. 
Taking into consideration Sepulveda and Gabrielsson’s [2013] argument that studying business-to-business 
(B2B) network relationships offers the opportunity to investigate more observable, and longer, relationships 
than in business-to-consumer companies, we decided to limit our study to B2B firms. In order to increase 
sample consistency, we investigated medium-tech firms. Three of the companies under study were export 
start-ups, and one was a multinational trader firm, according to the Madsen [2013] classification. The 
sample description is presented in Table 2.
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3.2  Data collection

We applied the individual expert interviews and the card-based game method [Müthel and Saunders, 
2008], and the transcripts were later analyzed with specialized software, implementing the content analysis 
guidelines [Miles et al., 2014].

To collect data, we conducted semistructured individual interviews, as they are suitable for encouraging 
well-informed practitioners to give an account of their attitudes, experiences, knowledge, and perceptions 
of work practices and processes [Rowley et al., 2012]; therefore, they are perceived to be one of the most 
powerful tools for exploring topics in depth and gaining an understanding of different behaviors (Fontana 
and Frey, 2000). Expert interviews are perceived to have significant advantages over other methods of data 
collection [Libakova and Sertakova, 2015]. As the respondents are highly qualified, it is not necessary to 
use additional screening and clarifying questions aimed at revealing true trends, and the obtained data are 
very reliable [Dorussen et al., 2005]. In addition, we have talked to the company founders or their families 
(three firms) and in one case – to a close collaborator of the company founder, who has been with the 
company from its start. This enabled to talk about processes and relationships that evolved from the firms’ 
beginnings.

Aside from its advantages, such as two-way communication allowing the interviewees to ask questions, 
the freedom to express the views of respondents, and the possibility to create an atmosphere of trust to allow 
the respondents to talk about sensitive issues, this method of collecting data also has its shortcomings. It 
can only provide indirect information that is filtered through the views of the interviewees, and it cannot 
guarantee honesty. Moreover, the researcher’s presence may bias the interviewees. Not all the respondents 
may be equally articulate and perceptive, and the information may not be collected in a natural field setting 
[Creswell, 2014]. It is also difficult to compare the results of interviews because each of them is unique. For 
the sake of avoiding most of the above-mentioned shortcomings, as well as to best capture the views and 
experiences of different representatives of the same firm, we decided to triangulate the data and to interview 
two respondents from each company. One of the respondents was the owner, chief executive officer (CEO), 
or Sales Director; the second one was a person responsible for marketing (marketing specialist) or sales 
(depending on the firm’s organizational structure). The owners and CEOs were asked additional questions 
regarding their companies’ origins and beginnings. The interview guide included mostly open questions; 
however, some closed questions regarding financial results and the company’s marketing strategies were 
also applied. One part of the interview was a card game (for the discussion of the card game method applied 
in this research project, see: Kowalik and Danik [2019]).

The interviews were conducted between December 2016 and April 2017 by two interviewers experienced 
in conducting semistructured interviews and who were experts on the topic of the study. They asked open-
ended questions and then reworded and reordered them, if necessary. The interviews lasted for a duration 

Table 2. Characteristics of the studied INVs

Company (A) (B) (C) (D)

Respondents R1-Vice President
R2-Marketing 
Specialist

R1-President
R2- Marketing 
Specialist

R1-Sales Director
R2- Marketing  
Specialist

R1-President
R2-Sales Specialist

Industry Manufacturing Manufacturing Manufacturing Manufacturing
Year of founding 1991 2000 2010 2007
Internationalization beginning - 
years after founding

3 2–3 1–2 2–3 

% of export in total turnover More than 90% More than 25% 50%–70% More than 30%
INV type Export start-up Export start-up Export start-up Multinational trader
Company size Medium Medium Medium Small

Source: Own elaboration.
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ranging from 30  minutes (interviews with sales/marketing staff) to more than an hour (interviews with 
CEOs). The interview with the Vice President of Company A was conducted in two parts. The interviews were 
recorded and transcribed verbatim. As a result, 105 pages of transcript were obtained (Times New Roman, 
12-point font, single-line spacing). In one case, some financial data were provided by the respondent after 
the interview via e-mail.

3.3  Method of analysis

The interviews were analyzed using the computer-assisted qualitative data analysis software (CAQDAS) 
MAXQDA. Quantitative content analysis was used to analyze the obtained transcripts. The first step of 
the analysis was coding the data, which is perceived to be the most crucial step in the process because it 
involves ongoing interpretation and examination of textual data from different perspectives [Sinkovics 
et al., 2008]. We began with a priori categorization, creating categories based on the literature. We 
applied a deductive approach to coding. The data were coded by two independent coders experienced 
in the field of international marketing. To evaluate the importance of categories and subcategories, the 
frequency of their occurrence (citations) was calculated, and later, an intercoder consistency matrix 
was prepared, showing the discrepancies among coders and helping to define categories more precisely 
[Auern-Srnka and Koeszegi, 2007; Danik and Kowalik, 2013]. This procedure allowed us to conduct 
investigator triangulation. After the first round of coding, the a posteriori categorization was based 
on the collected data set. Some additional codes were assigned to transcripts to give a broader view 
of the experiences and perceptions of the interviewees. Finally, 17 superior categories, representing 
main topics (e.g., “Learning”), 44 main categories representing questions (e.g., “Learning sources”), 
and 103 subcategories, corresponding with the smallest coding units (e.g. “Information from network 
partners”), were obtained.

Furthermore, the frequency of occurrence of specific codes was calculated for each company to evaluate 
the importance of the categories. This approach is based on the assumption that the repetition of words or 
expressions reveals centers of interest and the preoccupations of the actors [Thiétart, 2014].

The following analysis refers only to the main category, “Learning”, which consists of the answers  
to the question: “What information sources are used for foreign expansion?” and, partially, the answers to 
questions regarding the company’s innovations and knowledge infrastructure (the results regarding other 
categories studied will be presented in subsequent papers).

Because the content analysis of the statements regarding the “Learning” category revealed 
differences in approaches toward knowledge gathering from network partners, we moved from 
directed to conventional content analysis [Hsieh and Shannon, 2005] and created one new additional 
subcategory: “L4 Network knowledge-gathering approach” (as the social and business relationships 
permeate each other in INV networks, no separate codes have been created for social and business 
networks). We also added six new lower coding units: “L4.1 Relationship approach”, “L4.1.1 Relationship 
abusing” (statements referring to opportunistic behaviors or power abuse in knowledge gathering), 
“L4.1.2 Relationship profiting” (statements referring to profiting from the relationships without 
abusing the network partner), “L4.2 Intentionality”, “L4.2.1 Unintentional” (statements referring to 
stumbling across new valuable knowledge by accident, when the company is not aware that it can 
learn from a given source at the beginning but is able to recognize the value of this knowledge and 
to process it), and “L4.2.2 Intentional” (statements referring to purposive, planned, and organized 
knowledge-gathering, when the companies are mindful of what they are looking for and what the 
value of the knowledge they gather is). The code hierarchy in the category “Learning” is presented  
in Table 3.

The next step of the study was the code co-occurrence analysis to identify the relationships between 
the codes. It was conducted with the use of the MAXQDA software, which reveals whether the respondents 
perceive any relationships between the mentioned topics. This type of analysis has an exploratory character 
and is applied to investigate whether some concepts are interrelated.
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4  Results
For the category “Learning”, a final set of 149 quotations was obtained. Most of the quotations (n = 75) 
referred to learning sources, with 38 quotations referring to learning from network partners (three units 
were assigned to learning from network partners: L1.1, L1.2, and L1.3). The quotations in Unit L1.1 referred 
to network partners that were not clients or competitors, or to network partners that were not precisely 
described by the respondents. L1.2 was related to learning from clients, and L1.3 was related to learning 
from competitors. The second-largest subcategory was “Network knowledge-gathering approach”, with 
65 quotations. All the companies under study were gathering knowledge from their network partners. Except 
Company B, the respondents with a higher position in the company could reveal more information about 
the company’s learning approach (see Table 3 presenting the frequency of mentioning given categories).

 As shown in Table 3, the companies under study represented various approaches to gathering knowledge 
from their network partners. Companies A and B were learning both intentionally and unintentionally and 
they were both using and abusing relationships, while companies C and D did not mention unintentional 
learning or relationship abuse.

4.1  Intentional learning approach

The intentional learning approach is connected to the deliberate search for information of a given type. The 
marketing specialist from Company C states as follows:

Table 3. Code matrix – main category “Learning”

Codes Company Total

A B C D

R1 R1 R2 R1 R2 R1 R2 R1 R2

L Learning 0 0 0 1 0 0 0 0 0 1

 L1 Learning sources 0 0 0 0 0 0 0 0 0 0

  L1.1 Information from network partners 2 5 1 1 7 0 2 2 0 20

  L1.2 Information from clients 2 0 0 1 6 2 1 2 0 14

  L1.3 Information from competitors 0 0 0 1 2 0 0 1 0 4

  L1.4 Internal research-and-development 1 0 0 0 2 2 0 2 2 9

  L1.5 Formalized information 1 3 2 1 1 2 2 1 0 13

  L1.6 Others 1 1 0 3 3 3 1 3 0 15

 L2 Knowledge types used in strategic decisions 0 0 0 1 0 1 0 0 0 2

 L3 Learning role 1 1 3 0 0 0 0 1 0 6

 L4 Network knowledge-gathering approach 0 0 0 0 0 0 0 0 0 0

  L4.1 Relationship approach 0 0 0 0 0 0 0 0 0 0

   L4.1.1 Relationship abuse 0 7 0 1 0 0 0 0 0 8

   L4.1.2 Relationship profiting 2 2 1 2 7 3 1 2 0 20

  L4.2 Intentionality 0 0 0 0 0 0 0 0 0 0

   L4.2.1 Unintentional 3 4 2 2 4 0 0 0 0 15

   L4.2.2 Intentional 2 9 0 1 4 2 2 2 0 22

Total 15 32 9 15 36 15 9 16 2 149

Source: Own elaboration.
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It is very important with the dealers because they should be independent. They know the market best, they know best, what 
sells best there (…). The example is corn now. We are working on the corn because we have such a client. There will not be 
the same interest in corn everywhere. And now there is a question, whether we should lose time on this program (…) or better 
search for something else, that will (work) in other markets…1

Intentional learning can be associated with intentionally using all available opportunities to gather 
knowledge. For example, Company B’s marketing specialist states as follows:

We are watching this market thanks to the distributor network, thanks to talking to clients and as a matter of fact, also to 
competitors. I saw my boss in such a situation at the trade fair (…) and admired that he is so much oriented on the coopera-
tion with the competitors. Because he was simply talking with the companies from those markets, bigger than we are, simply 
asking them for advice. And it is a very, very valuable or awesome knowledge. And it is an awesome way to learn something 
about that market.

A company that gathers knowledge intentionally is eager to invest a lot of time and energy to plan 
meetings with their network partners, as is Company C, whose Sales Director states as follows:

(…) trade fairs, exhibitions. We invest a lot in being at our industry trade fairs. We are present at the industry trade fairs for 
years. Sometimes I am laughing, that I am going to live at these trade fairs. As I said, the main industrial trade fairs in a given 
country – we go there. We are in Russia, we are in Ukraine, we are… we were also in Kazakhstan…

4.2  Unintentional learning approach

Unintentional learning is an activity that is not planned, wherein companies come across information by 
accident. The marketing specialist from Company A states as follows:

… (Interviewers question: So there is no regular scanning, looking for opportunities?) I would say, there isn’t absolutely.  
It works like that that there is a kind of network, an acquaintance arrives and says: “Listen, I’ve heard, that you can… There 
is a market for it now. There are big margins, you could do this…”.

An important characteristic of these companies is that they are open to new ideas from different network 
partners. Sometimes, being open to unexpected ideas and implementing them becomes their policy. For 
example, the Vice President of Company A states:

We are famous in Europe for listening to the construction companies, who say “Listen, I have such a stupid idea.” And the 
second thing: as soon as possible…, it means 1. We do not close the discussion; 2. If yes, then we introduce a change as soon 
as possible.

Unintended learning may refer to all types of knowledge needed in the internationalization process. 
For example, Respondent R1 from Company B, when he talks about the need for introducing long-term 
planning to meet the Western standards, says:

A Danish guy came and said that he was planning an investment in 3 years. And I remember it after many years! It hit me so 
hard then.

4.3  Relationship profiting

All of the companies were using their relationships to gather information. Using the relationships to learn is 
based simply on the willingness to share information among network partners. The President of Company 
D states:

1 As the interviews were conducted in Polish, all the quotes were translated verbatim into English by the authors.
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…in the decisions regarding foreign expansions – information about clients received through recommendations, through 
‘word of mouth marketing’, sometimes from competitors, who have not enough capacity.

To be able to take advantage of relationships to gather knowledge, they have to be characterized by 
trust and mutual well-wishing. The Vice President of Company A expressed the following:

It means, without trust and positive attitude toward the partners, nobody tells me: ‘Listen, according to me it would 
be awesome if you did it otherwise’. Without trust and such an attitude, nobody spends 15 minutes or 4 hours, giving 
me advice or suggesting solutions. It starts with a contact, later an attitude develops, and finally, real help is given. 
Or ‘handing over,’ which works on the principle ‘I will not help you, but go and talk to a given person.’ It is also very 
important.

The other prerequisite for taking advantage of networks in the learning process seems to be good 
knowledge about the network partners. The Marketing Specialist in Company C states:

Because the boss knows the growers himself… He has been repairing these machines before, so he got to know them, and he 
knew the region and the neighborhood. And then from one grower to the other one. It is a ‘closed circle’, so they knew each 
other well.

Sharing knowledge becomes self-evident in such a situation, as stated by the President of Company B:

If our intermediary (…) has visited a client, he tells us about the competitors. He has a good relationship with the client, so he 
knows the prices and knows whether we enter or not. He informs us how the offer on the market looks like and we have to…
Such a feedback from the partners is normal, isn’t it? In every company (…), I cannot imagine to do it otherwise (On the B2B 
market - I stress).

4.4  Relationship abuse

The difference between relationship profiting and relationship abusing is that companies who abuse 
relationships act on self-interested, sometimes even opportunistic, basis, including the incomplete or 
distorted disclosure of information, especially the “calculated efforts to mislead, distort, disguise, obfuscate, 
or otherwise confuse” [Williamson, 1985, p. 47]. A good example of relationship abuse is by Company A, 
whose Vice President attached great importance to trust and kindness, as mentioned above; however, when 
referring to the other network partners, stated as follows:

No, I will not build a company with well-wishing, but with the knowledge – yes;

and later added when talking about intermediaries:

So we use them to collect the marketing information: which information do we need in a given country, which should be under-
lined on the websites (…). Only one of them (…) realized what we are doing with his hands. It is: we use him as a pathfinder. 
And he says: “If I tell you everything, you will not need me anymore after three years.” A clever man (…) We’ve built our market 
knowledge based on such a trade network. We’ve built brand visibility. We’ve increased our margin. Now we are collecting 
more detailed market data and saving it. So our colleague is right that we are not going to need him anymore at some point. 
But he was the only one who realized.

Company B also gathered knowledge in a rather sneaky way. Its President stated:

In the case of large companies, it is also somehow easy to gather this information. It’s enough to join a mailing list. They 
inform everybody.

The relationship-abusing practices were mostly mentioned by the oldest company in our sample 
(Company A), having a very strong market position and being able to afford abusing the partner after having 
collected all the necessary knowledge from him.
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4.5  Network knowledge gathering – code co-occurrence

Analysis of the relationships among the codes that referred to the network knowledge-gathering approach 
revealed that they are strongly interconnected. Intentional and unintentional learning modes from network 
partners overlap. The units “Relationship approach” and “Intentionality” are also connected, with most 
links observed between “Relationship profiting” and “Unintentional” approaches (n=19). There were only 
two links revealed in “Unintentional relationship abusing” (Table 4).

5  Discussion and conclusions
The research method we have applied allowed us to conduct an in-depth exploratory study of knowledge 
gathering by the INVs through their network partners. The participants of the study openly shared their 
expertise with the interviewers. They did not hide details about whether a part of their knowledge was 
collected by accident or without revealing all their intentions to their network partners.

Network partners were the most important learning sources for the Polish INVs under study. Based on 
content analysis, we propose a classification of network knowledge-gathering approaches, which can be 
presented as a matrix with two dimensions: relationship approach and intentionality. Depending on the 
intentionality in gathering information from network partners and on the attitude toward the relationship, 
the network knowledge-gathering approach can be classified as ruthless smartie or accidental smartie, and 
intentional or unintentional network payee – see Figure 1.

The “Ruthless smartie” approach is characterized by an intentional gathering of information from 
the network partners regardless of the partners’ needs. The search for information is carefully planned 
and organized; however, the company does not inform its partner of its true intentions about the future of 

Figure 1. Classification of network knowledge gathering approaches.
Source: Own elaboration.

Table 4. Relationships among the codes in the “Network knowledge-gathering approach” category

Code tree L4.1.1 Relationship abuse L4.1.2 Relationship profiting  L4.2.1 Unintentional

L4.1.2 Relationship profiting 0

L4.2.1 Unintentional 2 19

L4.2.2 Intentional 10 17 8

Note: The table indicates both co-occurrences and neighboring codes.
Source: Own elaboration.
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the relationship. If the company does not need the partner anymore, the relationship can be terminated, 
leaving the partner unsatisfied with the results of the cooperation. In some cases, however, the partner 
can be unaware that he was used as the information source. In our sample, Company A presented such 
an approach most frequently, carefully acquiring the information from some of its network partners and 
planning to end the business relationship afterward.

The “Accidental smartie” approach is connected with unplanned knowledge gathering without taking 
into consideration the network partner’s needs. In this case, the network partner reveals some information, 
either out of goodwill or merely accidentally. Although the company did not look for this information and did 
not plan to learn, it is “smart” enough to see the value of the information and to use it. The partner is usually 
not informed of how the information will be applied. In some cases, the partners may also be unconscious 
that they have already shared some knowledge. Both ruthless and accidental smarties represent a rather 
short-time relationship approach or at least take into consideration the fact that the relationship quality will 
decrease in the future. Such an approach was shown by Company B, which used the information revealed 
unintentionally by one of its business partners. This approach to knowledge gathering does not always end 
in making the relationship worse, as the partner may not be aware of the abusement.

The “Intentional network payee” approach can be defined as a deliberate, intentional search for 
knowledge of a given type. To take advantage of relationships, the company invests in relationship quality, 
especially in trust. The company is aware of the importance of knowledge-exchange platforms; therefore, 
it also invests in arranging formal and informal meetings that offer opportunities to share knowledge. The 
network partners are approached with good intentions. This knowledge-gathering approach is similar to 
the “vicarious learning” described by Pellegrino and McNaughton [2015]. They have proved it was popular, 
especially in the early stages of internationalization of INVs. As such, a result of this approach could be 
that INVs exceed the speed of foreign market entry compared to gradual exporters. This approach could 
be treated as especially useful and be promoted among start-ups and other types of ventures. The example 
of this approach is Company C, which invests a lot in the relationships with dealers in order to be able to 
collect market knowledge through them.

The “Unintentional network payee” (network beneficiary) is also well-wishing and open to its network 
partners; however, this approach does not include the relationship as a source of information of a given 
type. Therefore, receiving advice, hints, or other valuable information from a given partner is often a 
surprise. The relationship is based on trust, while the company is open to new knowledge and is also able to 
recognize its value, so the company can take advantage of the knowledge. In our sample, such an approach 
was observed in the case of Company A, which was very sensitive to clients’ ideas.

As shown in the literature study, there are many factors explaining and influencing network knowledge-
gathering approaches. If these factors change, INVs may adjust their approach. The most important 
determinants of choosing the particular network knowledge-gathering approach are as follows:
•	 Availability of foreign market and internationalization knowledge – companies with such knowledge 

will likely tend to gather new knowledge more actively and intentionally, as they already know what 
they need to learn; however, part of their knowledge gathering will still be unintentional;

•	 Power divisions within the network – companies with power over the partner may tend to abuse the 
relationship;

•	 Networking experience, including experience in cooperating with a given partner – this influences 
the ability to create network relationships and to learn from the partner (both intentionally and 
unintentionally). It may also, however, be a reason for more opportunistic behavior if experience shows 
that such behavior pays off;

•	 Long- or short-term approach to the relationship with a given partner – the short-term approach may 
trigger more opportunistic behavior;

•	 Geographical and cultural distance – long distances can be conducive to relationship abuse.

An important contribution of our research to the business network theory is the demonstration of 
relationship abuse in the knowledge-gathering approach. Emphasizing that the intentional approach to 
network knowledge gathering may lead to a calculative approach toward network management itself is 
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worth further study. In this case, the firm proactively looks for, develops, or diminishes the relationships 
[Sepulveda and Gabrielsson, 2013] to get access to the partner’s knowledge. The calculative network 
involves a larger and more diverse set of ties than the identity-based network. Its management is rather 
egocentric and motivated by economic benefits [Hite and Hesterly, 2001].

One can hardly say whether it is possible to prevent relationship abuse in the knowledge-gathering 
processes. First of all, the choice of a business partner with good networking reputation makes the 
probability of being abused lower. Secondly, creating strong, committed long-term ties may also prevent 
the partner’s opportunistic behavior. A certain amount of mistrust and monitoring in relationships can 
also be helpful, although this solution may not allow the smooth flow of knowledge, which will reduce the 
benefits of cooperation.

The network knowledge-gathering approach of INVs can change over time, leading to relationship 
instability. The main reason for the change seems to be the shift of bargaining power as a result of acquiring 
local market knowledge from the foreign company, as discussed by Inkpen and Beamish [1997] in reference 
to international joint ventures. The other reason may be simply gaining experience with knowledge 
gathering through networking. Both the companies representing the “smart” approach toward some of 
their business partners were the oldest companies in our sample, and they could afford to abuse some 
of their partners because of their strong market position on the one hand and because they were able to 
recognize the value of the knowledge acquired in a “smart” way on the other.

Moreover, one company can present different approaches to different partners. The same companies 
can simultaneously act selfishly or be kind toward different network actors [Uzzi, 1997]. This was also 
observed in our study. For example, Company A was investing a lot in the relationships with its clients, 
while it was abusing the relationships with some of the dealers at the same time.

The presented results should also be further discussed, taking the Polish business context into particular 
consideration. One of its idiosyncrasies is a very low trust level [Centrum Badania Opinii Społecznej (CBOS), 
2016], a rather confrontational attitude toward business partners, and a lower interest in long-term strategic 
business partnerships [Światowiec, 2006, pp. 166–167]. The unethical behavior of local partners was one of 
the reasons why Polish companies decided to internationalize [Danik et al., 2016]. The opportunistic behavior 
toward network business partners identified in our study can, to some extent, be explained by experience in 
the domestic market, but only to a certain degree. First of all, some studies cited above, conducted in other 
countries, also indicate possible self-interested behavior. Secondly, recent research on the quality of the 
relationship between Polish companies and their foreign partners shows that Polish companies are focusing 
on good relationships with their foreign partners and are able to maintain relationships characterized by high 
trust, commitment, and satisfaction [Danik, 2017]. As such, hostile business relationships in the domestic 
market are not necessarily the triggers for opportunistic behavior toward all business partners.

The study has some practical implications. Being part of the network does not guarantee access to 
knowledge, as network partners can block the flow of information to gain a better market position [Sepulveda 
and Gabrielsson, 2013], or because the fear of a partner’s possible hidden intentions can be a barrier to 
knowledge exchange. INVs trying to gain knowledge through their network partners from countries with 
low cultures of trust or with hostile business environments should be especially prepared for partners who 
may be less willing to share their knowledge. On the other hand, firms that share their knowledge with 
foreign partners should take into consideration that the relationship can end with unexpected results. Ways 
to reduce the probability of opportunistic behavior may be social interactions, identification-based trust, 
or shared values [Wang et al., 2013].

The other implication of our study is that unexpected and unsearched-for knowledge can be valuable for 
companies. Managers should, therefore, be vigilant to make their companies both open to new unexpected 
knowledge and familiar with mechanisms for transferring unexpected knowledge into company advantages.

5.1  Study limitations and future research directions

Although the study presented above has reached its goals, it has some unavoidable limitations. First of 
all, we are not able to generalize its results due to purposive sampling, which was necessary in our case. 
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Second, the study refers only to Polish companies. The results are therefore limited to this particular 
country’s context, and caution should be exercised in trying to draw generalizations to be applied to 
other countries. Moreover, the companies we studied were rather “mature” INVs. The results obtained at 
earlier stages of the internationalization process could be different. Unfortunately, conducting studies on 
such INVs is extremely difficult, as they cannot easily be tracked by researchers. Nevertheless, in future 
studies, the results should be validated using younger INVs and INVs from other countries, and necessary 
comparisons should be made.

We also cannot exclude the fact that the companies under study were more willing to talk about their 
conciliatory and intentional approaches to network knowledge gathering than they were on talking about 
relationship abuse (only two companies under study indicated such). Therefore, the numbers representing 
relationship abuse may be underestimated. Future studies should take into consideration not only the 
presence of self-interested behavior but also its triggers and the measures taken to prevent it.

Further research should be aimed at generating longitudinal data to capture the dynamics of  
the network knowledge-gathering processes. A large-scale quantitative study would help to determine the  
extent to which the observed approaches are common among INVs. As some problems discussed in  
the study are of sensitive nature (opportunistic behavior), acute attention should be paid when 
formulating the questions. An interesting subject of future studies could also be the determinants of 
unplanned learning processes, which are still unexplored.
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Abstract: Leszek Jasiński [2019] attempts, as the title indicates, “a reading after half a century” of Michał 
Kalecki’s thought. We dispute the main claim in the book, i.e. that Kalecki has a firm place in contemporary 
mainstream economics and was the originator of many ideas generally accepted today. On careful reading, 
virtually none of the models and theories by Kalecki selected by Jasiński for appraisal has entered 
mainstream neoclassical economic research and graduate academic teaching. Most of his policy advice 
was also neglected by the Capitalist State, (post)Stalinist “socialist” State, and “Intermediate Regimes” in 
developing countries. His opus remains original, advanced, insightful but heterodox in all contexts. Our 
main thesis is that, toutes proportions gardées, Jasiński is signalling an attempt to repeat the absorption 
of ‘bastardised’ Keynesianism into the mainstream “grand neoclassical synthesis” in the 1940s/50s with 
selected, reinterpreted, ‘bastardised’ Kaleckian ideas today. We also doubt that the unilinear view of the 
history of economic thought can be sustained.
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Leszek Jerzy Jasiński, Michał Kalecki odczytany po pół wieku, Centrum Europejskie Natolin, Warszawa 2019 
r., 378 p. [Michał Kalecki: a (re-)reading after half a century]

Michał Kalecki (1899–1970) was reportedly the only Polish economist whose name was mentioned in 
reference to the Nobel Prize in economics. Unfortunately, he died in April 1970 before the full procedure 
was underway. He was among the few Polish scientists whose name entered the textbooks of the history 
of economic thought all over the world. The number of publications devoted to his work has in the last 
2–3 decades saw a significant increase. The previous and current years have seen several conferences and 
seminars commemorating his birth and death anniversaries, and this stands testimony to his growing 
popularity.

His reputation among economic professionals has always been high. Seventy years ago, the Nobel 
Prize winner Lawrence Klein wrote a eulogium of John Maynard Keynes into which he inserted a brief 
commentary about Michał Kalecki – one full of admiration: “Recently, after having re-examined Kalecki’s 
theory of the business cycle, I have decided that he actually created a system that contains everything of 
importance in the Keynesian system, in addition to other contributions. Kalecki does not deal at all with 
liquidity preference and the interest rate; yet I believe that he has a theory of employment that is the equal 
of Keynes’s. Kalecki’s theory attracted attention for reasons largely unrelated to its revolutionary statement 
of the theory of employment, and he certainly lacked Keynes’s reputation or ability to draw world-wide 
attention; hence his achievement is relatively unnoticed. Some respects in which Kalecki’s model is superior 
are that it is explicitly dynamic; it takes income distribution as well as level into account; and it makes 
the important distinction between investment orders and investment outlays. The dynamics of Kalecki’s 

Review

*Corresponding author: Aleksander Sulejewicz, Collegium of World Economy, SGH Warsaw School of Economics,  
Warsaw, Poland. E-mail: asulej@sgh.waw.pl 

 Open Access. © 2020 Sulejewicz, published by Sciendo.
 This work is licensed under the Creative Commons Attribution-NonCommercial-NoDerivs 4.0 License.



276   A. Sulejewicz

model attracted interest immediately. He did not go into the problem of unemployment equilibrium and 
the contrast with classical theory; indeed, his model contrasts with classical ideas on the possibility of 
achieving a stable solution”.1

This sophisticated appraisal of Kalecki’s achievements was, however, acknowledged largely within 
Keynesian circles, and later within the post-Keynesian community of economists. If we consider both Keynes 
and Kalecki as fathers of contemporary macroeconomics, then the acquaintance with Kalecki’s work lags 
far behind the fame of Keynes and his influence on world economics. All the mainstream textbooks of 
macroeconomics, including, of course, all the Polish textbooks,2 invariably use the Keynesian concepts and 
models – and stipulate applications in their modern versions. Academic education or research programs 
in which Kalecki’s models play a role are rare and constitute knowledge that is specialized, advanced, 
and heterodox. Polish economists are justifiably proud of Kalecki (“genius,” “pioneer,” and “Keynesian 
before Keynes”) but seldom teach Kalecki’s models and even more, rarely use these in their research 
and consulting/advisory practices.3 In this context, we should welcome publications recapitulating and 
developing Kalecki’s approach, especially in his native Poland, where his work is less known than abroad.4

The declared thrust of the recent book by Leszek Jerzy Jasiński, Reading Michał Kalecki after half a 
century (after he died in 1970) is to improve the knowledge of his work as the image of Kalecki has possibly 
been distorted by many factors. But more importantly, the pertinent questions that arise are: does the 
thought of Kalecki belong to contemporary economics or is it merely a part of world and Polish history of 
economic thought? Can we still learn anything from Kalecki? (p. 10)

Why should we return to “the wrong opinions of dead men,” to evoke a famous phrase attributed 
to Arthur Cecil Pigou?5 After all “Les erreurs ne sont pas ce qu’il s’agit d’apprendre, mais ce qu’il faudrait 
oublier.”6 The famous dicta of the grandfathers of contemporary economics seem to guide the conduct of 
Polish economists to an even greater degree than it is reported in international publishing. The post-1989 
textbooks of economics are uniformly structured and affirm the mainstream economics without hesitation. 
This appears also to be the conviction of the author of the reviewed book. “As time goes by economic 
thought changes a great deal. However, such an evolution is not full. Time verifies the way of looking ... at 
the previous achievements of theory, but not to the full. Research methods and manners of formulating 
thought are especially at risk of being invalidated by time (unieważnienie przez czas). The true economic 
content ... disappears more slowly, and sometimes, and to some extent, remains of lasting value. Does 
Kalecki’s thought contain a permanent core, untouched by the passing of time? In my view, this is so” 
(p. 10–11). “[Kalecki] belonged to the precursors of modern economic knowledge, was an initiator of new 
economic ideas during the times of the great civilizational and intellectual spurt.” ... His works ... of the 
1930s ... announced the later solutions of many key economic problems. Even before leaving Poland, ... he 
had presented solutions that became part of the mainstream thinking about the economy.” What is more, 
“[w]ide acceptance of his theories took place incomparably more rapidly than it was the case with the ideas 
[of the Salamanca school, David Hume, Jean Bodin, Edward Misselden, Gerard Malynes]” (p. 12-13).

In other words, it is claimed that Kalecki has a firm place in contemporary mainstream economics 
and was the originator of many ideas generally accepted today. To prove his point the author describes 

1 Klein, L. (1951), The life of John Maynard Keynes, Journal of Political Economy, No. 59, pp. 443–451 (citation: pp. 447–448).
2 With the possible exception of the recent book by Kazimierz Łaski: Łaski, K. (2015), Wykłady z makroekonomii: gospodarka 
kapitalistyczna bez bezrobocia [Lectures in Macroeconomics: capitalist economy without unemployment], J. Osiatyński, (Ed), 
Polskie Towarzystwo Ekonomiczne, Warszawa.
3 Sulejewicz, A. (2019), Michał Kalecki – niedoceniany innowator światowej ekonomii, czyli losy ekonomisty heterodoksyjnego 
[Michał Kalecki – a neglected innovator in world economics, or the fate of a heterodox economist], in: Mieczysław Szostak, 
(Ed), Z dziejów Wydziału Handlu Zagranicznego i Kolegium Gospodarki Światowej Szkoły Głównej Handlowej w Warszawie. 
Siedemdziesięciolecie 1949-2019, OW SGH.
4 Michał Kalecki was born on 22 June 1899 in an industrial town of Łódź, administratively belonging in a small town of Piotrków 
(capital of gubernia, province), in the partition of Poland belonging to the Russian Empire, during the reign of Tsar Nicholas II 
Romanow, as a single child to a small-scale spinning businessman Abram Kalecki. Łódź (Rus. Лодзь, Ger. Lodsch, Yid. Lodzh) 
was a lively center of Polish, Jewish, German, Russian culture.
5 Mark Blaug (2001), No History of Ideas, Please, We’re Economists, Journal of Economic Perspectives, p. 154.
6 Jean Baptiste Say, Cours complet d’économie politique pratique, Neuvième partie, Bruxelles 1844, p. 562.
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the ideas of Kalecki and subsequently “presents an interpretation from the contemporary point of view” 
(p.15). The book is composed of thirteen substantive chapters devoted to Kalecki’s life (chapter 2), his 
scientific achievements (dorobek Ekonomisty) (chapters 4–12),  and economic experience (doświadczenie 
ekonomiczne) (chapters 3, 13, 14). These are supplemented with a chapter on the interpretation of his ideas 
by Kazimierz Łaski (chapter 15) and a chapter on the recollections of Kalecki’s collaborators and disciples 
(chapter 17). A short final chapter contains a series of hypothetical questions addressed to Kalecki that are 
“answered” with the help of quotations taken from his works.

One additional chapter (chapter 16) entitled “A wasted generation of Polish economists” 
(Niewykorzystane pokolenie polskich ekonomistów) sketches briefly the lives of six economists (Czesław 
Bobrowski, Włodzimierz Brus, Stefan Kurowski, Oskar Lange, Edward Lipiński, and Aleksy Wakar) whose 
works were, perhaps, just like Kalecki’s, at different times suppressed, tolerated, misunderstood, neglected 
or accepted during the period of Polska Ludowa (1945–1989).

The chapters of the book are organized around the author’s “pragmatic classification of economic 
statements and propositions” (pragmatyczna klasyfikacja zdań i wypowiedzi ekonomicznych), stipulating 
the distinctions between various types: causal, symptomatic, equivalencies, aggregate, prescriptive, 
conjectural, and reporting. While not all of Kalecki’s theories and models are subject to such a procrustean 
treatment, these passages usually contain a generalization of Kalecki’s thoughts with the help of mainstream 
(neoclassical) concepts and models. The chapters refer to what appears to have been the main theoretical 
achievements in his intellectual output; under the label of “theory” the following topics are discussed: 
business cycle theory, the theory of savings, economic growth models (the so-called socialist “Kalecki’s 
formula”), problems of planning under different regimes, problems of the balance of payments, problems 
of “high employment,” technical progress, (departmental) proportions of economic growth, problems 
of economic development in the Third World. Under the label of “experience,” the author discusses the 
economic policies in pre-war and post-war Poland (one single chapter), and the international relations 
(East-West – Third World (one chapter).

Some of the chapters contain additionally (e.g. World Bank, IMF, CIA, Angus Maddison) macroeconomic 
data aimed at “statistical verification” of Kalecki’s propositions. While readers who look for discussions on 
specific problems may find this material useful, the general intention in each of the sections is to persuade 
the younger economists of the continued relevance of Kalecki’s approaches although, for instance, “the 
contemporary exposition of economic theory (teoria gospodarowania) on business cycles” is “simpler and 
placed in a wider context.” (p. 99) The analyses of various Kalecki’s models and formulae are aimed at 
situating him squarely in orthodox frameworks, for example, Marshallian models of supply and demand or 
Mankiw–Romer–Weil models of economic growth. Perhaps this task is somewhat easier in case of Kalecki’s 
macroeconomics, but microeconomics posed and still poses a greater challenge for such a project, since 
Kalecki’s “degree of monopoly,” “principle of increasing risk,” and class-based income distribution theory 
are among non-neoclassical models of economic activity under capitalism. While deeper neoclassical 
reinterpretation of some, at least, of the concepts of Kalecki can be done, this has not been accomplished 
in the book7.

While Jasiński accepts the conventional definition of economics as being about the allocation of scarce 
resources, institutions only rarely loom in the background in his “theoretical” chapters, and he suggests 
that “the grand neoclassical synthesis” (Paul Samuelson, Alvin Hansen, John Hicks) contains ideas that 
resemble Kalecki’s views (p. 98).

However, if that were true, one would have Kalecki’s models being incorporated into at least some of 
the mainstream graduate textbooks of macroeconomics for a long time. This is not the case. If the orthodox 
credibility of Kalecki’s recommendations to developed (war-time Great Britain, post-war France) and 
developing countries (Israel or India) had been impeccable, he would not have been so bitter about the 
“success” of his advisory activity. “... [My] only immediate impact was a negative correlation, in the case of 

7 Inter alia Sulejewicz, A. (1999) Michał Kalecki and Industrial Organisation, paper presented at the Conference on the 100th 
Anniversary of Michał Kalecki, Warsaw
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Israel, where the policies adopted were the exact opposite of those [I] had recommended.”8 The bitter truth 
was reiterated by his disciple and collaborator Zofia Dobrska: “Though Kalecki’s recommendations... were 
fully consistent with the official policy of India, in fact the Nehru government put none of his suggestions 
into practice.”9

Why did Kalecki regularly meet with formal praise and practical disregard? Although, as a rule, 
he proposed mild reforms, the working people’s interests (workers, peasants, and small traders and 
producers) were always palpably at the back of his mind. Greater social justice, full employment, and 
income distribution had been raised to the status of key variables in his theories and not only in policy 
advice, i.e., these were fully theoretical economic variables and not ethical (extraeconomic) variables in 
Robbins’ conceptions of economic theory and “merely” policy advocacy.10 In that, some of Marx’s ideas 
were so penetrating as to neglect these would amount, in Kalecki’s mind, to totally unrealistic theorizing. 
This could be the case with the famous “Political aspects of full employment” (1943) where the idea that 
labour unemployment presented the capitalist class with bargaining advantages was analysed. Yet this was 
“over the top” not only for Paul Krugman but also surely for a great majority of mainstream economists. 
Kalecki’s political economy of capitalism does not fit the general theory of “the market economy.”

As mentioned above, the main effort in the book is directed at establishing that Kalecki belongs firmly 
in the contemporary mainstream economics and that he was never a Marxist despite his left-leaning 
attitudes. “Many, and maybe even all of Kalecki’s achievements ... are reconcilable with a non-marxist 
standpoint” (p.48). Somewhat ambiguously, Jasiński quotes Henryk Szlajfer’s conclusion: “We have to 
look for such authors like Kalecki who, obviously have Marx ‘at the back of their heads,’ at least some 
basic elements, or even what might be called a Marxist world view, but who express this in the language 
of modern neoclassical, neokeynesian and institutional economics” (p. 49). Ultimately, the question of 
whether Kalecki was or was not a Marxist was, for the author, “decided by Paul Krugman ...”When I first 
read this essay, I thought it was over the top. Kalecki was, after all, a declared Marxist (although I don’t see 
much of Marx in his writings).”11

The discussion of “Kalecki’s Marxism” is perhaps not a moot point in the history of economic thought. 
Neither is it entirely irrelevant for the few left-wing economists in contemporary Poland. However, and 
irrespective of the subtle and complicated issues involved,12 Krugman’s purported “settlement of the 
question” is required in Jasiński’s book as the support of the main thesis that Kalecki is part and parcel of 
the contemporary mainstream of world economics.

Rhetorical or formal reconstitution of key Kalecki’s models risks losing the social content of political 
economy that was, in our interpretation, dearer to Kalecki’s heart than becoming a part of the accepted 
market orthodoxy. In that sense, the proposed re-reading of Kalecki after half a century may not do justice 
to the entire oeuvre of the great Polish economist. What might taste sweet to orthodoxy tastes sour to 
heterodoxy and vice versa. Maybe this is yet another paradox of the capitalist economy to which Kalecki 
devoted his most penetrating thinking.

Jasiński seems to espouse the “Whig” view of the development of economic science13: to place Kalecki 
in the modern mainstream he “stud[ies] the past from the standpoint of the present state of economic 
science.” This academic practice might be more commendable if the science of economics had much more 

8 Feiwel, G.R. (1972), Introduction to: M. Kalecki, The last phase in the transformation of capitalism, Monthly Review Press,  
New York, p. 8.
9 Dobrska, Z.. Kalecki, M. on the Developing Economies of the Third World, in M. Kalecki, Collected Works, Vol. V, Annex 3,  
pp. 237–246; citation on p. 246. 
10 These are the key aspects of post-Keyenesian and neo-Kaleckian theoretical approaches neglected in the book under review. 
11 Krugman, P. Phony Fear Factor, The New York Times, 8 August, 2008. The essay in question is the famous Kalecki’s Political 
Aspects of Full Employment, Political Quarterly, 1943, pp. 1–9. The note signals that “This article corresponds roughly to a lec-
ture given to the Marshall Society in Cambridge in the spring of 1942.” Let us add that we cannot find any citation supporting 
Krugman’s remark about Kalecki’s supposed self-declaration as a Marxist.
12  Sulejewicz, A. (2019), Michał Kalecki – niedoceniany innowator światowej ekonomii, czyli losy ekonomisty heterodoksyjn-
ego op. cit. Also: A. Sulejewicz, (1999) op.cit. 
13  Samuelson, P. (1987), Out of the closet: a program for the Whig history of economic science (keynote address), History of 
Economics Society Bulletin, No. 9, pp. 51–60. Citation p. 52.
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solid foundations than it appears to be the case. Mounting popular criticism, especially after the global 
financial crisis, has revealed loopholes surprising many and created an intellectual environment favouring 
suggestions directed at strengthening the position of the (neoclassical) paradigm. Toutes proportions 
gardées, like the 1940s/50s, when “bastardised” Keynesianism of Samuelson, Hansen, or Hicks found 
its way into the “grand neoclassical synthesis,” one might envisage re-reading Kalecki to “rediscover” 
his anticipation of the conventional macroeconomics. A new “bastardised” Kalecki might prove useful in 
Krugman-style discussions evoked in the book. The “sweet” dish, however, would need to be sprinkled with 
“sour” non-standard microeconomics, income distribution, and class analysis in all the economic systems 
selected for study and generally would point toward political economy rather than “economic science.” 
Thus post-Keynesian analyses would more readily study the present state of economics from the standpoint 
of past (classical) authors. The position of J. B. Say quoted above is untenable: it is not that things lost in 
the course of the history of the subject are evidently not worth remembering and those still contemplated 
have already been duly incorporated into the present canon of analysis. The task of the historical study 
of economic thought cannot be limited to the study of the past from the standpoint of the current state of 
economics. The teleological, and especially monolinear, view of the subject cannot be sustained. 

In conclusion, all those who concur with the author in inviting Kalecki back into the mainstream may 
find something to continue to work on, while all those who see Kalecki’s ideas as one of the founding blocks 
of heterodox economics will be disappointed and mobilised in their effort to strengthen the Kaleckian 
branch of post-Keynesian economics.




