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ABSTRACT
Objective: The article’s purpose is twofold: 1) to demonstrate how a corporate culture influences
an enterprise’s success, and 2) how important it is to follow its values throughout the business
down to each individual employee.

Anna Maria Nikodemska-Wołowik, Anna Brack, Andrzej Marjański

Methodology: The study shows how the structure of a business and its success are affected
by being family-owned company. The paper is based on expert individual semi-structured indepth interviews with selected board members as well as the Chief Operating Officer (COO)
of a foreign subsidiary.
Findings: The findings illustrate how the guidelines set up by the mother company affect daily
activities. Furthermore, the results indicate how the company’s objectives are accompanied
by the defined corporate values, and how they are transferred to the management team and
each employee.
Value Added: The study, which is rather of a practical nature, proposes some management
rules applying to the daily work of the Board, the COOs and the units abroad. This policy gives
an insight how the family enterprise communicates its values and beliefs in order to maintain
definite working practices around the world.
Recommendations: The paper gives an insight into the international market challenges for
family-owned businesses, using August Storck KG as an example. In any firm, corporate culture
should be built on stable and timeless values repetitively displayed, reflected in all activities and
internalized by the entire team. The key is the need to connect the company’s goals with the
values resulting from being a family business. Consequently, employees have a great interest
in a positive development of the firm and hence give their best working expertise to ensure it.
Key words: family enterprise, company culture, corporate values, internal market, external market.
JEL codes: F23, L20, M12, M14.

Introduction
In recent decades, there has been a constant decrease in the average life
expectancy and run-down of family-owned companies. Family enterprises
(FEs) are vanishing from international markets and their survival is a greater
challenge than it used to be – today more than ever. Ward (2011) presents
a table entitled “Life Expectancy of 200 Successful Manufacturers, 1924-1984”,
showing the dramatic, negative development of FE and their disappearance.
Ward´s findings conclude that 80% of the businesses no longer exist and
only 13% are still owned by the same family as at the beginning of the study.
The remaining 7% were sold, went public, or were no longer controlled by
6
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the founding family (Ward, 2011). Likewise, Sievinen et al. (2018) claim that
only 30% of family firms survive into the second generation, and only 15%
reach maturity and survive until next generations.
This paper contributes to this line of research. It is based on data collected
among the board members and one foreign COO of August Storck KG. The
company was established in 1903 by August Storck, called Oberwelland,
in Werther (Germany, county of Westphalia) and started as a confectionery
factory. August Storck started with three employees, and in 1909 he already
had a dozen employees and was able to supply other cities around Westphalia. However, during the World War I the firm fell into stagnation and then
August Storck unfortunately got ill. Thus, in 1921 his youngest son, Hugo
Oberwelland, became a personally liable partner in the business. In 1934 he
invented the “Storck 1 Pfennig RIESEN”, which was an individually wrapped
candy (August Storck KG, 2019). This first branded hard candy turned out to
be a best-seller. By 1937, 71 employees worked for Storck.
Figure 1. The Storck “1 Pfennig RIESEN”

Source: August Storck KG 2019.

In order to re-establish the business after the World War II and to facilitate
further growth, the company moved, and a new production plant was built
in Halle (Westphalia).
7
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Figure 2. Production facility Halle (Westphalia), after the Second World War

Source: August Storck KG 2019.

The factory, which was situated near the German railway, was modern
and left room for expansion. Soon, further innovative confectionary goods
followed the “Storck RIESEN”: Storck launched Mamba, nimm2, Campino,
Werther´s Original and Toffifee. In the meantime, improvements for staff were
also implemented. In 1966, for example, Hugo Oberwelland introduced the
“Storck Loyalty Medal” for employees who proved their loyalty through many
years of affiliation. In 1971 Klaus Oberwelland took over and heralded a new
era: the third generation. Shortly before, the first subsidiary was opened in
Austria followed by numerous ones abroad (Storck USA, Netherlands, Belgium, Switzerland, etc.). In terms of innovativeness, the product “Toffifee”
led to further growth. Owing to new technologies applied, more inventions
appeared on the confectionary and chocolate market. Internationalization
as well as expansion of production and sales dominated in the company’s
strategy over the next years.

8
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Figure 3. Excerpt from product portfolio

Source: August Storck KG 2019.

After 100 years, on the occasion of anniversary in 2003, Axel Oberwelland
became director and thus introduced the fourth generation. Among others,
Zellweger (2017) presents “Typical strengths and weaknesses of family
firms”, where different forms of business management are explained. Under
consideration of these findings, in connection with the “Bivalent attributes
of family firms” (Zellweger, 2017, p. 42), showing the attributes which affect
the business because of being family-owned, one can therefore deduce
a categorization for each FE. Resulting from Zellweger´s classification,
August Storck KG´s corporate governance is defined as one-tier board
and hence, Axel Oberwelland serves as director of the board. Including
the chairman, the board of the August Storck KG consists of seven board
members, who are also executive directors of the main business areas:
sales (which is divided into three areas), finance, marketing and production &
engineering. The board members, except Mr. Oberwelland, do not belong to
the founding family, whereas the family members, namely Mr. Oberwelland´s
siblings, are shareholders.

9
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Context of the Study
The study was focused on identifying the methods applied by the executives in order to communicate the corporate values down to each individual
employee, and how it became possible that Storck’s code of conduct was
never questioned nor changed in the past. In general, values constitute
a company’s culture as its crucial elements (Chmura, 2011; Murphy & Mowry,
2017, Vantrappen & de Jong, 2018).
There is evidence that organizational or company-culture has become
an issue for discussion since the early 1980s. How a company is led has
been defined as its core quality and the type of leadership depends on how
employees think, feel and work. Hofstede (1993) brought it to the point when
he defined “corporate culture” as “the psychological capital of a company,
with whom one can predict what will happen within the next five years with the
company” (Hofstede, 1993, p. 33). He further explained that “organizational
culture is integral, shaped by a company’s history, depends on objects of
anthropology (rituals and symbols), has a social structure, is soft, but hard
to change” (Hofstede, 1993, p. 203). Concerning the origin of a company´s
culture Hall et al. (2011) gave another insight and argued that it all was due
to the founding family and their beliefs. Denison et al. (2004) underlined that
corporate culture of FE was more positive compared to non-family ones.
Moreover, they claimed that FE were more coherent in their culture in terms
of fundamental values and agreement. The role of culture is substantial
from family business studies’ perspective. Culture, besides power and
experience, belongs to the three dimensions in the F-PEC scale of family
influence (Astrachan et al., 2008).
There are numerous theories concerning corporate culture and values.
Guiso et al. (2015) summarized corporate values stated on firm´s websites in
order to find values which were named repeatedly. Their findings conclude
that there are nine major categories: integrity, teamwork, innovation, respect,
quality, safety, citizenship, communication, and hard work / reward (Guiso,
10
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Sapienza, & Zingales, 2015). At August Storck KG corporate culture and its
leadership values aim to hold the employees in high regard and enable them
to interact in a specific manner (table 1). Therefore, the management team
can be described as living leadership by example.
Table 1. The Company’s Corporate Culture and Leadership Values
August Storck KG Corporate Culture
“Our corporate culture rests on traditions established in the course of more than 100 years as
an owner-managed company. Today, we are a globally active family business with 20 international subsidiaries. One major reason for our ongoing success: our employees are authentic
people who reflect our passion in their everyday working lives, and communicate it to others.”
August Storck KG Leadership Values
“Performance – passion – sense of belonging – these three qualities guide Storck’s leadership
values. In keeping with these values, we expect a high level of dedication from our staff, and
repay them with outstanding support and encouragement. Every day, our managers put their
heart and soul into what they do, which wins them the enthusiastic support of their teams.
They demonstrate excellent cooperation and create an inspiring working atmosphere, because we know: Storck can only maintain its continued success in collaboration with all of our
employees.”

Source: August Storck KG 2019.

Literature on FE explains the importance of the distinction of roles and
underlines the fact that especially within family firms, a definite role allocation is needed in order to produce further growth (Witt, 2003). Based on the
above-mentioned insights, the motivation for the study is on the one hand
to classify in how far the August Storck KG integrates these findings in the
daily business and on the other hand to find out in how far corporate culture
contributes to its success. Figure 4 shows two major pillars of the company’s
culture. Among the “other values” one can notice those respected by the
company as viewed by the managers – respondents.
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Figure 4. Communication of Corporate Culture and Values

Source: own elaboration.

Research Method
The article is based mostly on data collected during interviews conducted
among four selected board members of August Storck KG and one COO from
a foreign subsidiary. As mentioned before, all participants are not members
of the founding family. Access to the respondents was possible because one
of the authors is employed in the firm in question. The interviews were carried
out in December 2018, in the form of semi-structured expert interviews with
a scenario (a very brief questionnaire) which included 8 open questions.
First, the COO of the foreign subsidiary located in Warsaw, Poland was interviewed.
The enquiry focused on his experiences at August Storck KG and its values. To the
corporate values in question belonged:
1) Performance, which can be classified in terms of Guiso et al. (2015)

as teamwork.
2) Passion, which can be classified in terms of Guiso et al. (2015) as

respect and quality.
3) Sense of belonging, of course refers according to Guiso et al. (2015)

to citizenship
12
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The aforesaid COO has been employed with August Storck KG for 13
years. As it turned out later, it was a quite short affiliation to the company in
comparison. An average period of employment in that FE usually exceeds
a decade, particularly among the management team. Four selected board
members were also interviewed in order to get a realistic cross-section. Each
of them held a position of executive director in one core business unit within
the company, so that the questionnaire contained questions of different
focus, depending on the business unit. The major purpose of the inquiry was
to find out why the code of conduct of August Storck KG and its employees,
is a living concept and more than just a frame accommodating words.

Findings
Social Responsibility
Beal (2014) defines one of the purposes of business activity as far as Corporate
Social Responsibility (CSR) is concerned: “to contribute to economic well-being of the social system of which it is a part”. Sims (2003) introduces another
distinctive feature and adds ethical values: “a commitment to ethical values
in the workplace legitimizes managerial actions, strengthens the coherence
and balance of the organization´s culture, improves trust in relationships
between individuals and groups, supports greater consistency in standards
and qualities of products, and cultivates greater sensitivity to the impact of
the enterprise´s values and messages” (Sims, 2003, p. 20). He further states
that “criticism of business over the years has led to an increased concern for
the social environment and a changed social contract” (Sims, 2003, p. 43).
While considering family businesses, it is worth mentioning that according
to the research conducted by Bingham et al. (2011), FE are involved in higher
levels of CSR, having stronger relations with their stakeholders. Similarly,
Panwar et al. (2014) claim that consumers perceive FE more positively than
non-family ones regarding CSR. There is much more literature on this topic
13
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and surveys from the recent years lead to the conclusion that social responsibility has been developed into a standard pillar of today’s businesses. This
study found that social responsibility for August Storck KG firstly means,
among others, responsibility for its employees. Hence, working instructions
were introduced to define the cooperation internally in the workplace. One of
the working instructions of August Storck KG states clearly that empowered
staff and mutual trust, are the maxim of all efforts.
Therefore, the corporate values have to be seen in a global context of
CSR, for which the firm’s philosophy and its guidelines for leadership and
cooperation set the foundation. The management of the August Storck KG
is convinced that setting the following corporate values is one of the keys
to a company’s success. At Storck, each decision made is rooted in a strict
code of conduct based on the before mentioned core values.

Unique characteristics of common customs in
connection with corporate values within August
Storck KG
The responses received from the directors revealed a number of unit-specific
methods to incorporate corporate values. However, the findings also showed
very common, shared understandings and interpretations of the corporate
values. Eventually, it was clear that the corporate values were inherited and
therefore they were present in almost every action on daily basis.
The corporate values are always present and, even more than that, they
guide and advise the respective person. During the application process,
for example, the supervisor observes whether a candidate would fit into
the company in line with corporate values. At August Storck KG each new
employee undergoes a so-called induction course. This introductory period
takes two days and brings new colleagues together, enabling them to get
to know each other and the company. Different lectures can be attended,
a factory tour is offered and (in case the event takes place at one of the
14
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production plants, far away from home) overnight stay at the company´s
expense is included. Here, the presentation starts with corporate values
and guidelines addressed to the audience. The lecturer from the human
resources department, discusses each single aspect in detail, so that all
new employees understand their meaning. In due course, new employees
will soon very clearly see how those corporate values are put into practice.
They are reflected in such activities as:
·· Reception of external suppliers: The inviting person picks up the visitors
at the company entrance and accompanies them to the meeting room.
·· Visitors from other subsidiaries: Every employee will know at the entrance,
shall there be visitors from abroad because the respective national flag is
flagged at the entrance.
·· Anniversaries: Every 10th, 25th, and 40th working anniversary is celebrated.
There are many awards, complementary gestures, and benefits related to
it. Each year, a corporate dinner is held at the company for all employees
who reached their working anniversaries within the past twelve months,
with HR and executive staff present at the dinner tables.
Apart from the aforementioned customs, there are a lot of other circumstances in which corporate values become directly visible. The interaction of
the above-mentioned corporate culture and leadership values were reflected
in the answers of the survey. At August Storck KG, corporate values were
described as a catalogue the employees had internalized, thus enabling
a more sufficient cooperation. The members of the management team
confirmed independently that when it came to corporate values, communication differed depending on the communication partner. Furthermore, the
research found that the corporate values were always present, with different
intensity, yet never neglected.

15

Anna Maria Nikodemska-Wołowik, Anna Brack, Andrzej Marjański

Initiating relations with new employees
New employees are treated in a special way during their first days at Storck.
The domestic procedure does not differ from the international one. Much
attention is paid to the communication of the corporate values and far more.
Emphasis is put on the code of conduct, how people treat one another, visibility
and behaviour in public, as well as corporate rules regarding discretion and
esteem. The training phase also includes training on the job and sharing the
desk with a more experienced colleague. For new colleagues coming from
abroad a trip to the parent company in Germany is possible. This, of course,
depends on the tasks: those, which tangent international cooperation or need
a close cooperation with colleagues from Germany, are preferred for a trip
abroad. The aim is to ensure a good start for new employees, but also the
mutual examination whether someone responds positively or negatively to
the corporate values. During this period employer and employee get to know
each other. A crucial question after this training phase is: “Should we keep the
employee, or not?”, “Should she/he stay at the company, or not?” The management team has a simple, but unequivocal decision matrix for this (figure 5):
Figure 5. Decision matrix

Source: own elaboration.

16

Company Values – A Case Study of the Family Enterprise August Storck KG

This decision matrix leads to the key question: What does the management team do with that information after the training phase? According to
the case study, the authors summarized the findings below:
·· “High performance, but low acceptance of the corporate values”
·· It will most probably lead to a negative decision regarding further employment. Corporate values are the basis and principle argument in all
business undertakings.
·· “Low performance, and low acceptance of the corporate values”
·· It would most definitely lead to a termination of the contract of employment.
·· “High performance, and high acceptance of the corporate values”
·· It is the desired combination and here the most trustworthy employees
could be found.
·· “Low performance, but high acceptance of the corporate values”
This combination was the most challenging one. The management team
decides depending on the character of the employee, answering the question:
“Is there anything the company can do in order to transform a low-performer
to a high-performer?” If yes, any chance is used to help the employee to develop his/her skills further. If not, unfortunately this would lead to a negative
decision regarding further employment.

Discussion and Conclusion
In the study, it was found out that transferring corporate values, which
constituted the August Storck KG’s culture, began at the top management level. They are demonstrated at all times, from top to bottom, so
that employees internalize them to such degree that acting accordingly
becomes natural. The management board at August Storck KG underlines
the corporate values wherever possible and treats their employees, in
particular, with large respect. It turns out that this behaviour towards one
another is a key factor for successful cooperation within the company
and underlines that it is family-owned. At August Storck KG there is no
17
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distinction regarding corporate values in terms of “domestic” or “international”, they are valid for all.
Corporate values are values which differ from national values, the ones
we grew up with, the ones which are rooted deep within us. The reason why
people stick to the corporate values may be that they are “corporate”. A company portrays a social system where employees can consciously decide
whether they agree, or not, to the values presented. Far more, employees
can actively be a part of the business and its undertakings and it is also
left to each individual to decide whether one follows the values outside the
company or even to terminate the business connection (Hofstede, 1993).
Obviously at August Storck KG it was not possible to find many examples
of the negative kind as regards the acceptance of corporate values. In fact,
the opposite was the case. After the survey it became clear that employees
like to work at Storck and that they appreciate the advantages which a family
enterprise has to offer. It is the esteem one receives and also the value the
company brings forward to its customers. This leads to loyalty and is the
motivation for securing the company’s success. The interviewees cited at
least one example when employees had spoken extraordinary positively
about August Storck KG as an employer. It is not unusual, according to the
experiences of the board members. Consequently, employees have a great
interest in a positive development of the firm and hence give their best
working expertise to ensure it.
Corporate values are reflected in the marketing strategies linked to
a brand´s image. Familiarity, closeness, trust and security are values which
are repeatedly displayed in the advertisements broadcast and always leaned
on leadership values “performance, passion, sense of belonging”. The key
is to repeat and visualize corporate values, demonstrate trust and security
at all times and thus ensure that one is appreciated.
The study has certain limitations that provide opportunities for further
research. It relies on practices from one family enterprise, thus do not allow
any comparative analyses. These limitations notwithstanding, we believe
that the paper makes a number of important contributions to the literature
18
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on family enterprises. We believe that further prosecution of a modern approach is needed in order to meet today´s challenges in the marketplace. FE
have, among other, the advantage that in the best case, no external power
can influence or impair their decisions, undertakings, management rules,
etc. Through the executed study we have learned, on the case of August
Storck KG, that economic success is in direct connection with employee
satisfaction. However, one question must be permitted: Does the above
described model work for all generations? Management needs to change its
focus, in particular regarding employees. Generation change leads to a new
angle of view, which shall not be neglected and it will affect family-owned
businesses at the same time as non-family-owned-enterprises. Janssen
(2016) postulates openness for a new angle of view. He is the owner of a FE
and after the death of his father, he was selected for succession. He faced
a dramatic status among his workforce. He admits that the employees are
those who make a difference, not only the management team. Based on
this realization, Janssen decided to undertake a paradigm shift within his
company. He put employees on the assets side of his balance sheet and
reasoned that employees were a firm’s active capital and not passive (Janssen, 2016). To enable such changes, the three prerequisites should be met:
much time, faith in employees and investments for re-structuring business
organization. On the other hand, such an approach is possible because the
firm´s type of business is a “family enterprise”. Through this short digression,
the authors wanted to underline the importance of employees as key basis
for the future success.
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The Diversification Strategy
and Business Groups’
Performance in Poland
ABSTRACT
Objective: The aim of the study is to identify the scope in which business groups in Poland apply
the diversification strategy and examine it influence on the performance of a business group.
Methodology: The research method is a critical analysis of academic literature as well as documents analysis (desk research). Authors applied also statistical inference.
Findings: Conducted research on business groups in Poland showed that business groups in
Poland are moderately diversified. The study showed also that the diversification strategy does
not differentiate the performance of business groups.

Wioletta Mierzejewska, Patryk Dziurski

Value Added: The paper is a unique summary of the researches about diversification strategy
and business group performance. The theory review and empirical studies deepen research on
business groups and their strategies.
Recommendations: It is recommended for business groups to explore the diversification
strategies in the context of performance as implementing it may be crucial for further business
group development.
Key words: strategy, diversification, diversification strategy, conglomerates, business groups
JEL codes: L25, F23

Introduction
Increase of significance of large business groups is an important phenomenon in the world economy. Business group can be defined as a group of
enterprises in which individual enterprises (independent in legal terms)
are connected by capital and/or non-capital ties (Khanna & Yafeh, 2005;
Khanna & Yafeh, 2007). In the management literature authors highlight significance of capital relations between enterprises in the business groups,
whereas in the sociological literature non-capital ties are more profound
(Cainelli & Iacobucii, 2011).
Business groups are very important players in the world economy. They
prevail on different geographical markets in certain industries, such as:
automotive (Aswicahyono, 2000; Zhao, Anand, & Mitchell, 2005), steel and
metallurgical (Advasheva, 2008; Nair & Kotha, 2001), computer, telecom
and semiconductors (Aluchna, 2010) and many other. They often operate in
non-financial industries, but due to globalization processes they are also set
up in the financial industry (Aluchna, 2010). Business groups are prevalence
around the world. P.P. Heugens and S.C. Zyglidopoulos (2008) reported that
business groups make up more than 60% of all enterprises in some countries
(e.g. Belgium, Denmark, Indonesia, Netherland, UK, Sweden). The growing
significance of business groups is also reported in the emerging and developing economies. In Poland in 2008–2016 the number of business groups
rose from 1,462 to 2,124. Also, in other countries of the Central and Eastern
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Europe, for example in Romania, Slovenia or Latvia the growth of the number
of enterprise groups was observed during the last few years (Dworzecki &
Mierzejewska, 2015). The strength of business groups is profound as they
generate the high portion of income, profit, GDP (Gross Domestic Product)
and employment in different economies. For example, in Poland business
groups generate 65% of income as well as 62% of profit and employ 47%
of all employees of all non-financial enterprises (data of the Polish Central
Statistical Office); in Russia all business groups are responsible for 35–36%
of the GDP (Radygin, 2006); five largest Indian business groups generate
around 16% of the GDP (Sasi, 2017); about 16% of the GDP is generated by
the 30 largest South Korean business groups (Bidgoli, 2010).
Managing business group is challenging because of the scope of business, size measured by the number of employees and very often complex
structures. Moreover, business group is managed on multiple levels: the level
of the group, the level of the particular unit and the level of the functional area
(Trocki, 2004). At the level of the group the key question is about the most
effective allocation of resources (Geringer, Beamish, & DaCosta, 1989) and
it is a strategic question concerning key choices about the growth strategy.
Resources may be applied to various industries and for various products,
thus leading to the diversification strategy. The diversification strategy takes
advantage of the synergistic effect, risk dispersion, portfolio optimization,
know-how transfer (Zelek, 2008). However, it brings some disadvantages,
like: overinvestment, diseconomies of scale, coordination and management problems or possibility of getting bogged down in some industries
(Romanowska, 2017). Nevertheless, there is a need of researches that take
into consideration benefits and disadvantages of diversification strategy in
the context of business group and analyse how the diversification strategy
affects the performance of the business group.
The aim of the study is to identify the scope in which business groups in
Poland apply the diversification strategy and examine its influence on the
performance of a business group. To meet the stated aim, authors applied
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an appropriate methodology. The research method is the critical analysis of
academic literature as well as the desk research. Authors applied also the
statistical inference.
The paper is organized as follows: section one presents literature review
on the diversification strategy and it influences on the business group performance. Section two introduces the research design. Section three presents the result of the research and discussion. The final section presents
the conclusion.

Literature review and theory development
Tendency in the diversification
The beginning of diversification goes as far as the Great Depression in the
1930s. The diversification was then perceived as a remedy for excessive risk
related to the concentration of business in one industry. Later the advantage
of synergy between different businesses in the one business group were
observed. Enterprises diversified strongly in 1950s, 1960s and 1970s. The
culmination of this process was in 1970s, when huge diversified conglomerates were established. From 1950s till 1970s the number of diversified
entities increased, and number of specialised enterprises decreased. This
trend was observed mainly in developed countries like USA, UK and other
European countries, as well as in Japan (Rumelt, 1982; Scott, 1973; Suzuki,
1980). However, the number of diversified enterprises vary across countries
(Scott, 1973). It is explained by differences in the institutional environment
in which the diversification takes place (Scott, 1973; Yigit & Behram, 2013).
The diversification strategy was retreated at the beginning of the 1980s – a
lot of enterprises focused on key business and moved away from over-diversification (Grant, 2011; Markides, 1993). At the beginning of the 1990s
enterprises operating in unrelated industries were in minority comparing
to those operating in related industries (Grant, 2011), thus the de-diversification trend was observed (Zuckerman, 2000). It was continued in 2000s.
26

The Diversification Strategy and Business Groups’ Performance in Poland

At the beginning of the new decade, the number of diversified enterprises
was minor, and the number of single business enterprises increased (Franko,
2004) and it concerns developed as well as emerging economies. However,
India (as an emerging market) experienced the decrease in the number
of unrelatedly diversified firms, but what is very interesting, there was no
increase in the number of specialised enterprises. So, Indian enterprises
were diversified moderately in related industries around one core business
(Mohindru & Chander, 2007).
Much of the research on diversification was carried out in developed
economies (Palich, Cardinal, & Miller, 2000), where institutional environment
evolved over time and made stable conditions for business functioning (Li
& Wong, 2003). Some researchers argue that in emerging and developing
economies underdevelopment of the capital market, the product market,
the labour market and inconsistent regulations are the reasons why the
diversification strategy is much more often implemented and diversified
enterprises outperform single business (Khanna & Palepu, 1997; Li & Wong,
2003). Thus, enterprises implement the unrelated diversification strategy to
cope with institutional environment and perform effectively as it ensures some
kind of self-institutional support (Khanna & Palepu, 1997). Business groups
affiliates in emerging economies have less difficulties to obtain necessary
resources through internal market (Yiu et al., 2007).
Since 2018 Poland has been classified as a developed economy (Financial
Times, 2018), earlier it was classified as emerging or developing country.
R.E. Hoskisson et al. (2005) argue that in emerging economies business
groups have become increasingly involved in refocusing activities that have
led to reduced overall level of diversification and explain it as an attempt to
balance organisational and transactional costs. Business groups seek the
optimal level of diversification to facilitate the performance. Thus, it could
be concluded that the level of diversification of Polish business groups
should be moderate (according to R.P. Rumelt (1974) the specialisation
ratio – the share of revenue from main business in total revenue – gains
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values between 0.96 < SR ≤ 0.7 in moderately diversified enterprises). After
the transformation of Polish economy from the command economy to the
market economy the diversification strategy became very an interesting
option for Polish large enterprises (Gierszewska, 1998; Jarosiński, 2004).
Initially, the diversification strategy was defensive, and after the crisis
related to the transformation, it changed the character and became more
offensive, oriented toward mixed or related diversified business groups.
They mainly applied the vertical forward and the vertical backward diversification strategy aimed at strengthening the competitive position, becoming
independent suppliers and/or customers, increasing the quality of products
and decreasing costs (Romanowska, 1998; Romanowska, 2011). However, it
may be expected, as Polish economy has developed, that Polish business
groups follow the global de-diversification trend. Thus, authors propose
a following hypothesis:
Hypothesis 1: The business groups operating in Poland are moderately
diversified.

Diversification and business group performance
Changes in the implementation of the diversification strategy are strongly
related to its efficiency. The relation between the diversification and the
performance is the central issue of strategic management (Chandler, 1997;
Ansoff, 1957; Wrigley, 1970; Rumelt, 1974; Porter, 2001). Literature on diversification-performance relationship (Palich et al. 2000; Ramanujam &
Varadarajan, 1989) suggests that there is still much to explore in this topic
(Li & Wong, 2003) as numerous studies in this area bring inconsistent results.
Generally, two opposite concepts refer to the impact of the diversification
strategy on the enterprise performance: diversification discount and diversification premium. However, it should be mentioned that some studies did
not identify any relationship between diversification and performance (Palepu, 1985; Delios & Beamish, 1999; Lubatkin, Merchant, & Srinivasan, 1993).
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The term “diversification discount” means that the diversification, especially into unrelated businesses, is associated with loss of shareholders
value (Khanna & Yafeh, 2007; Montgomery & Wernerfelt, 1988). The extensive
diversification was negatively perceived by researchers and some studies
proved negative influence of the diversification on the business performance
(Ching-Pu & Chen, 2009; Lang & Stulz, 1994). The diversification discount is
explained through inefficient allocation of capital (Rajan, Servaes, Zingales,
2000), information asymmetry between central and divisions (Harris, Kriebel, &
Raviv, 1982) and engagement in value-destroying investments (Jensen, 1986).
The second concept – diversification premium (Villalonga, 2004a) – indicates the benefits of the diversification and higher valuation of diversified
enterprises. The diversification can be strategy maximising value due to risk
reduction, greater debt capacity, and lower taxes (Lewellen, 1971). Some researchers pointed out that the diversification creates internal capital markets
that lead to a more efficient allocation of resources across businesses (Villalonga, 2004b; Williamson, 1975). J.S. Jahera Jr., W.P. Lloyd and D.E. Page (1987)
argue that diversified firms have higher returns. Also, A. Michel and I. Shaker
(1984) as well as A.M. Pandya and N.V. Rao (1998) showed the advantage of
the unrelated diversification in the context of the business performance. In
some research it is indicated that a positive effect of the diversification on
the business performance may be connected with the following aspects:
market power from the one business may be used in other businesses,
creation of an internal financial market between enterprises operating in
the one business group and easier access to the capital (Palich et al., 2000).
In the literature theories pointing to the optimal level of diversification
can be distinguished (Villalonga, 2004b). They confirm positive effect of the
diversification strategy, especially the related one, on the business performance. The research of R.P. Rumelt (1974), M.E. Porter (1987), V. Ramanujama and P. Varadarajana (1987) as well as N.W.C. Harper and S.P. Viguerie
(2002) proved the advantage of the related diversification over the unrelated
diversification. R.P. Rumelt (1974) found that relatedly diversified enter29
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prises, with specialisation ratio between 0.95 and 0.7 perform better than
unrelatedly diversified enterprises. It can be pointed that sharing resources
and capabilities among different, but related businesses can positively influence the business performance.
Initially, a lineal relationship between the diversification strategy and the
performance of enterprise was highlighted. However, empirical researches
have shown unanimously that business performance will not be improving
endlessly along with the enterprise’s growth of degree of diversification.
Curvilinear models occurred (in the form of a reversed “U”) which indicated
that some types of the diversification have better influence on the enterprise
performance than others. The researchers inclined to the reversed “U-shape”
model have reached a conclusion that an optimal strategy maximising profit is
the strategy of related diversification. They have observed that some additional
costs have to be incurred with the diversification. These are mainly the costs
of coordination, managing diversified business portfolio, communication,
allocation of resources, internal competition and control, which are much
higher for unrelated diversification compared to related one (Palich et al., 2000).
Studies on the relationship between the diversification strategy and the
business performance have been usually carried out on the example of large
companies. The results of research highlighting a relation between the diversification strategy and business performance can therefore be also applied
for business groups. It is worth to continue the research due to its ambiguity.
Authors have discussed that the influence of the diversification strategy
on the business performance is ambiguous. Some studies showed a positive relationship between described variables, but some claimed a negative
relationship. Thus, authors propose a hypothesis that the diversification
strategy influences the business performance:
Hypothesis 2: The highly diversified business groups performed worse
than the single product and moderately diversified business groups.
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Material and methods
Sample
The research covered business groups listed on the Warsaw Stock Exchange
having registered offices in Poland. Authors focused only on business groups
in which holding company and other enterprises are linked by capital ties.
The research sample comprises 81 business groups whose activities in
terms of the diversification strategy were analysed in years 2010–2016. The
collected data provided 1,500 records for the analysis of diversification and
2,076 records for the analysis of their performance.
Business groups carry out operations in various industries, with the
construction and real estate as well as the processing industries prevailing.
It is consistent with the structure of Polish economy, where these two industries also prevail. Interestingly, these were mainly young business groups
established after 2000. In respect of the type, operational groups prevail
in the research sample. This is also consistent with the general structure
of business groups in Poland which are predominantly of operational and
operational-strategic ones.
Table 1. Description of the research sample

Construction and real estate
Retail and wholesale trade
Telecommunications and media

Number of business
groups
24
11
10

Processing industry

32

Other

4

Year of establishment

Before 1999

24

After 2000

52

Type of business
group

Operational

64

Other

13

Description

Industry

Source: own study.
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Method
The research applied critical analysis of academic literature as well as documents analysis (desk research). In order to gather information about the
diversification strategy as well as the business group performance, financial
and strategic documentation were analysed. An unquestionable advantage
of this research method is the possibility to carry out the comparative analysis. The research considered documents such as consolidated reports
of business groups, annual reports of parent companies, prospectuses,
management board lists, but also information provided on the companies’
websites and other sources. Data were also supplemented from the Amadeus database (financial information for public and private companies), which
provide information about financial results of the enterprises in a standard
format enabling to compare entities across industries and borders.
Authors applied also statistical inference, which is the process of drawing conclusions
about populations or scientific truths from data. Authors applied ANOVA analysis,
preceded by the Kolmogorov–Smirnov test (it is a test for normality of the distribution),
in order to identify the differences in the performance of business groups between
business groups with different degree of the diversification.

Measures
The diversification strategy was measured with indicators commonly used
in the literature.
Diversification was measured with two indices:
·· Rumelt’s specialization ratio, describing the share of revenue from main
business in total revenue; the higher the ratio, the lower the diversification
level;
·· Herfindahl/Berry Index, which measures the diversification as a continuous variable; Herfindahl/Berry Index is measured by the following formula:
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n

H = 1 − ∑ Pi 2

(1]

i =1

where:
H-

the index of diversification

n-

the number of industries (products) in which business operates

Pi -

the relative share of each industries’ revenue to overall corporate
revenue

The higher the value of the index, the more diversified the enterprise.
One of the key issues in the measurement of the degree and nature of
diversification is to distinguish main business and other businesses. The
research was based on the product-related method of defining business
which consists in distinguishing separate business activities on the basis of
disparity of individual products or product lines (Pitts & Hopkins, 1982). The
product-related method was supported by the analysis of statistical codes
made according to the Polish Classification of Activities (PKD). The basic
industry was identified with the group from the PKD classification, i.e. three
common digits of the code, ascribed to specific fields of activities.
Performance of business groups was measured with four ratios. Authors
decided to evaluate business performance based on the following indicators:
ROE [return on equity) using net income, computed as:
ROE = [Profit/Loss for period [=Net Income] / Shareholders funds] * 100

[2]

ROA [return on sales] using net income, computed as:
ROA = [Profit/Loss for period [=Net Income] / Total assets] * 100

[3]

EBIT margin [earnings before deducting interest and taxes], computed as:
EBIT margin = [Operating Profit/Loss [=EBIT] / Operating revenues

[4]

[=Turnover]] * 100
Profit margin computed as:
Profit margin =[Profit/Loss before tax / Operating revenues [=Turnover]] * 100
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Results and Disscucion
The degree of diversification was assessed with the specialisation ratio.
The table below presents, in percentage terms, the number of business
groups in subsequent years with the specialisation ratio (SR) divided into
three ranges: 0-0.69; 0.7-0.94; 0.95-1.00. The ranges were defined on the
basis of classification proposed by R.P. Rumelt (1974). He classified firms
into three groups: single product enterprises with SR ≥ 0.95; moderately
diversified enterprises with SR between 0.95 < SR ≤ 0.7 and highly diversified
enterprises with SR < 0.7.
Table 2. Percentage of business groups according to the specialization ratio

2016

2015

2014

2013

2012

2011

2010

Business
group
birth
year

0.951.00

25.9%

27.2%

33.3%

32.1%

29.6%

28.4%

23.5%

16.0%

0.7-0.94

32.1%

33.3%

30.9%

37.0%

34.6%

38.3%

43.2%

22.2%

0.0-0.69

17.3%

22.2%

23.4%

20.9%

28.3%

28.4%

24.7%

14.8%

no data
is available

24.7%

17.3%

12.3%

9.9%

7.4%

4.9%

8.6%

46.9%

TOTAL

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

Year

Specialization ratio

Source: own study.

According to the table, in almost each of the analysed years the research
sample was dominated by business groups having a major share in one
industry (specialisation ratio between 0.7 and 0.94). Thus, hypothesis 1 is
supported and it can be asserted that the business groups operating in Poland are moderately diversified. Specialised entities were equally numerous
(specialisation ratio between 0.95 and 1.00). Interestingly, business groups
were not highly diversified. Groups with specialisation ratio below 0.7 were
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in minority in the research sample (except 2010). The highest number of
diversified entities was recorded in 2011 and 2012 (about 28%). Additionally,
it can be observed that since then their number decreased significantly.
Unfortunately, a lot of data were missing in the sample, particularly data from
the last three years and concerning the enterprise birth year. While the latter
can be explained by unavailability of data, the missing data in the last years
are connected with various scenarios of the analysed business groups’ lives.
Some of them have withdrawn from the stock exchange, some of them were
liquidated or went bankrupt and other were acquired by other entities.
The degree of business group diversification may also be assessed using
the Herfindahl/Berry index. It allows for the assessment of diversification and
significance of individual industries of the business group. Figure 1 below
presents in a synthetical way a collective analysis of the diversification of
business groups in term of the Herfindahl/Berry index.
Figure 1. Average value of Herfindahl/Berry index for the analyzed business groups

Source: own study.
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The value of Herfindahl/Berry index clearly indicates the specialisation
trend among business groups and simultaneous limitation of diversification of various activities industries. Since 2010 the average value of the
index for business groups has been constantly falling. This can be the
evidence of the de-diversification tendency that occurred among business groups operating in Poland. This can be also an effect of the earlier
financial crisis that inclined business groups to reorganise their portfolios
and to focus on key business areas.
The analyses show that the business groups are mainly specialised entities
and entities with a majority share in one industry. The number of diversified
business groups was changing in subsequent years, but recently it is falling.
Business groups are more likely to choose the strategy of specialization
than diversification. The value of the Herfindahl/Berry index drops, which
means the decrease of the diversification. Simultaneously, by analysing the
specialisation ratio it can be observed that its values have grown slightly in
recent years (decrease of diversification).
ANOVA analysis was used to test the hypothesis 2 on relationship between
the diversification strategy and business group performance. As dependent
variable authors chose the following business groups performance indicators:
ROE, ROA, EBIT margin and profit margin and as an independent variable
the degree of diversification measured by specialization ration proposed
by R.P. Rumelt (1974).
Firstly, the Kolmogorov–Smirnov test was applied as a test for normality
of distribution. It allowed to state that only for ROE and EBIT margin the distribution in normal in each of the analysed year. Thus, the later analysis was
conducted only for ROE and EBIT margin as dependent variables.
Secondly, the ANOVA analysis was conducted with the statistical significance of < 0.05. Two hypotheses were formulated:
·· H0 – the means in the studied groups do not differ
·· H1 – at least one mean is different from each other
Table 3 presents results of the ANOVA analysis.
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Table 3. Results of the ANOVA analysis
Year
2016
2015
2014
2013
2012
2011
2010

Diversification versus ROE
F (2.56)=1.8 p=0.175
F (2.63)=0.73 p=0.484
F (2.66)=1.42 p=0.248
F (2.67)=0.95 p=0.394
F (2.69)=2.14 p=0.125
F (2.69)=0.22 p=0.804
F (2.68)=0.26 p=0.774

Diversification versus EBIT Margin
F (2.57)=1.79 p=0.176
F (2.61)=1.63 p=0.205
F (2.67)=0.75 p=0.477
F (2.67)=0.03 p=0.975
F (2.69)=0.35 p=0.708
F (2.68)=0.29 p=0.750
F (2.67)=0.44 p=0.649

Source: own calculation using PSPP.

Conducted study shows that hypothesis H0 cannot be rejected as the
statistical significance is higher than 0.05. Thus, hypothesis 2 should be rejected and it cannot be asserted that the highly diversified business groups
performed worse than the single product and moderately diversified business
groups. Thus, the diversification strategy does not differentiate performance
of business group in Poland.

Conclusions
The literature review reveals that companies as well as business groups can
grow by implementing the diversification strategy and it is a popular growth
strategy for large enterprises as well as in business groups with wide pool of
resources. Conducted research on business groups in Poland showed that
business groups in Poland are moderately diversified. Authors observed that
the Herfindahl/Berry index systematically falls from 2010 to 2016 (decrease
of the diversification degree) and the specialisation ratio rose between 2010
and 2016 (decrease of the diversification degree as the revenue form the main
business increased in relation to the total revenue of the business group).
The diversification strategy has advantages and disadvantages and it
can positively or negatively influence business performance. Studies on
influence of the diversification strategy on business performances are ambiguous. Researchers showed that the diversification strategy influences
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business performance positively, but some proved that the relationship is
negative and other did not find enough evidence to confirm the existence of
this relationship. These contradicting results from previous studies of other
researchers prompted authors to further investigate the influence of the
diversification strategy on the performance of a business group. Authors
followed the concept of diversification discount, which emphasize that overdiversification can negatively influence the business group performance.
However, conducted study showed that relationship between diversification
strategy and business group performance (ROE and EBIT margin) does not
exist (the diversification strategy does not differentiate the performance of
business groups) supporting such claims from the literature. It is worth to
note the many factors influence the performance of enterprises and business groups. Thus, the impact of diversification strategy on business group
performance may be not important. It would be interesting to investigate the
issues in detail in the future studies, especially taking into consideration the
related and unrelated diversification strategy.
Although the research has reached its aims, there are some unavoidable
limitations. Firstly, conducted research referred only to business groups in
Poland. Thus, conclusions can be formulated only to this business structures;
the generalisation is impeded. Secondly, there are statistical and data limitations. Authors identified gaps in the collected data. A lot of data about the
degree of diversification as well as the business performance were missing
in the sample. Additionally, collected data came from different sources, thus
some discrepancies may exist. In the case of business groups performance,
some data were not reliable, and they were excluded from the sample.
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ABSTRACT
Objective: This study explores the settlement decisions of Serbian self-initiated expatriates
(SIEs) in the United States.
Methodology: Using qualitative phenomenological inquiry, semi-structured interviews were
conducted with 10 Serbian SIEs, and the data were analyzed through the framework analysis
method. This explorative study focused on individual preferences and processes, social interac-
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tions, and socio-economic environment through the concepts of decision theory, acculturation
orientation, and transnational attachment.
Findings: Serbian SIEs were motivated to migrate to the United States for career opportunities,
self-worth validation, departure from social norms placed by the Serbian society, and normal,
happy lives. Their decisions to stay were deeply influenced by their family members, possible
repatriation or further journey dependent on favorable opportunities at home, potential boredom
with a current lifestyle, and intention to start a family. Serbian SIEs navigated the macro system
based on knowledge gained through exploration and transnational networks. They chose the path
of individualism and integration in terms of their acculturation orientation, which put them in
balanced position for their own well-being. Serbian SIEs deliberately chose metropolitan areas,
in which transnational attachments were fostered, and more opportunities arose.
Value added: Living in a culturally plural society has become a reality, leading to acculturation
among migrants. If policy makers, hiring organizations, social service agencies, immigration officials, and law enforcement agencies understand why people choose to permanently relocate,
they can also provide appropriate and relevant help in their adjustment challenges.
Recommendations: The research on migration and SIEs’ decisions shows strong evidence that
it relates to economic and professional gain as well as social networks and family ties; however,
economic and social factors are not the only ones influencing migration decisions. Studies that
call for both person- and institutional level are needed for deeper understanding of migration
and settlement decisions as parameters exploring the consequences of immigration, crucial for
the development of the intercultural management field. This way, both micro- and macro-level
aspects would be equally highlighted, while meso-level information would serve for providing
the connection between the two.
Key words: Acculturation, Decision-making, Expatriates, Migrants, Place Attachment, SIEs,
Transnationalism
JEL codes: A13, D81, F22, F24, J11, J24, J61, J62

Introduction
Over 240 million people lived outside their country of birth in 2015 (United
Nations Population Fund [UNPF], 2015). The number of tertiary educated
migrants in developed countries showed an unprecedented increase in the
past decade, surpassing 27 million in 2011 (United Nations [UN], 2013), thus
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representing a significant pool of international human resources in the developed world (Al Ariss & Ozbilgin, 2010). Living in a culturally plural society is
becoming the reality, leading to acculturation among migrants (Berry, 2001;
Berry, Poortinga, Breugelmand, Chasiots, & Sam, 2011; Carr, 2010; Sam &
Berry, 2006). Much research is focused on refugees, expatriates, asylum
seekers, immigrants, as well as various indigenous and ethnic groups (Berry
et al., 2011). Topics such as voluntariness, geographical destinations, as
well as the permanency of international migration have been extensively
researched (Berry et al., 2011); however, the decisions that underlie possible
permanent relocation of self-initiated expatriates, persons migrating on their
own volition, with the legal decision of employment made by the new work
contract partners (Andresen, Al Ariss, & Wahlter, 2012; Froese, 2012), from
developing countries has not been sufficiently represented in research (Al
Ariss & Ozbilgin, 2010; Beitin, 2012; Tharenou & Caulfield, 2010).
The people of Serbia have experienced high migration, both in and out of
the country. This study focuses on Serbian self-initiated expatriates’ (SIEs)
migration decisions and the influences on their decision to stay in the United
States or to leave, as well as on identifying the underlying reasons for those
decisions. The World Economic Forum (WEF, 2015) recognized Serbia as one
of the top 10 countries influenced by immense departure of skilled workers,
thus leading to a 31% decline in the number of scientists and engineers
(Pejin-Stokic & Grecic, 2012). The United States and Canada are favorite
destinations for Serbian skilled workers (Bubalo-Zivkovic, Djercan, Lukic, &
Jovanovic, 2014; Pejin-Stokic & Grecic, 2012; UN, 2013).
Migration (crossing national borders and changing a dominant place of
residence, [UN, 1998]) brings both psychological (e.g., well-being, self-esteem)
and sociocultural (e.g., relationships in daily life) adaptation matters to the
surface (Berry et al., 2011). Under the acculturation umbrella (changes within
as a result of contact with other cultural groups), the major focus of the field
of intercultural psychology became what they eat, how they speak, dress,
and cope with uncertainty as a result of contact with other cultural groups
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(e.g., Berry, 1976; Berry, Kim, Mindle, & Mok, 1987; Froese, 2012; Roccas, Horenczyk, & Schwartz, 2000; Schiefer, Mollering, & Daniel, 2012). Issues such as
home country politics, economy, and demographics together with the host
country’s immigration history, policies, and attitudes toward immigrants are
equally significant dimensions in the lives of SIEs (Carr 2010; Sapienza, Hichy,
Guarnera, & Di Nuovo, 2011; Selmer, 2010; Yijala, Lonnqvist, Jasinskaja-Lahti,
& Verkasalo, 2012). Potential conflicts or needed adjustment for meaningful
living abroad emerge when examining similarities and differences between
the host and home cultures (Grieger, 2008).
The purpose of this social constructivist phenomenological method of
inquiry was to deepen the understanding of the decision-making process for
relocation and possible settlement decisions of Serbian SIEs in the United
States. The experience of settlement decisions was captured through in-depth
exploration of the phenomenon, while the meaning was co-constructed with
the participants through a social constructivism prism. The exploration of
settlement decisions of SIEs was multifaceted: it included both SIEs’ pre- and
post-migration decisions, family values and life-style preferences, the new
context, and SIEs’ perception of career development opportunities. Consequently, this study addressed the main question: What is the dimensionality of
Serbian self-initiated expatriates’ settlement decisions in the United States?
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Figure 1. Concept map illustrating relationships between the elements of the study

Source: generated by the author.

International migration research is dominated by the countries with the
largest diasporas, globally: India, China, the Philippines, and Mexico (International Organization for Migration [IOM], 2015; Massey et al., 1993; World
Bank, 2011). The significance for the field of international psychology lies
in the exploration of the consequences of migration while expanding the
research on decision-making in migration. This inquiry adds to the growing
literature on expatriation and repatriation by exploring the relationship of
attitudes, beliefs, and values during the migration in the lives of expatriates
from Serbia, with specific foci on Serbian SIEs. This research also clarifies
the distinction and similarities between SIEs from developing and developed
countries, thus contributing to the efforts of deeper understanding of the
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individuals from the developing countries currently existing in the literature
(Al Ariss & Ozbilgin, 2010; Berry & Bell, 2012; Neault, 2014).

Materials & Methods
Exploring the relevant cultural context is central in conceptualizing participants’ settlement decisions (Grieger, 2008). A context is considered as one
of the highest orders in cross-cultural psychology (Berry et al., 1997; Berry
et al. 2011). Understanding participants’ cultural identity is crucial for any
comprehensive understanding of the decisions made in life transitions, that
is, SIEs’ settlement decisions in the foreign country. Cultural similarity (or
distance) plays a significant role in decision-making about the temporariness
or permanency of stay in the host country (Black & Stephens, 1989; Bozionelos, 2009; Dorsch et al., 2013; Schiefer et al., 2012), and cultural factors
are recognized as crucial in settlement decisions (Cedrin, 2013). Furthermore,
a strong cultural identity that is linked with the quality of lifestyle is positively
associated with repatriation (Gmelch, 1980; Tharenou & Caulfield, 2010).
This researcher utilized Grieger’s (2008) Cultural Assessment Interview
Protocol (CAIP). Of the nine categories introduced in the CAIP, only five modified categories (e.g., terminology, application) were determined to be relevant
for the decisional outcomes of Serbian SIEs: (1) Cultural Identity, (2) Level of
Acculturation, (3) Family Structure and Expectations, (4) Experience with Bias
and Immigration, and (5) Existential/Spiritual Issues. Other categories that
are dealing with problem conceptualization and attitudes toward helping, as
well as the part inquiring about the counselor’s characteristics in the original
interview protocol were omitted for being inadequate for the decision-making
process related to expatriation of Serbians. This decision for questions to be
modified was congruent with Grieger’s (2008) suggestion for CAIP’s implementation in which was stated that the questions needed not to be asked
precisely as formulated or in the exact order. Furthermore, when using CAIP,
Grieger (2008) asserted that not every question needed to be asked.
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These interview questions were translated into Serbian using Brislin
(1980) forward-backward translation procedure. While the interviews were
conducted in Serbian, the researcher (a native Serbian, and bilingual in English)
translated the collected data into English. Conducting a protocol interview in
a native language of participants added another layer in constructed validity
and made this inquiry more connected to the constructed reality of Serbian
self-initiated expatriates.
Phenomenology is strongly suggested for researches on relocating individuals as it is considered a life transition (Smith, Flowers, & Larkin, 2009),
particularly if conducted by researchers that have already experienced acculturation (Rudmin, 2010). As an immigrant from Serbia, living and working
in the United States, the researcher has been deeply acculturated into this
society while going back and forth between the known orientations of separation and integration. This research followed Moustakas’ (1994) four-stage
transcendental phenomenological methodology (i.e., epoche, phenomenological reduction, imaginative variation, & synthesis of meanings), and
through a constructivism prism, unfolded the essence and basic structure
underlying Serbian SIEs’ decisional outcomes.
Individuals construct their multiple realities through their lived experiences
and interaction with others (Creswell, 2013). Therefore, a social constructivism
approach helped in understanding the differences individuals created while
belonging to both host and home cultures. This should not be confused with
the ongoing assumption that acculturation characteristics could be assigned
to certain cultural groups. Strategies employed in acculturation orientation
were strictly seen on individual preferences of participants involved in this
research (Demes & Geeraert, 2013; Rudmin, 2010). Consequently, when talking
about the group, this research narrowed the meaning to shared ethnicity.
The participants in this study were ethnic Serbs, university graduates
between the ages 25 and 48, who recently migrated to the United States (i.e.,
2 years in the country). Ten participants (Figure 2) volunteered to take part in
the research study (women = 6, men = 4). All participants elected to speak
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in Serbian during the interviews. Also, all participants identified as Serbs of
Orthodox Christian faith, born and raised in Serbia. Most participants in this
study came to the U. S. with at least one member of their immediate family
or were waiting for part of their families to join them in near future.
Figure 2. Gender representation

Source: generated by the author.

Table 1 represents SIEs’ time spent in the U.S., their level of education,
their profession, and the specific location of their current residence.
Table 1. Time in the U. S., Level of Education, Profession, and Current Location of Serbian SIEs

Participants’
ID

Time in the U.S.

Education/Profession

Location

1

> 1 year

Graduate Degree
Orthodox Priest

Illinois

2

< 1 year

Undergraduate Degree
Visual Artist

Illinois

3

< 2 years

Undergraduate Degree
Graphic Designer

Illinois

4

< 1 year

Graduate Degree
Performing Artist

Florida

5

> 1 year

Undergraduate Degree
Performing Artist

Florida

6

> 1 year

Undergraduate Degree
Applied Scientist

Florida
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7

> 1 year

Undergraduate Degree
Applied Scientist

Florida

8

< 1 year

Undergraduate Degree
Computer Scientist

Illinois

9

< 1 year

Undergraduate Degree
Attorney at Law

New Jersey

10

< 2 years

Graduate Degree
Architect

New Jersey

Source: generated by the author.

In the beginning of each interview, the researcher reminded the participants
that the interview was confidential, and that no one would be able to connect
the told stories with their identities. Before the semistructured interviews
were conducted, the researcher asked participants to shortly describe their
journey to the United States and made sure the interviewees understood
the constructs and wordings used in the interview protocol. After a thorough
clarification of the questions and the explanation of what the goal of this
research was (i.e., the experience of the settlement decisions in the United
States), the researcher proceeded with the segments of interviews. The
data collected from these 10 participants were included in the data analysis.

Current State of Knowledge
The reports from the United Nation Department of Economic and Social
Affairs’ Population Division (UNDESAPD, 2011) and from the International
Labour Organization (ILO, 2014) stated that there was an unprecedented
increase of international mobility in the past decade (currently over 240
million people live outside their place of birth), of which the migration from
developing to developed regions is projected to rise even more in the next
40 years (UNDESAPD, 2011). Of those, SIEs play a significant role as human
resources in developed countries (Al Ariss & Crowley-Henry, 2013). Not only
they contribute to the labor force as experts, but they also cost less than more
55

Kristijan Civljak

traditional expatriates on many levels, notably on the salaries, taxation, living
and travel costs, among the other things (Al Ariss & Crowley-Henry, 2013).
The International Management (IM) field is contributing to the stereotyping
in the way that it describes the SIEs as capable of strategically advancing
careers and successfully integrating in the host country (with many more
positive aspects attributed to their international mobility), while migrants as
those lacking the skills and qualifications that could be transferred across
countries (Al Ariss, 2012). These results were due to the lack of focus on SIEs
from developing countries because the majority of the findings are based
on exchanges between countries in the developed world (Al Ariss, 2010;
Al Ariss & Ozbilgin, 2010). What is lacking in literature is the exploration of
career experiences of SIEs from developing countries that directly influence
SIEs decisions to settle or repatriate. Furthermore, it is often neglected that
SIEs from developing countries face more governmental obstacles in getting their visas and working permits, which creates further obstacles in the
settlement decisions (Al Ariss & Ozbilgin, 2010). While some would disagree
that the topic is in its infancy, the SIEs have been buried for years under the
research on expatriates, assigned expatriates (AE), qualified immigrants (QI),
and under the international mobility umbrella (Cerdin, 2013).
The migration process may provoke both personal growth and development, and physical and psychological distress (Roccas et al., 2000). In this
process, one can change the perception of self (e.g., lower self-esteem), which
also could influence the sense of well-being when related to acculturation
adjustment process (Roccas et al., 2000). Core aspects of acculturation
process are explaining changes in cultural groups and individuals that are
happening as a result of contacts with other cultural groups (Berry, 1997;
Berry et al., 2011). It is essential to keep individual and group levels of acculturation process distinct because human behavior interacts with cultural and
ecological contexts. While behavioral adjustment can reflect the objective
expectations of the host country, behavioral change happens with the perception of expectations of the host country as well. These concerns bring
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the issues of values related to home country, negotiation with the values of
host country, the sense of well-being to the forefront of research on expats
and repats, as well as the strength of ties among the aforementioned issues.
Additionally, a cross-border connection between societies through
individuals and communities (i.e., transnationalism) focuses on relations, exchanges, and practices, consequently surpassing home and host countries
as the principal location for identities and activities (IOM, 2010). Maintained
and established socio-cultural and border-crossing connections are central
concepts of transnational identity (Vertovec, 2004). For these practices and
relationships linking migrants with their place of origin to be considered under
the transnationalism umbrella, they need to have a significant meaning and
be regularly observed (Smith, 2006). Thus, the concept of transnationalism
encompasses numerous ties and interactions that are connecting people
and institutions away from the place of origin (Vertovec, 1999).
According to Pejin-Stokic and Grecic (2012) and Bubalo-Zivkovic et al.
(2014), the United States and Canada are the most popular destinations
for highly educated individuals from Serbia. The adjustment to the new
country depends on the geographic interests (Froese, 2012), as well as on
the family ties and social networks the migrant is capable of developing in
the host country (Richardson & McKenna, 2014). Diversity, sociocultural,
and sociopolitical migration present socioeconomic aspects as well (Carr,
2010). Language fluency is a central factor for the expatriates’ favorable
adaptation in the new country (Andresen, Al Ariss, & Walther, 2013; Froese,
2012; Goodwin, Polek & Bardi, 2012).
Serbia has a high percentage of unemployment, causing an economic
recession. More than 10% of the population lives below the poverty line (United
Nations Development Programme [UNDP], 2013). The lack of employment
opportunities pushes youth to relocate to developed countries in search of
better lives, leaving the vast number of single-member households. Serbia
has experienced a high percentage of brain-drain (loss of highly trained
people), and with the issues of corruption in government in the transitioning
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society, there is no solution for the reversal of this trend (Gabrity-Molnar,
2008; IMO, 2010). In sum, the research on SIEs from developing countries
is limited (Al Ariss, 2010; Al Ariss & Ozbilgin, 2010; Al Ariss & Crowley-Henry,
2013) and the Serbian perspective is virtually nonexistent. There is still a lack
of information about how decisions are made to stay or leave influenced
acculturation adjustment among expatriates (Berry et al., 2011; Bochner,
2006) and what the underlying reasons of those decisional outcomes would
be. This research sheds light on distinctively Serbian perspectives while
respecting the uniqueness of each individual, as well as on other Eastern
European countries that share similar home-country circumstances and
culture, representing roughly 10% of international migration labor (IOM, 2015).
Due to Serbia’s slow assimilation into the world community (i.e., recent
political unrest, past civil wars), many are relocating of their own volition as
opposed to being transferred by their employers, thus being classified as
self-initiated expatriates. It is not clear if these individuals made a decision to
permanently relocate or just temporarily settle in a developed country, and it is
believed that the majority leaves without clear plans for the future (Pejin-Stokic & Grecic, 2012). There is inconsistency in the literature in the distinction
between how skilled workers from the developing and developed countries
are named. Therefore, one of the main parameters in classifications could be
expatriates’ decision-making process or their own understanding of reality.

Results
The participants in this study came from several different generations and
had somewhat different experiences in and out of the country of origin.
They were all professionals in the various fields of arts, humanities, social,
and natural sciences. All of them were employed in Serbia before coming
to the US; in fact, the majority had well-paid jobs for the circumstances, and
enjoyed favorable statuses (respected positions of well-educated individuals)
in the society. For example, Hoppe and Fujishiro (2015) mentioned that while
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unemployment is positively associated with migration decisions, it does not
predict it, and it is most likely because individuals lack the economic power to
pursue migration. On the other side, anticipated career benefits and career
aspiration are associated with all migration decision-making phases (Froese,
2012; Hoppe & Fujishiro, 2015).
Migration involves decisions about living arrangements and is dependent
on an individual’s perception of possibilities and limitations in their given
situation, in accordance with current beliefs. In literature, migration decision-making is divided into a three-stage model, and while it varies from researcher to researcher, it divides into desire, concrete intention, and the action
of moving (Brown & Moore, 1970; Kley & Mulder, 2010; Speare et al., 1975).
When in the early stage of migration decision-making, the research shows
that once certain behavior has been made, people will stick to its realization,
and the individuals will do whatever it takes to make those goals attainable
(Kley & Mulder, 2010). The initial stage is mostly influenced by the perceived
better life at the new location, which is also compared to a rational decision,
the one that exists only if the idea of an alternative exists (Kley & Mulder,
2010; Speare, 1971), and previous relocation experiences highly enhances
the probability to migrate because that alternative is rather real for them.
During the process of manual coding, the researcher recognized the push
and pull factors influencing the settlement decisions, as well as the influence
of family ties and established and maintained social connections. Certain
passages related to the acculturation process, and participants’ acculturation
orientation in the new society (e.g., “America is a very open country, and accepting of diverse cultures,” participant 7). Nuclear and extended family were
inseparable from participants’ settlement decisions, together with their social
networks (e.g., “I don’t think I would ever be able to go through this process
solely by myself,” participant 9). Besides choices made to benefit participants’
careers, their spirituality created a safety net during their transitions in the
new society, both reflecting on the acculturative integrationist strategies,
as well as their transnational attachments (Rishbeth, 2014; Sapienza et al.,
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2010). Once essence was captured in the first cycle of the coding process,
value codes were capturing the similarities among the participants’ answers,
their different takes on the subjects, frequency, and sequence.
In addition, in the second cycle of coding through computer-assisted
qualitative data analysis (CAQDAS), in this case Dedoose software, the data
were able to generate meaningful units, also known as categories: (a) culture
fabric, (b) letdowns, (c) deprivation, (d) abundance, and (e) transnationalism.
These categories were a result of 17 different codes, clustered statements
generating meaning units (Moerer-Urdahl & Creswell, 2004; Moustakas, 1994;
Saldana, 2016). This proceeded to charting and summarizing, in which largely
descriptive narrations became categories, leading to the main themes of the
research. Table 2 represents the breakdown of aforementioned codes and
categories with verbatim statements.
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Table 2. Codes, Categories (Meaning Units), and Evidence

Codes

1. Acculturation
2. Language
3. Tradition
4. Cultural identity

Categories

Cultural Fabric

5. Cultural divergence

6. Lost values
7. Disappointments
8. Discrimination
9. Corruption

61

Letdowns

Evidence

America is the only country in which
one doesn’t feel like a second-class citizen, as one would be in Europe…this is
an immigrants’ country, and generations
and generations got used to live with
immigrants, and the (American’s) see no
problem in it (Participant 8)
If I cannot express what I feel, then
I cannot be what I am (Participant 8)
We worked in the housekeeping first
(Participant 8)
I am proud to be Serbian…we are intelligent, humorous…we are special! (Participant 4)
We are a closed society and quite traditional…almost primitive. Although,
life is different in the metro areas…here,
I am sometimes ashamed of our people
(Participant 5)

I think that that beauty, where you
could build and live and enjoy life disappeared over years...it simply doesn’t
exist there anymore (Participant 6)
Unfortunately, I finished my school
there, believed in my country, thought
I could do some good there…and it hurt
when I was leaving (Participant 2)
Very intolerant to differences (Participant 10)
Under what circumstances? I will be old
when that (return) happens (Participant
2)
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10.Expatriation/immigration
11. Uncertainty/immigration
12. Tough life home

Deprivation

13. Better life
14. Happiness
15. Self-acceptance &
personal growth
16. Settlement/immigration

Abundance

17. Family ties/networks

Transnationalism

Bad financial situation in country made
me relocate (Participant 7)
There is a fear of losing a job there, and
that makes people miserable (Participant 8)
Just because we’ve experienced sanctions, and crisis, deterioration of our
country, and the bombing, and witnesses of nowadays migrants’ crisis (Participant 1)
I saw myself with a wonderful job in
future, and thought I would find it here,
and when compared to Serbia, this job
would be aligned with my expertise
(Participant 6)
Life filled with comfort, very relaxed,
laid back. Life without any big ambitions, God forbid. Only one decent,
normal life. To have enough money for
normal things, and for me to be happy.
Yes, to be happy…and the life as such is
perfect for me (Participant 4)
I came as a very important person, and
then understood it was not important
at all…self-confrontation is pushing your
own boundaries (Participant 5)
I would love to have my base here, and
to go there very frequently (Participant
8)
I maintain those relationships to the
maximum. Feels like we all live together…we are lucky for having the internet
(Participant 6)
They will come. I go there frequently,
every 6 months. They’re all there, no one
is here (Participant 4)
We communicate regularly, and know
everything that happens. Sometimes
I feel bad that cannot help immediately,
but I don’t feel separated. For now, they
expect financial help from me as well
(Participant 8)

Source: generated by the author.

Table 3 represents the main themes inspired by meaning units, with
decisional dimensions: (a) from culture to acculturation and back, (b) values
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(or the lack thereof), (c) lack of ( job) opportunities in Serbia, (d) limitless
opportunities in the United States, and (e) transnational attachments. The
main themes were decided by the researcher to be the most indicative of
participants’ settlement decisions. By devising and refining the newfound
framework, this qualitative research was heading toward mapping of polarities
(Ritchie & Spencer, 1994, 2002), thus reflecting on the unique experience of
migration decisions in this study.
Table 3. Master Table of Themes

Themes Present

Motivations

From Culture to Acculturation & Back

Push & Pull

Values (or lack thereof)

Push & Pull

Lack of (job) Opportunities in Serbia

Push

Limitless Opportunities in the U. S.

Pull

Transnational Attachments

Push & Pull

Source: generated by the author.

These themes were analyzed against the settlement decision intentions
and grouped in the well-established push and pull models (Berry et al., 2011;
Froese, 2012) influencing migration decisions: the lost values, lack of opportunities in Serbia as the negative push factors, the transnational attachments
as both the push and the pull factors, while from culture to acculturation and
back and limitless opportunities in the U.S. were seen as the positive pull
factors. This led to the imaginative variation and synthesis of meaning, the
last 2 stages of the transcendental phenomenological analysis by Moustakas
(1994), in which reflections on the main themes are presented together with
their relationship with the goal of this study.
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Implications
As a part of a three-partite conceptual framework (Figure 3), decision theory
creates a good platform for understanding a person-situation interaction,
which is the growing body of theoretical accounts of self-initiated expatriates’ decisional outcomes and acculturative adjustment (Berry et al., 2011;
Peltokorpi & Froese, 2009). SIEs make decisions based on their perception of
the host country’s acculturation orientation, their own acculturation strategy
preferences, and the objective constraints that any given situation presents
(Carr 2010; Sapienza et al., 2010; Selmer, 2010; Yijala et al., 2012). Lastly, the
social constructivist phenomenological approach facilitates a more thorough
understanding of the influence of context and structure on the individual
(Frisbie, 1984; Judson, 1990), a missing piece in current research on SIEs
(Al Ariss, 2010). The deliberate choice of a place to migrate is not only tied
to career opportunities, but also to social networks/capital and family ties
(Achenbach, 2017; Kritz & Zlotnik, 1992; Massey, 1999), and particular place
of attachment, an emotional bond between people and a particular place or
environment (Altman & Low, 1992; Gmelch, 1980; Manzo & Devine-Wright,
2014).
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Figure 3. Conceptual framework analysis

Source: generated by the author.

This phenomenological inquiry revealed several different aspects of the
old migration narrative known as the “better-life quest.” Serbian SIEs motives
to move to the United States were for career opportunities, self-worth validation, departure from social norms placed by the Serbian society, and normal,
happy lives. Their decisions to stay were deeply influenced by their family
members, and possible repatriation or further journey reliant on favorable
opportunities at home (socio-economic and ethical values), possible boredom with a current lifestyle, and a decision to start a family. Starting a family
is a reason to settle for some, while for others a reason to repatriate. Table 4
represents the summary of the most salient dimensions and how they relate
to migration, settlement, and repatriation decisions.
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Table 4. Dimensions Influencing Migration, Settlement, and Repatriation Decisions

Serbian SIEs
Dimensions

Migration Decisions

Settlement Decisions

Repatriation
Decisions

Values

Deteriorated

Choice

If restored

Economy

Deprivation

Abundance

If changed

Validation

Lacking

Plenty

Lost cause

Happiness

Searching

Creating

Family/Friends

Institutions

Corrupted

Transparent

If accountable

Family

Support

Support/Transnationalism

Transnationalism

Social capital

Losing it

Creating new/Utilizing

Nostalgia

Acculturation

Early start

Integration/Diversity

Separation

Source: generated by the author.

As indicated in Table 4, deteriorated values influenced SIEs’ migration
decisions, freedom of choice influenced their settlement decisions, and for
them to repatriate, those fundamental values would have to be restored.
The themes that emerged in this inquiry shed light on migration decisions
of Serbian self-initiated expatriates in which they revealed that both push
and pull factors are equal drivers behind those decisions. This is essential,
because both migration and IM literature place pull factors as more critical
(Berry et al., 2011; Froese, 2012). While Serbian SIEs could not bear the effects of corroded society and the lack of career opportunities, the majority
was attracted by limitless career opportunities, and freedom of choice to
live without judgment by others, as they perceive the life is in the United
States. Their decisions came after careful deliberation and exploration of
options. Many of them spent some time to gain the knowledge about their
opportunities, and only after connecting with their transnational networks,
they started creating their transnational attachments.
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When looked through purely cognitive-affective lens, this is where the
differences between individuals are the most highlighted. Those Serbian SIEs
that ran away from the lifestyle seem not to have a clear picture of what their
future is going to look like, while those that pursued their careers already had
their long-term plans strategized. This is corroborated in literature in terms of
success in expatriation adjustment, where cognitive motivation is positively
associated with better coping skills (Froese, 2012; Peltokorpi & Froese, 2009;
Selmer & Lauring, 2013).
Lastly, when encountering Serbian SIEs, it is crucial to understand their
family values, and how much they influence their decisions. Family is vital for
their well-being, and this is relevant information for social policy makers, as
well as for the organizations hiring these individuals. Their preferred contacts
in the host country are family and social networks. To advance their careers,
they go through the complicated immigration system. There is a financial
strain if family members are not allowed to work or when separated, in which
the whole family suffers. By helping them to successfully navigate the macro
system, they could alleviate the pressure these individuals experience.
Figure 4 presents the multidimensional process in Serbian SIEs migration decisions derived from the data, in which family plays a central role in
decisions, and values together with the career opportunities are the main
motivators. They navigate the macro system based on knowledge gained
through exploration and transnational networks. They have chosen the path
of individualism and integration in terms of their acculturation orientation,
which puts them in balanced position for their well-being. Serbian SIEs deliberately choose metropolitan areas, in which transnational attachments
are fostered, and more opportunities arise.
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Figure 4. Settlement decisions as a multidimensional process emerged from data

Source: generated by the author.

Strengths of Study
One of the strengths of this study is the inclusion of SIEs from the developing country. Not only that it furthers the SIEs scholarship, but it also fills the
gap. The need for inclusiveness is well documented in the literature body (Al
Ariss & Crowley-Henry, 2013; Beitin, 2012; Berry & Bell, 2012), and this study
helps in provision of insights about underrepresented SIEs. Furthermore, it
includes strategies for analysis from several different angles, including both
the migration and the SIE literature (Al Ariss, 2010). While it deepens the understanding of the migration decision phenomenon, it also adds the value
in its triangulated approach, in which information is derived from three-partite theoretical platform (decision theory, acculturation process, and place
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attachment theory), literature that included both empirical and theoretical
findings, together with the reports of prominent research organizations on
migration (IOL, 2014; IOM, 2010; UN 2013), as well as direct voices of Serbian
SIEs. Lastly, an insider’s perspective was highlighted by researcher’s shared
cultural background with the participants.

Limitations of Study
One of the limitations is the recall bias, something out of the researcher’s
control (Simon, 2011). While participants migrated to the United States recently,
they might have changed the initial migration intention (e.g., influenced by
their current living conditions), which would result in omitted actions when
recalling experiences and decisions. Another limitation of this research was
the inability to interview participants prior to their migration so the level of
congruency values could not be assessed. Also, while the bracketing took
place throughout this inquiry, and the openness to participants’ constructed
realities was nurtured, the interviewers’ shared cultural background might
have affected the study. Lastly, the pool of participants only consisted of
recent migrants to the United States, and the research clearly shows that
the length of stay influences both the adjustment and the decision-making
(Froese, 2012; Gmelch, 1979).

Final Remarks
To better understand self-initiated expatriation from developing to developed
countries and their decisional outcomes, additional similar studies need to be
conducted. Furthermore, those studies need not only to be larger in scope,
but also longitudinal. This way, the dual nature of migration will be captured
more comprehensively. It is critical to grasp both pre- and post-migration
experiences. Furthermore, the triangulation in research methods is warranted
(Al Ariss & Crowley-Henry, 2013). Following this strategy, the information is
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collected by different methods (e.g., mixed-methods approach) lessening
the limitations of single-method biases while increasing the understanding
of a given phenomenon (Al Ariss & Crowley-Henry, 2013; Creswell, 2013).
Another recommendation would be in the direction of connecting and
relating immigration and self-initiated expatriation (Al Ariss & Ozbilgin, 2010;
Berry & Bell, 2012). There is a disconnection between these concepts, and
this seems to come from fear of equalization of migrants and SIEs for the
benefit of newer concept in migration concerning SIEs research (Doherty
et al., 2013). Instead, the body of literature should embrace both sides, and
transfer the knowledge that would benefit both ends of the scientific research.
Somewhere in the middle lies the context of migration from developing and
developed countries, and while the body of research slowly acknowledges
specific situations pertinent for this group of participants, it deserves a much
larger attention, because SIEs from developing world are valuable alternative
to corporate expatriation (Al Ariss & Ozbilgin, 2010; Bonache & Zarraga-Oberty, 2008). This would also help immigration policymaking in the exploration
of these linkages. Not only would it benefit both host and home countries to
successfully cope with migration, but it also would help migrants and SIEs
in utilizing their skills to its full capacity (Achenbach, 2017).
Serbian emigration exploded in the past decade, especially amongst
the highly skilled individuals in various professions (Gabrity-Molnar, 2008;
Grecic & Pejin-Stokic, 2012; IOM, 2010). This was partially influenced by the
global change of needed migrants, where those with higher expertise were
also more welcomed in the developed countries (Gabrity-Molnar, 2008;
Tharenou & Caulfield, 2010). This was also due to the lack of international
trade and competitiveness of developing countries. These types of studies
should initiate further talk about countries in question and their developing
strategies in how to attract their intellectual force back within the borders of
their country, or appeal to other highly skilled migrants. This problem is not
limited to developing countries. It is rather an issue with global proportions,
where the actions of developed countries directly influence transitioning so70
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cieties. Relying on remittances should not be an international trade strategy,
and future research should also focus on how that influx of money could be
used for repatriates that would like to invest in their countries for any reason,
be it patriotic, individual, or community oriented (Achenbach, 2017; Gmelch,
1980; IOM, 2010).
Lastly, the research on migration and SIEs’ decisions shows strong
evidence that it relates to economic and professional gain (Froese, 2012;
Massey et al., 1993; Selmer & Lauring, 2013) as well as social networks and
family ties (Achenbach, 2017; Kritz & Zlotnik, 1992; Massey, 1999); however,
economic and social factors are not the only ones influencing migration
decisions (Hoppe & Fujishiro, 2015). Studies that call for both person- and
institutional level are needed for deeper understanding of migration and
settlement decisions as parameters exploring the consequences of immigration, crucial for the development of the international psychology field.
This way, both micro- and macro-level aspects would be equally highlighted,
while mezzo-level information would serve for providing the connection
between the two.
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Competitiveness of Family SMEs
in the Supply Chain
ABSTRACT
Objective: The goal of the article is to study the problem of identification of the correlation
between the goals and development strategies of network structures (organizations) and the
goals and strategies of SMEs, realization of their harmonization and synergy effect generation
as well as adaptation of typical strategies to the conditions of functioning of small and medium-sized family businesses within network structures.
Methodology: Theoretical (critical analysis of sources, data systematization, statistical analysis,
comparative analysis, hypothesis formulation, etc.) and empirical (survey method, observation,
critical analysis, hypothesis verification, etc.) research methods are used in the article. In order
to study the prospects of and readiness of small enterprises for cooperation within network
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structures an express questionnaire online survey of the representatives of small companies
in different sectors of Lviv and Lviv region (Ukraine) was conducted. The sample included 134
respondents.
Findings: Calculation and statistical analysis of empirical material collected within the survey has
not confirmed the assumption made by the authors about presupposed that the overwhelming
majority of the representatives of small and micro enterprises would be open to (ready for)
cooperation in the supply chains, ready for close interaction in the field of IC, business process
integration with the supply network or chain participants/partners, etc. Only 7.6% are ready
to be active participants of network structures, 84.6% are not yet clear about that, while 7.8%
object to such cooperation. Less than 40% are ready to integrate their ICs with the ICs of network participants, and the same is the number of those who are not yet clear about that. The
largest number of negative answers was given to the question about the readiness to share
competences, expertise with network participants – 38.5% and 30.7% are not clear about that.
Commodity (service) certification procedure is the direction where the representatives of SMEs
showed the strongest readiness for cooperation (69.2%)
Value Added: The article suggests a model of the mechanism of strategic development of
small and medium-sized family businesses in the supply chain. This model involves, primarily,
combination of strategies specific to the micro level and integrated systems, and secondly,
delineation of typifying of strategic decisions in such areas as the basic strategies of competitive behaviour, strategies of supply chain development, strategies of supply system planning,
relationship institutionalization strategies and specialization strategies.
Recommendations: Modern supply networks and chains must possess a considerable elasticity
potential that will enable them to successful adjust to the turbulent environment. Such elasticity
potential should be developed via involvement of small and medium-sized enterprises with a relatively narrow specialization. Such process must take place in the context of well-grounded decisions
of out/insourcing in the distribution system and towards construction of network structures in the
strategic dimension. Involvement of small and medium-sized enterprises will contribute to increased
elasticity of network structures’ means.
Key words: supply chains, small and medium-sized enterprises, family business, network structures, strategic development, the mechanism of strategic development
JEL codes: M11, L14, L25.
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Introduction
Currently, in the epoch of business globalization, integration and internationalization, dynamic and active information technology development, the
striving of companies to be more flexible and elastic in their response to the
fast environment changes they cannot affect is one of the main trends. Great
attention is paid by companies to the search of new forms, ways and concepts
of functioning that would meet current and future demands, in particular, in
the field of customer expectation satisfaction, thus creating a competitive
advantage. Some companies, all the more small and medium-sized family
businesses, find it hard to compete on the market. Therefore, there arises a
need for cooperation between companies (representing different business
types and domains: producers, insurance companies, distributors, banks,
logistic operators, advertising, trading and other companies) within supply
networks and chains. Such need is caused by the necessity to quickly react
to the changes in the demand and the customer’s requirements, to provide
comprehensive customer services, etc.
In the current conditions of tougher competition establishment of network structures constitutes a great chance of efficient functioning for small
and medium-sized family businesses. Thanks to their involvement in supply
networks or chains such companies get access to strategic means and
obtain confidence of their existence prospects. Positioning of family SMEs
in supply chains requires identification of their relations with each other and
with the integrated system in general. Therefore, actualization of scientific
research in this direction is quite logical.
The goal of the article is to study the problem of identification of the correlation between the goals and development strategies of network structures
(organizations) and the goals and strategies of SMEs, realization of their
harmonization and synergy effect generation as well as adaptation of typical
strategies to the conditions of functioning of small and medium-sized family
businesses within network structures. Theoretical (critical analysis of sources,
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data systematization, statistical analysis, comparative analysis, hypothesis
formulation, etc.) and empirical (survey method, observation, critical analysis, hypothesis verification, etc.) research methods are used in the article.

Current State of Knowledge
Analysis of SMEs development prospects within
network structures
Supply networks and chains are complex formations. These are the integrities of companies of producers, suppliers, mediators, consumers, having
their own missions, visions, values and business models, but also common
goals, no territorial restrictions. The key factor here is strategic partnership
based on high level of trust and transparency of relations. This, in turn, reduces transactions costs, increases predictability and provides companies
with flexibility and opportunities for achieving their own goals, improves
their response to innovations and performance oriented at the end user
(Szymonik, 2010, p. 174).
Intensive development of large network structures and supply chains
is directed towards globalization, however, such development is ensured
by business initiatives undertaken by small and medium-sized enterprises
(SMEs), without voluntary inclusion of which into these structures such development would take longer and be less efficient.
On the other hand, acceptance of the strategies of network structure
development as their corporate business development strategy by large
networks creates attractive conditions for the development of companies
from small and medium-sized business since it does not normally require
from them any substantial investment, risky strategic decisions, but rather
‘firm’ regulation of their tactical and operating activity. In general, both large
networks, and SMEs are necessary for each other, this causing the sources
of competitive advantages in improving elasticity (accessibility of network
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products), and, hence, a certain synergy effect. Construction of a network
structure or functioning within such structure often constitutes a pre-condition for further development of small and medium-sized family businesses,
since it provides prospective opportunity for expanding the scope of their
activities, developing new competences and gaining new knowledge. The
goal of the network structure is also to create ‘new value’ for customers,
that would provide a competitive advantage. However, that does not happen
in each specific case. In the network structure there occur many complex
situations, there are different interests, a number of factors of organizational
and cultural, market and legal nature, affecting the supply chain and network
and thus determining their success.
The prospects of SME development have for quite a period been a significant subject of scientific research done by scholars abroad and in Ukraine,
mainly through the prism of employment and GDP. Such scholars include Z.
Varnaliy (2013, pp. 121–150), H. Bashnianyn (2006, pp. 140–205), S. Illiashenko
(2010, pp. 268–360), Z. Patora (2006, pp. 1141–194), and others. Another part
of researchers focus on the concept of network structures, which evokes
the interest in many branches of science, in particular, marketing (network
marketing), logistics (logistic networks), trade (trade networks), other fields
of service. A considerable contribution into the development of the theoretical grounds of network structures have been made by such scholars as
P. Castells (2000, pp. 160–170], P. Doyle & P. Stern (2006, pp. 260–378], F. Kotler
(2014, pp. 7–144), D. Bowersox (Bowersox & Closs, 2006, pp. 560–134], M.
Kristopher (2005, pp. 16–120), K. Rutkowsky (2001, pp. 160–254], N. Chukhray
(Chukhray 2007, pp. 20–158), Oklander (2012, pp. 125–254), p. Reshetnikova
(2009, pp. 581–587), N. Karpenko (2008, pp. 15–267), and others. Thus,
according to a specialist in network economy M. Castells, ‘…new economic
forms are built around global network structures of capital, management,
and information. … Companies, firms, other organizations and institutions
merge into the networks of different configuration, the structure of which
is characterized by deviation from traditional differences between large
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corporations and small business, embracing sectors and economic groups
organized by the geographical principle’ (Castells, 2000, p. 81). According
to this scholar, in order to take on new markets large corporations should
change their organizational structures. Some changes include increased
use of subcontracts of small and medium-sized businesses, viability and
flexibility of which would enable to get a gain in productivity and efficiency of
both large (network) corporations, and economy in general. Thus, it is at the
same time obvious that small and medium-sized enterprises are the forms of
organization, that are well-adjusted to the flexible production system in the
conditions of information economy, as well as that their updated dynamism
starts being controlled by large corporations remaining in the center of the
economic structure of the new global economy. We are witnessing the crisis
of traditional corporate organizational model based on vertical integration
and top-to-bottom functional management (Castells, 2000, p. 161).
Small and medium-sized firms are often controlled by the system of subcontracts or are under the financial / technological domination of network corporations. But they also often take on initiative in the establishment of network
relations with some large firms and / or other small and medium-sized firms,
finding market niches and establishing joint ventures (Castells, 2000, p. 165).
At the same time, the problems of identification of the correlation between
the goals and development strategies of network structures and the goals
and strategies of SMEs still remain understudied.
Positioning of participants in the supply network or chain requires identification of their relations with each other and with the integrated system
in general. By their nature these relations may be: confrontational; cooperative; symbiosis of confrontational and cooperative, that has been labeled
‘cooperence’ or ‘coopetition’. In general, relations between the participants
can develop both horizontally and vertically. Cooperance presupposes
simultaneous existence of cooperation aimed at achievement of the accepted system goals and confrontation (competition) for expansion of one’s
share, role, importance, share of income, etc. It is obvious that all that can
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be achieved just through reduction of the costs and/or adding value for the
customer. Therefore, it is so important to identify prevalence of this or that
general strategy of the supply network or chain on the whole and for specific
SMEs, strategic units of business, segments, niches, etc.

Special features of SMEs functioning within
supply chains
A special place within the system of strategic development of SMEs as participants of the supply chain goes to supply and procurement management
strategies, that is development of the distribution channel. These issues
have grown over the past years from the range of current management
matters into the category of strategic management objects, and viability of
the whole supply network or chain is becoming more and more dependent
on the efficiency in this field (Linders, Johnson, Flynn, & Firo, 2007, p. 697).
This fact is confirmed by the complexity of the tasks to be performed here:
correct interpretation of the corporate goals and the goals of the supply and
procurement subsystems; substantiation of the rational plan and strategy
of achievement of the goals and tasks set; identification of the core aspects
in the activity of the procurement and supply service integrated into the
organizational structure of the distribution system, etc.
According to definitions provided by scientists (Linders, Johnson, Flynn,
& Firo 2007, pp. 698–699), supply and procurement strategy is the plan of
actions of the respective structural unit of a unitary or corporate business
entity, designed to achieve the goals set and perform the selected tasks for
the sake of integration (via circulation of commodity reserves) of the trade
and technology process into the environment. And the following six basic
supply and procurement strategies (supply chain development strategies)
can be pointed out as the strategies of: 1) securing supply, 2) cost reduction,
3) supply network support, 4) change of environment, 5) securing competitive
ability, 6) risk management.
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Thus, the strategy of securing supply presupposes guaranteed satisfaction of future needs for commodity supply, simultaneously with performance
of commitments in terms of quantity and quality. When the cost reduction
strategy is selected, the company shifts the focus from reduction of the
risk of reduced supply stability to management and optimization of the
costs related to product turnover. The strategy of supply network support is
based on the improvement of the environment for communication between
the distribution system participants for the sake of improving the level of
knowledge and the necessary characteristics of rational supply and flow
of goods. A characteristic feature of the environmental change strategy is
getting the advantages of competitive ability and efficiency via prediction
of possible changes in the effect of institutional, organizational and management, financial and economic, social and demographic as well as other
external factors and their advance consideration through introduction of the
necessary corrections in the distribution system’s supply and procurement
sector. The strategy of securing competitive ability, under which market
opportunities and strengths of business entities within the distribution system are predicted and taken into account for prevention purposes, should
be regarded as the continuation of this type of strategy. Application of the
supply risk management strategy aims to minimize the risks and threats of
commercial risk appearance.
In our opinion, a logical conclusion can be drawn that since supply and
procurement objectively constitute a separate integral functional direction
of integrated systems, the strategies characterized should be allocated a
special place in the processes of managing strategic development of small
and medium-sized enterprises, but with simultaneous coordination with the
so called process strategies of supply system integrated planning, which, in
particular, are the following ones: JIT (Just-In-Time), VMI (Vendor-Managed
Inventory), ECR (Efficient Consumer Response), CPRF (Collaborative Planning,
Replenishment and Forecasting) (Kristopher 2005, pp. 112–115; Bozarth &
Handfield 2007, pp. 475–522].
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Management of the processes of commodity flow, procurement and
supply, as well as all the other relations between the supply chain entities,
requires their respective institutionalization. Here it would also be expedient
to talk about specific strategic decisions made for the sake of building the
necessary configuration of legal organizational, financial and economic,
and other relations. These problems are in the focus of attention of many
researchers. Thus, Bernard J. Lalonde and Marta C. Cooper (1989, p. 6) suggest
selecting out of the possible strategies of mutual relations establishment
in logistic chains: 1) partnership (joint activity and profit distribution over a
certain period), 2) strategic alliance (contractual relations between the independent entities of the logistic channel, aimed to achieve shared goals and
to gain profit), 3) establishment of the agent of the logistic channel (entering
long-term relations with some other distribution channel entity), 4) contract
logistics (conclusion of an agreement of respective service provision within
the logistic system for a certain fixed period). David L. Anderson (1998, p. 44)
has specified special features of contract logistics ‘…as the use of specialized
logistic companies in the field of distribution (shippers, warehouses, other
entities) for performance of all or only some functions of output distribution,
including transportation, storage, control over the condition of reserves,
customer servicing, creation of data bases with logistic information’.

Results
The study of the SMEs positions in the Ukrainian
economy
In order to identify the positions of medium-sized, small and micro enterprises in the structure of the Ukrainian economy their positions have been
researched through the prism of dynamics of the change in the number of
enterprises, employees, the scope of output sold, by company types and
industries. Table 1 represents some mean values (calculated for the period
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from 2010 to 2017) of performance of companies in Ukraine, with the breakdown into large, medium-sized, small and micro enterprises.
Table 1. The average values of the main indicators of enterprises in Ukraine, with the breakdown
into large, medium-sized, small and micro enterprises in 2010–20171

Large companies,
in % of the
overall number of companies

Medium-sized
companies,

The average value
of the number of
companies, %

in % of the overall number of
companies

Small companies,
in % of the
overall number
of companies

Micro companies,
in % of the
overall number
of companies

0.2

5.0

14.2

80.6

The average number of employed
workers, %

30.0

42.8

16.2

11.0

The average
scope of the output sold (goods,
services), %

41.0

41.7

11.7

5.6

The data is provided with no due account of the results of performance of banks, public institutions as well as
for 2014−2017 without the temporarily occupied territory of the Autonomous Republic of Crimea, the city of
Sevastopol and a part of temporarily occupied territories in Donetsk and Luhansk regions
1

Source: calculated by the author on the basis of: http://www.ukrstat.gov.ua.

For comparison, in Poland at the beginning of 2018 (GUS, 2017), the share of
micro enterprises was 96.5% and they provided 30% of the total volume of
value of products with a share of persons employed of 40.4%. The contribution of large enterprises and the share of employees, and the share of value
of products is the same as in Ukraine. However, the importance of medium
and small enterprises in Poland is less: medium-sized enterprises share is
only 0.7% and the share of small enterprises is 2.6% in total, their share of
value of products is 16.5% and 10.5% respectively.
According to the data [http://www.ukrstat.gov.ua], a tendency to reduction
of the number of large and medium-sized companies and even the number
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of small companies can be traced, however, to the increase in the number
of micro companies (most of them are family businesses), the total share of
which as of the end of 2017 in the overall number of companies exceeded
82.3%. Such tendencies can also be traced in the number of employees and
the scope of output sold. Thus, the share of employees of large companies
went down from 30.2% in 2010 to 26,9% in 2017, however, there was an
increase in the share of those employed at medium-sized (from 42.6% in
2010 to 44.6% in 2017) and micro companies (from 10.5% in 2010 to 12.3% in
2017). As to the scope of output sold, the lion’s share of the total scope goes
to large and medium-sized companies, but the trend is towards increased
importance of medium-sized companies: the share of output sold by large
companies went down from 41.6% in 2010 to 38% in 2017, and the share of
output of medium-sized companies increased from 41.5% to 42.7%. The
scope of output sold by small and micro enterprises is though smaller as
compared to the scope of large and medium-sized enterprises, however, a
steady tendency to its increase can be traced (for small companies – from
11.5% in 2010 to 12.8% in 2017, and for micro companies – from 5.4% to
6.5% of the total scope).
As far as the scope of output (commodities, services) sold by small and
micro companies in Ukraine by sectors is concerned, as of the end of 2017
the largest volume of output (services) were sold by micro enterprises in
such domains as education (28.5%), real estate transactions (29.2%), construction (17.8%), in the field of art, entertainment, and leisure (17.3%). The
lowest volume of commodities (services) sold was traced in the industry
(1.2%), health care (6%), transport, warehousing business, mail and courier
activity (5%). The structure of distribution of the volume of output sold by
sectors is similar for small companies.
The change in the structure of the volume of output sold by sectors in
2017 as compared to 2012 is represented in fig. 1 and fig. 2 for small and
micro enterprises respectively.
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Figure 1. The structure of the volume of output (goods, services) sold by micro enterprises in
Ukraine by sectors in 2012 and 2017, %

Source: calculated and built by the author in accordance with: http://www.ukrstat.gov.ua.
Figure 2. The structure of the volume of output (goods, services) sold by small enterprises in
Ukraine by sectors in 2012 and 2017, %

Source: calculated and built by the author in accordance with: http://www.ukrstat.gov.ua.
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The prospects of cooperation of SMEs within
network structures – survey results
In order to study the prospects of and readiness of small enterprises for
cooperation within network structures an express questionnaire online
survey of the representatives of small companies in different sectors of
Lviv and Lviv region was conducted. The sample included 134 respondents.
The respondents were asked to assess the degree of consent (readiness)
to cooperate in the following directions: readiness to be an active member
of the network structures (organizations); readiness to share core competences (know-hows) with the network participants/partners, as well as to
integrate their information systems with the ISs of their partners (suppliers,
distributors, etc.) for the sake of reinforcing coordination and raise the degree of cooperation between network participants, readiness to undergo
the procedure of certification of their goods/services in order to meet the
network’s standards; readiness to change (adjust) their management system,
business processes in accordance with the network requirements.
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Figure 3. The results of the study of the prospects of and readiness for cooperation of small
enterprises within network structures

Source: own research.

The assumption made by the authors prior to the survey commencement
presupposed that the overwhelming majority of the representatives of small
and micro enterprises would be open to (ready for) cooperation in the supply
chains, ready for close interaction in the field of IC, business process integration with the supply network or chain participants/partners, etc.
Calculation and statistical analysis of empirical material collected within
the survey has not confirmed the assumption made.
Thus, only 7.6% are ready to be active participants of network structures,
84.6% are not yet clear about that, while 7.8% object to such cooperation.
Less than 40% are ready to integrate their ICs with the ICs of network participants, and the same is the number of those who are not yet clear about
that. The largest number of negative answers was given to the question about
the readiness to share competences, expertise with network participants –
38.5% and 30.7% are not clear about that. Commodity (service) certification
procedure is the direction where the representatives of SMEs showed the
strongest readiness for cooperation (69.2%). All in all, research has shown
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either absolute resistance, or lack of determination (doubts) concerning cooperation prospects in network structures. This can partially be accounted
for not by the realization of the advantages of such cooperation, but by the
reservations of SMEs as to loss of their independence, market share, unfair
competition or ‘pressure’ exerted by more powerful network participants.
However, clarification of the exact reasons curbing SMEs from establishing
close cooperation in the supply chains will become subject to further research.

Development of SMEs in the supply chain: from
operational to strategic level
The results of analysis of foreign experience of supply chain functioning and
development in specific modern conditions (in particular, tougher competition
and mediator enlargement, increased share of retail commodity turnover via
trade networks, change in the end user’s behaviour, informatization) allow
to point out the types of promising specialization strategies (table 2). Thus,
large national logistic and distribution enterprises should apply a comprehensive strategy which gives opportunities for the provision of a full spectrum
of services in supply chain management – warehousing and distribution
services, cartage, international transactions and customs registration of
goods, introduction of integrated IT solutions for supply chain management,
establishment of the service for electronic business (e-fulfilment).
Table 2. Strategic orientation of managing the development of network participants by their
specialization level

Strategy types

Distributor types

Comprehensive
strategy

National and logistic distribution companies
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Function-specialization strategy;
corporate and business-level strategy

Companies specializing
in logistics

Customer-specialization strategy/
product-specialization strategy;
marketing of own
trade mark

Wholesale
companies

Companies specializing in trade mark
development

Catering companie s

E-business (e-fulfilment)

Source: developed by the author on the basis of: Stratehyi dystrybutsyi na rynke potrebytel’skikh
tovarov, 2008, online.

Function-specialization strategy and corporate and business-level
strategy is expedient for enterprises specializing in logistics and trade
mark development. That is for such SMEs it would be expedient not to
embrace all the parameters to the fullest extent possible, but to focus
on some of the above functions.
Wholesale companies, catering companies and e-commerce entities
should select customer/product-specialization strategy, own trade mark marketing. The participants of this group may also focus on distribution consulting
(for example, in design and retail outlet management, risk insurance, private
trade mark creation and development, intellectual property and logistics).
Let us generalize the characteristics of theoretical approaches and decisions that may be passed by the supply network or chain participants for
the sake of their strategic development in fig. 4.
Future status of commodity and service supply network or chain development may conceptually be described as a dynamic system with vague
inner and outer boundaries, a poorly structured one. It may be represented
as a certain relatively stable ‘frame’ built of the key elements of the distribution system and dynamic relatively less stable filling of this ‘frame’ with
other business entities, in particular, the ones representing small and medium-sized enterprises due to which the distribution system acquires mobility
properties, this enabling it to successfully adjust to the changing conditions
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of the environment and act anticipatively to react to the changes expected
from customers.
Figure 4. The semantic model of the mechanism of strategic development of small and medium-sized family businesses within network structures

Source: own development.
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Scientific guidance by such principles causes the need for building up
the internal structure of strategy pyramid (the overall strategy of strategic
business units – functional strategy) in the horizontal and vertical dimensions, that is specific functional strategies adjacent to some domains and
functions at the level of the integrated system and business strategies of
business entities of the distribution system. That is critically important for
the network-type system (partnership, franchising networks, mixed, not firm
networks), since their integration may generate numerous targeted conflicts
that are extremely difficult to avoid, therefore, ‘arbitration’ mechanisms need
to be introduced. It is much easier to avoid targeted conflicts if the goals of
business entities are coordinated at the strategic level.
It is obvious that each current or prospective network participant must
be informed about the system’s strategic goals, its mission, vision and principles of functioning in order to adapt its goals respectively, or to make the
respective coordination of special conditions, or even pass a decision not
to enter the structure of that network.
That means that the above descriptive model of the mechanism of strategic development of family SMEs in network structures must be filled with
specific sense out of the possible solutions represented here. Hence, that
enables each business entity to assess the opportunities and threats for
this network, assess its strengths and weaknesses through the prism of
the distribution system, outline acquisition of core competences, specialization, place in the system, degree of institutionalization of the relationship
with the system and its entities, etc. and thus approach development of its
own business strategy. That refers equally well to both SMEs in retail sales
(trade outlets, e-stores), and performers of logistic functions (transportation,
forwarding, delivery), information, communication, service, etc.
The semantic model of the mechanism of strategic development of family
SMEs in network structures, represented in fig. 4, does not in any way mean
that integrated network functions only on the basis of one general strategy.
And that means that in relation to some goods/customers/markets low price
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strategy can be applied, while to others – differentiation strategy, and still
to others – concentration strategy. Thus, business strategy of a specific
business entity (SMEs), either in the period of stabilization of its place in the
network, or in the period of its entering the network, may be structured in
accordance with the above strategic decision options.
In case of small and medium-sized enterprises, knowledge of the market
and customer needs is crucial for the development and growth of competitive ability. Construction of the strategy of competition in small enterprises,
with due account of their specificity, should primarily focus on minimizing of
costs and stable quality of goods/services. Also, application of the option
with the priority of opportunities and threats is expedient, since it stands for
the need to adjust (use) own strengths, if there are any, to the conditions of
the network, and to eliminate (remove) own weaknesses via development
of respective competences, technologies, means, etc.
Intensive development of e-commerce, based on the dynamic development of Internet technologies, creates a significant chance for small and
medium-sized enterprises (SMEs) for entering promising network structures
as its business entities. This chance lies in the significant reduction of entry
barriers and exit barriers for the reasons of cost affordability of Internet
communications, Internet marketing, Internet experience, cloud technologies, etc. The following can be topical mechanisms of SMEs integration into
prospective supply networks and chains: establishment of the representation
in the e-network, entering e-markets/exchanges (model P2P), Internet store
launching (model P2P), entering the market of logistic services, etc.

Conclusion
Modern supply networks and chains must possess a considerable elasticity
potential that will enable them to successful adjust to the turbulent environment. Such elasticity potential should be developed via involvement of small
and medium-sized enterprises with a relatively narrow specialization. Such
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process must take place in the context of well-grounded decisions of out/
insourcing in the distribution system and towards construction of network
structures in the strategic dimension. Involvement of small and medium-sized
enterprises will contribute to increased elasticity of network structures’ means.
Since small firms cannot change the environment where they function, they
are forced to adjust to current conditions and requirements. Therefore, they
should focus on their permanent study. That causes the need for further
studies for the sake of developing respective competitive marketing and
logistic strategies for small and medium-sized enterprises.
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Innovator’s Dilemma: Review
of the Main Responses
to Disruptive Innovation
Abstract
Objective: This paper aims to summarize and discuss key findings in the literature around
the main responses used by incumbents in order to anticipate or counter-attack disruptive
up-starters and hence to partially or totally tackle the innovator’s dilemma.
Methodology: The research method is based on critical and comparative literature review.
Hence, by narrowing down the scope of studies papers using a multi-stage selection process,
this paper discusses other scholars’ research and findings on the topic of disruption innovation
and the directions well-established firms choose to avoid being disrupted.

Nizar M. Benazzouz

Findings: This paper enumerated some main strategies invoked in a finely selected literature
advised for incumbents wiling to escape disruptive threats. It suggests that these strategies
share a common exploitation/exploration basis but are implemented in distinct ways and
have different impacts across the organization. It also discovered many missing parts in the
literature that stand for interesting research opportunities.
Value added: This literature review contributes to the current body of knowledge by providing
an overview of the main incumbents’ responses to disruptive threats. It also identifies some
current gaps in research and provides recommendations on how to close them.
Recommendations: This paper builds on hitherto literature in order to present state-of-the
art approaches to disrupt or resist disruption. It categorizes these responses into internal and
external, and proactive vs. reactive. While these strategies are studied in different contexts
and are labeled distinctly, this study proposes a common frame displaying a similar underlying
purpose to all of them. It also provides some updated research avenues for scholars to inspect.

Key words: Disruption, innovation, value network, ambidexterity, exploitation, exploration.
JEL codes: L24, O32

Introduction
By basing his analysis on the technological shifts of the disk drive and steel
mills industries, Christensen (1997) elaborated the well-received innovator’s
dilemma theory. The central idea of the latter refers to the tradeoff a firm
should make between keeping focus on its main revenue sources, i.e. its mainstream customers, also referred to as the “exploitation” part of the business,
or dedicate resources to “explore” or inspect other disruptive avenues. The
fact of the matter is that, in a disruptive process, the stakes are quite high for
well-established firms. Incumbents may end up losing a significant market
share as entrants move up the market, or may even go out of business like in
the Kodak case with digital cameras. In face of these threats, many responses
have been suggested and studied by scholars in the last two decades. The
objective of this article is to display an updated list of the main responses or
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strategies used by incumbents to tackle the exploration side and to identify
some likely directions for future research as well.

Materials & Methods
This paper uses a critical and comparative analysis as a main research
method. The selection of the pool of papers, which were used a basis of our
study, was run as a multi-step process. Firstly, a comprehensive screening
of the terms “innovation” AND “disruption” was done in the databases of (i)
ScienceDirect and (ii) Scopus. 27450 articles were found at this first stage
entitled “A”-list. Hence, in order to sort through the significant quantity of
studies published around the topic of disruptive innovation, a particular focus
on specific responses to the innovator’s dilemma had to be made. The “B”list screened through “A”-list for the term “innovator’s dilemma” in abstract,
headline and keywords. 31 articles were found at this step. The next logical
step was to narrow down this number by sorting out irrelevant articles to
the study. Subsequently, a “C”-list included only 11 non-redundant articles
among which 3 articles were selected to inspect in-depth. This selection
was made after reading the abstract and conclusion of each of the 11 articles and looking for links with the title of this study, particularly whether the
paper focuses on an incumbent’ response to innovation/disruption or not.
4 additional papers which are not part of the “C”-list seemed relevant to the
study and thus were selected as well (cf. figure 1).
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Figure 1. The process applied for literature review

Screening of the literature for the terms „innovation” AND „disruption” in text

„A”-list

Science Direct

Scopus

# papers

2639

24811

Screening of list „A” for the term „innovator’s dilemma” in abstract, headline and keywords

„B”-list

Science Direct

Scopus

# papers

15

16

„C”- list

Science Direct

Scopus

# papers relevant to the
study

4

7

papers from list „B” kept
for
this study (3)

O’Reilly, G. A. & Tushman,
M. L. (2008)

Berglund, H.C. & Sandström, C. (2017); Sandström, C. et al. (2009)

Additional papers complementing “C”-list (4)

Chesbrough, H.W. (2007);
Christensen, C.M. & Raynor,
M. (2003)

Gans, J. (2016); Michl, T.et
al. (2012)

Source: author’s study.

Current state of knowledge
The literature review revealed two basic responses to the innovator’s dilemma,
namely (1) internally driven responses and (2) externally driven responses.
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Among the first one, the most popular are (a) autonomous unit, (b) integration
and (c) organizational ambidexterity. While among the latter, the following can
be pointed out: (a) strategic alliances, (b) spin-along and (c) open-innovation.
Both sides are further detailed below.

1. Internally driven responses to innovator’s
dilemma
i. Autonomous unit
Christensen (1997) elaborated on the notion of value network. This latter
stands for the ecosystem within which a firm establishes a cost structure
and operating processes and works with suppliers and channel partners in
order to respond profitably to the common needs of a class of customers
(Christensen, C.M., Raynor M., 2003, p. 44). In this context, three innovation
types are displayed in figure 1. A low-end disruption would evolve in the same
plan as the precedent sustaining innovation while a new-market disruption
would need a new value network and is hence drafted on a different plan with
a different performance dimension.
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Figure 2. Low-End vs. New-Market disruptions

Source: based on: Christensen, & Raynor, 2003, p. 44.

A canonical response suggested in the disruption theory (1997) is to set
a separate organizational unit tasked with developing or commercializing
the new innovation. Thanks to its financial and hierarchical independency
from the parent firm, this unit can act freely and with more agility in the hope
of slowing down or surpassing the disruptive up-starter. It can actually be
considered as a startup owned by the incumbent, but which does not have
to follow short-term performance and optimize margins. Another advantage
of its autonomy lays down in circumventing traditional stage-gate innovation
and new product development processes that do not meet certain standards
and metrics. This approach has been broadly and empirically supported by
many studies (e.g. Gilbert, 2003, pp. 27–32).
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ii. Integration
Although appealing, creating an independent unit turns out to be more
difficult in practice than it sounds in Christensen’s theory (1997). In fact, incumbents’ value network can be too complex and rigid for change. In many
cases, disrupted incumbents find themselves unable to transfer the new
technologies into their mainstream operations because doing so requires
them to fundamentally change their business model (Gans, 2016, pp. 78–80).
This is referred to as “supply-side” disruption, whereas demand-side disruption deals with customers’ preferences and market shares. The supply-side
considers the impact that a disruptive innovation has on the value chain
and network as a whole. Some innovations fall mainly into the demand-side
disruptive bucket. Web-based platforms like the peer-to-peer hospitality
service unicorn “Airbnb” can be considered a demand-side disruption since
any well-established hospitality player such as Accor Hotels could create the
same or a better platform innovation without a need to restructure its entire
operations. On the contrary, a complex product requires a team with not only
the necessary component knowledge but also an architectural knowledge
related to fitting-pieces-together know-how (Henderson, & Clark, 1990, pp.
10–11). Given the fact that component knowledge can be acquired in a relatively simple way (e.g. hiring the right resources), architectural knowledge
seems to be the most involved in a supply-side disruption. Gans (2016, pp.
81–82) adds that creating a separate unit which tackles the demand-side
and focusing on supply-side threats by organizing the business toward
deeper integration are two opposing approaches. The reason is that Independence is about erecting barriers between divisions. If a new disruptive
threat emerges from the supply-side, there will be no way of providing a path
by which new architectural knowledge can be integrated into the mainline
business because of the barriers that have been erected.
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iii. Organizational ambidexterity
The ever-increasing trend of innovation seems to be hindering firms from
finding the appropriate balance between implementing growth strategies
and initiating risky innovative activities (Radovanović, N. et al., 2017, p. 120).
In this particular context and as a solution to the innovator’s dilemma, Tushman and O’Reilly (1996, pp. 24–25) came up with the notion of organizational
ambidexterity. It stands for “the ability to simultaneously pursue both incremental and discontinuous innovation [...] from hosting multiple contradictory
structures, processes, and cultures within the same firm”. In other words,
ambidexterity often refers to a balance or tradeoff between two distinct
business areas: Exploitation and Exploration. The simultaneous combination
of both approaches seems to be a strong strategy advised for incumbents
facing a disruptive threat. Even the primacy of Christensen’s autonomous
unit solution has been challenged at the expanse of ambidexterity when the
unit in question has a strategic importance and can benefit from the firm’s
assets and capabilities (O’Reilly & Tushman, 2008, p. 28). The basic problem confronting a company is hence to “engage in sufficient exploitation to
ensure its current viability while devoting enough energy to exploration to
ensure its future viability” (March, 1991, pp. 72–73). Namely, the integration
of the exploration side into incumbents’ business seems the toughest part.
Well-established firms need to be able to come up with new ideas, for instance through design thinking, open innovation, etc. Then the best ones
should be incubated within the organization (e.g. by allocating the right resources…), and finally comes the phase of scaling up the promising projects.
On a managerial level, ambidexterity brings about many implications. Senior
management need to set and diffuse a clear strategy based on a double
alignment of the organization and its assets towards a certain balance of
exploration vs. exploitation and insure a sufficient capacity to run both ad
hoc architectures. It also has to keep different cultures, but common vision
and values within the firm (O’Reilly & Tushman 2008, p. 33).
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There seems to be clear pattern in the extant literature. This latter points
out to the positive correlation between ambidexterity on a side and performance, innovation and survival on the other (Tushman & O’Reilly, 2013, pp. 4–8).
Three ambidextrous approaches have been inspected: Sequential, Structural,
and Contextual. Sequential ambidexterity refers to the shift or “rhythmic
switching” from exploration to exploitation and back. Studies suggest that
sequential ambidexterity may be more useful in stable, slow-moving environments (e.g., service industries) (Tushman & O’Reilly, 2013, p. 9). A structural
or simultaneous approach is the common form of ambidexterity. As defined
previously, it stands for the simultaneous balance between exploitation
and exploration. It has been argued that this is more of a leadership issue
(O’Reilly, & Tushman 2011, p. 8). While sequential and structural ambidexterity
approach the exploitation/exploration dilemma from a unit or senior management level, contextual ambidexterity gives more weight to the individual
employee in the resolution of this tension. It is defined as “the behavioral
capacity to simultaneously demonstrate alignment and adaptability across
an entire business unit” within an organizational context characterized by
an interaction of stretch, discipline, and trust (Gibson & Birkinshaw, 2004,
p. 215). Hence, a key shortcoming of contextual ambidexterity is that it does
not really consider how a firm can simultaneously conduct radical forms of
exploration and exploitation.

2. Externally driven responses to innovator’s
dilemma
i. Strategic alliances
Looking to close down their exploration gap, incumbents may develop an
external form of ambidexterity via partnering (Adler et al., 2013, p. 41). In this
regard, in a study of 325 biotech firms, Rothaermel and Deeds (2004, pp.
216–219) showed how alliances could be used to enhance both exploration
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and exploitation. Partnering with or licensing startups’ technology is another
way to explore. At first sight, it may seem counterintuitive to collaborate with
disruptors which may threaten the profit share of the incumbent. Yet, a study
of the population of entrants into the worldwide speech recognition industry
from 1952 through 2010 led Marx et al. (2014, pp. 3122–3126) to conclude
that while disruptive innovation might be preferable from the entrepreneur’s
perspective, the incumbent may want to preserve its existing profits first by
not cannibalizing his products for instance. This means that an entrant may
be well-positioned to test the market potential of disruptive technologies
by experimenting (e.g. Minimum Viable Products) then taking the products
to market themselves. That is, competition may precede cooperative commercialization strategies (e.g., licensing or acquisition).

ii. Spin-along
Enlarging the scope of strategic partnering, incumbents may opt for strategic
investments by acquiring partial or full control of a highly regarded disruptor.
This also could be considered as a form of external ambidexterity aiming to
promote exploration through venturing schemes (Michl et al., 2012, p. 49).
Namely, since its introduction by the Deutsche Telekom Laboratories, the
spin-along approach was defined as a separate organizational unit, which is
kept under control by and has linkages to the parent firm that aims to support
the innovation activities at the parent firm (Michl et al., 2012, p. 50).
As illustrated in figure 3, the spin-along approach contains spin-offs and
spin-ins at specific points in time. The spin-along phase is a period of time
(generally in the range of 2–10 years) when the venture stays organizationally
outside the parent firm but – to some extent – is still controlled by and has
certain linkages to the parent firm.
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Figure 3. The spin-along process within the global venturing picture

Source: based on: Michl. et al., 2012, p. 49.

Despite being in its infancy and the wide use of classical venturing schemes
such as pure M&A (Christensen et al., 2011, pp. 48–57) or spin-outs, it seems
that spin-along approach has the advantages of a hybrid venturing approach
that combines internal and external corporate venturing elements supporting
incumbents’ innovation activities (Michl et al., 2012, p. 50). Furthermore, this
venturing form help avoid some issues part of the classical schemes. For
example, Spin-along scheme may be able to receive support, protection and
resources from the parent firm, but are also able to keep most of its autonomy
vis-à-vis its business model. However, for this approach to be successful
however, Michl et al. (2012, p. 59) argued that ambidextrous senior management is a great facilitator to align parent firm’s and spin-along’ perspectives
in order to achieve a high innovative performance.

iii. Open innovation
The model of open innovation stands for the business ecosystem where
companies are open to external collaboration with some firms developing
new ideas then partnering with or selling it to another commercializing (often
better branded) firm (Chesbrough, 2007, p. 22). Since then, more and more
companies in a wide array of fields are adopting or experimenting with this
model (Fayard et al., 2016, p. 303). Namely, the FMCG leader Procter & Gamble
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(P&G) launched a program entitled “Connect and Develop” which licenses
and acquires products, technologies and ideas from external players, mostly
medium and small companies.
Open innovation displays many advantages for incumbents beyond allowing the “exploration” of new opportunities and the proactive preparation
against disruption. For instance, consider the fact that in most high-tech
industries, R&D costs has been increasing while new products’ lifecycle has
been shortening (Chesbrough, 2007, p. 24). Both trends put more pressure
on managers to justify new innovation investments. Open innovation can
tackle both issues. On the cost side, the model leverages a wide range of
R&D external resources, hence saving time and money in the New Product
Development -NPD process. On the revenue side, open innovation allows
the creation of new products in a faster pace and also the licensing of new
technologies (Chesbrough, 2007, p. 24).

Results
Table 1 sums up the discussion while categorizing each incumbent response
into Internally driven (I), i.e. depending mostly on internal resources, or otherwise externally driven (E). Each response is also labeled proactive (P), i.e.
centrally intending and mostly adapted to prevent or anticipate disruption,
or reactive (R) aiming to deal with disruption after it has already started. This
last labeling can be criticized as being subjective since it mostly relies on the
author’s understanding of the studied responses from the extant literature.
Nonetheless, it can provide interesting insights for scholars willing to inspect
this part in further studies. Finally, table 1 is complemented with the most
notable advantages or benefits (+), drawbacks or difficulties (-) and major
academic contributors (MC) for each strategy based on the hitherto literature.
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Table 1. Summary of the main responses to disruptive threats

Strategy

+/-

I/E

P/R

MC

Independent unit

Creating an autonomous unit (e.g. spinout) tasked with radical and disruptive
products.
+ Minimal interference with the incumbent’s business model;
+ More freedom to innovate and explore;
- Fewer resources than incumbent.

I

R

Christensen,
C.M.;
Raynor, M.

Integration

Deep integration seems to be key to the
absorption and exploitation of a supply-side disruption, since helps develop the
right “architectural knowledge”.
+ Integrated, interdependent or proprietary
architecture allowing more control and
flexibility;
- May be costly and inefficient;
- Hard to combine with the “independent
unit” strategy.

I

P

Gans, J.,
Henderson,
R.;
Clark, K.

Structural
ambidexterity

This stands for the simultaneous combination of “exploration” and “exploitation”
within an organization by aligning different
resources to each side under the same
cultural and leadership umbrella.
+ Access to incumbents’ resources;
+ A double culture Exploit/Explore may
result in positive synergies;
+ Positive correlation with performance
and innovation;
- Organizational difficulties (e.g. limiting
friction and conflicts, attributing roles).

I

P

O’Reilly,
G.A.; Tushman, M.L;
March, J.

Strategic
alliance

Incumbents may enhance their complementary assets and develop an external
form of ambidexterity via partnering.
+ Relative low investment costs;
+ Large set of possibilities;
- Friction for disruptive technology transfer
from up-starters to incumbents before
cooperative commercialization strategies.

E

R

Lavie, D.;
Rosenkopf,
L.; Kauppila, O.P.
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Spin-along

The spin-along phase is a period of when
the venture stays organizationally outside
the parent firm but – to some extent – is
still controlled by and has certain linkages
to the parent firm.
+ Combining advantages of spinouts and
spin-ins;
- Necessity to have similar long-term vision
with the parent firm in order to be efficient;
- Little extant research into this topic.

I/E

R

Michl., T.;
Rohrbeck,
R.

Open innovation

This approach uses purposive inflows and
outflows of knowledge to accelerate internal innovations.
+ Extending the collaborative knowledge
about innovations;
+ Reducing R&D costs and opening new
revenue streams;
- Possibility of ideas and technology leaks,
mostly for outbound open innovation.

E

P

Chesbrough,
H.W.

Source: own study.

Final remarks
While each strategy has its own requirements and implications, it can be
confidently observed that the issue can be formulated in a simple – maybe
simplistic way. Each approach considers one of the two sides of the same coin
or both: Exploitation and Exploration. In fact, while some scholars argue that
both can be run in parallel within the same organization (e.g. ambidexterity)
and may be backed up by some dynamic capabilities (e.g. integration) and
competitive advantages (e.g. patents, brand name). Others opt for a separation between these two aspects by externalizing the exploration part through
spin-out or spin-along for instance.
Although these strategies or approaches are the ones encountered the
most in the innovation and disruption literature, the non-exhaustive character of our review is noteworthy. In a VUCA field of study such as disruptive
innovation management, it is totally conceivable that other incumbents
in particular industries use alternative methods to predict and deal with
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entrants’ threats. For instance, it seems that Lobbying units attached to
well-established organizations can play an important role in influencing the
regulatory instances in order to keep entry barriers high or make a market
favorable to some technologies and standards and less to others. Namely, the
expansion of UBER, the ride sharing application, has been regularly slowed
down since the taxi industry and many city councils have responded by
demanding that Uber comply with already-existing taxi regulations (Posen,
2016, p. 427). Another limitation of this study comes down to the exclusive consideration of English articles.
Many research avenues are noteworthy in this field. Namely, in-depth
literature is lacking around some strategies (e.g. Spin-along). In this regard,
it may be wiser to get over the hardships of setting a longitudinal study in
such recent fields by running more accessible research methodologies
such as cross-case analysis of multiple case studies, which it enables
the researcher to look for comprehensive patterns (Eisenhardt, 1989, pp.
532–550). Furthermore, leadership aspect can take a significant role in the
implementation and success of one or many above approaches, particularly
the internal ones. Research has shown that managing tensions related to
both “exploration” and “exploitation” requires leaders or certain leadership
styles than can balance the competing pressures of different organizational
architectures. Case in point, transformational leadership is more likely to be
associated with exploratory innovation while transactional leadership was
more associated with exploitative innovation (Jansen et al., 2009, p. 5). That
been stated, many pieces in the literature linking leadership to disruptive and
radical innovation are still missing. Last but not least, it seems important to
inspect which criteria a manager or C-level stakeholder within incumbent
players should rely on to make a sound decision vis-à-vis which strategy or
combination of strategies to adopt in order to disrupt instead of being disrupted. Given that Firms differ in many dimensions, including their innovation
potential and actual innovation performance (Brodzicki, 2017, p. 92), such
research avenue should probably take into consideration the specificities
119

Nizar M. Benazzouz

of the industry, the maturity level of incumbents and the disruption impact
(e.g. time-to-market, expansion or replacement rate, etc.) of the innovation,
among other control variables.
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Public Ethnocentrism.
An Obstacle of Worldwide
Economic Development: Concept
and a Preliminary Research
ABSTRACT
Objective: The phenomenon of ethnocentrism in the public sector has not been well recognized.
The study was aimed at initiating an effort to fill the research gap by introducing the concept of
“public ethnocentrism” and presenting empirical evidence from a preliminary test of the concept.
Methodology: while analysing and seeking full contextual understanding of the public ethnocentrism the ethnographic public representative’s observation and open-ended interviews have
been chosen. Study of public ethnocentrism in Poland have been supplemented by interviews
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with 11 representatives of public sector from the USA, Germany, Czech Republic, Austria, Indonesia, Malaysia, Tanzania, Namibia and Mexico.
Findings: Studies have shown a scale of willingness to use an ethnocentric attitude when making
decisions in a public organization. It was found that public ethnocentrism restricts innovation
by disrupting public choice.
Value Added: Two new research questions are identified.
Recommendations: There is a need to create an Ethnocentrism Perception Index (EPI). The
tendency for ethnocentric behaviour should be taken into accounts when determining whether
formal and informal institutions are conducive to running a business in a given country.
Key words: innovation, public ethnocentrism, epistemic justice
JEL codes: M0, M2, H8

Introduction
While the general concept of “ethnocentrism” was introduced and used
descriptively more than one hundred years ago and the general applicability
of ethnocentrism to the study of consumer behaviour has been recognized
many years ago by many researchers (e.g., Berkman & Gilson, 1978; Markin,
1974; Anderson & Cunningham, 1972; Bannister & Saunders, 1978; Etzel &
Walker, 1974; Gaedeke, 1973; Rierson, 1966; Schooler, 1971; Shimp, 1984, pp.
285–290), the phenomenon of ethnocentrism in the public sector has not
been addressed. Meanwhile, public organizations are significant buyers of
goods and services that are produced in the private sector, and government
spending is a substantial part of a nation’s gross domestic product. Public
organizations’ influence on the private sector is therefore real and it is realized
in various ways including through public procurement.
Although there are a number of irregularities in public procurement,
which are disclosed by specialized agencies and presented in many public
reports, there is unknown number of public decision-makers who eschew the
purchase of products or services which are delivered by extraneous busi126
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nesses, due to their public ethnocentrism attitudes rather, than their improper
understanding of public procurement rules. The goal of the research was to
analyse the public ethnocentrism influence on economic development. The
research question was the following: How does the public ethnocentrism
influence entrepreneurs?
The general assumptions were as follows:
1) public ethnocentric consumers have less favourable perceptions and

evaluations of foreign products and services, and the concept “foreign”
refers not only to other countries but also to other communities or regions.
2) Idiosyncratic features of public sector limit the study of public ethno-

centrism phenomena.
3) The limit of social tolerance for the effects of the public ethnocen-

trism may be perceived differently by specific stakeholders or entire
communities.
4) Public ethnocentrism can be perceived from the point of epistemic

justice.
5) Disturbance of the public procurement system by public ethnocentrism

may limit the development of innovative enterprises.
The paper is organized into four sections. Section 1 of this paper presents
research methods used in the study of public ethnocentrism. Section 2
presents the results of literature review on the phenomenon of public ethnocentrism as a phenomenon similar to consumer ethnocentrism. Section
3 presents the results of research on public ethnocentrism in Poland and
other countries. Section 4 concludes the paper.

Materials & Methods
While reviewing the worldwide literature it was found that there is the lack
of research studies on how public ethnocentrism influences innovation development. It was assumed that public ethnocentrism could be studied as
consumer ethnocentrism. There are also few studies on public ethnocentrism
127
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(Dobrowolski, 2017; Lebiocka, 2017). Operationalizing public ethnocentrism,
like in the case of consumer ethnocentrism, is complicated by the absence
of a suitable measurement scale. The California F-scale from 1947, as well
as, E scale designed by Adorno (Adorno, Frenkel-Brunswik, Levinson, &
Sanford, 1950) to measure the general construct of ethnocentrism were
considered inappropriate for the Shimp research because of excessive
generality (Shimp, 1984). The same applies to the study of the phenomenon
of public ethnocentrism. Simultaneously the scale constructed by Neuliep
and McCroskey (Neuliep & McCroskey, 1997) is not useful in the case of
public ethnocentrism due to another subject of research. Like in the case
of consumer ethnocentrism failure to locate an acceptable ethnocentricity
scale required design of open-ended questions. The choice of an openended questionnaire and interview technique is justified, as the issue of
consumer ethnocentrism is complex (Shimp, 1984). The same statement
applies to public ethnocentrism (Dobrowolski, 2017).
Therefore, while analysing and seeking full contextual understanding of the
public ethnocentrism the ethnographic public representative’s observation
and open-ended interviews have been chosen. Study of public ethnocentrism
in Poland have been supplemented by interviews with 11 representatives of
public sector from the USA, Germany, Czech Republic, Austria, Indonesia,
Malaysia, Tanzania, Namibia and Mexico. The aim of these interviews, carried
out during last three years was to establish the existence of public ethnocentrism in the world, and to find similarities and differences of this phenomenon
in different countries. Next, the analysis of public ethnocentrism influence on
innovation has been made. The study combines quantitative and qualitative
methods as part of a strategy of epistemology pluralism.
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Current state of knowledge
Ethnocentric behaviour exists when one’s own group is the centre of everything,
and all others are scaled and rated with reference to it (Bizumic, 2014, p. 4). The
term ethnocentrism has been attributed to Sumner, who used it in 1906, but
Polish scientist Gumplowicz had used the concept of ethnocentrism (more
specifically, “Ethnocentrismus”) for the first time in print in 1879 (Bizumic,
2014, p. 4). The phenomenon of cultural or consumer ethnocentrism has been
studied by many researchers. The analysis of their research work allows to
formulate the generalization that the affirmation of one’s own culture and the
depreciation of the culture of a foreign group is based on the evaluation of
people, their attitudes and ways of acting, as well as artefacts (Adorno et al.,
1950, p. 150). Ethnocentrism can be perceived as related to collective narcissism. However, ethnocentrism primarily focuses on self-centeredness at an
ethnic or cultural level, while collective narcissism is extended to any type of
group (Golec de Zavala et al.). The relationship between ethnocentrism and
collective narcissism has rarely been studied, and there is little agreement
about what this relationship might be (Bizumic & Duckitt, 2008, pp. 437–453).
Shimp and Sharma created the concept of consumer ethnocentrism.
Those researchers found that this phenomenon can be defined as a belief
shared by consumers as to the need to purchase goods of domestic origin
(Shimp & Sharma, 1987). This belief is fuelled among other things by fears,
like the loss of jobs as a result of globalism. Therefore, consumers’ ethnocentrism can lead to the acquisition of national goods or services even if
their quality is lower than that of foreign products or services, and the price
is higher (Szromnik & Wolanin-Jarosz, 2013, pp. 100–102). It is difficult to fully
accept such consumer ethnocentric arguments considering the fact that
consumers around the world buy many products made in China and other
foreign nations mainly because of low prices.
When a nation’s GDP is growing slowly a government can fuel consumer
ethnocentrism, in order to sustain domestic business collaboration and de129
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velopment of its national economy. Is it possible that governments tolerate
or even support consumer ethnocentrism knowing that it is a pathological
phenomenon? The answer to this question is positive. The recent electoral
slogan in the presidential election in one of the world’s major economies was
a de facto calling for ethnocentric behaviour. Labelling products with national
flags, and national symbols, and using national artefacts in advertising is
also a form of calling for ethnocentric behaviour. Such approaches can run
counter to the concepts of free trade, equal opportunities and competition
based on innovation, quality, price of products and services.
Consumer ethnocentrism can be considered as a contemporary instrument of protecting one’s own market from goods and services originating
in other countries. It is a form of market protection in the absence of custom
barriers or in the situation of free movement of capital.
Consumer ethnocentrism can lead to the deceptive labelling of products
that provide misleading information on the country in which a product was
produced. In many countries, the “made in” label of a product may not reflect
the fact was almost entirely produced in another country but underwent
“final processing” in the home country. Recently, one of the German courts
decided that the mere fact that the process of quality checking and packaging
of the products made in China was carried out in Germany was not enough
to mark them as “made in Germany”. It is hardly surprising that the German
entrepreneur wanted to use the label “made in Germany”. Goods produced
in China and in Germany are differently perceived. German products are
considered high quality. The issue of consumer ethnocentrism has been
noticed by the EU, which has taken steps to develop a uniform EU labelling
system of products (Wedziuk, 2015).
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Results
I. Towards public ethnocentrism research
Various types of ethnocentrism have been distinguished and examined including ethnical, educational, religious, political and consumer ones. Public
ethnocentrism should be added to the typology of ethnocentrism. Public
ethnocentrism can be defined as a belief shared by decision makers of public
organizations that public needs should be met using goods and services of
national or local origin (Dobrowolski, 2017, p. 129). Interviews conducted with
11 representatives of public organizations from the USA, Germany, Czech
Republic, Austria, Indonesia, Malaysia, Tanzania, Namibia and Mexico have
shown that the understanding of public ethnocentrism presented above,
coincides with their understanding of this phenomenon. Public ethnocentrism is a phenomenon in which public decision-makers who have the duty
to act in the public interest are guided by their belief that specific groups of
people and organizations are better than others.
The phenomenon of public ethnocentrism can be analysed from the
perspective of distributive justice that addresses, among other things, the
just distribution of goods and costs among individuals in a society. However,
to determine whether distributive justice processes are in place and functioning, it is necessary to examine the distributive norms of groups (Forsyth,
2006). Such norms include the standards of expected behaviours (informal
institutions). This means that benefits and costs of public activities need to
be allocated to the members of society according to the designated distributive norms of the society. Therefore, it would be necessary to actively
influence the norms of informal institutions and create institutional order in
which public ethnocentrism is recognized as a cost of public activity. When
this occurs, distributive justice will be promoted when public ethnocentrism
is eliminated or minimized. The phenomenon of public ethnocentrism can be
also considered from the perspective of global justice. Based on questions
formulated by Brock in case of distributive equality (Brock, 2015) one can
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formulate the following questions. The first is – In the presence of public
ethnocentrism can the distribution of goods be fair? The second is – Is the
public ethnocentrism the cause of poverty? There are two important areas
related to the scope and influence of public ethnocentrism on justice in the
distribution of goods on a global level that merit further research.
Walzer argues that ethical standards come out of shared meanings
and practices that are created and sustained by societies. So, moral universalism is false, because ethical standards vary between societies with
different cultures (Walzer, 1983). Taking into accounts Walzer’s arguments
one could formulate the generalization that one should not apply the same
criteria of distributive justice to strangers as one would to compatriots.
However, preventing public ethnocentrism attitudes can be considered
as an effort to meet a minimal condition of propriety that is necessary to
maintain obligations between individuals and organizations, including the
states that may prevent economic opportunism. This phenomenon reduces
innovation capacities through increasing transaction costs. Therefore, the
approach to global justice should be based upon what one can call a global
understanding of public ethnocentrism as a systemic injustice.
The influence of public ethnocentrism in the way of taking into accounts
social needs at the stage of creating public programs and then implementing
them has not been fully recognized. Also, the scale of influence of public ethnocentrism on innovation capacities is unknown. There is no research in this
area. Eleven foreign respondents were not able to answer the above questions.
The question arises - How should the phenomenon of public ethnocentrism be investigated? It seems that the research approaches used to study
consumer ethnocentrism can be used to study public ethnocentrism. There
are some universal determinants of ethnocentrism such as: psychosocial,
demographic and social factors that apply to these two types of ethnocentrism. There are also similar mitigating or exacerbating factors (including
the inability to replace the imported product with a national product) that
research would have to consider.
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The researcher of public ethnocentrism will be faced with a choice of
research approach: nomothetic or idiographic. At this stage it is difficult to
clearly indicate which approach seems to be more appropriate. The idiographic
approach will be appropriate when the aim is to know the phenomenon of
public ethnocentrism in a specific context in order to explain its mechanism.
If the aim is to formulate general principle, then the research will probably be
conducted in a nomothetic manner (Dobrowolski, 2017).
The choice of the paradigm is another important issue. The paradigm
influences the selection of research methods that will determine the axiological orientation of researchers. The assumption that verification of the
truth will take place through objective quantitative methods is not fully true.
The perception of the phenomenon of public ethnocentrism by persons
covered by the study depends on the environment in which they functioned,
which in turn affects their socialisation. Adopting the interpretative-symbolic
paradigm allows to focus research efforts on describing interdependencies
in complex structures, but research does not necessarily lead to one consistent picture. In the critical studies the assumptions of the researcher are
ideological, conditioned by the axiological orientation of the researcher,
which may influence the outcome of the research. Considering the above,
the study of public ethnocentrism as a poorly understood phenomenon
should be carried out within the framework of an epistemological pluralistic strategy, using data triangulation and both quantitative and qualitative
methods (Dobrowolski, 2017).
A research tool for measuring ethnocentric attitudes was developed
by Shimp and Sharma. It is the CETSCALE questionnaire that consists of
several seven-point Likert scale questions related to consumer ethnocentrism. However, the questions would need to be modified to specifically
address public ethnocentrism. The questionnaire would need to address
the extent to which policy makers were guided by the public interest, public
procurement procedures and understood overall the various interests of the
individuals forming a particular community. Taking the above into account,
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it is appropriate to use open-ended questionnaires as well as interviews as
methods to study public ethnocentric attitudes and related behaviours of
public decision-makers (Dobrowolski, 2017).

II. Public ethnocentrism in practice
The behaviour of employees of the Czestochowa City Hall was analysed during
this research study. The purpose of the study was to determine whether the
public employees were ethnocentric and whether they were aware of it. The
study also examined the effect of patriotic attitudes (on the local and national
levels) on public ethnocentrism. The general hypotheses were that: (1) public
ethnocentric consumers have less favourable perceptions and evaluations
of foreign products and services, and the concept “foreign” refers not only to
other country but also to other community or region; (2) Idiosyncratic features
of public sector limit the study of public ethnocentrism phenomena; (3) The
limit of social tolerance for the effects of the public ethnocentrism may be
perceived differently by specific stakeholders or entire communities; (4)
Public ethnocentrism can be perceived from the point of view of epistemic
and hermeneutical justice.
Choosing the city – Czestochowa was not accidental. It was chosen because the Silesia Region where Czestochowa City is located is the region
with a different dialect, with slightly different customs from other regions
in Poland. The ethnocentric attitudes of public officials from Czestochowa
City were compared with the ethnocentric attitudes of public officials from
various cities in Western Poland. This comparison was aimed at the initial
determination of the intensity of ethnocentric attitudes, and in this respect
such research should be treated as a prolegomenon.
Although the case study concerns the Polish city and Polish public officials,
it should be noted that the problem of public ethnocentrism is worldwide,
and the public procurement laws adopted in other countries also impose an
obligation to choose the best bid, taking into accounts the lowest price and
134
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the best quality offered by bidder. Nevertheless, irregularities in the awarding
of public contracts are also disclosed in these countries. Although public
consumers were only examined from two Polish regions, it is possible to
verify research hypotheses and formulate generalizations.
The employees of the Czestochowa City Hall must comply with the Code
of Ethics, which is posted on the website of the City Hall. According to the
Code of Ethics, city officials are required to treat their work as public service.
Employees, in their conduct, have to treat public interest as more important
than their own interests and to remain politically neutral. Employees of the
City Hall are obliged to perform their duties in a fair and impartial manner.
The solutions adopted in the Code of Ethics and accepted by the City Hall
staff should therefore foster a culture of integrity. In addition, employees
of the City Hall, which is the entity of the public finance sector, are required
to comply with the provisions of the Public Finance Act and the Public Procurement Act. Those laws explicitly exclude ethnocentric behaviour in the
exercise of public functions (Lebiocka, 2017).
In Czestochowa, public expenditures should be realized in a purposeful
and cost-effective manner. The contracting authority prepares and conducts
the procurement procedure in a way that ensures fair competition and equal
treatment of contractors and in line with the principles of transparency. The
contracting authority, according to the World Trade Organization Agreement on Government Procurement and other international agreements to
which the European Union is a party, shall provide bidders treatment no less
favourable than the treatment of contractors coming from the European
Union and works, supplies and services coming from the European Union.
Procedures for the preparation and conduct of contract award procedures
are performed by persons providing impartiality and objectivity.
Data for this research were collected using a questionnaire that was
anonymously administered to 60 City Hall staff members. The 60 respondents were randomly selected. The questionnaire included items that were
designed to measure (1) knowledge/understanding of the concept of ethno135
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centrism; (2) level of patriotism at the national and local levels; (3) attitudes
about the occurrence of various ethnocentric attitudes and behaviours;
and (4) attitudes about hypothetical situations where specific ethnocentric
considerations would be allowed by public procurement law. The questionnaire also included background items to obtain information on gender, age,
and length of employment. The characteristics of the 60 respondents were
(1) Gender: Female – 88% and Male – 12%; (2) Age: 30 or younger – 13%,
Between the ages of 31 and 59 – 83%, and 60 or older – 3%; (3) Length of
City Hall Employment: Less than 2 years – 10%, 2 to 7 years – 83%, and More
than 7 years – 6% (Lebiocka, 2017).
The questionnaire responses showed that a majority 90% of Czestochowa City Hall respondents expressed views in support of ethnocentric
attitudes. It should be noted that this support existed even though a majority
of respondents 87% reported that they did not understand the concept of
public ethnocentrism. In addition, the survey results suggested that there
was a relationship between ethnocentric attitudes and patriotism. 78% of
respondents expressed the opinion that people who work in the public sector
should have patriotic attitudes (they responded definitely or probably yes to
this survey question). The remaining 22% responded definitely or probably
not to the survey question. Those respondents whose views suggested the
importance of patriotism attitude in public sector held the view that love of
country makes people involved in the public sector work more carefully and
precisely in performing their tasks and responsibilities. Respondents also held
the view that public sector workers should carry out their responsibilities in
a completely selfless way. Such responses demonstrate the high importance
of the worldview and its impact on the work of public sector entities. However, what does this mean in terms of patriotism? Half of the questionnaire
respondents were of the opinion that the word patriotism meant an emotional
attachment to the whole country. However, half associated patriotism with
feelings to the local community. Patriotism was directed to a much smaller
area than the State (Lebiocka, 2017).
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In the opinion of most respondents (85%) when selecting products/services
public sector staff should take the origin of a company into account. This suggests that most respondents have their personal preferences and opinions
about origin and product/service selection. Furthermore, most respondents
(80%) were of the opinion that in product/service selection it should be taken
into account whether a company is from the near vicinity or not. Considering
the origin of a company when selecting products / services can be viewed as
a manifestation of an ethnocentric attitude. However, more than half of the
surveyed group (70%) held the view that considering the brand as an important
determinant in the choice of products / services. This supports the idea that
well-known brand products can have high consumer trust. Therefore, although
based on respondents’ views the origin of a product / service can significantly
influence the decision to choose a supplier, it is worth noting that the product /
service brand can also play an important role in this process (Lebiocka, 2017).
As a result of this research, it was possible to identify how the products /
services coming from the Czestochowa area are perceived by the employees
of the City Hall. Most of the respondents (70%), held the opinion that choosing local products/services had a positive impact on the social or economic
situation of the region, by reducing the level of unemployment. More than
half of respondents (58%) believed companies from Czestochowa and the
surrounding area were more trustworthy than those from other areas. Distrust
of firms that are not local may be due to various factors including prejudice,
fear of the unknown, or ignorance of companies which are not local. About
one-third of respondents (35%) viewed local products / services to be easy
to obtain. In spite of the positive views of local products, some respondents
did not have the opinion that local products / services were of satisfactory
quality. In addition, only 17% of respondents felt that local products/services
were well known to them. Although 8% of respondents do not think that local
products are of a good quality the vast majority (92%) of respondents still
had positive views of the local products/services (Lebiocka, 2017). These
survey results are suggestive of ethnocentric attitudes.
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The survey questionnaire included some questions related to public
procurement law. The first question in the survey referred to a hypothetical
situation in which a public official could have the right to introduce additional
criteria when selecting contractors. The most popular criterion selected by
(48%) of respondents was the origin of the product / service from the area of
the municipality. Fewer (25%) of respondents chose the Polish origin of the
product / service or brand. These responses clearly suggest that the most
desirable criteria are the local origin of goods. Another survey question referred to a hypothetical situation where two competing companies meet the
criteria of the contracting authority at the same level with one company being
local and the other one not. The respondents were asked whether or not the
local company would have an advantage in the procurement decision. Only
10% of respondents expressed the belief that the location of the company
would not offer an advantage, that it would not matter. This means that 90%
of the respondents believed the origin of the business would probably affect
the outcome of procurement process. Many (72%) of respondents stated
that the selection process should allow for additional points in the evaluation
process for local companies (Lebiocka, 2017). The research revealed that
most of the respondents are ethnocentric.
Another public ethnocentrism research effort using an interview technique (open-ended interview) included 60 randomly selected employees
of municipal offices located in western Poland. This effort found that these
employees also showed ethnocentric attitudes. It should be noted, however,
that these two studies used different measurement approaches – a questionnaire versus an open-ended interview. This difference may have contributed
to the disparity in the findings.
This study revealed the existence of a positive correlation between the
intensity of this phenomenon and patriotism (the same correlation found
in the case of consumer ethnocentrism). Most (80%) of interviewed employees expressed the opinion that awarding a contract to a local producer
/ service provider is a kind of patriotic act. Respondents held the opinion
that such decision supported the local labour market. Less than half (45%)
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of interviewed employees held the same opinion with reference to Poland
as opposed to their local area. These opinions clearly demonstrated that
the positive relationship between patriotism and public ethnocentrism was
stronger for local communities than for the whole country.
There is also another factor that can influence the level of cooperation
between and among people. It is loyalty. People may feel loyal to each other
or an organization even in the absence of trust in those they rely on. It seems
that the feeling of loyalty maintains relationships between people (Barbalet,
1996). It seems that ethnocentrism can play the same role. The interviewed
employees identified a perceived relationship between loyalty and ethnocentrism. 25% of respondents expressed the view that ethnocentrism can
restore trust in the future if trust is absent at any given time. This research
study has shown that ethnocentrism can be considered as a substitute of
trust in the case when the trust is absent.
Taking into account arguments presented above, making rational decisions means taking measures mitigating the risk of losing trust. Ethnocentric
behaviour may be considered as a means to alleviate risk. For example, the
preference of public decision makers to choose local well-known contractors
may reduce the risk of failure of a public contract. Most respondents (90%)
perceived ethnocentric behaviour as a risk-mitigating factor.
All respondents stated that there is a connection between public ethnocentrism and the development of innovation. Innovation understood as
creating better products or services may be limited by public ethnocentrism.
Foreign respondents were of the same opinion. They stated that public
ethnocentrism can be seen as a manifestation of the attitude of “local patriotism”, protection of the jobs of their relatives, friends. The difference in
the results of the research was revealed in the case of perception the public
ethnocentrism as protection of domestic market against foreign services or
goods. Public ethnocentrism in the opinion of respondents from Germany,
the Czech Republic and Austria may have resulted from the conviction that
services or goods produced in these countries are better than in other
139
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countries and must be protected against unfair competition resulting, for
example, from lower labour costs.
Public ethnocentrism may be associated with corruption. If one considers
corruption more broadly than just in the criminal law perspective and if one
assumes that corruption is also a use of public trust for private gain, then
one can see this relationship.
The phenomenon of public ethnocentrism can be considered from the
perspective of epistemic injustice. Fricker argues that there are two kinds of
dysfunction in epistemic practices. The first occurs in testimonial transaction,
when a speaker receives a deflated degree of credibility from a hearer owing
to prejudice on the hearer’s part (Fricker, 2007). Based on research of public
ethnocentrism one can generalize that this phenomenon leads to inflation of
credibility of provider of goods or services. Using arguments formulated by
Fricker, one can state that the prejudice of a decision maker wrongly deflates
the judgement of credibility of a provider of goods or services. Such unduly
deflated credibility of a provider’s goods and services may be not only an
epistemic dysfunction but it may also be an ethical dysfunction. The potential
provider of goods and services who receives a prejudicially deflated degree
of credibility from a decision maker is thereby wronged (Fricker, 2007). Such
a situation that occurs in practices of the public ethnocentrism can be understood as an epistemic injustice.
Ethnocentrism can lead to intolerance, and consequently to conflicts
and tensions (Turner, 1998, p. 47). Therefore, public ethnocentrism can be
perceived as a form of organizational pathology that can be defined as the
relatively permanent disability of the organization, and can cause wastage
of resources beyond the limits of social tolerance (Dobrowolski, 2017). No
doubt, taking into accounts principal values of humanism, such as equal
treatment of people, as well as, taking into account that the public ethnocentrism may lead to irrational choices and violations of the law, such as public
procurement law, public ethnocentrism can be considered as organizational
pathology. Specific stakeholders or entire communities may perceive the
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limit of social tolerance for the effects of the organizational pathology
differently. This suggests that organizational pathology is a situation that
negatively affects the proper functioning of the organization as recognized
by the majority of stakeholders. Similarly, one can specify relativism of public
ethnocentrism. Public ethnocentrism can be understood as a phenomenon
with negative impact on the well-functioning of a public organization, and
that negative impact mentioned above is recognized by most stakeholders (Dobrowolski, 2017, pp. 127–137).
Preliminary studies confirmed the assumption that public ethnocentrism can
be considered as the substitute of local trust. Taking into account the argument
of Akerlof and Shiller (Akerlof & Shiller, 2009), one can formulate assumption
that public ethnocentrism may temporarily affect the extreme propensity to
consume. However, from the perspective of international cooperation, the
disruption of public choice, by introducing other factors than the best value
for money in this selection, limits trust in markets, which uses unfair practices
on a macro-scale. Decline in trust affects the extreme propensity to consume,
and in an aggregate form on macroeconomic values (Akerlof & Shiller, 2009). In
addition, increasing consumption does not have to be the result of innovation,
understood from the customer’s point of view as a customer’s gain value added
from the “new” product / service, which is the case when a new function (or a new
combination of existing functions) is provided and / or existing functions are
provided at significantly lower cost (Little, 2007). Public or private consumers
may purchase cheap but outdated and increasingly less functional services and
goods. In the longer perspective, the lack of an innovative economy leads to
a weakening of the economic position in the chain of cooperation and competition. Analysis of OECD databases on innovation and databases on economic
development has shown correlation between innovative economy and development of countries. The generalization can be formulated, that distortion of
the freedom of public choice by making decisions based on prejudices against
contractors and service providers limits innovations.
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Final remarks
Based on this research study it is clear that while public ethnocentrism exists,
it is difficult to assess its influence on decisions made in the public sphere.
Although public officials may be willing to report the opinion that procurements should be made from local suppliers, the same officials might not
report that procurement decisions were made solely on such opinions. This
is because such behaviour could be forbidden by law and officials would not
likely incriminate themselves and confirm that the law was broken. Studies
have therefore shown a scale of willingness to use an ethnocentric attitude
when making decisions in a public organization. This research result was
expected. It was not intended to determine the real impact of public ethnocentrism on the decisions made but to determine the perception of the
phenomenon of public ethnocentrism.
There is a need to create an Ethnocentrism Perception Index (EPI). The
tendency for ethnocentric behaviour should be taken into account when determining whether formal and informal institutions are conducive to running
a business in a given country. When creating an EPI, one can use the Transparency International experience in creating the Corruption Perception Index.
Research in the area of public ethnocentrism has found that:
·· Ethnocentric behaviour can be perceived as a risk-mitigating factor and
a substitute for trust.
·· Public ethnocentrism is the phenomenon in which public decision-makers who have the duty to act in the public interest are guided by the belief
that a specific group of people and organizations are better than others.
·· Public ethnocentrism can be defined as a belief shared by decision makers
of public organizations that public needs should be met using goods and
services of national or local origin.
·· Informing the public about the negative effects of public ethnocentrism
leads to epistemic justice.
·· The approach to global justice should be based upon what one can call
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as a global understanding of public ethnocentrism as a systemic injustice
in public life.
·· Preventing public ethnocentrism attitudes can be considered as effort
to meet a minimal condition of decency, which is necessary to prevent
economic opportunism. However, accuracy of such assumption requires
further research.
·· Public ethnocentrism restricts innovation by disrupting public choice.
Public ethnocentrism is a complex phenomenon that may be of interest
to various scientific disciplines, including psychology, or sociology, management science, and economics.
Two new research questions are identified: 1) Is the distribution of goods
fair in the case of public ethnocentrism? 2) Is the public ethnocentrism the
cause of poverty?
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