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Foreword

The international scientific conference AEconNnomi
annually by the Faculty of Economics and Social Development of Latvia University of Agriculture.

The proceedings of the conference are published since 2000.

The scientific papers presented in the conference held on 9-11 May 2018 are published in

3 thematic volumes:
No 47  Rural Development and Entrepreneurship
Produ ction and Co -operation in Agriculture

No 48 Integrated and Sustainable Regional Development
Marketing and Sustainable Consumption

No 49 Bioeconomy
Finance and Taxes
Home Economics
New Dimensions in the Development of Society

The proceedings contain sci  entific papers representing not only the science of economics in the
diversity of its sub  -branches, but also other social sciences (sociology, political science), thus confirming
inter -disciplinary development of the contemporary social science.

This year for the first time the conference includes the section on a new emerging kind of
economy -bioeconomy. The aim of bioeconomy is to use renewable biological resources in amore
sustainable manner. Bioeconomy can also sustain a wide range of public goods, inclu ding biodiversity. It
can increase competitiveness, enhance Europe's self -reliance and provide jobs and business
opportunities.

The Conference Committee and Editorial Board are open to comments and recommendations
concerning the preparation of future confe rence proceedings and organisation of the conference.

Acknowledgements

The Conference Committee and editorial Board are open to comments and recommendations for
the development of future conference proceedings and organisation of international scientific
conferences.

We would like to thank all the authors, reviewers, members of the Programme Committee and the
Editorial Board as well as supporting staff for their contribution organising the conference.

On behalf of the conference organisers
Anita Auzina
Associate professor of Faculty of Economics and Social Development
Latvia University of Life Sciences and Technologies
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NORMATIVE ASPE CTS OF RURAL DEVELOP MENT STRATEGY
AND POLICY IN THE EUROPEAN UNION

Mieczyslaw Adamowicz 1 Prof .
1 Pope John Paul Il State School of Higher Education in Biala Podlaska

Abstract.  The objective of the work is to define and evaluat e the normative approach in the programming and
implementation of rural development in the European Union countries. Main focus is to determine the objectives

and methods of implementation and achieving these objectives in various ideological documents, st rategies,
programmes and development policies. The present work was created on the basis of documents and

publications by community bodies and institutions as well as open literature on this subject. The study presents

ways of defining rural areas, strateg ies and development programmes in Europe (Lisbon Strategy, Europe 2020
Strategy), tasks of major community policies towards rural areas (common agricultural policy, cohesion policy),

Cork ideological declarations, multifunctional development concepts and s mart development. Innovative
approaches include the concept of smart city, smart village, smart specializations of regions and the urban -rural
partnerships.

Key words:  rural development, Cork declarations, rural policies, smart villages.

JEL code: 02

Intro duction
The condition and development of rural areas is the result of socio -economic processes using

local resources, external conditions and the scope of support resulting from the development

policy. The rural development policy is built with the assessm ent of the current level and
developmental capabilities. What proves necessary in making decisions and interventions in the

pre -existing condition and socio  -economic system, a positive approach (diagnosis, assessment of
condition), as well as a normative a pproach including assessment of developmental opportunities

and the concept and method of reaching the set objectives. The objective of the work is to define

and evaluate the impact of normative approach in the programming and implementation of rural

devel opment in the European Union countries. Main focus is to define the normative definition of
objectives, and methods of their implementation and achievement, in various ideological and
conceptual documents and programmes as well as official development stra tegies. The normative
character has a way of defining rural areas. However, the normative approach manifests itself

mainly in formulated documents describing development concepts, as well as in strategies and

policies that decide on the mobilization of eco nomic and financial resources. The present analysis
was carried out on the basis of documents and publications of the European Union bodies and
institutions as well as the rich literature of the investigated subject. The study takes into account

the strat egic European development programmes (Lisbon Strategy, Europe 2020), the objectives of

the main policies, including problems of rural development (common agricultural policy, cohesion

policy), as well as ideological concepts referring to rural development (Cork declarations,
multifunctional development, intelligent development, rural urban partnership), along with the

new, innovative concept of smart villages.

Defining rural areas
The villages and rural areas have a spatial and territorial dimension, the s cope and meaning of

which for each of these concepts are different. Spatial approach stems from the assumption that
rural space has features that make it differ from other spaces, and in this case from urban spaces.
The territorial approach refers to space , specific local or regional systems based on, among others,

the administrative division. There are no precisely defined definitions and perceptions of these

1Corresponding author.E - mail address:adamowicz.mieczyslaw@gmail, (https://orcid.org/0000 -0002 -1164 -4966) 17
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concepts. However, it can be safely said that the concept of a village is narrower than the concep t
of rural areas. The village is primarily a settlement unit and remains in the dichotomy with the
concept of the city. These two basic forms of settlement differ in many features, basic ones being
morphological, demographic, socio -occupational, economic o r cultural. The variety of these
functions is not limited only to the area of housing, because these functions relate to the whole
territory, which is integrally associated with the respective territorial settlement unit, where various
production and servi  ce processes are organized. The village and the city perform different functions
in their respective local and regional systems. Individual territorial systems compete for resources
and development factors. Despite numerous attempts and efforts of both the oreticians and
practitioners, no universal definition of the countryside and rural areas was developed so far.
Definitions and criteria for delimitation are adapted to the purpose of the study and the nature of
the problem or type of policy being carried o ut. The problem is not only to define the scope of rural
areas but also their internal diversity, in other words the degree of rurality.

Among the many ways of perceiving, defining and classifying rural areas we should distinguish
two main trends, an intu itive current and an objective current (Rakowska, 2013 p. 8). In the
intuitive trend, there is a subjective perception of the village and it is understood as something
obvious outside of the city, resulting from the dichotomous, eternal division of territ ories inhabited
to the countryside and the city. The manner of defining this trend is understandable for everyone
as a morphological, economic, social and cultural picture different from the picture of the city. The
subjective trend may be a sufficient bas is for sociological research, and often for the administrative

separation of the village from the city. The objective trend is based on selected, more measurable

criteria, according to the purpose and nature of the research. Despite many attempts to distin guish
the concept of a village from a city with the help of numerous criteria, this two -part division is
difficult because the city gradually penetrates into rural areas, resulting in a certain urban -rural
continuity structure. Although the bipolar divisio n of the country turns out to be outdated and

inadequate to the content, it still has practical significance for the administrative division of local

systems, as well as for the policy of financial support from national budgets and EU funds. This
raises th e need to set common criteria, both for research purposes and for the purpose of shaping
the strategy and implementation of administrative tasks, as well as for conducting local and

regional development policies and sectoral support policies.

European poli  cies towards rural areas
Rural areas became the subject of interest of the Common Agricultural Policy (CAP), in which its

second pillar, devoted mainly to the development of rural areas, was distinguished. This interest in
rural areas within the framework of the CAP, which appeared in the 1970s, was strengthened
mainly by the McShare reform, carried out in the first half of the nineties.
Prior to the McShare reform, the CAP was affecting rural areas through market instruments of
the 1st Pillar. As a result of the reform there was an increased interest in structural problems, not
only in agriculture, but also in its rural environment. The reform aimed at maintaining the
population in rural areas, preserving the natural environment, protecting the traditional rural
landscape and the model of family farming. The programmes of afforestation of agricultural land,
and early retirement of farmers by granting them structural pensions, have become an important
tool of this new policy. The market policy of the CAP 1st Pillar continued to absorb the majority of

the funds allocated to support agriculture, and the actions towards rural areas were limited. At the

1Corresponding author.E - mail address:adamowicz.mieczyslaw@gmail, (https://orcid.org/0000 -0002 -1164 -4966) 18
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beginning of the 21st century, there was some limitation of the role of market policy for the benefit

of its s tructural counterpart. Agenda 2000, which was another reform of the CAP preparing the
Community for the future enlargement to Central and Eastern Europe, defined the concept of a

European agricultural model, in which farmers in accordance with social expec tations should
produce healthy and safe food with use of environmentally friendly production methods. At that

time, the need to develop various forms of non -agricultural economic activity in the countryside

was indicated, which gave rise to the concept of multifunctionality of agriculture and rural areas. It

was pointed out that the shrinking importance of agriculture in the economic sphere
(de-agrarisation of the village) should be balanced by the increase of its non -productive role, in the
spheres of cult ure, landscape and other public goods. Taking the concept of sustainable
development into account, an obligation to create integrated rural development plans was
introduced, which should determine the impact of future agricultural activities on the economi c,
social and environmental situation of each country (European Commission, 2006 p. 4).

A continuation of the CAP system changes, initiated in 1992 and introduced by Agenda 2000,
the so -called Fischler reform, adopted in 2003 in Luxembourg, deepened the c hanges in the sphere
of agricultural support under 1st Pillar of the CAP and strengthened the regulations covered by the
2nd Pillar 1l and concerning rural development. It can be said that a new rural development policy
has emerged, which emphasizes innova tion in agriculture and sustainable development of
agriculture, forestry and other sectors functioning mainly in rural areas. The new common
agricultural policy, implemented since 2005 after the fifth enlargement of the European Union,
drew attention not o nly to the promotion of the sustainable agriculture system, the quality of food
and detachment of direct payments from the size and structure of production, but also to animal
welfare, preservation of cultural values of villages, traditional plant varietie s and animal breeds,
and other elements of material culture in rural areas.

The 2008 review of the assumptions of the CAP instrume
aimed at identifying ways to simplify and improve the efficiency of the direct payment syst em, and
include farmers from Central and Eastern Europe therein. Health Check confirmed the need to
further foster the process of shifting funds from market policy to rural development needs. New
areas of interest are climate change, renewable energy produ ction, water deficit prevention and
risk insurance issues.

The policy of the European Union towards rural areas planned for the years 2007 -2013 retains
the continuity of previously implemented programmes. Each Member State has prepared its
national strate gic plan, constituting a reference framework for EU rural development programmes.

Three thematic axes have been distinguished in these programmes: the axis on competitiveness

and the environment, the axis on land management and the axis encompassing econom ic
diversification and quality of life. An axis under the name Leader was also introduced. The third

axis covering - economic diversification, quality of life and the Leader axis contained instruments
concerning rural development policy. This last axis bec ame the main tool for rural development
policy in later years. Each of the axes contains a specific number of partial actions. The objective of

the economic axis is to support modernization, innovation and efficiency of agricultural production,

the environ mental axis is intended to improve the condition of natural environment in rural areas.

The activities of the social axis were focused on the diversification of rural economy, while in the

framework of the LEADER approach, attempts have been made to seek n ew methods of economic

and social activation in the countryside.
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The 2007 -2013 strengthening of rural development policy was supported by the establishment
of the European Agricultural Fund for Rural Development, which simplified the rules for providing
assistance and increased the coherence of the support instruments used. Member States have also
obtained a considerable degree of freedom in shaping the structure of objectives and expenses.

One should also pay attention to the necessity of greater involvem ent of own resources of
beneficiaries and to the increase of the activity and participation of rural residents in the
implementation of socio  -economic programmes. The second pillar of the CAP is more decentralized

and is based on the principles of partners hip. The partnership exists at the level of relations
between EU bodies and Member States, and includes direct cooperation between EU bodies with

regional and local authorities, between public authorities and economic and social organizations
representing  civil society. The principle of subsidiarity, which motivates European integration, is
reflected in this cooperation and partnership.

Although effective integrated rural development programmes and consolidated sources of
financing have not been developed so far, a character consistent with the essence of sustainable
development has been given to the rural development policy, which takes equal account of the
economic, social and environmental aspects. The aim of sustainable development of rural areas is
also to maintain proper proportions between ad hoc tasks, such as increasing the competitiveness
of a given territorial system, and in particular increasing employment opportunities, and long -term
tasks such as shaping the social, economic and environmental i ntegrity of the area.

The Rural Development Programme for 2014 -2020, adopted in 2013, is basically a continuation
of the support programme from the previous financial perspective. The changes mainly concern the
organization and implementation of individua | instruments as well as the system for monitoring and
evaluating the implemented activities. The currently implemented programme was integrated in
the overall development policy system, as outlined by the "Europe 2020 - Strategy for smart and
integrated i nclusive development". The main objectives of the 2014 -2020 RDP are to improve the
competitiveness of agriculture, balance natural resource management and climate action, and
sustainable territorial development of rural areas. The programme implements the following six
priorities of the EU rural development policy:

1) Facilitation of knowledge transfer and innovation in agriculture, forestry and in rural areas;

2) Improving the competitiveness of all types of farming;

3) Improving the organization of the food chain and promoting risk management;

4) Restoring, protecting and strengthening ecosystems dependent on agriculture and forestry;

5) Active resource management and transition to a low -carbon and climate -resilient economy in
the agricultural and forestry sectors;

6) Increasing social inclusion and reducing poverty.

Declarations relating to the basics of rural development
The conferences devoted to the agricultural perspective of Europe organized in Cork, Ireland

have a strong impact on the shape of the concept of rur al development policy. The first Cork
declaration announced in November 1996 indicated the need to create integrated rural
development policy; the second one of August 2016 defined the outline of the policy of shaping

better living conditions in rural area s. The 1st, 1996 Cork Conference entitled "Rural Europe -
Future Prospects" determined the basic directions and principles for development of rural areas in

Europe, which were included in the form of a declaration, according to which rural development
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shou Id be sustainable and balanced, with territorial orientation. It is believed that rural areas and
their inhabitants are a real, valuable resource of the European Union with competitive capabilities.
Taking the important role of agriculture and farmers in r espect to natural environment into
account, it was noticed that the contribution of agriculture and forestry sectors in rural economy
was reduced, while the importance of non -agricultural sectors of the countryside economy
increased. The development of rur al areas should consist of economic diversification, run by small
and medium enterprises, mainly of the services sector. Diversification of economy, but also rural
and cultural landscapes, as well as the development of new functions should secure a higher
standard of living for the rural population, and protection of natural resources and biodiversity.

The new model of rural development under the name of LEADER included 10 items in the form
of postulates. They involved: preferences for rural development; i ntegrated approach towards
development; diversification; applying the principle of sustainable development; principles of
subsidiarity, simplification, programming, financing, management as well as research and
evaluation. The 1996 Cork declaration was to make European politicians aware that the rise of
public belief to start a new rural development policy, the increase of the attractiveness of rural
areas, and creating more significant centres for life and work for people of all ages, as well as the
functi oning of new professions are required. The proposed new model of rural policy differed from
the CAP model that was implemented at that time. The economic and social diversification was to
be made possible with aid focused on investments and services -relate d economic activities,
development of education and training systems, improvement of the information and
communication system. The needs for simplification of assistance procedures, concentration of
resources, and proportionality in relation to the develop mental backwardness, were all noticed. The
principle of subsidiarity meant the aspiration to decentralise activities and strengthen the role of
local communities in programming and development management. Simultaneously, the declaration
emphasised the impo rtance of agriculture for the overall level of rural development, the necessity
of its contribution in the achievement of all economic, social and environmental objectives. Duties
such as protection of environment and biodiversity, and the preservation of landscape and cultural
values of villages, as well as the increase of the standard of living of rural communities were also
imposed on agriculture. The outlined agricultural development model became multifunctional. The
1996 Cork Declaration indicated the need to strike a balance between production objectives related
to the development of agriculture and ensuring food security, and the protection of environmental
resources as well as the development of non -agricultural economic activities and social functio ns of
rural areas. The declaration became the foundation for shaping rural policy under Agenda 2000,
which prepared the Community for its fifth enlargement to Central and Eastern Europe. In this
period, the CAP adopted the most important assumption of the Cork Declaration of multifunctional,
sustainable development based on the use of endogenous potential of rural areas, as well as
external funding and support instruments.

In addition to the well  -known and universal concept of sustainable development, on wh ich all
Community policies are based, including the CAP, the concept of multifunctional rural development
is significant and capacious. The main assumption of this concept is the gradual departure from the
domination of agriculture in the structure of the rural economy by development of additional, non -
agricultural forms of economic activities and various functions of social services. Thus, on one
hand, this concept assumes the support for the agriculture modernization process, and on the

other the accelera tion of development of non -agricultural activities, which results in the general
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diversification of the rural economy. The expansion of this way of thinking in the 1970s initiated

the post -productivist stage of development, characterized by the growing sig nificance of diverse
functions and activities in the services sector (Woods, 2005 p. 14). W.Stola included the following
to the main functions of rural areas (Stola, 1999 p. 169):

1 residential functions - the village is a place of residence not only for fa rmers, but also for people

not related to agriculture, who undertake professional activities outside their place of residence,

production functions 1 production of high  -quality and safe food and agricultural raw materials,

service functions T improving th e quality of residents' life and constituting a source of income

for people employed outside agriculture,
1 recreational functions T based on the use of natural and cultural resources for spending free

time and recreation,

tourist functions - implemented mai  nly in the form of agrotourism and eco -tourism,

cultural functions 1 physical and intangible resources of local culture related to work, life,

traditions and rural rites,

environmental functions T protection of biodiversity and natural resources,

aesthetic functions 1 arising from the beauty of the landscape and cultural monuments.

Multifunctionality of rural areas and agriculture was focused on improving economic effects (new
jobs, higher income), which also bring beneficial social effects (greater attract iveness of rural life,
inhibition of population outflow). The development of non -agricultural functions should be
correlated with the local resources and endogenous potential as well as bottom -up character.
Multifunctionality applies to entire rural areas as well as agriculture itself and the respective farms.
The multifunctional effects may emerge in the form of commodities and non -market products,
often of a conjugate character, which provides social benefits, including public goods (Adamowicz,
2004 pp. 29-30).

The practical implementation of the concept of multifunctional rural development requires its
integration with the current policy, in this case the common agricultural policy and cohesion policy,
as well as the inclusion of this concept in the spat ial development system and environmental
protection. Multifunctional rural development should be a process that occurs on many levels.
Including spatial, social and economic changes that enable residents to obtain income from
professional activities and im prove the quality of their life (Stanny, 2012 p. 150). This
development should be connected with principles of market economy and competitiveness, which
does not mean that the need to support through rural policy is rejected. As a complex process, it
req uires proper programming and spreading over time. The concept of multifunctional development
is constantly being supplemented and enriched, while maintaining its essence. This should be
treated as the aspiration of the scientific and political environment shaping the development of
agriculture and rural areas, as expressed in the 2016 second Cork Declaration. 2nd Cork
Decl aration on OA Better Life in Rural Areaso consciously
new elements, such as innovation, int egration and indications relating to agricultural policy as well
as rural policy.

The authors of the declaration expressed their conviction that Europe's rural resources will be
able to meet current and future challenges in supplying European Union citizen s with quality food,
keeping the rural economy in a closed cycle, expanding the bioeconomy, using resources more
efficiently, overcoming the difficulties resulting from climate change, and reduction of dependence

on non -renewable energy sources. The author s expect a wider base for the rural economy in
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increasing digitization, knowledge resources, innovations and bottom -up entrepreneurship.

Agriculture and forestry, while still remaining important sectors of the rural economy, will be able

to engage in emerg ing new value chains and rural areas will be recognized by young people as an

attractive place to live and work. Determined by the need to utilize local potential and bottom -up

development initiatives better, they also point to strengthening of the strateg ic focus on the
selection of objectives and instruments for rural development policy. Innovative, integrated and

inclusive policy for rural development and agriculture should be oriented on the following priorities.

1) Promoting rural well -being - resulting f rom the potential of the village to provide innovation and
favourable solutions to current and future challenges in the sphere of economics, food security,
climate change, resource management, social exclusion, and migration problems.

2) Strengthening of rura | value chains and cooperation networks in the sphere of new rural
business areas. This should provide new opportunities for agriculture, forestry and related
enterprises in the context of circular, green and energy efficient economy.

3) Investing in strength  ening rural life and vitality, which means focusing on investing in creating
added value for the society. Investments in the countryside, both private and public, in
infrastructure and development potential, should be directed towards common objectives suc h
as job creation and green and inclusive economic growth.

4) The preservation of the rural environment, especially regarding the proper management of land
resources, provision of public goods and strengthening of its natural and cultural heritage.

5) The manag ement of natural resources such as water, soil and biodiversity so as to meet the
growing demand for food, fodder, fibres and other biological materials. This requires the use of
sustainable and cross -sectoral management, involving mainly the agricultural and forestry
production.

6) Encouraging actions to prevent and mitigate adverse climate change. These activities are
related to the sequestration of coal in rural areas and the management of low -emission
economy.

7) Embrace the knowledge -based economy and innova tions. It is about access to the right
technologies, effective management methods, and achieving economic, social and
environmental benefits, both through education and consulting.

8) Strengthening rural self  -government and the efficiency of local administrat ion. This sphere of
strengthening rural potential should be based on the use of the LEADER programme, the
European Partnership for Agriculture and local grassroots initiatives by providing technical
assistance, training, cooperation and networking.

9) Advanc ed delivery policy and simplification of production processes. This also applies to the
procedures and rules for the implementation of the common agricultural policy, and the use of
smart procedures and tools for local and regional administration. An impor tant role should be
played by management with use of electronic tools.

10) Improving efficiency and responsibility. Public support for agriculture and rural areas must
be subject to monitoring and reliable evaluation. This assessment should relate to the benef its
of the actions taken, the efficiency of the use of the funds, and the overall assessment in the
light of the assumed objectives.

Participants of the conference and the makers of the Cork 2 declaration draw the attention of
creators of rural development policy to the need of strengthening of public awareness of the

potential of rural areas, for their general development and the challenges they face.
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Innovative and smart development concepts
In its pursuit of maintaining and increasing its position in glo bal competition European Union

adopted the 2000 Lisbon Strategy, that aimed at making economic development more dynamic,

creating a knowledge -based economy, guaranteeing the growth of competitiveness and

employment levels, ensuring social cohesion and cari ng for sustainable development and natural
environment. The implementation of this strategy failed to bring the expected results, which was

the reason for its update after just several years and the correction of its provisions. The list of

strategic goals was narrowed down to two, directed at achieving sustainable economic growth and

sustainable employment growth. A number of financial and legal -institutional instruments as well
as activities in the form of operational programmes financed from Community fu nds were used to
achieve these objectives. The global financial crisis of 2007 nullified the achieved effects and

hindered further implementation of the Lisbon Strategy, while at the same time revealing the

structural weaknesses of the European economy. D ue to the need for changes the European

Council adopted, in June 2010, its new strategy for smart, sustainable and inclusive, the EUROPA

2020 strategy.

When preparing the strategy, the European Commission proposed to implement, till 2020, the

five objectiv es incorporated into the national development strategies, including; activities in the

areas of employment, research and innovation, climate change and energy, education and the fight

against poverty. Three interlinked priorities were established in the Eu rope 2020 strategy itself:

1 smart growth - development of the economy based on knowledge and innovations;

1 sustainable growth - signifying the development of an economy using available resources
effectively, a greener and competitive economy;

1 nclusive growth - encouraging greater employment, ensuring social and territorial cohesion.

Specific parameters and the criteria for the respective parameters were established, all of which

are also applicable to agriculture and rural areas. Within each of these three pr iorities, a number of

objectives were established, and these were then grouped in seven separate flagship initiatives:

1 "Innovation Union", to simplify the framework conditions and access to the research and
innovation financing required to produce new good s and services, which create employment and
economic growth;

1 "Youth on the move from school to work", serving the improvement of education systems
preparing for the profession and facilitating youth's access to the labour market;

1 "A Digital Agenda for Euro  pe", to accelerate the dissemination of broadband Internet to exploit
the benefits of computerization in enterprises and households;

1 "Resource efficient Europe”, aimed at decoupling growth from the use of traditional resources
and facilitating the transiti on to a low -carbon economy, the wider use of renewable energy
sources, modernizing the transport sector, promoting greater energy efficiency;

1 “Industrial policy for the globalization era", facilitating and improving the business environment
for small and m edium enterprises and strengthening the competitiveness base in the conditions
of globalization;

1 "An Agenda for new skills and jobs", aimed at modernizing labour markets and equipping people
with incentives for lifelong learning and better matching labour demand and supply through
increased employee mobility;

1 "A European platform against poverty", reinforcing social and territorial cohesion, facilitating

access to work and living in dignity.

1Corresponding author.E - mail address:adamowicz.mieczyslaw@gmail, (https://orcid.org/0000 -0002 -1164 -4966) 24



Proceedings of the 2018 International Conference "ECONOMIC SCIENCE FOR RURAL DEVELOPMENT" No 47
Jelgava, LLU ESAF, 9 11 May 2018, pp. 17-27
DOI 10.22616/ESRD.2018. 001

Three of these flagship initiatives refer directly to the priority for smart growth. Smart growth
means strengthening knowledge and innovation as the driving forces for future development. This
requires improving education, strengthening research, promoting innovation, and knowledge
transfer across the Union, making full use of information and communication technologies, and
ensuring that innovative ideas can be transformed into new products and services that will
contribute to economic growth, quality improvement and meet the various challenges of modern
times. The activ ities of this priority can be implemented at the Community, national and regional
levels.

The flagship initiative 'Youth on the move from school to work' aimed to increase the
attractiveness of European higher education institutions, and to raise the gener al level of education
and vocational training, which are necessary to increase youth mobility, and to facilitate its entry
into the labour market. The flagship initiative 'A digital agenda for Europe' agenda aimed at
disseminating modern information techno logies by 2013 and providing access to an even faster
Internet by 2020. As part of the Europe 2020 Strategy, a 'European Innovation Partnership’
document was developed in 2012 to strengthen sustainability and productivity in agriculture. It was
included in the European rural development policy and in the Horizon 2020 European research
programme.

New ideas have emerged in Europe, in the last decade, aimed at saving resources through
appropriate spatial planning, organization of transport flows, reduction of costs resulting from the
spraw! of cities and others (Stawasz, Sikora -Fernandez 2015 pp. 11-13). It is about concepts, such
as the "smart city" or the "smart housing estate". The concept of smart specialization of the region
found its practical implementa tion within the framework of the Europe 2020 Strategy. Among the
newest one, the concept of “intelligent village" should be mentioned.

With regard to smart cities, attention is pointed to the use of innovations and information
technologies to build interac tivity and efficiency of urban infrastructure. In building smart cities, the
need to invest in human capital and social capital, communication infrastructure, strengthening
economic sustainable development, rational use of resources and participation of ci tizens in
development programmes were all pointed out. The following six elements were distinguished in
the intelligent city model: environment, people, quality of life, management, mobility, economy
and research, innovation, creativity, high productivity and efficiency. N.  Caminos, as one of many
authors, defines a smart city as a territory with high potential for learning and innovation, equipped
with the creativity of its residents, with institutions creating knowledge, communication
infrastructure and e ffective management (Caminos 2008 pp. ).

As part of the "Smart Growth" priority of the Europe 2020 Strategy, the concept of smart
specializations for countries and regions was developed. This concept was incorporated in other
strategies and included in th e financing framework of the 2014 -2020 financial perspective
(Adamowicz, 2016 pp. 5-15). The concept of smart specializations of regions took shape in 2008,
and in 2010 -2014 it was developed and included in the Europe 2020 strategy (Kardas,

2014 pp. 211-135).

The idea of smart specialization is based on the assumption that EU Member States, or any
other region, cannot independently achieve satisfactory results in all areas of the economy,
especially in the sphere of new technologies and innovations (Pilars ka, 2014 pp. 59-82). Smart
specializations provide opportunities to achieve economic growth in all regions or countries, both

those better, and those less developed. This conception has two sides. The first requires
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concentration on selected areas, where t he existing potential is to be fully exploited, and the
second requires concentration on specific domains in order to coordinate specific and original areas
of competence in the region (Foray et al., 2011).

The vision of rural areas, as outlined in the 20 16 second Cork Declaration "Better life in rural
areas" acknowledged the ongoing differences between the city and the countryside, especially in
the field of digitization, transport, communication, stage of service development and others. The
Cork 2 Declar ation became the basis for reflection on the future of villages in EU Member States.
An attempt to create a vision of sustainable development of rural areas resulted in the conception
of "smart villages". The conception is now becoming an integral part of the development strategies
of regions and territories. Strengthening the integration between the city and the countryside
forms the crucial factor for the effectiveness of this concept. It is also crucial to integrate the
various activities already impleme nted into a coherent program. The intention is to build something
more solid than simple stunting, to provide a transparent interpretation for politicians,
entrepreneurs and other stakeholders in order to determine the needs and development
opportunities o f individual territorial systems. The conception of smart villages includes both rural
settlements and surrounding rural areas. It includes rural communities and existing resources in
terms of creating new development possibilities. Traditional as well as the new connections of this
conception are supported by digitization, information technologies, innovations and better use of
knowledge for developing benefits for entrepreneurs and people. The proposed conception does not
have the character of a single mo del combining infrastructure investment, development of
entrepreneurship, human capital and capital building inherent in local communities. Concluding, the
implementation of the idea of "smart village" brings awareness to computerization, access to
healthc are and other basic services, innovative environmental solutions, management of
agricultural waste in the closed cycle, promotion of local products with use of information
technology, implementation and use of smart specializations in agriculture, food eco nomy and
tourist and cultural activities. The conception can be implemented under the common agricultural
policy, cohesion policy, science policy, transport policy and social policy.

In many countries, the regional governments play a major role in the proc ess of managing
Community funding. Lower administrative levels have rather an auxiliary function in the process of
managing European funds. And it is exactly at this local level, that the specific factors and barriers
to rural development are located, and the non -agricultural functions develop. However, rural areas
itself are unable to create functionally related territories with development potential. The
development policy covering rural areas remaining in symbiosis with the cities located among them
offe rs more comprehensive options. The rural -urban partnership requires closer coordination and
cooperative integration of the agricultural policy and regional policy.

The urban -rural partnership might be an important factor to strengthen the territorial cohes ion.
This conception was reflected in the 2020 Territorial Agenda of EU, and in the 2013 OECD report
entitled "Rural -urban partnership: an integrated approach to economic development" (OECD, Rural
- Urban ..., 2015). At the first stage this report highligh ts the need to define the functional regions
of spatial structure, in which relations, interdependencies and interactions between the city and the
countryside occur

The European Cohesion Policy, modified in 2014, emphasises the integration of activities a nd
the use of structural funds and agricultural funds in territorial systems. Multipronged territorial

potentials should be adjusted to the size and character of the territorial system. These aspects
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might go beyond formal administrative boundaries. For th is to happen, it is necessary to have real
interest and involvement of both local government authorities and various partners, including
interest groups.

An outline overview of various strategies, ideological conceptions and rural development
programmes sh ows that this issue is still alive and important, not only for rural residents, but also
for the whole society as well as regional and national economies. The constant occurring of new
conceptions reflects to the dynamics of change in rural areas, and the importance of these areas

for European Union countries, as well as strengthening of their position in the world.
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Abstract.  The main aim of the study was to verify relations between the level of socioeconomic development

and the quality of local government institutions. The spatial range of the study comprised Greater Poland as an
administrative region, i.e. Greater Poland Voivodeship. Rural and rural -urban communes were the subjects of
the study. The research spanned the period of 2016. The empirical research material was acquired from a
questionnaire survey (2011) and Local Data Bank. The research procedure consisted of the following steps: 1.
measurement of the socioeconomic development and quality of institutions; 2. determination of relations

between the level of development and quality of institutions. Development was measured by means of the

synthetic tr ait. The relation was investigated by means of analysis of variance (ANOVA). The research results
showed that institutions were the determinant strengthening development (the high quality of institutions

coincided with high socioeconomic development). The quality of institutions was significantly diversified
according to the level of development.

Key words:  local development, institutions, rural areas, Greater Poland Voivodeship.
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Introduction
New institutional economics (NIE) has bridged a significant gap in neoclassical economics. The

NIE programme assumes that the institutional structure of economics and society is a determinant
of market processes. Therefore, institutions should be the main of research object. According to the
thesis th at institutions have significance, the NIE attempts to economically explain the existence,
development and changes of institutions (Hockuba Z., 2001, p. 11).

The criticism of excessive growth of countries and ineffective solutions to problems open the
way to reflection on searching for efficient and effective institutional bases of the state (Wilkin J.,
2013). It was a key priority to build the market rather than state institutions in the countries which
were undergoing system transformations in the early 1 990s (Hardt L., 2013). It was assumed that
institutions would develop spontaneously as consequence
accession to the EU in 2004 was a formal test of the new institutional order, which was established
as a result of the syst  em transformation (Wilkin J., 2013, p. 20). Rodrik D. (2003, p. 12) stresses
that good institutions can be introduced but it often requires experimentation, readiness to
abandon orthodox solutions and paying attention to local conditions. The main aim of the study
was to verify relations between the level of socioeconomic development and the quality of local
government institutions. According to Wilkin J. (2013), good institutions stimulate actions
favouring the possibility to satisfy individual and collec tive needs, trigger initiative and
innovativeness, improve the effectiveness and efficiency of actions taken by individuals and group
entities. Good institutions should fulfil specific functions; for example, they should help to transfer
information, defin e and secure proprietary rights and contracts as well as improve competitiveness

(Milaszewicz D., 2011).

Research method
The spatial range of the study encompasses Greater Poland, understood as an administrative

region, i.e. Greater Poland Voivodeship. Rur al communes and rural -urban communes in Greater
Poland Voivodeship will be the research subject encompassing 117 rural communes and 90 rural -

urban communes. The empirical material was obtained from the following sources: the Local Data
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Statistical Office, data from a survey questionnaire (2011).Measurements

socioeconomic development and quality of institutions; 2. determination of relations b etween the
level of development and quality of institutions.
The object of the study was the development of rural areas in Greater Poland Voivodeship,
which was identified by comparison of the synthetic features of the following factors: location rent,
technical infrastructure, social infrastructure, human capital, social capital and local finance
(Table 1).
Table 1
Indicators for socioeconomic development of rural areas
in Greater Poland Voivodeship
Factor Indicator

Location rent

The soil quality indicato  r (points)

The indicator of economic activity (points)

The restrictions in preservation areas (points)

The indicator of road junction location (points)

The indicator of town location (points)

Areas of special nature value under legal protection (in % of total area)
Forest coverin %

Social infrastructure

Nursery schools per 100  km?2

Primary schools per 100  km?2

Lower secondary schools per 100 km 2
Public libraries per 1000 population

Out - patient departments per 1000 population
Number of population per phar macy

Technical
infrastructure

Water i line distribution network in km /100 km?2

Sewerage distribution network in km /100 km?

Relations between connections leading water supply/sewage

Gas-line distribution network in km /100 km 2

Expenditures on public roads in total expenditures amounted (in %)

Human capital

Population per 1 km?

Relation children -oldest

Live births per 1000 women in 15 -49 years
Natural increase per 1000 population

Migration per 1000 population

Females per 100 males (25  -29 years)
Tertiary educat ion (in %)

Social capital

Entities of the national economy in the REGON register per 1000 population
Associations and other social organizations per 1000 population

Voter turnout (in %)

Expenditures on culture per capita (zl)

Expenditures on physical cult  ure and sports per capita(zl)

Local finance

Total income zloty per capita (zl)

EU funds zloty per capita (zl)

Investment expenditures in total expenditures amounted (in %)
Own income in total income amounted (in %)

Note:* Destimulant. Other indicators ar

Bakun N.,2015.

Source: authorodés el aboration

The construction of the synthetic feature was made according to the methodology suggested by
Wysocki & Lira (2005). The selection
substantive and statistical criteria, which are the determinants of development. The data were

checked for their completeness, measurability and availability. The variability coefficient and
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Pearson's co rrelation coefficient were used as the basis for assessment of statistical premises. The
former was enable elimination of the variables with low information value from the set, whereas
the latter was used to assess the strength of correlation between the v ariables. The analysis also
comprised the diagonal elements of inverse matrix to correlation matrix R in order to check the
correctness of the condition numbers of the matrices.

The next step was to involve normalisation of the values of simple features (u nitization is
proposed), which consists in unification of the character and making the feature values comparable

by removing their nominals and unification of the lines of values.

Table 2
The measure of assessment of local government institutions
Criterion '!'ralts chargcte_ns[ng Weight Rating Weighted
quality of local institutions value
Number of partner communes 0.3
Area of cooperation 0.4
International cooperation Frequency of cooperation 0.3
Weight of total rating of local
; . N 0.15
authoritiitesod act
Subjects of cooperation 0.3
Joining a union or association 0.1
Domestic cooperation Subject of joint tasks 0.6
Weight of total rating of local
) . N 0.2
authoritiesdé act
Organisational unit and 05
training ’
Entrepreneurship In stitutions supporting 05
entrepreneurship
Weight of total rating of local
oo A 0.1
authoritiesod act
Organisational unit 0.5
N Declaration of cooperation 0.5
Non -governmental organisations
Weight of total rating of local
S A 0.1
authoritiesdé act
Application activity 04
) Joint initiatives 0.6
External sources of finance
Weight of total rating of local
S A 0.3
authoritiesdé act

Source: authoros el aboration based on Rosner A.,1997; He f f n e annykM,,, 2002 ; KI
2007; Stanny M., 2010; Skorupska 2005, Bartkowiak N., Poczta W.,2012,

Institutions are evaluated according to their functions, implementation of distributive issues and

creation of stimuli decreasing precariousness and strengthening the market (Ar on J., 2000,

p. 106). However, the main goal is to evaluate existing institutions and answer the question about

the characteristics of 6goodd institutions, which is equi
The quality of institutions was assessed in the following areas: international cooperation,

cooperation with other entities, conditions for the development of entrepreneurship and acquisition

of external funds. The data were acquired from a questionnaire survey conducted among the staff

employed at loca | government institutions in all communes of Greater Poland Voivodeship in 2011.

Table 2 includes elements of assessment of the institutions and the method of construction of the

measure.
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In order to verify the hypotheses with statistically significant equ al averages, due to the
selected criterion of the division of communes (development level), the analysis of ANOVA variance

was extended with applying the Tukey post -hoc test.

Research results and discussion
1. Characterisation of rural areas in Greater Pol and Voivodeship

The measurement of the socioeconomic development enabled classification of rural areas in
Greater Poland. They were divided into four classes differing in the level of development. Figure 1
shows the spatial diversification of the grouping. Class 1 consists of 21 communes (10 %)
characterised by high level of development. As the spatial distribution shows, these communes are
situated in the zone of influence of the city of Poznan. The other individual communes in this class
are located in th e south of the region. The components of analysis achieved the highest values in
this group i some of them were much greater than average. This class was characterised by a very
good location rent and good condition of local finance. The communes were char acterised by high
financial independence (high share of own income). This situation enabled investments in the
technical and social infrastructure, which translated into very good living and development
conditions for the commune inhabitants. These areas w ere characterised by high values of the
entrepreneurship indicator and positive population balance. These areas are attractive for business
and as places of residence.

The second group consists of 66 communes (32 % ) characterised by upper intermediate leve | of
development. The areas are located in the second ring surrounding Poznan, south of this city,
stretching along part of the trunk road 11. Apart from that, this class included relatively large
numbers of communes located around the subregional towns of Leszno and Konin. In comparison
with class 1, these communes were characterised by worse financial situation, especially lesser
financial independence, lower income and lower investment potential. This situation resulted in the
average level of infrastruc  t ur e. The biggest di fferences were noted i

sewage and gas networks, nursery schools and health service. As far as the human and social

capital are concerned, the values in this class were similar to those in class 1. These areas need

further investments so that their infrastructure will mee
In nearly a half of rural areas in Greater Poland (99 communes, 48 % of the total number) the

level of development was lower than average. The areas are relativ ely equally distributed around

the region, but most of them are located in the north and east. Apart from the human capital, the

values of all the other components were below the average level. The primary condition of the level

of development in these com munes is their location rent. These areas are characterised by worse
conditions for the development of agriculture and low spatial accessibility. They are less populated.

The natural barriers, such as forests and lakes, result in worse infrastructure in th ese areas. The
costs of their development are higher than average. The condition of local finance, low income and

low financial independence are considerable limitations to investments and changes in the situation

of these communes. They have a chance for development if the local authorities acquire external

funds. This might trigger the endogenic resources of these communes.
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Source: authordés el aboration

Fig. 1 Spatial diversification of socioeconomic development of rural areas
in Greater Poland Voivodes hip

Class 4 consists of 21 communes (10 %) characterised by low level of development. The
communes are located far away from Poznan, on the outskirts of the region, with few of them
located inside the region. These are problem areas due to the deficit in t heir infrastructure
(especially sewage and gas networks), low spatial accessibility and poor quality of roads.
Additionally, these areas do not have their own investment capacity due to the poor condition of
local finance. Thus, the infrastructural gap is growing due to the accumulation of negative
feedbacks. For this reason, these areas should remain within the zone of influence of the regional
and rural policies to overcome their peripheral character and trigger their local potential. The active
influence of regional authorities on these entities will enable implementation of the sustainable

development policy and it may prevent further marginalisation or exclusion of these areas.

2. The quality of institutions in rural areas
The quality of institutions wa s measured in order to identify their significance to the

socioeconomic development of rural areas. As was assumed, the research concentrated on formal
institutions (local authorities and commune councils) in selected areas, especially on the good
institut ion attribute, which is manifested by the capacity to generate development stimuli. Table 3
shows the values of components of the quality of institutions in relation to the socioeconomic
development classes.

The analysis of variance (ANOVA) was used to inv estigate the quality of institutions according to
the level of socioeconomic development. The analysis proved the significance of differences

between the mean values in each three of the five areas under analysis. There were no significant
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differences betw een the mean values referring to the development classes in the areas of

international cooperation and cooperation with non -governmental organisations. The lack of

significant di fferences in these areas resul t edctvityr om

when Poland joined the European Union. In fact, many formal partnerships do not function in

practice. As far as the area related with the triggering of grassroots resources, such as non

governmental organisations, is concerned, it is difficult to a nalyse it with measurable indicators.

However, on the other hand, commune authorities are gaining skills in effective delegation of their

tasks to non -governmental organisations. As far as the other three areas with significant

differences between the clas  ses are concerned, there were high values in the class of well

developed communes. The aspect of domestic cooperation with other entities is very often decisive

to the access to informati on, knowl edge and t he

(projects). By contrast, this aspect is a weak point of poorly developed communes. The quality of

institutions categorised as the area of initiation of entrepreneurial attitudes and cooperation with

entrepreneurs also reached the highest values in the comm unes characterised by the high level of

devel opment . | f we consi der t he possibilit

y to

resources, it is the acquisition of funds from the European Union as well as the effective activity of

institutions in this area that are of key importance. Budget limitations and the investment

prefinancing system are the limiting factors in the communes characterised by the lower

intermediate and low level of development. In consequence, the entities which do not have funds

to se cure their own contribution and the investment are excluded from the process or their

possibilities of development are considerably limited.

The quality of institutions in relation to the socioeconomic
development classes

Table 3

002

mak e

International Domestic . Non -governmental
Classes - h Entrepreneurship L
coop eration cooperation organisations

External
sources of
finance

0.51 0.65 0.57 0.25

0.42

0.52 0.44 0.42 0.29

0.50

0.41

1
2
3 0.51 0.35 0.48 0.26
4 0.49 0.38 0.57 0.29

0.44

Average 0.51 0.42 0.50 0.27

0.44

Source: authoros calculations based on data from a survey

The analysis of variance concerning the quality of institutions in the areas
analysed in terms of the level of socioeconomic development

Specification F p

International coo peration 0.058 | 0.982

Domestic cooperation 5.038 | 0.002
Entrepreneurship 5.905 | 0.001

Non -governmental organisations 0.572 | 0.634

External sources of finance 2.793 0.041
Source: authorodés calculations based on Statistica

questionnaire

Table 4

The post hoc tests proved that the null hypothesis about the equality of mean values in

individual classes should be rejected due to the considerable deviations of the values of indicators
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in class 1 (international cooperation, entrepreneurship) and in class 3 (external sources of
financing ). The results of the analysis of variance are shown in Table 4.

The quality (and its individual areas) of institutions as a determinant of rural development
should be considered together with other conditions, which affect the state of institutions with
different impact and direction. It is noteworthy that the results showed that the quality of
institutions was characterised by high individuality. The communes with good institutions
neighboured the poorest ones. It is necessary to continue the research to understand the

mechanisms of local development, especially in institutions.

3. Discussion
Economists generally accept the thesis that institutional changes have considerable influence on

economic growth and other effects of management. In spite of this fac t, so far the mechanism of

relations between them has not been thoroughly investigated or described (Wilkin J., 2016;

Wojtyna A., 2007). The results of the international research project conducted by Rodrik et al.
(2003) proved that the quality of institut ions was key to the understanding of the causes of a
particul ar countryéos successful devel opment . On t

important role in stimulation of economic growth and their appropriate selection may help to
overcome unfavoura ble geographical conditions (Rodrik D., 2003; Wilkin J., 2016, pp. 129-130).
The research chiefly concentrates on analysing the influence of institutions on the economic growth
rate and explaining differences in this rate on the international scale and in long -term perspective
(Kondratowicz A., 2014). The most important studies on the subject are: Keefer P., Knack S.,
1995; Barro R. J., 2000; Sala -i-Martin X., 1997; Scully G., 1988; Lawson R., 2006; Justesen M.,
2008; Aixala J., Fabro G., 2009; Hall J., Sob el R, Crowley G., 2010; Azman -Saini W.,
Baharumshah A., Law S., 2010.

The research task will bridge the gap in reference literature. It may enrich the methodology of
research on institutions, which is an important element postulated by representatives of new
institutional economics. Simultaneously, the author will search for the determinant s of the quality
of institutions, which will be a cognitive contribution to the attempt to identify the mechanisms

leading from higher quality institutions to higher le vel of development.

Conclusions, proposals, recommendations
The development or rural areas Greater Poland Voivodeship is significantly diversified. This

diversity is mostly caused by endogenic factors (location rent), which affect other aspects of
develop ment. The areas characterised by high level of development are located within the zone of
influence of the regional city as well as subregional centres. This fact proves that cities are
significant to rural development, especially their nearest surrounding S.

At the other end of the distribution there are areas facing the risk of marginalisation or
exclusion from development. The share of these communes amounted to 10 % . There were
numerous negative feedbacks I the peripheral location coincided with poor con ditions for
agricultural development, poor demographic situation and infrastructure. The infrastructural gap
cannot be bridged by grassroots initiatives due to the poor condition of local finance.

The quality of local institutions is significantly diversif ied. There are good institutions in the
areas characterised by high level of development. The quality of institutions decreased along with

the level of development. The dependence relation was not sufficiently identified in the research.
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Therefore, it shou Id be continued to find the mechanisms leading from the better quality of
institutions to higher development.

To sum up, the rural policy should be not only territorially oriented but it should also strengthen

local institutions in the least developed area S.
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Abstract.  Nowadays when the knowledge  -based economy is being built, running a business plays a significant

role. A society, in which entrepreneurial activities are taken up, is the base for creating a modern and

competitive economy. Forming an entrepreneurial society causes a situation in which setting up and running

0 n 8 6Bwn company concerns a considerable part of citizens and each social group. The article is to present

students®o Vi ews on entrepreneuri al attitudes and factors whi
entrepreneurso®é successes omnonsfware yathered Hy medns of the mathedof diagriostic

survey with the use of the technique of a standardized questionnaire. The research proved that nearly 60 % of

respondents considered themselves as enterprising. A brilliant idea, the knowledge of the market and the ability

toplan were i ndi cated as factors which determine entrepreneursé succe
idea, a lack of appropriate knowledge and too little experience were mentioned most often as factors which

resultin a fail ure.

Key words:  entrepreneurship, success, entrepreneur, student, Poland.

JEL code: R11

Introduction
Entrepreneurship is a social -economic category which is a significant element in any political

conditions, both within a country and internationally. It is also essential at each stage of civilization
and economic development of a society.
In Poland, entrepreneurship started to show up alongside with the construction of the market
economy, when the previous principles of a welfare state stopped functioning . Having such
characteristics as creativity, resourcefulness, courage or savvy became desirable and more valued,
not only in business but also in other spheres of human life and activity. Entrepreneurship in the
economy, at a state, regional, or global lev el, is of the utmost importance to social and economic
progress. It i s al so a sophisticated process of organ:
cooperation and accomplishment of their initiatives (Bienkowska W., 2013).
In the source literature, entreprene urship is presented from different perspectives, mainly as an
economic term, but it is also considered from the social and cultural point of view. Nowadays
entrepreneurship is one of the essential production factors next to labour, capital and land
(Krajew ski K. 2013) . Quite frequently, entrepreneurship is wu
which is related to their personality; on some other occasions, it is treated as a process. That is
why defining entrepreneurship is slightly difficult: it can be consid ered in different ways.
Entrepreneurship is tackled by representatives of numerous scientific fields, inter alia,
economics, sociology or psychology. They focus on slightly different aspects of this phenomenon.
In many research approaches, especially those related to economics, entrepreneurship is
associated with business activity. It is also frequently meant as setting up and running a company,
analysed by means of economic benefits which can be gained thanks to taking up entrepreneurial
activities in busi ness entities, in local communities, in regions or in the national economy.
Psychol ogists associate the term of entrepreneurship wit
and they analyse internal mechanisms, called personality mechanisms, which form t hese
characteristics and direct entrepreneurial behaviours. On the other hand, sociologists analyse

mechanisms which contribute to promulgating innovations in a particular society, the role that local

1Corresponding author. Tel.: +48 22 593 41 61 Fax: + 48 225934202 E -mail address: wioletta_bienkowska@sggw.pl 36



Proceedings of the 2018 International Conference "ECONOMIC SCIENCE FOR RURAL DEVELOPMENT" No 47
Jelgava, LLU ESAF, 9 11 May 2018, pp. 36-41
DOI 10.22616/ESRD.2018. 003

leaders play in the process of diffusion and the influe nce that entrepreneurial activities have on
local communities (Sikorska ~ -Wolak 1., 2008).

Entrepreneurship is a sophisticated process, the origins and development of which depend on
numerous different factors. It results from various determinants which are related to both internal
abilities of particular people (entrepreneurs) and external conditions which determine the
development pace of newly established businesses (Moczydlowska J., Pacewicz 1., 2007).

At present, a statebds economimedius yszedeamd large cehtarpdises s mal |,
which significantly differ in carrying out entrepreneurial activities. Each of them will aim in a
different direction and pursue a different goal. For example, micro and small enterprises will mainly
operate in services and trade, while large ones will work in industry, innovation development or
even intra -organizational activity development (Gwiazda P., 2002).

Considering either success or failure in the operation of a business, one should talk about a
large scale of g radability. This means that for some entrepreneurs a particular activity can be a
success, but in case of others, it will be perceived as a failure. Success in business is often seen,
paradoxically, as a lack of failures in economic activity. J. Skalik ind icates five essential factors
which influence success in a company. They are innovation activity, ability and quality of
management, responsibility T both social and individual one, ability to attract talented employees
and investing in their development, quality of products and services. These factors appear mainly
in companies of large scale and range (Skalik J., 2002). Success in small businesses can be
perceived in a slightly different way, which is indicated by B. Piasecki. This author states that for
many so called small entrepreneurs, gaining profits does not have to be the most important motive
for acting. It can be more significant to reach such a level of income that it will be possible to keep
the business and get satisfaction from possessing it ( Piasecki B., 2002). That is why mutual
relations of processes and economic phenomena that can influence entrepreneurs and contribute to
greater variety of products and services rendered by those entrepreneurs seem to be important

(Golasa P., 2013).

Materi al and methodology
The study was mainly oriented to find out studentsd v

which, according to the students, determine entrepreneurs
done in 2016 -2017 among students of Warsaw Univ ersity of Life Sciences. Stude
gathered by means of the method of diagnostic survey with the use of the technique of a

standardized questionnaire, which was the source of information necessary to accomplish the goal.

The study covered 119 7 students, but after verifying the correctness of questionnaires which had

been filled in, 1189 respondents were qualified for the analysis. Respondents were selected

randomly.

Research results and discussion
The growing competition and technological adva ncement are the reasons why the future will be

in the hands of entrepreneurs who are open to changes and perceive them as a requisite for
survival and development. Such perception of changes requires providing proper conditions which
will boost entrepreneu  rship while using and developing the existing knowledge (Siuta -Stolarska B.,
Siuta -Brodzinska M., 2011).
Because of the research goal, the respondents were asked if they considered themselves

enterprising. More than a half of the students considered thems elves rather as enterprising
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(57.4 %), while only 1.3 % of the respondents thought they definitely were not enterprising. The

others marked partial responses. The detailed data are presented in Figure 1.

Definitely yes

Probably yes

Not yet, but I'm still learning

Probably not

Definitely not

Source: the aseardhoutcdrses r
Fig. 1. St ud e nt s-@&ssessanlertt as regards entrepreneurial behaviours (in % )

Table 1 presents st u-dssessimsenb as segdrds entrepreneurial behaviours, depending

on gender.
Table 1
St udent s-@assess@Emerft as regards entrepreneu rial behaviours,
depending on gender
Gender
N =1189
List of items Women Men
N =763 N =426
Number % Number %
Definitely yes 82 10.7 79 185
Probably yes 433 56.8 249 58.5
Notyet 1 but|am gathering experience all the time 91 11.9 46 10.8
Prob ably not 144 18.9 50 11.7
Definitely not 13 17 2 0.5
Total 763 100 426 100
Source: the authordés research outcomes
Both women and men indicated that they considered themselves as rather enterprising. Such
perception of oneself can translate into willing ness or a real attempt to set up and run their own
business in the future.
In the present conditions, numerous factors determine successes and failures of entrepreneurs,
and the people who lead a company are required to possess an ability to manage changes , Which
are considered to be a constant element of running a business (Moczydlowska J., Pacewicz |.,

2007).
The respondents in the study were asked to mention the source of success in their opinion

(Figure 2), and kinds of failures ( Figure 3)inentrepren eur s 6 activities.
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Brilliant (successful) idea 85,4
Market knowledge and planning
Commitment to work

Business environment conditions
Conditions in sectors

Other

100

*A respondent was allowed to indicate more than one answer

N =1189
Source: the authoroés research outcomes.
Fig2.Factors determining entrepr®npeursd success (in
The vast majority of respondents indicat ed that the factors which can det
success are: brilliant (successful) idea for a business (85.4 %), the knowledge of the market and
the ability to plan (81.5 %) . |t may seem that entrepreneursdé commit me.]

a higher po sition because this is often they who manage, decide and hold the responsibility, and

first of al | they create a company. The respondent s,
commitment to work is significant only in 60 % . The respondents decided that co nditions in

particular economic sectors (12.0 %) and conditions in business environment (28.9 %) are the

|l east i mportant factors influencing entrepreneursd succes

As regards factors determining entrepreneursédé suecess d

presented in Table 2.

Table 2
Factors determining entrepreneursd success, dependi
Gender
N =1189
List of items* Women Men
N =763 N =426
Number % Number %
Brilliant (successful) idea 667 87.4 348 81.7
Market knowledge and planning 641 84.0 328 77.0
Commitment to work 440 57.7 267 62.7
Business environment conditions 228 29.9 116 27.2
Conditions in sectors 81 10.6 62 14.6
Other 6 0.8 10 23
*A respondent was allowed to indicate more than one answer
Source: the aut hooulkcemes.esearch
The study does not reveal any big differences between women and men in terms of perceiving
the factors of entrepreneurs6 success. Both groups indic.
knowledge and planning as two most important determinan ts. Men mentioned commitment to work

as a source of success slightly more often (62.7) than women (57.7). Conditions in sectors took

the last position in both groups.
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Bad (unsuccessful) idea
Lack of appropriate knowledge
Too little experience and low competences
Too high costs of running a business
Bad market situation
Lack of commitment to work

Too much bureaucracy

Volatile business environment
*A respondent was allowed to indicate more than one answer
N =1189

Source: the authoroés research outcomes.
Fig.l. Factors determining entrepr®yeursoé failures (in
In terms of potenti al reasons for entrepreneurso fail.
indicated a bad (unsuccessful) idea as the most import ant one T 60.3 %. This means that there

should be a necessity to reflect on an idea before a business is started so that the idea will not

cause trouble and later a complete failure. More than 50 % of the respondents indicated a lack of

appropriate knowled ge 1 51.2 %, and too little experience in running a business and too low

competences 1 50.6 %. The respondents indicated a volatile business environment as the factor

which had the | east i mportanced 162%entrepreneursod failures
The analysis of fac tors which can have an influence on failures in business depending on gender

did not show any big differences in the respondentsd a

presented in Table 3.

Table 3
Factors determining entrepreneur s@enfleai |l ures, depen
Gender
N =1189
List of items* Women Men
N =763 N =426
Number % Number %
Bad (unsuccessful) idea 452 59.2 265 62.2
Lack of appropriate knowledge 406 53.2 203 47.7
Too little experience and low competences 404 52.9 198 46.5
Too high cost s of running a business 265 34.7 156 36.6
Bad market situation 206 27.0 124 29.1
Lack of commitment to work 198 26.0 117 275
Too much bureaucracy 139 18.2 101 23.7
Volatile business environment 138 18.1 55 12.9
Other 2 0.3 1 0.2
*A respondent was al  lowed to indicate more than one answer
Source: the authordés research outcomes
Both men and women mentioned in the first place a bad (unsuccessful) idea as a factor which
can have an influence on a failure in entrepreneurial activity. Women indicated slight ly more often

than men: a lack of appropriate knowledge, too little experience and low competences, and volatile

business environment. The following factors were indicated by men slightly more frequently than
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women: too high costs of running a business, ba d market situation, a lack of commitment to work

and too much bureaucracy.

Summary and conclusions
Based on the empirical studies, the following conclusions can be articulated.

1) Nearly 60 % of the respondents assessed themselves as enterprising, which may i ndicate that
running oneds own business is considered as a potenti al
2) The analysis of the sources of entrepreneursod successes
that the respondents, in spite of their young age, are aware of how entrepren eurship is
important in the market. In the moment of taking a decision on setting up a business, a brilliant

idea, appropriate planning of activity and market knowledge are extremely significant.

It can be concluded that entrepreneurship relates to busine ss and to other forms of human
activity where creativity, initiative, and innovativeness T simply entrepreneurship I are necessary.
It is becoming fia way of lifeo of all the actors in th
business units. Such a situation is caused by the market, which is a natural creator of
entrepreneurial behaviours in the market economy (Bienkowska -Golasa W., 2015).

Speaking of entrepreneurship and people who create it (entrepreneurs), one needs to realize
their significance. They mani fest in various forms and occur in different periods of life. They
change, develop and as a whole, they build wealth: new values create innovations, new jobs as

well as the growth of a particular managing entity. Regardless of how new initiatives arise,

entrepreneurship is becoming an important economic category (Janasz W., 2004).
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Abstract.  The globalization process, which causes the interdependence of world economies, is identified mainly

in the economic and social area. Analysing statistical data on tourism, it can be stated that globalizati on
positively influences the shaping and development of the tourism economy. The process itself, taking into

account the capital links of the tourism services markets, is sensitive to crisis situations. It was important to

present the tourist traffic in th e globalization process. The article is of review and conceptual nature. The

purpose of the article was to identify the phenomenon of globalization in tourism. The research was conducted

using a review of national and foreign literature on the subject as w ell as descriptive and comparative analysis.

Key words:  globalization, tourism economy, tourism, tourist traffic

JEL code: Q18

Introduction
As an important branch of many contemporary national economies, tourism is considered to be

a significant tool of e conomic development. It functions as a factor stimulating both local and
regional socioeconomic development on a micro - and macroeconomic scale. The development of
entrepreneurship through the amount of taxes paid stimulates the development of individual

regions and the entire country. Tax revenues make it possible to make the necessary investments

in tourism. This, in turn, increases the attractiveness of the given country. Due to the demand for

tourist services, which grows each year, the development of t his sector globally impacts the level
of entrepreneurship, investments, and innovations. A change in the direction of development and

the economy -stimulating function contributes to the emergence of new tourist destinations,
attractive for tourist traffic. There is no doubt that globalisation is most closely connected with the
economic sphere. It also clearly involves the civilisation, cultural, and political aspects. The process

applies in particular to the issues of safety, culture, trade, and tourism. Th e globalisation of the
tourist market has actually been progressing since the early 1950s, along with the development of
transnational corporations which have branches in most countries and satisfy a considerable
proportion of the global tourist demand (Ka chniewska M., 2007). It is therefore important to

present the tourist traffic in the process of globalisation.

Material and methods
The data from 2006 -2016 (statistic) and WTO report were used to assess the impact of

globalization on tourism in North Amer ika, Asia Pacific, Middle East and Europe. The article is a
review of a conceptual nature. The aim of the article is to identify the phenomenon of globalisation
in tourist traffic. Research was carried out using a review of domestic and foreign source lite rature,

as well as a descriptive and comparative analysis.

Globalisation i term overview
The history of the globalisation process is just as rich as the history of international relations.

First mentions of the issue appeared towards the end of the 17th ce ntury (Cheater A. P.,
1995: 124). They gained significance in the 1980s and 1990s. Since that time, the phenomenon

has been the subject of numerous studies. Research on the topic is of great interest to various

researchers, economists in particular, but al so political scientists and sociologists and

representatives of other fields. Globalisation theoreticians include H. M. McLuhan, who promoted
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the global village theory, Q. Wright, author of the concept of common culture, and W. Coplin
promoting the idea of universal culture.

It is difficult to pinpoint a single definition of globalisation, as over the years, the term has been
used to describe numerous processes. Source literature usually cites Marshall McLuhan of McGill
University, who 1 recognising a huge influence of new communication technologies on social and
culturallife 7T cal l ed the world a fAglobal vil |l age &. Pf).d’'he notibne
of globalisation is closely connected with the global economy, in which production factors, as well
as products and services, circulate around the world (Thurow L. C).

Globalisation leads to the formation of trade blocks, global companies, and global economy. The
world thus becomes a single system, and the global market accessible to all. Econo mic
globalisation offers many possibilities to countries around the world. Thanks to these possibilities,
many countries have advanced from global margins to highly developed countries and may serve
as a good example to other countries that are just starti ng to conquer the market.

Globalisation leads to the formation of trade blocks, global companies, and global economy. The
world thus becomes a single system, and the global market accessible to all (Deszczynski P.,
2009). Economic globalisation offers many possibilities to countries around the world. Thanks to
these possibilities, many countries have advanced from global margins to highly developed
countries and may serve as a good example to other countries that are just starting to conquer the
market (Ves elica V., 2007).

According to A. McGrew (McGrew A., 1992), globalisation consists of a multitude of
interconnections and a mutuality of influences between countries and societies making up the
current global system. Globalisation is therefore marked by two dimensions: scope and intensity. It
is characterised by the expansion of an enterprise beyond the borders of the country of its
headquarters, international capital flows, and the broadening of the scope of the business activity
conducted and services offe  red (Rosinska -Bukowska M., 2009).

Globalisation is therefore a dynamic process, which is why its degree and course may change in
various fields, may concern both commodity markets and service markets, manufacturing,
industry, technology, and knowledge, as well as consumption and mass culture patterns.

Wahab S. and Cooper C. (2001: 4) give a description of globalisation as it is understood in
current times, one that coincides with many popular interpretations: Therefore, globalisation is an
all-embracing te rm that denotes a world which, due to many politico -economic, technological and
informational advancements and developments is on its way to becoming borderless and an
interdependent whole. Any occurrence anywhere in the world would, in one way or the othe r, exert
an impact somewhere else. National differences are gradually fading and being submerged in a
homogeneous mass or a single socioeconomic order.

The issue of the paradoxical nature of the contemporary globalisation processes is raised very

often. Fo r globalisation triggers phenomena and processes which T as it seems i are mutually
opposed or at least head in different directions (Masloch P., 2005). Globalisation is therefore a set
of processes of multidimensional nature, it integrates entities on an international scale, both

socially and economically. It is influenced by numerous factors; in the economic sphere, it is closely
connected with the scientific and technical revolution. It is considered as an inevitable fate of the
world (Bauman Z., 2008). According to Robertson, the theory of globalisation is an analytical
pattern, which may serve as basis for reflection on describing phenomena of supranational

significance. Globalisation is a process of economic, social, cultural, and political activity cr ossing
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national boundaries (Robertson R., 1992). Globalisation is analysed in many aspects: an economic
and geographical one, the aspect of universal values, and the aspects of the global cultural industry
and political industry, poverty, and intercultural conflicts. The globalisation of the local environment
results in the globalisation of competition and the implementation of global strategies. Since the
mid -1980s, the dynamics of global trade have considerably exceeded the increase of the gross
world pro duct. These dynamics are higher with reference to trade within geographical regions than
between them. Globalisation goes beyond a typically economic phenomenon, it is rather a
megatrend which leads to the internationalisation of social, cultural, and poli tical relations. It is a
clear, dynamic, and heterogeneous process, which will change the world into a global village
(Ostrowska B., 2011).

The process of the globalisation of economies was, however, stopped by a number of dramatic
political and economic e  vents in the period between World War | and the end of World War I, and
the next dozen or so years of economic recovery of individual countries. Currently, we are
therefore dealing with another, second stage of globalisation, the stage of dynamic developm ent
thanks to unprecedented scientific and technical progress and the development of economies and
the international market (Zorska A., 1998). Globalisation processes impact the shape of tourist

traffic in tourist regions.

Results and discussion
The term g lobalisation is a means of describing a process: it does not offer any explanations.

World -system theory analyses and offers an explanation of the historical and social development of
a process and a system T a system that may itself be described as an exa mple of globalisation.
Tourism is regarded as part of the process of globalisation.

The following factors have a considerable influence on globalisation in tourism:

 unlimited access to information,
1 development and constant modernisation of means of tran sport,
1 free markets and the related foreign trade, expansion of hotel chains into international markets,
1 significant demand for tourist services,
1 international competition.
On a global scale, tourism is treated as a priority sector on account of the eco nomic benefits.
In 2016, tourism generated 12 % of the gross world product. In the economy, tourism mostly

serves the macroeconomic functions and may stimulate socioeconomic development of tourist
reception areas, and consequent byy i coréating &dded catue, thanksyod s
which it contributes to the growth of the gross domestic product, I increasing foreign exchange
revenues obtained from handling tourist traffic, T stimulating the development of entrepreneurship
and infrastructure, I creating new jobs and increasing the income of the population of tourist
regions, 1 increasing the income of companies offering services to tourists and favouring
entrepreneurship and innovation, i shaping budget revenues of the local authorities. The GDP o f
the given country largely depends on the level of income from the sales of tourist services. This
results from the fact that business entities participating in the handling of tourist traffic form a
service chain made up of the following links: hotels, r estaurants, travel agencies, transport
companies.

The tourist sector is improving its results in spite of the growing problems related to safety in

many regions of the world. The geographical distribution of tourist traffic and receipts from tourism
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is not homogeneous. Despite the internationalisation of tourist demand, on each continent, internal
markets and the markets of the neighbouring countries remain the most important regions for
international tourism for the given continent.

The direct economic co ntribution of travel and tourism amounted to approximately 2.31 trillion
U.S. dollars in 2016. The direct travel & tourism contribution includes the commodities
accommodation, transportation, entertainment and attractions of these industries: accommodation
services, food and beverage services, retail trade, transportation services and cultural, sports and
recreational services. The figures for total impact also include indirect and induced contributions
(Figure 1).

[Tytut osi]
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[years]

- - - - Direct contribution Total contribution

Source: authordés el abor ps$/imewmstabist.soenddate of achess 01/12/2017)

Fig. 1. The direct and total economic impact of travel and tourism on the global economy from
2006 -2016

The GDP of the given country largely depends on the level of income from the sales of tourist
service s. This results from the fact that business entities participating in the handling of tourist
traffic form a service chain made up of the following links: hotels, restaurants, travel agencies,
transport companies. The entities contributing to the part of t he GDP obtained from tourism to the
greatest extent are usually hotels and transport companies. Additionally, the intensity of tourist
traffic depends on the political and economic situation both of the given country and across the
world. This trend was cl early visible after the 9/11 attacks or during the 2007 economic crisis,
when a significant decrease in the global level of tourist travel could be observed. Travel and
tourismdéds tot al contri but i a5 trilien UH! dabllard in QML - B.85atdllioread
this figure came from leisure spending.

The number of international inbound tourists across the world increases each year within a
decade. It is expected that by 2020, the number of inbound tourists will have reached about
1.36 billion a nd may exceed 1.8  billion by 2030. In 2016, North America was visited by more than
130.5 million international tourists, while in the Middle East, the number of tourists oscillated in the
region of 53.6 million. The increase in inbound tourist traffic is | argely related to the growing
exchange between the developed regions of the world. The process of globalisation in tourism
clearly shows that traditional tourist areas are losing its share in the market in favour of the more
and more rapidly developing com petitors (WTO, 2017).

In recent years, the travel and tourism industry has contributed around seven ftrillion
U.S. dollars to the global economy annually, nearing eight trillion in 2016. A highly profitable and
valuable industry to the global economy, trav el and tourism makes a direct economic impact of
more than two trillion U.S. dollars each year. North America makes the largest contribution in this

area, closely followed by the European Union and North East Asia. Due to their less developed

45



Proceedings of the 2018 International Conference "ECONOMIC SCIENCE FOR RURAL DEVELOPMENT" No 47
Jelgava, LLU ESAF, 9 11 May 2018, pp. 42-48
DOI 10.22616/ESRD.2018. 004

tourism indus tries, regions such as North and Sub Saharan Africa make a much smaller

impact. However, according to the World Travel and Tourism Council (WTTC), some of the fastest -

emerging tourism destinations can be found in Africa, including Namibia, Zambia and Angol a. This

is perhaps due to the realization of the benefits trave
economy, or maybe because of the growing popularity of less -travelled destinations among global

tourists. This is not to say travellers are not still v isiting well -established tourism destinations in

their millions T the number of overseas visitors to the United States, for example, is still increasing

each year and is expected to exceed 40 million by 2018. Travel and tourismds total
glob al GDP reached 7.58 trillion U.S. dollars in 2014 - 3.85 trillion of this figure came from leisure

spending. In that year, there were 973.8 million international tourist arrivals worldwide, over half

of these visiting Europe. This number had increased by a round 250 million since 2005 and was

forecasted to almost double to 1.81 billion by 2030 (WTTC, 2017).
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Source: authordés el aboration based on https://www.statista.com (date of a
Fig. 2. The number of international tourist arrivals worldwi de
in the period 2005 -2016 by regions
The economic expression of the significance of tourism in the contemporary world are the
receipts from international tourism and their dynamic increase both on a global scale and in the
individual tourist regions. Tour ism, including international tourism, contributes to the economic
development above all thanks to the fact that it triggers the so -called multiplier effect, described
by J. M. Keynes. An inherent characteristic of the tourist sector is the transfer of fund s from the
touristsé place of residence to their destinations. Arri
certain funds into circulation, which can then be accumulated or expended further. Funds coming
from tourists are exchanged for goods and servi ces and then, redistributed, circulate in the
economy, creating a financial effect at all the stages of financial turnover. Along with the
development of large companies, price competition grows, which puts small and medium -sized

enterprises in an unfavour  able situation. Globalisation processes lead to global standardisation of
the quality and comfort of tourist services.

The index was part of "The Travel & Tourism Competitiveness Report 2015: Growth through
Shocks." The report assessed worldwide economies on their travel and tourism development efforts

and the impact of this on job creation.

Applications, proposals, recommendations
In the new system, the size and level of the global development of tourism, investment policy,

and infrastructure development and planning is dictated directly by the development of

international tourist traffic. Tourist corporations play an important role in promoting tourist
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destinations and encourage their development. Striving to improve the offering, they generate the
added value of tourist demand. This creates a certain kind of a value chain which functions as a
single system of interconnected content, aimed at achieving added value in tourism. Because the
excess supply in the global tourist market causes increased requireme nts and expectations, only
large corporations are able to provide comprehensive and diverse services for various segments of
tourist demand. Hence, an important factor in shaping the contemporary tourist offering is the
individualisation of travelling moti ves and styl es, connected wi t h t he
requirements and expectations as to the quality of tourist services. Global trends in tourism reflect
the touristsd changing preferences and needs. An increas
during the year is clearly visible, and the growing number of flights creates favourable conditions
for this phenomenon.

As a contemporary trend, globalisation has a deep impact on the general development of the
global economy. All the economic trends infl uence the development of domestic or international
tourism. In its essence, tourism is an international movement which contributes to the
understanding of customs, religions, and social systems. It constitutes the strongest and the most
flexible economic p ower in the global economy. At the same time, it is a significant export product
with large employment opportunities.

Tourism is a contemporary phenomenon of globalisation, which appeared and developed at a
certain stage of development of human society. | ts influence combines economics, ecology, social
factors, religious relations, cultures, and other scientific categories in the field of human activity
(Smeral E., 1996: 395). We may not forget that the main effects resulting from the impact of
globalisati on processes on tourism are first of all a sharp rise in potential tourist demand for
various destinations (and it needs to be pointed out that consumers who want new experience are
not only attracted to destinations nearby, but the whole world becomes a p otential destination).
Secondly competition among tourist destinations has become extremely strong, and more
destinations compete in the market basing their competitiveness on the requirements of the
potential customers. Then small and medium -sized enterpr ises must fight for survival on the tourist
market which is being conquered by large globalised corporations. Thirdly emphasis on introduction
of innovation, specialisation and higher quality of products and services; increased need for extra
capital to fi nance the necessary investments for future goals and achievements in order to stay

competitive on the market. And finally fourth problems of developed tourist destinations arising

from relationships with suppliers who are often not heterogeneous and do not apply quality

standards.
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SOCIAL CAPITAL AND S OCIAL SUPPORT - PERCEPTION
BY START -UPS IN RIGA CITY

Iveta Cirule *, Mg.sc.pol.; Janis Prusis 2, Bc. sc.soc.
1 "RISEBA" University of Business. Arts and Technology , 2 Riga City Council

Abstract.  Social capital and social support is a non -material resource for start -up developmen t now -a-days.

This study relates to the call to investigate which social capital and support dimensions are contributing the

most to the start  -up perception. Research proved that Riga start -ups perceive high levels of social support from

family , friends. | t supports the entrepreneurial personality trait - high levels of perceived social support. Riga

start -ups evaluate highly perceived social capital in all three dimensions I structural , cognitive and relational.

Main findings proved - statistically signif icant correlations exist between perceived social support and two

dimensions of social capital - cognitive and relational. Results of this study will be applied in managing Riga's

Startup grant programme “"Take -off* as well as other startup support instrume nts in Riga and regional

municipalities. Further research might be carried out for in -depth evaluating of social capital and possible

applications of that as well as territorial extension of research. Data from the start -up programmeffidake
resutscou | d be compared with regional/ rural nas c e ,nforingant e, eypal eneur s 6
citiesd business starting grantsd utilization and the impact of
Key words:  social capital, social support; st art -ups.

JEL code: Al12.D23. M13

Intro duction
European Commission claims that small and medium sized enterprises (SMEs) are the backbone

of the Europe's economy  that is a key to ensure economic growth , innovation and job creation (EC ,
2017). Social capita | has been recognised as a driver of economic growth , resulting in greater
economic efficiency (Putnam. 2000). Riga is the main city of entrepreneurial activities in Latvia

(LURSOFT, 2017). Support of Riga SMEs and start -ups is defined in a long -term devel opment
document principles of Riga city. At the same time , humber of newly registered enterprises is
reducing and the number of liquidated enterprises is rising. Even more so - 2017 was the second
time in a row when the number of liquidated enterprises exc eeded the number of newly registered
enterprises (CSB , 2017). The aim of this study is to explore how Riga Start -ups perceive social
capital and social support in the entrepreneurship development.

The paper is structured as follows. The first part presents the theoretical foundations and
definitions of social capital , social support and social capital dimension. Further the variables of
the research and research questions are presented. The second part describes the methodology ,
design of the research in  strument (questionnaire) and finally presents the results and discussion
leading to managerial implications.

The research | imitation is the research sample size re
of fd recei ver s -upsflegalhyhregsstereds t a Riga city territory. Nevertheless , this article
highlights the recent results on social capital and support role in the nascent entrepreneurship
development that could be transferred to rural economy development researches and support

programmes.

Social capitaland  Social support
Soci al capital has been defined as it he features of

coordination and cooperation f g r2002nueseach inkhisnaech haso ( Put na

identified three forms of social capital i 1) relational social capital (strength of the relationship) , 2)
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coghnitive social capital (shared beliefs of the relationship partners) , and 3) structural social capital
(the number of ties between relationship partners) (OECD , 2013).

Structural social capital is defined as a sum of assets deriving from the structure of networks
that are created among the members of a community , organization or society , having as
cornerstone an efficient cooperation. The structural dimension can also be present at individual
lev e | and itds expressed as his or her ability to
common system of reference , principles , norms and values.

Cognitive social capital is defined as the cumulus of assets providing shared and common

meanings , inter pretations , behaviours , attitudes , beliefs , norms and values among actors , such as
legitimacy. Safety , reciprocity. Based on this definition , We can appoint as measurement
instruments for cognitive capital the availability and commitment to collaborate in new projects ,
free knowledge exchange and diffusion among partners , committed support to manage different
social issues.

Relational social capital is composed of all those assets deriving from the nature , quality and
strength of relations that are built ba sed on the same set of norms , values and principles through
the cognitive dimension. Out of all the components of the relational dimension , trust is the most
significant one , as it represents the pillar for any long -term success and it positively impacts all

the actors involved in the entrepreneurial activity. Relational social capital is important for
entrepreneurship because personal experience and the quality of past interactions can determine
whom the entrepreneur is likely to approach and successfully engage with (Paunescu & Badea
2014).

Social support refers to the apperceived or practical instrument or expressive resources supplied
by communities , social network , and close partners. House (1981) offers the operational definition
of social support. | n his opinion , social support includes individual apperceived important
instrument or expressive resources supplied by others and network structure , hamely 1) emotion
and concern; 2) instrument support; 3) information support; 4) praise or feedback support

According to Melvin Smith (2006) hypothesis that entrepreneurship is mutually beneficial
process, authors would like to research whether social capital and support enhance the
entrepreneurship development.

In other words, authors would like to propose t hat social capital and social support received by
start -ups could be the biggest asset of entrepreneurs apart from financial capital and intellectual

capital.

Start -ups in Riga City

There were 42869 companies established and 17814 companies liquidated in Riga city during
2012 -2016. During this period , in total 30050 companies were established and 19344 companies
were liquidated in Latvia. Which may lead to the conclusion that the survival rate for Riga city
companies is 70.64 % ; whereas in Latvia 7 60.84 %. Unfortunately , there is tendency of decrease
in number of newly established companies as well as increase of liquidated companies
(LURSOFT, 2017).

Riga city Sustainable = Development Strategy until 2030 foresees that city is developed by three
pillars , and one of them is entrepreneurship development in Riga city with the support of

municipality (Council , 2014). One of entrepreneurship support instruments is grant programme

creat

iTatod f 0 supporting the best ent r08QHBEUR granuperca bmpang.tSociali t i es b
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capital and social support dimensions are also included in this particular grant programme
evaluation criteria. Thus , the research object is the start -up companies legally registered in Riga
city and Riga regi omf frée cgrlomliiBthampinieadurang years 2013 -2017). The
respondents were owners and Board Members of the companies.

The model presented in Fig. 1 shows the associations between the variables which , according to
the literature , impact the start -up perception of so cial capital and social support. The following
research questions are formulated:

RQ1: what sort of social capital does Riga start -ups perceive?

RQ2: what are the sources of social support perceived by Riga start -ups?

PERCEPTION

BY START-UPS

other important
parties

Structural
dimension
Cognitive
dimension

Relationship
dimension

social capital
social support

Source: created by the authors

Fig. 1. Variables influencing the perception of social capital and social support by start -ups
Methods

To answer the research questions , the quantitative study was performed. To collect the data ,
the questionnaire was developed with three scales related to th e social capital (64 statements) and
3 scales related to social support (14 statements) , 78 statements in total.

Social support scale related statements are based on Zimet et al. 1998. Social capital related
statements were based on the UK Office for Nati onal Statistics , 2014.

Intotal , t here were 22 statements reflecting Social capita
statements reflecting Social capital scale ACognitive di
capital scal e fRel at i cerused.ilnptotal i , rBestatementanreflecting Social support
scale AFamilyo. 5 statements reflecting Social support s
Social support scale fAOther i mportant partieso were used.

All statements were measured in 6 -pointLi kert scale where coding 1 is all
do not agreeo and coding 6 is assigned to Acompletely agr

The final sample size was 31 company owners , aged 24 -46, 26 respondents having higher
education , 7 females and 24 males.

Depended variabl e of this study is the perception  of social capital and social support by start -
ups owners. The respondents were asked to evaluate the social capital and social support related
statements.

Research results and discussion

The data was analysed using SPSS 21 statistical package. First , the internal consistency

reliability of all scales was checked by means of Cronba

showed satisfactory to good internal consistency reliability. 26 out of 90 statements were excluded
from social capital related statements. Social support related statements showed good internal

consistency. Thus, no statements were excluded.

51



Proceedings of the 2018 International Conference "ECONOMIC SCIENCE FOR RURAL DEVELOPMENT" No
Jelgava, LLU ESAF, 9 11 May 2018, pp. 49-56

47

DOI 10.22616/ESRD.2018. 005
Table 1
Cronbachdéds Al pha. mean values and standard devi
Scale N of statements Cronbachosa | meanvalues standard deviations
SOCIAL CAPITAL
Structural dimension: 22 0.769 Sifg 255§(2)30 13.03007
Sources 2 0.397 SXPLSSSngg;‘ 2.07183
Social ties 4 0.551 S)P(ES :%gggG 3.40367
Scale 2 0.907 SXPLSSS4E');;55}36 3.06419
Diversity 7 0.621 S)P(ES 588(3)3]?]?5 5.05582
e o : o0 | s | s
e : s | FEpm | o
Cognitive dimension: 13 0.659 S)P(ES 206()292%8 8.94187
Support perception 5 0.686 S)P(ES 55031’2513 4.00081
Received support 4 0.503 Sifg i%ggge 2.61262
Coebonal 2 omis | TR | s
sigi:}}ggggglof 5 0.551 S;fg j‘gggsﬁ 420701
relationship
Civic engagement 6 0.701 S;ES 5?33?;1 7.93590
Interest in politics 4 0.664 S)P(fg iigéj?? 4.60505
:
Trust in people 6 0.652 S)P(f: j;gg;g 4.2874
Val(fjc;operation social 6 0.645 S)P(fg gigjy 3.89734
Total 64 Siﬁg Z%Z)g;e; 10.68675
SOCIAL SUPPORT
Family 5 0.881 Siig 2502556 5.12762
Friends 5 0.901 SPSS 20838 456871
Total 14 0.892 Sifg 265;;116 3.75635
Source: authorsoé calculations based on research data

To an swer research questions and to find out which dimensions are better associated with the

perception of start

social capital structural dimension; 2) social support and social cap

-ups. Pearson correlation analysis between the aspects of 1) social support and

ital cognitive dimension; 3)
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social support and social capital relationship dimension is used and results are presented in the

Tables below.

Table 2
Pearson correlation coefficients
£
G G = g
> > = —_
%) .g 8 (%] 8 %] = 5‘ OE) © © .5
Q = [Chkat [ChRat oS o N =7
o = 2 28| 28 =S| 25| 8%
= ] ] o c @ < Qo =) = £
3 3 6 | ©8| 8| al| 25| 3%
Pearson -068 | -.024 | 069 |-198 | .342 232 | 136 | .073
correlation
Family o
Significance .715 .896 713 .285 .059 .209 466 .698
N 31 31 31 31 31 31 31 31
Pearson .008 225 | .389* | .120 | .586* | .403* | .157 | .431*
correlation
Friends Significance 964 | 224 031 | 521 | .001 025 | .399 | .016
N 31 31 31 31 31 31 31 31
Pearson 104 | 520% | 069 | 211 | .267 047 | 132 | .320
correlation
Other significant parties Significance | 577 | .002 | 714 | 255 | 147 | 803 | .478 | .080
N 31 31 31 31 31 31 31 31
Pearson 074 | 317 220 | 053 | 513 | 200 | .184 | .351
correlation
Social support Significance 691 | .082 235 | 778 | .003 | .114 | 320 | .053
N 31 31 31 31 31 31 31 31
Source: authorsdé calculations based on research dat a
Table 3
Pearson correlation analysis between the aspects of social support and
social capital structural  dimension
Support Received Involvement in Cognitive
perception support politics dimension
Pearson 369* 119 5447+ 480+
correlation
Family Signific ance 041 524 002 .006
N 31 31 31 31
Pearson 680 326 538 676+
correlation
Friends Significance .000 074 002 .000
N 31 31 31 31
Pearson
Other correlation 181 176 288 281
significant Significance 329 343 116 126
parties
N 31 31 31 31
Pearson 525+ 265 594+ 618%
correlation
Social support Significance 002 149 .000 .000
N 31 31 31 31
Source: authorsbod calculations based on research dat a
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Table 4
Pearson correlation analysis between the aspects of social support
and social capital relationship dimension
E o < %’ =) 2
B85S 28| $£|g29d B | 38| BSOS
§9e| 35| 283|224 £ | 88| &5
Pearson correlation 368* 173 .388* .081 .044 -.113 .303
Family Significance .042 .352 .031 .664 .813 .547 .098
N 31 31 31 31 31 31 31
Pearson correlation .745** .318 .130 254 | .498* -.092 | .563*
Friends Significance .000 .081 .485 .169 .004 .622 .001
N 31 31 31 31 31 31 31
Pearson correlation .248 .368* .155 .266 277 134 .458**
Other si gnificant parties Significance 178 .042 .405 .149 132 AT2 .010
N 31 31 31 31 31 31 31
Pearson correlation .581** 372 .299 .259 .346 -.028 | .571*
Social support Significance .001 .039 103 | .159 .056 .880 .001
N 31 31 31 31 31 31 31
Note: The level of significance: ** p<.01; * p<.05.
Source: authorsé calculations based on the research data

The correlation results show that there is evident correlation between social capital relationship
dimension and social support in general , which may lead to the assumption that relationship is
important for the start -ups (particularly friends and other significant parties and correlation
between family and relationship dimension is not statistically p roved. The authors assume that
results may be affected by the choice of statements (3 out of 6 statements are linked with the
social capital nature. e.g. interest in politics. trust in the public institutions is directly linked with
the start -up relationsh ip with local municipality).

The finding of this particular research proved the importance of friends T this is only social
support source , which correlates to the all three dimensions of social capital. Thus , the authors
draw the conclusion that the most  important social support source for start -ups is friends
Conclusions and recommendations

The results provide the answers to the research questions.

RQ1: what sort of social capital do Riga start -ups perceive?

1) Riga start -ups perceive positively assessed social capital in all dimensions i structural ,
cognitive , relationship. The negative perception is about engagement into organizations which

may be explained by autonomy of start -ups and Latvia specific cultural traits. Thus , the

authors assume that this may not be beneficially to unify Riga start -ups into

organization.

RQ2: what are the sources of social support perceived by Riga start -ups?

2) Riga start -ups receive social support from family , friends and other significant parties which

allies with the theor .

3) Factor of social support that contributes most to the performance of start -ups appeared to be
friends. Thus , friends may be taken into consideration when start -ups develop their

entrepreneurship.
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4) The research results proved the statistical correlation b etween social support and social capital
relationship and cognitive dimensions. Authors assume that start -ups do not associate directly
social capital structure and social support.

5) Start -up structural capital peculiarity arises from the entrepreneurial ext raversion and belief
that they can control their life. Thus , social capital structural expansion by public sector may be
perceived by start  -ups as their own performance results not as activity of public sector per se.

6) The only correlation between social ca pital structural dimension and social support dimension
fifot her significant p airet theensindber iofssocial diesi Tehis may ileadsto the
conclusion that start  -ups are ready to make the contacts in terms of intensity. This is supported
aswel | by correlation between social support ifeelingso
may lead to the assumption that persons, willing to develop business, are exert to contacts.

Such kind of entrepreneurs may be motivated to engage into entrepreneursh ip support activities

to utilize the expansion opportunities.

7) Research results did not prove Melvin Smith (2006) hypothesis that entrepreneurship is
mutually beneficial process as this was statistically proved neither by social capital relationship
dimens ion. nor social capital cognitive dimension and social support. Thus , the conclusion may
be drawn that the concrete action from one side may not lead to the reaction from start -up
side. This assumption was also proved by the perception of social support by start -ups only
from friends and family ~, which may be based on the cultural specific as well.

8) The results of this study can motivate start -ups to utilize the opportunities provided by social
capital and social support actors as these strategies may help t hem to develop entrepreneurship
by so called non -material asset of modern society I social capital and social support.

9) This research has certain limitations and implications for future research. The most important
limitation is the size of the sample. Futu re research should be carried out and answers from
more respondents collected. Other limitation is related to the generalizability of the findings.
since. respondents represent o volfyf 0g rreencte i yread ggr aammnde dfiaT aak ¢
types of Riga sta rt-ups would enrich the findings. Moreover , certain limitation is related to the
relationships between social capital dimensions and social suppor t which certainly are more
complex. More research should be done to explore these relationships with more soph isticated
methodologies as structural equation modelling for example. Still the present findings could be

used as the basis for future investigations in the rural economy context.

Bibliography
1. Bulsara. H. & Pandureng. V.. 2007. Academia.edu. Available at:
https://www.academia.edu/778926/Developing_Women_Entrepreneurship_A_challenge [ accessed

November 11. 2017].

2. Houghton. S. M. Smith. A. D. & Hood. J. H. 2009. The Influence of Social Capital on Strategic Choice: An
Examination of The Effects of External and Internal Network Relationships on Strategic Complexity. Journal
of Business Research.  P. 1255 i 1261.

3. OECD. Scrivens. K. & Smith. C. 2013. Four Interpretations of Social Capital: An Agenda for Measurement.
OECD Statistics Working Papers.

4. Putnam.R.2002.1. Put nam. R. (2000) o6Bowling Alone: The Coll apse and

Simon and Schuster: Bowling Alone: The Collapse and Revival of American Community. Journal of Catholic
Education. 6(2). pp. 28-33.

5. Riga City Council. 2014. Strategy 2030. Available at:  http://www.rdpad.Ilv/iwp -
content/uploads/2014/11/STRATEGIJA_WEB.pdf

6. LURSOFT. Available at: http://blog.lursoft.lv/2017/01/03/2016 -gada -likvideto -uznemumu -skaits -

parsniedzis -jaunregistreto -uznemumu -skaitu/ [accessed 7 November. 2017].

7. LURSOFT. [online] Available at: http://blog.lursoft. Iv/2017/11/15/mazais  -bizness -nodarbina -66-no-visiem -
latvijas -uznemumos -stradajosajiem -cilvekiem/ [accessed 27 November 2018].

55


http://www.rdpad.lv/wp-content/uploads/2014/11/STRATEGIJA_WEB.pdf
http://www.rdpad.lv/wp-content/uploads/2014/11/STRATEGIJA_WEB.pdf
http://blog.lursoft.lv/2017/11/15/mazais-bizness-nodarbina-66-no-visiem-latvijas-uznemumos-stradajosajiem-cilvekiem/
http://blog.lursoft.lv/2017/11/15/mazais-bizness-nodarbina-66-no-visiem-latvijas-uznemumos-stradajosajiem-cilvekiem/

10.

11.

12.

13.
14.

15.

16.

Proceedings of the 2018 International Conference "ECONOMIC SCIENCE FOR RURAL DEVELOPMENT" No
Jelgava, LLU ESAF, 9 11 May 2018, pp. 49-56
DOI 10.22616/ESRD.2018. 005

Riga Council. 2014.  Riga City Sustainability Strategy.

content/uploads/2014/11/Atti

Measur ement 0.

Individual Change Efforts.
Zimet. G. Dahlem. N. Zimet.

[online] Available at: http://www.rdpad.lv/wp -

stibas_programma.pdf[  accessed December 1. 2017].

OECD (ORGANISATION FOR ECONOMIC CO -OPERATION AND DEVELOPMENT. 2015. www.oecd.com.
[online] Available at  : http://www.oecd.org/site/worldforum/33703702.pdf [
OECD. Scrivens.K.and Smith C. (2013a) O6Four |
OECD Statistics Working Papers. 2013/06.

Office for National Statistics. 2014. UK Government Web Archive.
http://webarchive.nationalarchives.gov.uk/20160107115718/
http://www.ons.gov.uk/ons/dcpl71766_371693.pdf

European Commission. 2017. Internal Market. Industry. Entrepreneu
http://ec.europa.eu/growth/smes/index_en.htm [accessed December 12.2017.].

House. J.S. (1981). Work Stress and Social Support. Reading. MA: Addison
Smith. M. L. 2006. Social Capital and Intentional Change: Exploring th

Journal of Management Development.

Avail

accessed November 29.2017].
nterpretations of

able at:

rship And SMS. Available at:

25(7).

-Wesley.

e Role of Social Networks on
pp. 718-731.

S. & Farley. G. 1998. The Multidimensional Scale of Perceived Social Support.
Journal of Personality Assessment. pp. 30-41.

Zimet. G.  Multidimensional Scale of Perceived Social Support (MSPSS).

http://gzimet.wix.com/mspss

[accessed October 25. 2017].

Available at:

47

Soci al C

56

OECD Pu


http://webarchive.nationalarchives.gov.uk/20160107115718/http:/www.ons.gov.uk/ons/dcp171766_371693.pdf
http://webarchive.nationalarchives.gov.uk/20160107115718/http:/www.ons.gov.uk/ons/dcp171766_371693.pdf

Proceedings of the 2018 International Conference "ECONOMIC SCIENCE FOR RURAL DEVELOPMENT" No 47
Jelgava, LLU ESAF, 9 11 May 2018, pp. 57-64
DOI 10.22616/ESRD.2018. 006
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Abstract. In Latvia, small agricultural holdings comprise a very high proportion of the total agricultural

holdings 7 90 % . However, their number decreases, which is caused by a decline in their competitiveness and

insufficient cash flow. Nevertheless, such holdings play an essential role in rural development in Latvia. One of

the main problems to be tackled is the identificatio n of new business paths for the holdings, i.e. their business
diversification. The research aim is to identify prerequisites for economic diversification for small agricultural

holdings in North Kurzeme. The research revealed that small agricultural holdin gs used mainly their own funds
and less relied on external finance, which could be a hindering factor for their development. In the opinion of

agricultural holding owners, the diversification of their holdings is strongly associated with consumer purchasin g
power, and higher profits have to be the result of the diversification.

Key words:  small agricultural holdings, diversification, diversification factors.

JEL code: Q12

Introduction
Nowadays, an idea is popularised that the future production of food and o ther products could be

only industrial, large  -scale and uniform. Nevertheless, according to the Central Statistical Bureau of

Latvia, small agricultural holdings, in terms of utilised agricultural area and standard output,

accounted for 90 % of the total i n Latvia. The number of such holdings declined year by year;
therefore, the retention and development of small and medium agricultural holdings in rural areas

in Latvia is an important matter. The insolvency and liquidation of small agricultural holdings c an
only increase the number of poor families, depopulation and unemployment in rural areas and in

Latvia as a whole.

In view of the above, it is necessary to seek solutions to ensure continuous operation of small
agricultural holdings, stabilise their cash flows and improve their competitiveness. Economic
diversification is a way to increase the viability and competitiveness of small agricultural holdings.

The research puts forward a hypothesis: the economic diversification of small agricultural holdings

is affected by both endogenous and exogenous factors. A survey of small agricultural holdings was
conducted in the northern part of Kurzeme region. The research aim is to identify prerequisites for
economic diversification for small agricultural holdings in North Kurzeme. To achieve the aim, the
following research tasks were set: 1) to characterise the theoretical aspects of economic

diversification; 2) to examine the factors affecting the economic diversification of small agricultural

holdings and the signif  icance of the factors in North Kurzeme.

Along with general research methods T abstract and logical analysis, content analysis,
monographic and graphic i the following sociological research methods were employed: expert
evaluation, surveying and individual interviewing. The survey represented closed -ended questions,

except for one open -ended one in which respondents had an opportunity to explain their opinions.
A nominal scale, the Likert scale and the semantic differential scale (to measure agreement about

an assertion etc.) were employed for closed -ended questions.

Research results and discussion
1. Nature and kinds of economic diversification

An economic and financi al dictionary (2003) explains

an organisation to  start up business in another industry alongside the current business, thereby

attracting new customer so. The academic term database
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ithe expansion of the scope of busi ness a sudllydohe whdan

an enterprise has no opportunity to grow in the current field of activity or another kind of economic

activity is

The association of

A. Coleman ( Coleman,

more advantageous (Diversifkaciafster.i ng hi ghe
diversification with the devel opment of new products is stressed by

2013 ) and W. Craig (Craig, 2015) ; in their works, both authors attribute

diversification to the creation of new products, an examination of and entry into new markets and

the assumption of new risks

Diversification is explained also as the reallocation and recombination of farm resources away

from its original farming activity to generate another form of income (Meraner, 2014)

Authors J. Cornwall and B. Perlman ( Cornwall , Perlman, 1990) and V. Praude (2012)

distinguish three  kinds of diversification

1 concentrated diversification T if an enterprise broadens its range of products by similar

products; the new products are intended for a new range of consumers;

1 horizontal diversification i if an enterp rise begins producing new kinds of products that help

to attract consumers; the products are intended for both the present and new customers of the

enterprise;

1 conglomerate diversification i if an enterprise adds new products that are completely new

ones a nd that are unrelated to the present products; consequently, the enterprise has more

customers.

J. Caune and A.

Dzedons (2009), T. Volkova, B. Aneraude and others (2010) define

diversification as the expansion of activity of an enterprise through engaging in new fields of

economic activity, yet this basic strategy is divided into two kinds: related and unrelated

diversification

A different perspective, which relates to the economic activity of an enterprise and its

e

r

diversification is given by A.Coleman (Co leman, 2013) and |.Meraner (Meraner, 2014). A. Coleman

(Coleman, 2013) believes that diversification could be both a specially designed process and

natural business expansion. However, according to |.Meraner (Meraner, 2014), diversification could

be charac terised by four activities that can be performed by a farm that is engaged in conventional

farming and wishes to diversify its business ( Table 1).

Table

Characteristics of diversification activities

1

range

profi

Name of activities

Characteristics of activities

Onrf arm sal eo

=4

Small shops on farms, roadside stalls, fruit and berry self - picking etc.

O nfarm
processingo

=3

Crafts, processing of berries, fruits and vegetables etc.

=3

Agrotouri smg

Accommodation services (campsites, tent places), active recreation, catering services,
animal farm visits etc.

>t

Care farming

The purpose of care farming services is the education, care, integration and
rehabilitation of vulnerable persons, pensioners and children.

Sour ce: a ucorstuctisndased on Meraner, 2014

Economic div ersification and farm multifunctionality is a focus and an integral part of the

EU Common Agricultural Policy aimed at avoiding a crisis under the agricultural pattern, the main

priority of which is to contribute to agricultural output. The CAP, stressing the opportunity for farms

to diversify their economic activity and to become

mitigating climate change through changing their agricultural practices that are environment
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friendlier and engaging, for example, i n organic farming. Such a change of the policy paradigm
encourages farm owners to do their business in a different way i to diversify it, to engage in other
kinds of economic activity T in order to, for example, acquire European Union funding for their far m
development (Meraner, 2014).

The explanations of diversification given by various authors allow concluding that the key
priorities are the viability of farms, higher farm profits and risk reduction for the farms. However,
opinions about the need for the economic diversification of farms are diverse. W. Craig (Craig,
2015) believes that diversification is necessary for some enterprises, whereas the others are not
going to benefit from it. Diversification can ensure stable operation of an enterprise, yet it involves
some risks. In the financial sector, diversification allows reducing risks, i.e. if a negative event
occurs, all the investments might be lost. In the market of goods and services, which is volatile,
the business operations done by other enterpri ses could be unpredictable, and any business is
regularly affected by changing consumer needs; therefore, diversification can give the enterprise
an opportunity to implement new, innovative ideas and enter new markets. W. Craig (Craig, 2015)
points out tha t some enterprises, doing diversification repeatedly, come to conclusions regarding
what to produce and how to do it more efficiently.

M. Meraner (Meraner, 2014) points out that a decision on economic diversification is usually
made in order to survive in the market because of volatile yields and prices. Besides, the farms
that have diversified their business, are more responsive to any change in demand and in
consumer wishes, which allows them make higher profits.

I. Weltin and others (Weltin et al., 2016 ) have focused on other factors that affect a decision to
do economic diversification. According to them, there are two decisive factors influencing farmer
decisions to diversify the source of revenue:
1 main business of the farm;
9 family structure.

Farms own ed and managed by young households as well as by large households more
frequently make a decision to diversify their business, as the risk of labour shortage is lower as
well as the young individuals are interested in making their own efforts and develop t heir farms. In
contrast, farms owned and managed by older households or by small households are not interested
in diversification because of the shortage of labour and they have difficulties to generate sufficient

synergy effects (Weltin, 2016).

2. Econom ic diversification on small agricultural holdings in North Kurzeme
To accurately describe and assess the factors affecting decisions on the economic diversification

of agricultural holdings as well as to identify the attitudes to and opinions of agricultu ral holding
owners on the diversification, the research conducted, first, a survey and, second, individual

interviews. The study involved a broad spectrum of agricultural holdings in terms of age of owners,

kind of activity and economic size.

The survey pa rticipants were owners of small agricultural holdings in North Kurzeme. Their age

was diverse: 18 -25 (18 %), 26 -44 (18 %) and 45 -64 (64 %). Farming was the main job for 82 %
of the respondents, while off -farm employment was the main job for 18 % . The agric ultural
holdings analysed were engaged in diverse activities: beef cattle production (19 %), fruit

production (15 %), organic farming (9 %) and milk production (11 %), while mixed farming
represented 46 %.
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An analysis of the agricultural holdings in terms of net turnover revealed that the holdings with
a turnover of EUR 3001 -6000 (37 %) dominated, followed by those with a turnover of less than
EUR 3000 (27 %), while the holdings with turnovers of EUR 6001 -10000 and more than EUR 10000
represented 18 % each.
An opportunity to borrow funds is an essential factor for farm development, which could also
contribute to farm diversification. The sources of finance indicate the ability of farm owners to

assume financial risks as well as their trust in financial insti tutions.

Commercial bank loans

[0}

o

é ALTUM financing

5 _ -

T EU funding S

S

own funds S
0% 20% 40% 60% 80% 100%
BEo ¥ B2 13 E4 M5
Source: authorsé construction

Fig. 1. Percentage breakdown of the ratings of financial resources used by small agricultural
holdings for business (0 i thelowest,5 i the highest)

The survey data acquired revealed that most of the holdings used internal sources of finance or
their own funds for their business development, and the significance of their own funds was rated
the highest. As regards external sources of finance T commercial bank loans and ALTUM financing
i the significance of the sources was rated the lowest (bank loans and ALTUM financing were rated
at 0by 82 % and 73 % respondents, respectively), which indicated the tendency of holding owners
avoid assuming financial obligations. The significance of EU fund ing was rated differently. Breaking
down the data by significance of financial resources and by type of agricultural holdings revealed
that the holdings that were engaged in rural tourism, poultry production and bee -keeping rated EU
co-funding low, yet the holdings that were engaged in organic farming, milk production, beef cattle
production and fruit production rated the EU co -funding very high (4 and 5 points), which might be
explained by the diversity of kinds of available financial support and the amoun t of the support for
the mentioned kinds of holdings in particular.

The key purpose of the survey was to identify the main factors affecting decisions made by

agricultural holdings on the diversification of their business. Every respondent had to rate the effect

of every factor on a scale from 1to 4: Aino effecto (1); Ainsignificant eff
(3); #fAsignificant effecto (4).
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Source: authorsé construction
Fig. 2. Ratings of exogenous factors affecting economic diversification on small agricultural
holdings
An aggregation of the data on every exogenous factor revealed that the decisions to diversify

business were mainly affected by consumer purchasing power (3.4), volatile demand (3.2), a free
market niche (3.0) and tax policy (2.9). This indicates that the holding managers associated their
business development with the standard of living of the population and the national development
level.

The data on endogenous factors showed that the decisions on business dive rsification were
mainly affected by an opportunity to expand the business (3.9), earn higher profits (3.3) and
distribute risks (2.8).

Poor sales

Introduction of

. ) L Risk distribution
innovative activities

Environment-friendly

Higher profits practices

Opportunity to use

Business expansion
new knowledge

Abandonment of the
previous mai né

Source: authors6 construction

Fig. 3. Ratings of endogenous factors affecting economic diver sification
on small agricultural holdings

The study revealed that the most important reason of diversification was the wish to expand

business; therefore, the study sought to identify the business expansion paths.
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Fig. 4. Percentage breakdown of the ratings of farm diversification paths for small agricultural
holdings

The most popular business expansion paths, according to the respondents, were diversification
of services and machinery modernisatio n, while processing of agricultural products was less
popular. Use of EU funding was not a decisive prerequisite for business expansion.

Grouping and an analysing the agricultural holdings by kind of economic activity and by future
business expansion path allows concluding that the holdings engaged in fruit and vegetable
production and rural tourism preferred diversification of services and processing of agricultural
products, while the holdings planning to modernise their machinery were engaged in milk, be ef
cattle and pig production and provision of agricultural machinery services, as modernised

machinery allows saving time and facilitating some technological operations in the mentioned kinds

of business.
The respondent opinions on whether economic diversi fication was the only opportunity to ensure
the viability of small agricultural holdings differed. Of the respondents, 46 % believed that

diversification was the only way how to make small agricultural holdings viable, and the same
percentage of them (46 %) considered that no diversification was necessary. However, 8 % chose
the reply option fAotherdo, adding that business could be
if there is demand for new products and services.
An aggregation and an analysis of the respondent opinions on the need for diversification
allowed identifying the profile of the holdings ( Table 2).
Table 2

Profile of agricultural holdings according to the respondent opinions
on the need for diversification

Agricultural holdings not
Agricultural holdings favour ing business diversifification favouring business
diversifification

A experienced farm owdders aged 45 A farm turnover from

10000;

A farm turnover from EUR 3001 to 600 A bu_s!ness focuses o
produ ction;

A business focuses on rurai touri sm, . .
A most important fin

production, pouitry and pig production, agricuiturai

) L own funds and EU co -funding.
machinery services;

A most important financiai resource

own fun ds.

Source: authorsodé construction
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The data allow concluding that the opinions of the holding owners about the diversification of
their business depend on the kind of their economic activity, which affects the turnover of their
holdings, and on the amoun  t and diversity of EU co  -funding received. The holdings with a turnover
of less than EUR 6000 were engaged in the kinds of economic activity where the consumer was the
most important factor, which affected the volume of sales and the quantity of unsold pro ducts as
well as the stability of demand; the small agricultural holdings (which participated in the survey)
did not and could not sufficiently use EU co -funding that could raise the stability of their business.
In contrast, the agricultural holdings that were engaged in milk and beef cattle production and
in other kinds of economic activity offering a greater opportunity to receive various kinds of EU
co-funding and that sold their products to agricultural processors assigned a greater role to the tax

poli cy and the modernisation of machinery.

Conclusions, proposals, recommendations
1) By diversifying their business, agricultural holdings identify and create new solutions to

inefficient resource use, which might result in innovations that optimise costs, enha nce farm
performance as well as lead to a new specialisation. Innovations might be developed within the
agricultural holding and on a broader scale.
2) Among the exogenous factors, the most important factors influencing decisions on economic
diversification a re as follows: consumer purchasing power, volatile demand, a free market
niche, the standard of living and tax policy, while most important endogenous factors are an
opportunity for business expansion, higher profits and risk distribution.
3) According to the  survey, the opinions of owners of agricultural holdings on the diversification of
their business depended on the kind of their economic activity, which affected the turnover of

the agricultural holdings, and on the amount of EU co -funding received.
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QUALITY MANAGEMENT S  YSTEM AS TOOL FOR CO RPORATE DEVELOPMENT
AND COMPETITIVENESS INCR EASE IN SMALL AND ME  DIUM COMPANIES

Zane Dr inke !, MBA, leva Bruksle 2, Mag. oec.
Abstract.  In a globalized world characterized by strong competition in various business areas, companies need
to be able to find a competitive edge. Small and medium -sized enterprises, which are the backbone of the
econ omy, must be able to compete with large companies that are technologically and financially more secure. It
is therefore essential to be flexible, to look for new approaches and use different tools to promote development
and competitiveness. A quality manag ement system can be such a tool. Within the framework of this research,
the role of the quality management system in ensuring successful operations and competitiveness of small and
medium enterprises will be evaluated. Purpose of the methodology is to eval uate and develop four main
spheres of organization: recourse management, document management, determination of management
competence, efficiency and improvement management. Implementation of quality management systems or
methodologies reduces corporate cos ts and ensures competitive operation.

Keywords:  efficiency, quality, management, efficiency, competitiveness.
JEL code: M5

Introduction
In the modern business environment, the concept of quality and quality management has

become an integral part of the b usiness world and also a part of public administration. Corporate

management does not have sufficient knowledge of quality management systems and

understanding of benefits from corporate self -assessment. This study considers the most popular

quality manage me n't systembs standards and model s. Model s and
evaluation criteria and principles, but they have a common goal - to support competitive, balanced

and sustainable corporate development. The quality management system is focused on th e

effective use of resources and increase of productivity per unit invested. Components of the system

are not an ever completed process, but a tool for corporate development. There is no single
standard or model in today's business environment to assure co rporate development and effective
use of existing resources. There are a variety of corporate management support standards,
models, systems in the world, but the criterion unifying the entire system is the satisfied customer
and reduced corporate costs for ensuring competitiveness in the long -term period.

Quality management system is the object of research. Quality management system is a set of
interrelated or interacting elements to establish policy and objectives and to achieve those
objectives to direct  and control an organization with regard to quality.

A properly developed and implemented quality system results in customer satisfaction; it is the
essential support to corporate management and the institution's advantage in competition. It is not
always n ecessary to introduce a system certified by ISO (International Organization of
Standardization) standards, but one can use the methodology of the quality management system.

Objective of this study is to assess benefits from use of the quality management sy stem in
companies as an effective management tool for increasing productivity and competitiveness,
optimization of financial and human resources and rational use of the available corporate
resources.

Tasks to achieve the objective:

1 analyse the dynamics o f small and medium enterprises in Latvia and their impact on the
economy;

1 define the quality management system implementation trends in Latvia;
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1 define benefits from quality management system application in companies by interviewing the
institution's manage  ment.
The research period: 1 st November 2017 until 1 st December 2017. Due to specific and versatile
nature of quality assurance and management aspects, this particular study has the following
limitations: quality problems are studied, mainly, from methodol ogical and organizational points of

view; and level of education, age, social status, gender of the respondents and etc. was not taken

into account in the study. Results of the managerso

content of this thesis. The following research methods are used herein: monographic or descriptive

method, logical -constructive method for comparison theoretical material with the empirical results,

graphical method for visual display and analysis of the summary information, document analysis
for study and compiling of the internal corporate documents and questionnaires i for research of
the managementds and employeesd satisfaction. The
usage of quality management systems in enterprises. Meth odological basis of the study are works

of foreign (E. Deming, J. M. Juran, K. Isikava etc.) and Latvian scientists (J. Pildavs, J. Putnis,
I.Reinholde), works of modern authors and publications in magazine 'Quality’, which provide an

insight into the late st information on trends in the field of quality management system and inform

about innovations in quality management, data and reports published by the Latvian Quality

Association as well as studies and statistics the International Committee for Standardi zation with

respect to quality management system methodology and requirements.

1. An analytical assessment of the changes in competitiveness of Latvia's small
and medium enterprises

The prevalence of small and medium enterprises in Europe and other parts of the world
increased sharply after World War Il. This was largely due to war damage, high unemployment,
limited opportunities for state institutions to provide social assistance to citizens and the
willingness of economically active people to take respon sibility for their own and employment of
their peers. But more attention was paid by scholars (Johnson, 1978; Lucas, 1978; Evans, DS
(1985); and others) to small and medium -sized enterprises (hereinafter referred to as SMES) only
in the second half of the twentieth century, when governments of developed countries began to
actively in more goal oriented manner support the formation of new enterprises. At this time, SMEs
had the opportunity of receiving public financial support for overcoming threats prevale nt in the
external environment, for the technical modernization of enterprises and for enhancing export
capacity.

At present, more than 23 million small and medium  -sized enterprises that produce goods and
services worth more than 4 billion Euros operate in the European Economic System. These
companies employ over 90 million economically active people from different European countries
(White Paper on Small and Medium Enterprises in Japan, 2016). In the European Union and in

other developed countries, SME dev elopment indicators are well above the development indicators

of large companies. Thus, since 2003, the number of SMEs has increased by 20 % and the number
of employees has increased by 24 %, reaching 67 % of all employees. In Japan, such group of
companie s employs more than 80 % of the workforce. (Japanbds Pol

Enterprises and Micro Enterprises. Small and Medium Enterprise Agency. Ministry of Economy,
Trade and Industry. 2013.). Moreover, in this country, the average number of employed people in

SMEs is 9, more than 2 times the average development indicators of SMEs. Their distribution

1Corresponding author. Tel.:+37129187448. E -mail address: zane.drinke@turiba.lv 66
3Corresponding author. Tel.  :+371 29404321. E  -mail address: ievab@turiba.lv
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