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Toward the Economic Transformation of Africa 

Joseph Atta-Mensah 

United Nations Economic Commission for Africa, Addis Ababa, Ethiopia 

 

Despite the severity of the global financial and economic crisis of 2007, Africa did not deep into a recession but 

rather saw its economies significantly slowdown. A question one may ask is how did Africa withstand the 2007 

crisis. Although no definitive answer can be offered, one could suggest that the positive performance of Africa is 

due to the solid policies run by many African countries prior to the crisis. Experiences from other parts of the world 

indicate that if African countries continue their current economic performance then the rapid growth recorded prior 

to the financial crisis would result in substantial structural changes within the economies of many countries. The 

goal of many African countries, as enshrined in their development plans or strategies, is to reach middle-income-country 

status by the next decade. However, moving from low- to middle-income status would not only require an increase 

in per capita income but also structural transformation of the economies as an important part of development. The 

success of Asian and Latin American countries to embark on structural transformation of their economies to 

significantly uplift living standards of the poor raises several important questions for Africa. Firstly, can Africa 

draw lessons from these countries? Secondly, what are the roles private and public sectors as well as agriculture 

sector should play in initializing and sustaining a transformation? Thirdly, what is the impact of initial policies 

during the early stages of transformation on a country’s long-term development path? The purpose of this paper is 

an attempt to answer the questions raised as well as offer policy prescriptions. Going forward it is within the grasp 

of Africa to transform itself into a middle-income continent within a generation. This will require a development 

agenda whose implementation is inclusive and it is aimed at uplifting majority of the citizenry from poverty as well 

as growing the middle class. Africa may consider using deeper forms of regional integration to boost intra-African 

trade as well as find innovative financing mechanisms support regional infrastructure. In concluding, it is very 

important for all Africans to note that Africa has to be developed by Africans. “Hand outs” glorified as aid/grants, 

alone will not change the lives of the many poor citizens of the continent. Ultimately, Africans are totally 

responsible for the development of the continent and therefore should shoulder the burden of financing its 

development, no matter how long it takes and how painful it may be. 

Keywords: economic transformation, sustainable economic growth, technology, productivity and regional integration 

Introduction 

Despite the severity of the global financial and economic crisis of 2007, Africa did not deep into a 
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recession but rather saw its economies significantly slowdown. The channels, through which the crisis affected 

Africa, included among others, plummeting trade, the drying up of the flows of financial capital and remittances 

as well as treats of bank runs and weak financial intermediation. These negative influences caused Africa to 

register an average growth of 2% in 2007, significantly down from about 5%-7% beforehand. Although there 

are currently turbulent head-winds coming out of the euro zone, the 2007 financial storm is behind and Africa’s 

economy is roaring back, forecasted to grow between 5%-7% from 2013 to 2015. It is worth noting that that six 

(Ethiopia, Mozambique, Tanzania, Congo, Ghana, and Zambia) of the world’s 10 fastest-growing economies 

are in Africa, recording at least 7% growth rate. The optimism beaming around the globe has led some 

commentators to predict that the average African economy will outpace its Asian counterpart in next five years. 

According to the respected Economist magazine, Africa which it dubbed a decade ago as a hopeless continent is 

currently bullish about the economic prospects of the continent, calling it the hopeful continent. 

A question one may ask is how did Africa withstand the 2007 crisis. Although no definitive answer can be 

offered, one could suggest that the positive performance of Africa is due to the solid policies run by many 

African countries prior to the crisis. These policies, which inoculated the African economies against the severe 

ramification of the crisis included: low-inflationary monetary stance, prudent fiscal management (strengthened 

budget positions, reduced debt burdens, and reformed tax structure), and reasonable foreign currency reserve 

cushion. Improved fiscal position allowed countries to use the budget to counteract the crisis, rather than 

making it worse. Fiscal policy was therefore expectedly countercyclical in many African countries at the time 

of the crisis. It should be said that the fiscal cushion helped a great deal to protect the poor and vulnerable as 

social spending was not cut during the crisis. 

Despite the current robust economic performance, Africa should not rest on its laurels as it remains 

vulnerable to shocks from different sources. These shocks could potentially come from volatility in commodity 

prices, natural disasters, climate change, wars, and conflicts as well as weakened flow of remittances, aid, and 

financial flows. The challenge for Africa is to continue to pursue an agenda of strong inclusive-growth at the 

same time reinforcing its resilience to shocks. This requires that Africa stays on course on its pursuant of sound 

macroeconomic policies. Hence, policy buffers must remain in place to allow for future countercyclical 

responses including prudent fiscal policy and the use of reserves. Social safety nets need to be strengthened as 

well. Social and income inequalities must also be aggressively addressed so as not to heighten tensions within 

the population in times of economic downturn and make shocks more destabilizing. 

Experiences from other parts of the world indicate that if African countries continue their current 

economic performance, then the rapid growth recorded prior to the financial crisis would result in substantial 

structural changes within the economies of many countries. The goal of many African countries, as enshrined in 

their development plans or strategies, is to reach middle-income-country status by the next decade. However, 

moving from low- to middle-income status would not only require an increase in per capita income but also 

structural transformation of the economies as an important part of development. 

A key challenge facing many African policymakers is how to maintain the pace of rapid growth while 

embarking on structural transformation. One can recall that the industrial planning strategy embarked by 

post-independent African countries in the 1960s and 1970s was a failure as it led to economic mismanagement 

and poor economic growth. Furthermore, the adoption by African countries in 1980s and 1990s of the 

Washington-Consensus-promoted policies of the laissez-faire market oriented strategies successfully yielded 

macroeconomic stability but failed to produce structural transformation and sustained growth. 
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The success of Asian and Latin American countries to embark on structural transformation of their 

economies to significantly uplift living standards of the poor raises several important questions for Africa. 

Firstly, can Africa draw lessons from these countries? Secondly, what are the roles private and public sectors as 

well as agriculture sector should play in initializing and sustaining a transformation? Thirdly, what is the 

impact of initial policies during the early stages of transformation on a country’s long-term development path? 

The purpose of this paper is an attempt to answer the questions raised. However, to answer these questions, 

there is a need for a better understanding of what constitutes structural economic transformation. 

Meaning of Economic Transformation 

The process of economic development is characterized by a period of rapid per capita growth combined 

with structural change. Syrquin (1988) defined economic transformation as the interrelated processes of 

structural change that accompany economic development. In other words, through the implementation of 

interventionist-policies, economic transformation can be attributed to the process in which a poor rural-based 

country becomes a middle-income country with a rising share of industry and services in gross domestic 

product (GDP) and employment. The transformation is generally characterised by the following patterns.1 First, 

during the transformation period, there are significant changes to economic structures. This is because 

industrialization ignites accelerated increases in the share of manufacturing in the economy and a consequent 

decline of the share of agriculture (Kuznets, 1973; Chenery & Taylor, 1968). Second, the share of the total 

labour force employed in the agricultural sector falls, while that in other economic sectors rises. Third, 

agricultural productivity rises as a result of the use of modern agricultural technology and better seedlings. 

Fourth, the main driver of the country’s economy shifts from rural areas to cities, and therefore degree of 

urbanization significantly increases. What these patterns mean is that economic transformation leads to the rise 

in the overall productivity and income per capita of the country as well as the rapid creation of new and 

higher-paid jobs. Furthermore, with the transformation, the country moves away from the production of 

primary products and into value-added products. Consequently, the economy becomes integrated in the global 

supply chains and as a result of its trade with the rest of the world, there is continuous learning by doing and 

up-grading of new technologies and skills sets as well as the expansion manufacturing capacities. 

It is important to note that economic transformation may not lead to shared growth. In the short term, the 

transformation process could lead to uneven growth and rising income inequality. Kuznets (1955) was the first 

to suggest that income inequality might follow an inverse U shaped relationship during the transformation 

process. The Kuznets curve predicts that initial stages of the industrialization process lead to an increase in 

income inequality. However, as the process continues, there is a significant decline in inequality as wages rise 

with higher labour productivity.  

As economic transformation leads to modernization of a country’s economy, society and institutions are 

also affected, because human life, values, norms, beliefs, and customs are also transformed from a traditional to 

a modern society. Moreover, shifts in production structures during transformation lead to changes in incentive 

structures, educational requirements, and the relative positions of different groups in society. Kuznets (1955) 

further argued that urbanization results in shifts in family formation, gender relations, and personal status. The 

transformation also changes transport and communication services, as production and distribution centres are 
                                                                 
1 It is important to note that these transformation patterns which are observed in new industrializing economies, such as those in 
Asia and Latin America, are very similar to those observed in European countries during the 19th and early 20th centuries. 
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opened up connected to markets. The legal system has a vital role to play, as new laws are needed to preserve 

and uphold institutional innovations and property rights. 

Sources of Economic Transformation 

There is no clear agreement on what constitutes the sources of economic transformation. However, there 

are several sources of transformation, most of which are interrelated and very difficult to separate out 

(Breisinger & Diao, 2008). Based on their extensive review, they grouped the sources of transformation into 

five: (i) technology-led productivity growth; (ii) rapid capital accumulation; (iii) the role of linkages; (iv) the 

roles of market, institutions, and governments in transformation; and (v) infrastructure development. 

Technology-led productivity growth. Kuznets (1955) suggested that a country undergoing 

transformation from traditional to modern economy begins with the adoption of technology and innovations so 

as to rapidly boost productivity growth. Entrepreneurship and human capital plays an important role in this 

process as well. Such an environment supports the entrepreneurial spirit of the private sector to drive the 

development agenda (Schumpeter, 1947). To explain how technology led productivity growth leads to 

economic transformation, people should imagine a traditional economy made up of the agriculture sector (with 

an abundant labour force and uses primitive technology) and an industrial sector. Under this arrangement, the 

marginal product of labour in the agricultural sector is negligible, zero, or even negative. In the process of the 

modernization of the economy, with adoption of modern technology, one would observe production of 

added-value manufactures grows in the economy through the movement of labour from the agricultural sector 

to the industrial sector. With the growth in productivity, the economy will eventually converge to equalization 

in the marginal productivity of labour in the two sectors and higher economic growth.  

It should be noted that rapid increase in productivity in the agricultural sector contributes to         

rapid economic growth in an economy-wide transformation. Before the transformation of an economy,   

author observes low marginal productivity in agriculture sector, because the factors employed in agriculture 

sector are primitive. However, the adoption of modern technologies during the transformation can make 

agriculture an important driver of rapid economic growth in addition to the significant contribution from a 

modernized industrial sector. Evidence in the literature suggests that the rapid agricultural growth in many 

Asian and Latin American countries in the 1960s and 1970s was driven by the adoption of new farming 

technologies, including the use of irrigation, high-yield crop varieties, and modern inputs such as fertilizer 

(Heath, 1992). 

Rapid capital accumulation. During the transformation process, capital accumulation follows 

technology-led productivity growth. This is because most technologies are part of modern capital goods. The 

accumulation of capital and the subsequent increase in the savings rate is what supports capital investments in 

transformed countries. Capital investments in industry contribute significantly to rapid growth during the 

transformation process in low-income countries. Krueger (1988) noted that during the reconstruction of 

post-World War II, Europe investments in infrastructure and industry were an important component of rapid 

economic recovery and growth. It has to be noted that capital accumulation plays a very important role in rapid 

growth, implying that the share of investment in GDP increases significantly during the transformation process 

as they are used to finance the industrialization. It has to be pointed out that during the transformation, the 

revenue (export revenue) from the agricultural sector initially acts as surplus for the financing of capital 

formation necessary for industrial growth.  
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The role of linkages. As noted above, productivity growth and capital accumulation are vital for 

economic transformation. In addition, the two sources of transformation also further enhance economic 

inter-linkages during the transformation process. Together they create the backward and forward linkages 

created by capital investments in the industrial sector. Furthermore, they promote interactions between 

agricultural and non-agricultural sectors as during the transformation agriculture not only acts as a source of 

surplus to support industrialization, but as a dynamic source of growth, employment, and more equal income 

distribution. The process of transforming traditional agriculture into a modern sector also enhances both 

consumption and production linkages between agriculture and non-agriculture and between rural and urban 

areas. These backward linkages occur, because of the increased demand of agriculture for modern inputs, such 

as fertilizer, improved seedlings and irrigation (produced by the manufacturing sector), marketing, trade, and 

banking (provided by service sectors). Consumption linkages, which are especially strong in low-income 

countries, lead to higher growth multipliers and poverty reduction effects. Furthermore, agricultural 

productivity growth allows higher agricultural output at lower costs and therefore provides cheap raw materials 

for various industries (e.g. food processing). This in turn opens up opportunities for the development and 

diversification of food manufacturing and marketing activities. 

The roles of market, institutions, and governments. Institutions and markets are vital for the 

transformation to be successful. The quality of institutions and markets does influence the incentives to develop 

and use new technologies and innovations during the period of transformation. Rodrik (2004) indicated that 

institutional reforms are endogenous to the transformation process and not crucial at the beginning of the 

process. For the transformation to be led by the adoption of modern technology, the markets where the modern 

technological inputs are obtained have to be well functioning. It is therefore imperative that financing 

mechanisms, more functional and developed marketing systems, and supply chains built around smallholder 

farmers are in place to accompany the transformation sector as well as complementary investments in all links 

of the supply chain. Development of market institutions and investments in infrastructure and information 

systems contribute to reducing transportation and transaction costs and supporting farmers to use modern 

methods of production. Furthermore, the use of modern inputs and growing agricultural production can 

significantly deepen the market and increase profitability of small farmers in the process of transformation, 

further increasing their incentive to adopt modern technologies. 

Given the existence of both market failures and government failures, there is a need for policymakers to 

have an understanding of the interaction between the public and private sectors and the role of institutions in 

transformation. Rodrik (2004) pointed out that the interaction is generally country-specific and the successful 

transformation of institutions and markets requires experimentation, a willingness to depart from orthodoxy, 

and attention to local conditions. However, in current times, the rapid demand for agricultural products has 

opened up new important opportunities for developing countries to find their paths to transformation through 

the joint efforts of private and public sectors. 

Infrastructure development. Affordable infrastructure and services are very crucial in supporting the 

economic transformation of a low-income country. This is because infrastructure services have a strong 

growth-promoting effect through their impact on boosting productivity. Furthermore, investments in public 

infrastructure, in addition to its direct effects on the productivity of private inputs and the rate of return on 

private capital, spur growth through a variety of channels. A higher stock of public capital in infrastructure 

supports the transformation process, as it tends to raise the productivity of other inputs, such as labour and the 
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stock of private capital, thereby reducing unit production costs in both the agricultural and industrial sectors. 

The increase in the productivity of private capital also raises the rate of private investment and consequently 

increases growth. In addition, enhancing labour productivity and lowering (unit) labour costs and 

“learning-by-doing” effects, which is a result of a high degree of complementarities, combine to magnify the 

growth effect of public infrastructure.  

Infrastructure also accelerates economic growth through private capital formation. Investing in public 

infrastructure leads to increases in the marginal productivity of private inputs which in turn raises the rate of 

return on physical capital by the private sector. This can be explained with an example. The rate of return to 

establishing a factory in a country with well-developed power generation, transportation, and 

telecommunications will be higher than a country without such amenities. In the same vein, an integrated 

network of ports and roads can potentially contribute to massive increase in investment in major industries, 

spurring growth, and employment. Furthermore, investments in public capital in infrastructure affect private 

capital formation indirectly, through changes in output and relative prices. This raises the marginal productivity 

of all factor inputs (capital and labour), thereby lowering marginal production costs and increasing the level of 

private production. Through the standard accelerator effect, the scale affects output results in higher private 

investment and consequently higher production capacity over time thereby making growth effects more 

persistent. 

Chinese Experience 

China began its transformation process with agricultural reforms, particularly the land tenure system. It 

focused on changing the land arrangements for rural household so as to offer them enhanced incentives for 

increased production of food and consequently higher incomes. It started with a village-based experiment, 

whose success was quickly replicated around the country. The state also contributed its part by increasing    

its investments in infrastructure and technology in the rural regions which helped to accelerate food  

production. The resulting rural surpluses generated by small farms became the foundation for the whole system 

of national economic development. Consequently, the country witnessed the movement of capital and labour to 

towns and cities from an increasingly diversified and productive agricultural sector. These policies initiated 

China’s current impressive growth path and formed the basis for its urbanization and export-oriented growth 

process. 

China earlier on experimented with a special economic zone (SEZ). The SEZ, which was first, located in 

Shenzhen and replicated around the country, together with various industrial clusters and networks, is credited 

to be the basis of a supply chain-based model of industrial learning. The country supported its reform of the 

rural economy with policies that saw the liberalisation of the domestic market to encourage privatisation. 

Consequently, highly competitive enterprise-based economy was on the ascendancy supported with first class 

extensive regional and national transport linkages. China used international aid effectively for its 

transformation. It used aid and foreign direct investment to complement national resources and not as a major 

on-going financing stream. The Chinese authorities also used foreign aid and investment to advantage, using 

the two to acquire technical know-how and management skills which were critical for the modernisation of 

Chinese agriculture, industry, and infrastructure. Furthermore, bilateral and multilateral donors were brought in 

to provide considerable expertise, knowledge, and training in world-class analytical methods for public 

management and economic development. Even China’s decision to join the WTO was made with the 
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involvement of the population, by conducting nation-wide discussions on the benefits and challenges of the 

country engaging in the global economy. 

The provision of affordable but durable infrastructure, science and technology, as well as higher education 

of the youth was at the heart of China’s transformation. These policies were carried out by all levels of 

governments (state and provincial and city authorities). High-quality institutional infrastructures for higher 

education, including management training, were created at rapid pace around the country. The private sector 

also boomed around the country, benefiting from accelerated learning processes through engagements in 

international supply chains and joint ventures with foreign investors. In addition to engaging eminent 

international experts in their industries, scholarships were instituted for the youth to acquire graduate degrees 

abroad as well as mechanisms put in place to attract Chinese expatriates back home. All these measures 

contributed significantly to the transformation. Above all, deeper, close, and forward-looking interactions 

between policymakers and industry continue to be an essential part of the growth model of China.  

Contrary to popular thinking, the Chinese government has cultivated and nurtured the private sector, 

playing a dominant role in the economy of the country. The private sector stands as the major source of 

employment, accounting for over 90% of the labour force. The contribution of the Chinese private sector also 

accounts for over 70% of its GDP. Furthermore, the management of state enterprises and the financial sector, 

which are dominated by state banks, is based on sound market and business principles and extensive external 

business linkages, including Africa, for example, the Industrial and Commercial Bank of China (ICBC) owns 

20% of the Standard Bank in South Africa.  

It is worth noting that China’s successful transformation has been achieved at the cost of number serious 

economic, social, and environmental costs. The country faces structural economic imbalances, as some regions 

are well developed while some other regions have been left behind from the transformation. There is also a gulf 

between the rural and urban areas, as the challenges of land rights issues, internal migration stresses, natural 

resource degradation associated with intensive farming and social disparities. Income inequality remains and 

about 170 million Chinese are extremely poor, living on less $1 a day. 

Guiding Principles of the Chinese Model 

One may ask what guided the Chinese to achieve so much in a generation. The fundamental principles that 

China followed during its transformation, among others are:  

(1) responsible development-oriented state; 

(2) self-reliance and ownership; 

(3) performance-based public management and decentralisation; 

(4) policy research capacities and innovation systems; 

(5) feedback mechanisms for identifying and addressing challenges.  

The guiding principles which China continues to follow are largely responsible for significantly reducing 

poverty, growing the middle class, and accelerating economic growth.  

Responsible development-oriented state. Culminating from the open-policy of Deng Xiaoping, the 

leadership of China, since the 1970s, has made economic transformation its central focus. The state embarked 

on reforms and introduced policies that allowed for the building of consensus and participation across society in 

the transformation of the country. Evidence-based policies were initiated which ensured that performance was 

measured in terms of the growth of the economy and poverty reduction. Periodic review of performances was 
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carried out so as to encourage learning and innovations as well as efficiency and effectiveness of government 

and private enterprises. The government also placed high priority on policymaking capacity by scaling-up 

investments in universities and research institutions, linking them to ministries as well as the decision and 

implementation processes. Furthermore, the government supported and encouraged the emergence of a 

well-educated professional middle class and used measured incentives to attract talented Chinese living outside 

the country to return home to work. 

Self-reliance and ownership. China’s transformation was also based on a strong principle of ownership 

and self-reliance. In other words, China controlled its own development path. This principle did not prevent the 

country from learning and adapting to knowledge from external partners, investors, and experts. As a result, 

China has developed its own medium and long-term development strategies, which are implemented with its 

Five-Year Plan instrument. To ensure their effectiveness, the use of external support, such as foreign 

investment and aid, was incorporated into development strategies. Periodic monitoring and evaluation of the 

strategies are constantly carried out and lessons learned are used to strengthen the strategies and associated 

implementation processes. 

Performance-based public management and decentralisation. To ensure the success of the 

transformation, the Chinese government put in place a mechanism that ensured high quality public management 

teams for policy formulation and implementation at central and local levels. This meant reforming procedures 

for hiring civil servants and political officers, requiring the attainment of tertiary education. The government 

also replaced central planning systems with a market oriented planning system as well as decentralisation and 

delegation of decision-making processes. Competition between cities and towns in terms of development was 

encouraged so as to promote increased growth and poverty reduction. Furthermore, the taxation system was 

reformed at all levels of governments which in turn led to improved budgeting and increased revenues. 

Policy research capacities and innovation systems. Based on evidence, the government frequently 

tested, assessed, and adjusted policies adopted to support the transformation. As a result, China has established 

an extensive set of institutional capacities in the hard and soft sciences, which carry out analysis of performance 

as well as find solutions to problems. In addition, higher education and research institutions have been rapidly 

expanded and linked to policy decision making and implementation. China also seeks world-expertise to 

complement local know-how in areas where it is weak and by this ensures that China is not left out from 

acquiring latest knowledge and technology.  

Feedback mechanisms for identifying and addressing challenges. Despite its successes, the 

transformation process also produces socio-economic stresses and imbalances. Attempts to address the 

challenges have included a focus on the quality of growth as well as tackling income and regional disparities. 

The government has also put in place mechanisms that promote domestic consumption and reduce reliance on 

external demand. The government is also focused on repairing the environmental damage caused by the 

transformation, including farmland degradation, and managing urbanisation. With an aim of becoming a 

high-income country and playing an active part of the global governance system, China constantly reviews and 

adjusts its implementation processes. These reviews and adjustment are informed by feedback mechanisms and 

shocks to the global system. 

A Framework for Economic Transformation of Africa 

Prior to the financial and economic crisis of 2007/2008, Africa’s economy was growing at an average rate 
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of 6%. Inflation was in single digit before the fuel and food price crisis in 2008 and the balance sheet of 

external reserves was deep in the black. These impressive economic indicators were achieved on the backs of 

sound macroeconomic policy reforms, favourable terms of trade, and debt relief. However, the crisis knocked 

off 4% off Africa’s impressive average growth rate, registering about 2% in 2009. Reasons for the slow growth 

in 2009 included weakness in global demand for commodities and the collapse of commodity prices. This 

caused Africa’s export revenues to fall substantially by about $250 billion in 2009 and consequently a number 

of African countries faced a deterioration of their external positions with widening current account deficits and 

declining international reserves. The current account balance declined from a surplus of 2.7% of GDP in 2008 

to about deficit of 5% of GDP in 2009, a worsening by 8% of GDP in one year. 

Africa has experimented with a number of economic models, which ranges from central planned 

economies, on the extreme left, markets-determined economies, on the extreme right, and everything in 

between. In addition, Africa has been forced to pursue a donor-driven agenda initiatives, such as the structural 

adjustment programmes, poverty-reduction strategies, millennium development goals (MDGs) to name a few. 

Despite all these well-intended initiatives, until the turn of the millennium, the continent’s economic 

performance has been abysmal. To make progress and sustain the current healthy growth, Africa needs to 

understand where it got its policies wrong and determine a future path that will lead to sustain propriety, 

uplifting many Africans from poverty.  

Despite the noble efforts by many African countries to follow the prescriptions of Washington Consensus 

of stabilization, liberalization, and privatization, there are arguments being waged by some commentators 

indicating that African countries are not performing as well as Brazil, Russia, India, Indonesia, China, and 

Korea (BRIICK) because of a number of reasons (Rodrick, 2007). One of the arguments is that African 

countries have not undertaken deeper reforms. This claim is not fair as Africa has undertaken far more 

Washington Consensus Style reforms than any region on the globe, resulting in stable inflation, more opened to 

international trade, and greater roles to markets in economic decisions. The weakness in the argument lies in 

the manner in which the current growth success is being attributed to the pursuit of sound economic reforms by 

African countries. This jobless-growth is mainly driven by oil, minerals, and other commodities. 

A second reason ascribed to Africa’s performance is what Rodrick (2007) described as “the check is in the 

mail” argument. The argument suggests that the “payoffs” from reforms are yet to be derived and therefore 

calls for patience. Rodrick (2007) demised this claim by arguing that growth follows immediately when the 

right policies are pursued and therefore there is no empirical evidence to indicate that the returns to reforms 

tend to be delayed a decade or more. 

A third reason for blaming Africa for not performing as well as the BRIICK is because of external shocks, 

including the overall slowdown in industrial country growth. The BRIICK faced the same external environment 

and performed very well. Why has Africa not performed equally well? 

The fourth one is that there is the argument which portends that the rate at which countries grow is 

substantially determined by three things: their ability to integrate with the global economy through trade and 

investment; their capacity to maintain sustainable government finances and sound money; and their ability to 

put in place an institutional environment in which contracts can be enforced and property rights can be 

established. The argument has been stretched further to say that Africa does not have the three things suggested. 

As much as the three conditions proposed are necessary, they are not sufficient. The BRIICK countries did not 

embrace the three conditions at the initial stages of their transformation. As indicated earlier, China undertook 
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its reforms in its own way and on its own terms. China did not start its transformation by simply liberalizing 

and opening up its economy. It runs a dual track: a market track and a plan track. It had the town village 

enterprises (TVE), which were owned by the towns and villages and operated on market principles. Instead of 

liberalizing across the board, China pursued its trade liberalization through SEZ. 

There is no doubt that for Africa to make progress with its transformation agenda, it has to, in the medium- 

to long-term, adopt to certain principles, including: (i) economic diversification; (ii) the maintenance of 

macroeconomic stability; (iii) reliance on market forces to signal prices; (iv) full integration into the world 

economy; and (v) protection of property rights and enforcement of contracts. These principles must be 

underpinned by a strong sense of African ownership, affordable high-quality infrastructure, strong social 

cohesion and political stability, strong economic and political governance, as well as prudential regulations of 

the market. However, in the short- to medium-term, African countries may wish to implement policies that will 

ensure that its industries are in a strong position to compete globally and there is enough social protection to 

handle the ill effects of complete implementation of market reforms.  

The arguments raised in this paper and the experience of China and others suggest that Africa needs to 

embark on a similar trajectory of transformation, but with full ownership of the process and at its own pace. 

Africa has to have a clearly laid down strategy, which is practical and can be implemented. An interesting point 

to note is that many African countries are making tremendous efforts to transform their economies and are at 

income level similar to the levels Asia and Latin American countries were when they started their 

transformation agenda.  

It should also be noted that the transformation process in Africa could be faster than elsewhere, given 

technological leapfrogging, learning from the experiences of the BRIICK as well as its integration in the global 

market place. The penetration of internet and mobile telephony, the affordability of computers, and the 

undersea fibre-optic cables currently in place suggest that the transformation can be faster, because the other 

emerging economies did not have them when they started their transformation agenda. Africa’s interaction with 

the BRIICK has also enhanced the flow of ideas and knowledge which Africa can draw on for its 

transformation.  

Going forward, what should Africa do to transform itself? Although one does have all the answers to 

Africa’s developmental challenges and therefore the blue print for its transformation agenda, the suffering of a 

broad majority of the population as a result of deep-seated poverty calls to action for Africa to embark on a 

massive transformation agenda. Among others, African countries may consider the following as part of the 

agenda. 

Agricultural Modernization 

The first plank of a transformation agenda should be agricultural reforms and development. This is very 

important as majority of Africans live in the rural areas and are small scale farmers. A reform of the agricultural 

sector will provide a foundation for an export-oriented growth process. This should be accompanied by reform 

of land tenure systems which gives incentives to rural families to increase production and consequently 

increase in food supplies and incomes. Underpinned by public investments in rural infrastructure, better 

seedlings, irrigation systems, and technologies, the surpluses generated by small farms in rural-Africa could 

become the foundation for economic development. This achieved through the transfer of capital and labour to 

towns and cities from an increasingly diversified and productive agricultural sector.  
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Experiences from China and elsewhere show that the role of agriculture for transformation is very 

important because of the role of agriculture in shared growth and the reduction of poverty and inequality. 

Furthermore, it is important that African governments, during the early stages of transformation, do not switch 

sectoral attention away from agriculture, as it will slow down transformation rather than stimulate it. This is 

because shifting attention away from small farmers during the process of agricultural modernization 

marginalizes a large group of the African population, contributing to social tensions. Moreover, it complicates 

long-term poverty reduction and improvements in income inequality, even after middle-income status is 

attained. 

Science and Technology 

Investments in science and technology are key for the agricultural transformation and ultimately industry. 

These investments are critical, because science, technology, and innovations contribute to raising productivity 

and consequently growth. The adoption to new technologies would have to begin with farmers. This was the 

case in China where the adoption of modern technology was key for agricultural transformation, as smallholder 

farmers became vanguards in the adoption of new technologies, raising agricultural productivity. It is important 

that in this framework, appropriate policies are introduced that will remove any urban- and industry-biased 

policies in trade, marketing, taxes, and other macroeconomics. It is therefore important that there is adequate 

public investment in rural infrastructure, including irrigation, and the provision of agricultural research and 

extension to a majority of farmers as well as increased research into African-specific improved crop varieties. 

Furthermore, investment in research and development in the agricultural sector is critical, as transformation is 

dependent upon investment in agriculture, and this investment will pay off, if farmers have the opportunity and 

incentive to transform the traditional agriculture practices.  

Infrastructure 

There can be no transformation, if there is no affordable efficient infrastructure. The development of 

well-functioning infrastructure is critical to Africa’s social and economic development. Infrastructure in the 

form of electricity, ICTs (information, communications, and technologies), roads, rail, airports, seaports, and 

waterways powers economic growth and contributes to human development. Much of current infrastructure in 

Africa is inadequate or in poor condition. Estimates indicate that this situation is reducing production in 

industries by about 40% and makes doing business on the continent more costly. Africa does not lack plans to 

develop its infrastructure. What it lacks is the means to developing the infrastructure. The overarching goal of 

African governments is to mobilise support for scaling up infrastructure financing including recommending 

concrete measures to scale up and diversify sources of affordable infrastructure financing as well as explore 

new mechanisms for this purpose. 

Addressing the infrastructure deficit in Africa would require massive investments for the operation and 

maintenance of existing infrastructure. It is estimated that Africa needs around US$93 billion each year  

(about 15% of the Africa’s GDP), for the next 10 years, to bring its infrastructure to world class level. 

Two-thirds of this amount is for capital expenditure and the remaining one-third for operation and maintenance 

requirements. Investments are needed to: develop an additional 7,000 megawatts a year of new power 

generation capacity; enable regional power trade by laying 22,000 megawatts of cross-border transmission lines; 

complete the intraregional fibre-optic backbone network and continental submarine cable loop; interconnect 

capitals, ports, border crossings, and secondary cities with a good quality road network; provide all-season road 
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access to Africa’s high-value agricultural land; more than double Africa’s irrigated area; provide clean and 

portable water and sanitation so that the continent will meet the MDGs; raise household electrification rates by 

10% points; and provide global systems mobile voice signal and public access broadband to 100% of the 

population. 

Despite the limitations, it is imperative that African governments find the resources they need to address 

the infrastructure deficit on the continent. The leadership of the continent may consider using revenues from 

natural resource extraction for the public financing of infrastructure. African governments may also consider 

raising funds for financing infrastructure through the establishment of regional infrastructure banks, sovereign 

wealth funds, and infrastructure-indexed bonds. It may also consider implementing long-term institutional and 

financial reforms to deepen access to capital markets as well as establishing an Africa Investment Guarantee 

Agency (AIGA) to mitigate country risk. 

Strengthening Manufacturing 

The manufacturing sector is a dynamic force in any economic transformation. While the share of 

developing countries’ contribution to global manufacturing value added rose from 19.6% in 1995 to 33.6% in 

2009, mainly due to China, Africa’s share remained marginally at only 1.2%, with half attributed to South 

Africa. Furthermore, African economic growth is currently driven largely by exports of oil, minerals, and 

agricultural commodities with little or no processing involved. To accelerate sustainable and inclusive growth 

and development, Africa needs to exploit new approaches including strengthening its manufacturing sector, 

particularly the exploitation of agribusiness. This will involve adding value to agricultural products and 

employment along the entire value chain in agribusiness and value chain in agriculture, industry, and services. 

Compared to other manufacturing, Africa has a great potential in agribusiness. This is because most of 

African economies are agrarian based. Agribusiness provides inputs to farmers and connects them to consumers 

through the financing, handling, processing, storage, transportation, marketing, and distribution of 

agro-industry products. The potential for uplifting many Africans from poverty is manifold, as it touches all 

sectors of the economy. To understand, one has to decompose the sector into four main groups: (i) agricultural 

input industry (seedlings, fertilizers, insecticides and pesticides; irrigation system, agricultural machinery, and 

equipment and tools); (ii) agro-industry (food and beverages; leather and leather products; textiles, footwear 

and garment; wood and wood products; rubber products; and construction industry products based agricultural 

materials); (iii) equipment industry for agriculture (plant and machinery for processing agricultural raw 

materials, including storage facilities, cooling technology, and spare parts); and (iv) services to support 

agriculture (financing, marketing, packaging, distribution systems, transport, ICTs, and research and 

development centres). Clearly, developing each of these groups has the potential of creating massive 

employment and raises family income levels as well as accelerates growth through multiplier effects on other 

parts of the economy.  

Given that manufacturing and services are main drivers of transformation, it is important that the private 

sector is deeply involved in the development and is supported by government policies and public investments. 

Improving the physical and institutional environment is crucial for creating the right incentives for the private 

sector to do business and generate the appropriate competition. Moreover, manufacturing is often more 

labour-intensive and usually creates strong linkages with the rest of the economy, particularly with agriculture, 

by using agricultural materials as inputs. Moreover, manufacturing often develops in rural areas as rural 
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non-farm activities and the creation of rural manufacturing has often played an important role in poverty 

reduction and rural transformation. 

Strengthening the Management of Macroeconomic Stability 

A stable macroeconomic environment is a necessary ingredient for enhancing the transformation   

process. African governments should therefore strive to maintain macroeconomic stability. African 

governments should therefore aim at sustained economic growth and improved living standards of its citizens 

by establishing a stable economic environment for entrepreneurs. Indeed, in such stable economic environment, 

comprising careful inflation management and public finance stability, entrepreneurs would expect to face a 

steady rise in demand and stable production costs. Consequently, they would be able to plan their production 

and marketing and investment strategies, which would translate in the development of the production sectors of 

local goods. 

Discretionary fiscal policies should be used appropriately by African governments to sustain aggregate 

demand depending on the availability of domestic and external financing. In embarking on expansionary fiscal 

policies, African countries should carefully assess the impact of the policies on debt sustainability. It is also 

important that African monetary authorities remain vigilant and embark on policies that will prevent excessive 

inflationary pressures.  

African monetary authorities may also use exchange rate changes to achieve competitiveness and growth. 

In this case, real exchange rates adjustments must be allowed to respond to terms of trade shocks. It is also 

extremely important that there is coordination between monetary and fiscal authorities so as to avoid 

overvaluation of the exchange rates, which could potentially impair longer-term economic growth and derail 

the transformation efforts. Capital inflows and outflows should not be impeded and must generally be allowed 

to respond to exchange rate movement. In this regard, government should generally refrain from using its 

foreign currency reserves to prop-up an overvalued foreign exchange. In the event that the currency is under 

severe speculative attack, governments may intervene in the market to ward off the attack. However, if a 

current account is persistent and can no longer be supported with capital inflows, then the currency should be 

allowed to depreciate to help smooth the adjustment. 

Strengthening regional integration in Africa remains the best strategy for Africa to lift itself up from 

poverty. This is because by pooling its 54 fragmented economies into one continental economy, African would 

become a vibrant economy capable of competing in the global market place and by so doing increase income 

and reduce poverty. Hence, the above framework must be implemented in the context of deeper regional 

integration. This is because by pooling its 54 fragmented economies into one, Africa will be able to compete 

effectively in the global arena and by so doing increase income levels of its citizenry and therefore alleviate 

poverty. 

In deepening continental integration, Africa Union may consider speeding up the establishment of an 

African common market so as to increase internal trade within the continent which in turn will spur economic 

growth and poverty alleviation. Africa may also consider deepening the integration of financial and monetary 

markets. The merging of financial markets into a common financial market would be a powerful source and 

driver of capital flows to Africa. A single financial market would contribute to the mobilization of the financial 

resources needed to finance the continent’s integration agenda including infrastructure projects. Furthermore, 

Africa should remain steadfast on its path of democratic reforms, elections, as well as political and economic 
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governance, as they are the necessary ingredients needed to create the enabling environment for the 

transformation. 

Conclusions 

Africa needs to develop its own transformation agenda. This paper after briefly reviewing the literature on 

economic transformation has proposed a framework that Africa could consider to form the pillars of its 

transformation agenda. The process needs to be owned by Africans and not be driven by donors. The sources of 

transformation summarized in the paper are the key for the successful transformation of the continent. It is 

therefore imperative that meaningful indicators for measuring successful transformation should be developed 

by Africans. It must all be understood that transformation leads to rapid economic growth and consequently 

raises income levels of the poorest segment of society. Given the level and persistence of poverty and rising 

income inequality, the returns of the socio-economic transformation must be used to address the 

socio-economic inequalities of society. 

Going forward, it is within the grasp of Africa to transform itself into a middle-income continent within a 

generation. This will require a development agenda whose implementation is inclusive and it is aimed at 

uplifting majority of the citizenry from poverty as well as growing the middle class. Africa may consider using 

deeper forms of regional integration to boost intra-African trade as well as find innovative financing 

mechanisms support regional infrastructure. It is equally important that Africa begins its transformation through 

agricultural modernisation and using it as a launch pad to create a dynamic and sustainable economic growth at 

large. Furthermore, Africa should enhance the use of science, technology, and innovations to pioneer its growth 

agenda, as well as use ICTs to leapfrog knowledge acquisition for its development. 

In concluding, it is very important for all Africans to note that Africa has to be developed by Africans. 

“Hand outs” glorified as aid/grants alone will not change the lives of the many poor citizens of the continent. 

Ultimately, Africans are totally responsible for the development of the continent and therefore should shoulder 

the burden of financing its development, no matter how long it takes and how painful it may be. 
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Causes and Consequences of the Economic Crisis in Croatia 
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In analyzing the causes of the crisis, it is necessary to take into account certain specific features characteristic for 

Croatia, compared with the most of other post-communist countries. This is primarily related to the peculiarities of 

an inherited socialist system, and the circumstances in which the process of political and economic transformation 

of the Croatian society was begun. Thus, the process of multiple transition of socio-political system based on a 

unique model of self-management of social ownership was carried out while struggling to preserve the 

independence and territorial integrity of the newly established state. These factors, according to the author, are the 

key to understanding the present economic and social crisis in Croatia, which is generated by the current system of 

values. Built in the early 90’s of the last century, this system is a direct consequence of the war and a badly 

managed transition. The imposed system of values led to a rapid disintegration of society and became an obstacle in 

the further process of democratization. Instead of the development of society in the direction of the rule of law and 

justice, “distorted” system of values paved the way for the development of systemic corruption. The cause of this 

problem, according to the author, is in the anomalies that occurred during the process of political transformation 

from the one-party system to a society based on democratic principles of pluralism and the rule of law. The result of 

this political transformation was the creation of a political system, which was marked by the rule of one strong 

political party and the weak opposition during the last decade of the 20th century. Another problem the author 

points to is the organizational model of the majority of newly established political parties, which is characterized by 

a strict hierarchical structure, with a strong leader in charge of a narrow elitist circle of people within which this 

program of political action was created. The end result of the implemented political transformation of the society 

was politocracy—an established model of the rule of political parties that functions in today’s conditions. Also, the 

process of economic transition has enabled the emergence of plutocracy, which has in a strong symbiosis with 

politocracy paved the way for the practice of ruling in favor of the individual, to the detriment of the common good. 

According to the author’s opinion, the basic requirement for Croatia to exit the economic crisis is the change in the 

system of values, and the prerequisite for this is the implementation of structural reforms in all fields of 

society—above all, the reform of the political system. 

Keywords: post-communist states, self-managerial socialism, quadruple transition, stuctural reforms, merit-system 

in the public administration 

Introduction 

Political events, which marked the end of the 20th and beginning of the 21st century, have caused a series 
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of changes in national, regional (particularly European), and global terms. This was followed by the collapse of 

socialist ideology and it constructed socio-politic systems in the countries of Central and Southeastern Europe. 

As a result, decomposition of several federal states and the establishment of new international subjects, 

including Croatia, took place. 

The process of post-communist transformation, which Croatia underwent, the same as other transition 

countries of Central and Southeastern Europe, was additionally burdened by the necessity of literally struggling 

for survival of the newly established state. 

During the 90s, Croatia was forced to implement measures for transforming the inherited political and 

economic system, and at the same time to lead military operations in order to preserve its newly acquired 

political independence and territorial integrity. 

According to the author of the article, exactly that period was crucial for the formation of a just system of 

values, which should have ensured equality before the law and equal opportunities for all members of society. 

However, in terms of forming the legal and institutional framework of the state and the implementation of 

transition reforms, key errors, which consequences are present today, were committed. 

Members of the political elite are the main culprits for the present situation. They, as the legitimate 

representatives of the people, working together with the holders of economic power, imposing their system of 

values which enabled certain individuals who were close to the structures of political power to gain wealth, and 

because of this, the nation was sent a message that honesty, work and education do not pay. 

The newly established system of values was not based on the rule of law and the principles of justice and 

fairness. Established at the beginning of the 90’s of the last century, this system has caused bigger and bigger 

division in the society and has paved the way for the development of corruption into a systematic phenomenon 

in the society. 

Generally, when analysing the problem of corruption in society, one should take into account the fact that 

the main cause of corruption, which is linked to the occurrence of the first organized communities, is the lack 

of respect for the fundamental law of every society, especially by those in power: the separation of private and 

public interest, i.e., the obligations of their work for the benefit of the whole community, not just for the benefit 

of an individual or group (Brioschi, 2007). 

However, the issue of systemic corruption is present, as is the case in Croatia, such social conditions 

emerges where the absence of formal rules, which will punish corrupt behavior of all members of society. 

Systemic corruption has characteristics of endemic beings and institutionalization, which enables corruption to 

be a standard, a custom, and not the exception (Stefes, 2008). 

Accordingly, the basic hypothesis of the author of the article is the following: The main cause of the 

economic and social crisis in Croatia is the lack of implementation of democratic mechanisms in the 

functioning of the political system and its integral part—the party’s sub-system.  

The author also provides the readers with some auxiliary hypotheses:  

 The overall process of transition in Croatia had a feature called “quadruple transition” (Kuzio, 2001, p. 

174), which included several segments: democratisation, marketisation, state, and national-building; 

 The transformation of the political system has only provided certain democratic mechanisms in the society 

(basic political rights and freedoms of citizens), but not the functioning of the political elite according to 

democratic principles; 
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 The prerequisite for Croatia to exit the economic crisis is the importance of reforming the political system 

with the aim of democratization of the party sub-systems and the functioning of state institutions on the 

democratic principles of governance. 

This article is divided into four thematic sections. After the introduction, in the first part of the article, the 

author analyzes the effects of transformation of the inherited political system, with the reference to the way 

political parties and state institutions function. The second part explains the negative impact of the 

transformation of the political system into the area of economy. In the conclusion, the author provides the 

readers with the prerequisitions for Croatia to exit the economic crisis. 

Political System—The Main Cause of a Non-functioning Legal State 

In most of post-comunist countries, transition “was primarily a political project and was carried out by 

political parties” (Šokčević & Dugalić, 2007, p. 103). Transition, along together with the economic aspect, has 

included the political transformation of society from self-managing socialism into “liberal democracy with an 

installed mechanism of the defense of civil liberties and the materialization of an indepenedent judiciary” (Sung, 

2004, p. 179). It is necessary to explain the concept of self-managing: It is the so-called “third” way—a model 

of socio-political system, neither capitalist nor socialist, which was introduced by the former Yugoslavia in the 

early 70’s of the last century, as a form of worker self-management, after a failed attempt to turn to the market 

economy during the great economic reform 1965-1971 (Županov, 1989). 

Political Parties 

The newly established state, on the threshold of the development of a democratic society, and in the 

circumstances imposed by the necessity of homogenization of the public in order to defend against aggression, 

the present political ruling party—the Croatian Democratic Union (HDZ), led by Dr. Franjo Tuđman, was ruled 

with an iron fist. Fundamental rights and freedoms, the impact of opposition’s political forces, civil society 

emergance, and free investigative journalism, as the main levers of control and supervision authorities, were 

largely hampered in its activities. 

The preset model of organization of that political party was the same one that today still exists in most of 

political parties and which is characterized by strict hierarchical structure, personalization of the party, with a 

strong leader at the head of a narrow elitist circle of people, who create the party’s program. Members of the 

closest political leadership of the parties are generally people “with an excess of ambition and a lack of ability” 

(Srića, 2013, p. 67). The practice of the leadership of the parties is to animate the party’s base only periodically, 

mostly during election campaigns of local, parliamentary, or presidential nature, when each party is trying to 

jumpstart their voting machinery. After winning the elections, ordinary party members are forgotten and the 

leadership of the parties establishes a firm cohabitation with members of business circles, but also with all those 

who offer their obedience, rather than ability, in return for a political function or well-paid managerial positions 

in public companies. Exactly, such behavior of political parties caused the functional crisis, because they have 

forgotten their primary role of mediators in the communication between citizens and the state, and the political 

factor, which is “halfway between those who govern and are governed” (Sartori, 2002, p. 54). In other words, 

political parties have become self-sufficient, directing their activities exclusively toward one goal—winning the 

elections, after which generally followed the division of pray among their like minded and stakeholders, while 

the economic strategy of governing the state was thought about after winning the elections. 
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The so-called moral obligation of repaying debts and favors to those who ensured the elections victory, 

has opened a Pandora’s box of political clientelism in favor of obedient, checked individuals with questionable 

abilities, and against the determined educated and capable people. Consequently, this has caused a general 

distrust of citizens in politics and political protagonists, whose elections results over time more and more are 

based on all lesser turnout of citizens to the polls and the dispersal of party membership.  

Strengthening of trend of public distrust in political parties had a negative consequence for the same in a 

very important issue—the financing of political participants. Even James Kerr Pollock, a pioneer in researching 

the practice of political financing in Great Britain, Germany, and France, said that “the relation between money 

and politics has come to be one of the great problems of democratic government” (Bradley & Zovatto, 2014). 

The problem of money in politics was analyzed by Stratmann (2005, p. 143), who asked the key question of 

relationship between campaign candidates and donators: Do incumbents who receive money from special 

interest groups cater to their wishes because they received campaign contributions, or do they receive 

contributions because they were already committed to the interest group’s point of view?  

In Croatia, political parties were partly financed-funded from traditional sources: membership fees and 

voluntary contributions, which have melted away given the new conditions.  

Law on Financing Political Activities and Election Campaigns of political participants regulates sources 

of financing, including those from the state budget. Due to ever more expensive political campaigns for the 

elections of members of the representative bodies of local and regional governments, the representatives of the 

Croatian Parliament, the European Parliament, and the President, new forms of financing had to be found and 

they soon presented themselves. Business circles and all others with extra money had a strategic plan—invest 

in some political parties, often in both the ruling and opposing party at the same time, hoping that their 

investment will pay by returning certain “favors” of the ruling party. This has further opened up space for the 

growing influence of money in political decision-making, with the long-term consequence of bringing in 

political corruption through “the front door” into the political system. A firm symbiosis of plutocracy and 

politocracy (Malan, 2012) paved the practice of ruling in favor of individuals to the detriment of the common 

good. Ferguson (2012) pointed to this problem on the example of the USA, emphasizing that in the last 30 

years, the strong political power undermined the political system of the USA (including both parties: the 

government and academic institutions). 

Due to the above mentioned, legislative framework, which should have been used to regulate the issue of 

financing election games at all levels of government and normal political activities, was adopted during the 

process of joining the European Union (EU) and the obligation of aligning the national legislation with the 

European legislative practice, according to the recommendations of member states of The Council of Europe 

for fight against corruption (GRECO). In the fourth evolution round (corruption prevention in respect of 

members of parliament, judges, and prosecutors) on June 25th, 2014, GRECO applauds the effort invested by 

Croatia in fight against corruption, but also warns that despite the invested effort, Croatian citizens do not trust 

the key institutions and says that “in terms of the focus of the fourth evaluation round of GRECO, in the 

Eurobarometer on “trust in institutions”, 82% of the respondents did not trust Parliament (latest figure May 2013) 

and 76% expressed mistrust of the judiciary (Retrieved from http://www.coe.int/t/dghl/monitoring/greco/ 

evaluations/round4/GrecoEval4%282013%297_Croatia_EN.pdf). 

A positive movement forward in reforming the political system can be seen in the current request of the 

civil institutions of government to introduce a form of direct democracy. Under the influence of the above 
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mentioned, the Croatian Parliament passed the Law on Amendments and the Law on Election Policies for the 

members of the Croatian Parliament in 2015, which determines the possibility of choosing deputies by 

proportional representation and preferential ballot (the right to one preferred voice). The experience of Croatian 

citizens during the two conducted election processes for members of the European Parliament triggered the 

discussion. It is expected that changes to the law will be voted by the end of this year, with the intention to 

enforce the law by the next parliamentary elections in 2015. 

Principles of Functioning of Good Governmental Institutions—Comparison With the Croatian Political 

Practice 

Usually, to rule in the general interest of the people means that you have to obey certain democratic 

principles, which the political elite in Croatia ignores, on all three levels of government. According to 

Fukuyama (2005), good government should work in accordance with certain principles. Otherwise, failure to 

comply with the fundamental postulates of the reign of good government—the principles of accountability, 

efficiency, and transparency, makes room for kakistocracy: 

A political socio-economic regime is based on plundering of the state’s and the people’s assets and property through 
merging the political leadership and the criminal oligarchic structures, under the guise of the democratisation of the society, 
introduction of market economy, and the rule of law and priority of human rights and fundamental freedoms. The major 
features of kakistocracy are: usurpation of power through unfair and falsified elections; growing polarization of the society; 
impoverishment of the bulk of population and enrichment of a handful of nouveaux riches; selling out to the foreign capital 
the economic and other assets based on clan interests; and thriving corruption and the rule of lawlessness. (Abadjian, 2010, 
p. 157)  

One of the basic principles of good ruling is the principle of the responsibility of members of the political 

elite for their own actions. The essence of this responsibility is the necessity of separating private from public 

interest when holding political functions. The problem of conflict of interest1, reflected in public office holders 

obtaining personal gain and working against the interests of the common good, is very complex. To adequately 

prevent it, the term needs to be defined precisely.  

Organization for Economic Cooperation and Development (OECD) gives three types of conflict of interest:  

 conflict of interest (actual): a conflict between the public duty and private interests of a public official, in 

which the public official has private-capacity interests which could improperly influence the performance of 

their official duties and responsibilities; 

 conflict of interest (apparent): an apparent conflict of interest which can be said to exist where it appears 

that a public official’s private interests could improperly influence the performance of their duties, but this is 

not in fact the case; 

 conflict of interest (potential): a potential conflict which arises where a public official has private interests 

so that a conflict of interest would arise if the official were to become involved in relevant (i.e. conflicting) 

official responsibilities in the future (OECD, 2003).  

Also, the Committtee of Ministers defines conflict of interest as: (1) Conflict of interest arises from a 

situation in which the public official has a private interest to influence or appear to influence the impartial and 

                                                                 
1 In the Dubrovnik Republic (1358-1808), it was founded in southern Croatian, in the area of today’s city of Dubrovnik and its 

immediate mainland and island surroundings, as a reminder to Dubrovnik officials of the obligation to act in accordance with the 
public interest. At the entrance to the great hall of duke’s court, it stood inscription: “Obliti privatorum, publica curate” (forget 
your own interests and care for the common good). 



CAUSES AND CONSEQUENCES OF THE ECONOMIC CRISIS IN CROATIA 

 

190 

objective performance of his or her official duties; (2) the public official’s private interest includes any 

advantage to himself orherself, to his or her family, close relatives, friends, and persons or organisations with 

whom he or she has or has had business or political relations. It includes also any liability, whether financial or 

civil, relating to (Retrieved from http://www.coe.int/t/dghl/monitoring/greco/documents/Rec%282000% 

2910_EN.pdf).  

Furthermore, it is necessary to distinguish an important fact for establishing an effective legal mechanism 

for its prevention—conflict of interest cannot automatically fall under corruption, but it may pose a risk for 

committing a corruption related crime. Therefore, if it is not identified and appropriately solved in a timely 

fashion, it can become a major source of political corruption. Exactly because of that, the EU’s politics is aimed 

at stopping and preventing corruption in the most sensitive segments of society—political parties and public 

sector. It is estimated that the EU loses 120 billion euro per year to corruption (Popescu, 2014) and that it is 

focused on the necessity of enforcing law measures and monitoring mechanism, which would be used to 

periodically evaluate the effort of the EU members in the fight against corruption. The first EU Anti-Corruption 

Report was released in 2014, published on February 3rd, 2014 (Retrieved from http://ec.europa.eu/dgs/ 

home-affairs/e-library/documents/policies/organized-crime-and-human-trafficking/corruption/docs/acr_2014_e

n.pdfhttp://ec.europa.eu/anti-corruption-report). 

In general, looking at current results of the measures taken, the Southeastern European countries, 

including the region’s non-EU members, are involved in the fight against corruption, but, in general, they are 

not keeping pace with other European countries, mostly in enforcement (Popescu, 2014). Also, identifying 

corruption as a disease of global society realizes the necessity of international cooperation in the fight against 

corruption and stresses that synchronized legislation, information sharing, and cooperative enforcement are 

essential (Popescu, 2014). In the already mentioned EU Anti-Corruption Report from 2014, the data from the 

2013 Eurobarometer Survey on Corruption were published for all members of the EU, according to which the 

94% of the Croatian respondents believe that corruption affects their daily lives (EU average: 26%), 89% of the 

respondents say that bribery and the use of connections are often the easiest way to obtain certain public 

services in Croatia (EU average: 73%) (Retrieved from http://ec.europa.eu/dgs/home-affairs/what-we-do/ 

policies/organized-crime-and-human-trafficking/corruption/anti-corruption-report/docs/2014_acr_croatia_chapt

er_en.pdf).  

The principle of the effectiveness of governmental institutions is measurable through the evaluation of the 

quality of public services and the operation of the civil service. These officials have an obligation to serve the 

interests of citizens and not to serve their own needs. The efficiency of state institutions is evaluated in relation 

to the quality of legislation, which the same create and enforce. One of the common problems of states in 

transition is a problem of public administration as “the totality of the legal and material activities, which are the 

responsibility of the public authorities and whose purpose is to satisfy the public interest” (Šimac, 2002, p. 31), 

which in the former socialist system was a place of mass employment of citizens on the principle of political 

correctness, family or native connections, and bribing. Criteria in evaluating skills, education, and competence 

of civil servants and employees were not essential for obtaining a job. This fact is the main cause of 

inefficiency, ineffectiveness, inertia of the bureaucratic machinery in Croatia, which, in terms of market 

economy, is becoming one of the main obstacles for economic development of the country. The inherit system 

of public administration should have been reformed, according to the principle of merit-system at the very 

beginning, which follows strict criteria when it comes to hiring and advancement. However, over the past 20 
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years, meritocracy (Krauze & Slonczynski, 1985) in the bureaucratic machinery and the society in general was 

replaced with mediocrity. The workplace has become a purely social or political category. The entire public 

administration is largely a political issue, a common practice of all previous governments, whether left or right 

centered, and was reduced to a common denominator: to hire staff that would suit them. Over time, the 

bureaucratic machinery has become a nursery of unskilled public servants, who were at each moment “able to 

disable the capable” (Srića, 2013, p. 111). 

The principle of transparency in political action ensures public control and evaluation of public authorities. 

Transparency contributes to creating the conditions for a broad involvement of citizens in policy-making 

processes. Making decisions solely within the political elite, without taking into account public opinion, and 

without liability, does not ensure the efficiency of state institutions, but opens the possibility for power abuse. 

The media has a major role in encouraging transparency of government. In democratic societies, the media is 

referred to as the fourth pillar of government. Investigative journalism and civil society institutions have a 

special role in the whole process. In recent years, more precisely since 2008, when the former Croatian Prime 

Minister, Ivo Sanader suddenly, without an explanation, resigned from his post, the role of media and civil 

society has been put under the limelight. It is necessary to clarify that the mentioned year was a turning point 

for the intense fight against corruption, which was one of the basic requirements for entering the EU. Among 

the first suspects for abuse of position and power, and corruption, was the former Prime Minister Sanader. His 

case triggered significant progress in the work of the media and civil society organizations. Looking at present 

affairs of political officials, who have engaged in political corruption and clientelism, it can be seen that very 

often the State Attorney’s Office initiated proceedings only after several newspaper articles were published or 

an intensive action of some non-governmental organizations was taken. This practice leads to the conclusion 

that the Croatian public is becoming aware of its natural role of a supervisor of the government that it decided 

to trust. 

Generally, the issue of political corruption and clientelism is current in all societies, regardless of the level 

of democracy and the recognition of these phenomena, these notions should be distinguished. Lemarchand and 

Legg (1972) gave one explanation of the term clientelism: 

Unlike “class” and “ethnicity”, both of which are group phenomena, clientelism refers to a personalized and 
reciprocal relationship between an inferior and a superior, commanding unequal resources; moreover, in contrast with the 
“ideal type” of bureaucratic relationship, the norms of rationality, anonymity, and universalism are largely absent from the 
patron-client nexus. (p. 151) 

There are different definitions of the term “political corruption”, which can be classified according to 

certain criteria (Peters & Welch, 1978; Scott, 1972). Nye (1967) gave the definition of political corruption 

based on legalistic criteria, saying that the political action is corrupt, when it deviates from the formal duties  

of a public role (elective or appointed), because of private-regarding (personal, close family, and private  

clique) wealth or status gains, or violates rules against the exercise of certain types of private-regarding 

influence.  

Consequences of a Non-functioning Legal State on the Economic System 

A political system is the foundation of any societies. However, if it is not built on democratic principles, it 

will start to produce the so-called “butterfly effect” (Gojanski et al., 2010). Its negative impact will be reflected 

in all other areas of society, especially in the economic system. 
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The consequences of conversion and privatization (Gregurek, 2001) carried out in Croatia have changed 

the structure of the society, causing deep divisions and impoverishment, which then resulted in formation of the 

opinion of the vast majority of the population that these two processes have destroyed the Croatian economy 

and society. 

However, the fact is that in the transition process reforms of the economic and political agenda should 

have been carried out, but they were carried out in the wrong direction.  

Specifically, conditions for a functioning legal state should have been ensured through creating legislative 

and institutional frameworks that would then serve as a basis for implementation of reforms in the economic 

system. 

Also, the processes of conversion and privatization were supposed to go in the direction of changing the 

state into social ownership, and after into private ownership, they had to be based on previously determined 

overall strategy for the development of the Croatian economy. 

Furthermore, the whole reform process should have been monitored and a number of activities of holders 

of political power, aimed at changing their own consciousness and the consciousness of citizens, which was 

rebuilt through decades in a socio-political system of completely different values from those that was 

automatically imposed through the reforms. The way living up to then had been in accordance with the 

principles of egalitarianism, state paternalism, low levels of political participation of citizens, and the reforms 

leaving a deep mark in the nation’s perception, so the changes were necessary. 

However, since the political elite had the absolute, uncontrolled power, it willingly reassigned national 

wealth, taking it away from those who created it and practically giving it away to “reverse owners” (Lasić, 

2000, p. 110), who lacked the knowledge and experience in managing the given enterprises. Their main 

qualifications consisted of connections with the centers of political power. It can be concluded that the result of 

politicized privatization is today visible through the general inefficiency of the economy, which is characterized 

by the existence of gray zones of economy, rising number of the unemployed, reduction, or to be more precise, 

lack of foreign investment, and brain-drain (Schneider, 2003).  

According to the European Commission economic forecast (Autumn, 7/2014) for the period from 2014 to 

2016, Croatia will remain in recession for the sixth consecutive year, with the increase in the debt-to-GDP ratio 

from 81.7% in 2014 and further growth to 84.9% and 89.0% in 2015 and 2016. At the same time, the 

unemployment rate for this and next year is estimated at 17.7%, with a slight decline to 17.3% in 2016. The 

European Commission’s warning points out the necessity for rapid structural reforms, and if the Croatian 

government continues to delay the same, further economic decline projections will be much worse (Retrieved 

from http://www.ec.europa.eu/economy_finance/eu/forecasts/2014_autumn_forecasts_en.htm). 

Also, according to the latest European Commission economic forecast (Spring, 2/2015), it predicts the 

GDP growth in the euro zone to 1.5% in 2015 and 1.9% in 2016, and for the whole EU it predicts the GDP 

growth of 1.8% in the current year and 2.1% in 2016. 

According to the single-estimate for each EU member state, in 2015, only Cyprus will have a reduction of 

real GDP by 0.5%. Croatia follows with an increase of GDP this year to 0.3%. Comparing the predictions regarding 

GDP growth in 2015 for Croatia with other countries in transition (Slovakia: growth of 3.0%; UK: growth of 

2.3%; Bulgaria: growth of 1.0%; Czech Republic: growth of 2.5%; Hungary: increase of 2.8%; Poland: growth 

of 3.3%; and Romania: growth of 2.8% of GDP), it can be seen that Croatia is in the group of countries (Greece: 

growth of 0.5% or Italy: growth of 0.6% of GDP) which has only started recovering form the recession .  
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Also, while at EU level, it forecasts further recovery in the labor market, with a predicted unemployment 

rate of 9.6% in 2015 (the average of the euro zone is 11.0%), Croatia will have the unemployment rate of 17.0%. 

Furthermore, the European Commission forecasts for Croatia the deficit in 2015 of 5.6% of GDP (a slight 

decrease compared to the 5.7% in 2014), while the forecast of growth of public debt during 2015 and 2016 is 

predicted at more than 90% GDP. 

According to estimates of the European Commission, the positive economic developments in Croatia in 

2015 are largely the result of the recovery of other member states, in particular Croatian trading partners and 

lower oil prices on the world market, while a small part of the result are in the sphere partly enforced reforms 

and in the field personal income taxation (Retrieved from http://www.ec.europa.eu/economy_ 

finance/eu/forecasts/2015_spring_forecast_en.htm). 

Conclusions 

Where is Croatia today? If comparing the period before Croatia has entered the EU to the present day, 

during the past two years, as a member of the EU, Croatia has regressed in many different segments. According 

to the author’s opinion, this is particularly evident in the attempts of implementation of democratic mechanisms 

under which political institutions should function. 

The greatest absurdity lies in the fact that Croatia has met all the prerequisites for entering the EU, in 

terms of implementing the EU legislation, since the moment it joined the EU most of the legislation has not 

been enforced. 

The above mentioned reasons point to the lack of political will of any previous governments, either left or 

right centered, to enforce key reforms, above all, the reform of political system which is at the moment the 

main generator of the general crisis in the Croatian society. 

However, certain positive developments can be seen in terms of increasing pressure from the public, 

non-governmental organizations, the media, and the political institutions to introduce certain forms of direct 

democracy (the mechanism of decision-making on issues of national importance through referendums and 

preferential voting). 

Society, which is webbed with systemic corruption, political clientelism, and conflict of interest of 

members of the government, demands structural reforms from which a new system of values will have to be 

built and which will cancel out the current rule of mediocracy in favor of meritocracy. 

Structural reforms must be implemented in order to achieve efficient, transparent, and effective 

functioning of political institutions. Also, reforms should be aimed at strengthening public awareness of their 

social responsibilities, in the sense that it must be reduced not only to the voting machinery, but also to become 

a powerful controller and corrective of the holders of political power. 
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Customs clearance companies (EMKL) have important roles in international trades as mediator of transportation 

among exporters, importers, and shipping lines. The companies are facing high competitions in Tanjung Emas Port 

(Semarang) which affect the discreasing of companies numbers. Relationship between service quality and behavior 

intentions of customers is key factor to reach customer satisfaction. The main objective of this research is to 

analyze the relationship between service quality and behavior intention of favorable customers, the relationship 

between service quality and behavior intentions of non-favorable customers, and the relationship behavior 

intentions of favorable and non-favorable customers and service quality of custom clearance company. Sampels 

consisted of 100 exporters, testing empirical research using Multivariate Bivariate and one way analysis of variance 

(one way Anova). The result of this study showed that service quality had relationship with behavior intentions of 

favorable and non-favorable customers and behavior intentions of favorable and non-favorable had relationship on 

service quality. The findings indicate the importance of the service quality to create behavior intention in order to 

depend loyal customers. 

Keywords: service quality, behavior intentions, favorable customers, non-favorable customers 

Introduction 

Transportation services sector got a big challenge of globalization, consolidation and, the need for speed, 

visibility, and flexibility of the supply chain. The existence of commercial custom clearance companies (EMKL) 

plays a very decisive effect on the smooth and import-export activities, because in international trade, most of 

the import-export goods transported by container through a containership. EMKL are one of the components of 

marine transportation services whose purpose is to facilitate and assist the implementation of import-export 

trade, thus simplifying the buyer (importer) and the seller (exporter) in carrying out the transaction. According 

to international Logistic and Forwarding Association of Central Java (GAFEKSI) in 2005, there were 110 

companies engaged in the field of EMKL located at Tanjung Emas Port in Semarang. The companies are facing 

high competitions in Tanjung Emas Port Semarang which affect the discreasing of companies numbers. The 

existence of these firms’ marine transportation services is expected to encourage and facilitate the process of 

trade both at home and abroad. 
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Tabel 1 

The Existance of EMKL Companies in Tanjung Mas Port, Semarang (2002 to 2005) 

Year Numbers of company % changes 

2002 175  

2003 162 -7.49 

2004 144 -11.11 

2005 110 -23.61 
 

Some problems occurred in the dynamics faced by EMKL are: 

(1) the entry of foreign sea freight forwarding company or EMKL with a more adequate infrastructure 

which has greatly reduced the volume of the domestic EMKL companies; 

(2) the condition of infrastructure around the Port of Tanjung Emas which is offently effected by tide flood; 

(3) highly rates of container handling charge in Indonesia. 

Considering the complexity of the problem and the company’s business competitive situation of EMKL, it 

should further strengthen the base strategy with concepts, such as customer-focused and market-oriented, to be 

able to access the market profitably and ensure sustainable growth (Ferdinand, 2000). Zeithaml, Barry, and 

Parasuraman (1996) suggested that previous researchers found an important relationship between the quality of 

services and financial performance, namely, in the form of behavioral intentions, which describes whether a 

consumer will survive or move to another company. If the quality of service delivered rated superior by 

consumers, behavioral intensions may be likely to be positive for the company, on the contrary, if judged 

inferior to the behavioral intensions tends to be negative. Another finding of the study (Zeithaml et al., 1996) 

stated that the experience gained an issue with the company which may affect consumer behavioral intentions. 

For consumers who do not have a problem, the service will have a perception of service quality significantly 

better than consumers who have recently experienced service problems, although it can be resolved 

satisfactorily. Thus, behavioral intensions of a consumer may be different in character between never troubled 

by the ever problematic. This study was designed to examine the relationship between the quality of service 

with behavioral intentions both favorable and unfavorable (non-favorable) indicated by the consumer based on 

his experience to get in trouble and settlement of the problems experienced at the time of the service received. 

Therefore, the focus of attention in this study is to reveal the relationship among consumer behavior exhibited 

consequences, as a result of the quality of service that has been received. 

Based on the description above, the research tried to analyze service quality that has received consumer 

behavior associated with the intensions of favorable and non-favorable.  

The purpose of the study is detailed as follows: 

(1) to analyze the relationship between the service quality with behavioral intentions of favorable customers; 

(2) to analyze the relationship between service quality with behavioral intentions of non-favorable customers; 

(3) to analyze the differences of behavior intentions of favorable and non-favorable customer with the 

service quality. 

Literature Review 

Service Quality 

Zeithaml (2000) formulated services as that service includes all activities economics whose output is not a 

physical product or construct which is generally consumed at the time it is produced and that service provides 
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added value in the form (such as, convenience, amusement, timeless, comfort, or health) that are intangible 

essentially concerns of its first purchaser. Parasuraman, Zethhaml, and Barry (1988) developed an instrument 

measuring the quality of a service called SERVQUAL (service quality). SERVQUAL is a multi-item scale 

consisting of 22 questions, which can be used to measure customer perceptions of service quality, which 

includes five dimensions, namely: reliability, responsiveness, assurance, empathy, and tangibles. Bitner (1990), 

Boulding, Klra, Staelin, and Zeithaml (1993), Crosby, Evans, and Cowles (1990), Cronin and Taylor (1992) 

explained that the quality of service can strengthen consumers’ willingness to stick with one company, 

therefore, if the customer moved, it will hurt the company. Consumer loyalty is caused by the influence of 

satisfaction or dissatisfaction with the product brand accumulated continuously in addition to the perception of 

the quality of the product (Boulding et al., 1993). 

Behavior Intentions 

Various studies about the quality of service and profit suggest that the relationship between service quality 

and profit is not straight forward or simple (Greising, 1994; Rust & Zahorik, 1993). But between them, there is 

a relationship between or intermediate links (Zeithaml et al., 1996). Furthermore, they proposed a conceptual 

model that describes the consequences in the form of behavioral intentions as variable (intervening variable) 

between service quality and financial impact of retention and difection. The relationship starts from one’s 

assessment of consumers towards a quality of service. If consumers’ assessment of the quality of service is high 

(superior), then the behavior of the consumer intentions will be favorable (positive), which seeks to strengthen 

ties with the company, stating positive things about the company, remaining loyal to the company, 

recommending the company to others, increasing the volume of purchases, or are willing to pay a premium 

price. Conversely, when the behavior of consumer intentions is unfavorable (negative), then there is a 

possibility of a weak relationship with the company. Richins (1983) stated that consumer’ perceive as inferior 

quality service is likely to show a certain behavior, such as severed ties with the company and complained. 

Behavior intentions can be seen as an indicator that signals whether consumers will remain loyal or switch 

(Zeithaml et al., 1996). Research result of Parasuraman, Zethhaml, and Barry (1993) suggested that there were 

two levels of consumer expectations for service quality: the level of service desired (desired service) and 

adequate service level (adequate service). Desired service is a level of expectation that consumers expect to be 

accepted, while adequate service is the level of service that will be accepted by consumers. The service level is 

the minimum service that can be given a company and still be expected to meet the basic needs of consumers. 

Both of these levels will be the boundary of an area called the tolerance zone (zone of tolerance). Tolerance 

zone is the area between adequate service and desired service, which is the area in which the variation of 

service is acceptable by the customer. If the customer service received is under adequate service, customers will 

be frustrated and disappointed. Whereas, if the service received exceeds the desired customer service, 

customers will be very satisfied. 

Interfirm Relationship Marketing 

At the high quality of the relationship, the contribution of different partners will strengthen the company 

and the degree of competition to encourage companies to integrated strategic (Garbarino & Johnson, 1999). 

According to Morgan and Hunt (1994), the quality of relationships is taken into account in the relationship 

among partner companies. Continuity of a relationship among the company with its business partners is 

expected in the long term, in which it is most closely linked with a commitment that is built among them. 
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Dwyer, Schurr, and Oh (1987) established the concept of the quality of the relationship as a construct that 

consists of several restrictions and interrelated dimensions. According to Schuur and Ozanne (1985) and 

Morgan and Hunt (1994) in the context of organizational, trust will result in a higher level of loyalty that is 

committed to its partners. Trust is measured by mutual trust, integrity, and consistency in partnering. The built 

trust will ensure a mutually beneficial long-term relationship on both sides (Garbarino & Johnsons, 1999). The 

strategic goal is to maintain and enhance the relational ties that have been forged with business partners 

(Zeithaml et al., 1996).  

Model development is based on the review of the literature. Then a theoretical model of the frame work is 

based on a literature review and the results of previous studies in Figure 1 below. 
 

 
Figure 1. Theoritical framework. 

 

Figure 1 above explains that the quality of service can affect the performance of the services and the 

perceived behavioral intention (the possibility of customer behavior) and behavioral intention is determined by 

experience ever facing the problem and the solution. When your experience of the issue is resolved, then the 

customer will have favorable behavior (pleasent), in the sense that loyal customer would like to express things 

positive, recommend the company, remain loyal to the company, do business more, and be willing to pay a 

premium price. Similarly, if the client has never had a problem, then he will behave the same. However, if the 

customer has the experience and the problem is not resolved, then the customer will have unfavorable behavior 

(unpleasent), in the sense that customers will move/disconnected as saying negative things, move to another 

company, compliant, and on the other hand, reduce the business. 

Hypothesis 

Based on the description in the literature and the results of previous studies, the hypotheses set out in this 

study are: 

(1) Service quality has a positive and significant relationship with the customer intentions in favorable 

behavior; 

(2) Service quality has a negative significant relationship with the customer intentions in unfavorable 

behavior; 

(3) There are significant differences of behavior intentions of favorable and non-favorable customers 

associated with service quality 

Definition Operationalization and Indicators of Variables 

Service quality is measured through reliability, responsiveness, assurance, empathy, and tangibles. 

Behavior intentions of favorable customers are measured through telling the positive, giving recommendation 

Service 

Quality 

Behavior 

Intentions 

Loyal 

Move 

Favorable 
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to others, buying more, and willing to pay best price. Behavior intentions of non-favorable customers are 

measured through telling the negative, switching to other companies, reducing business, and complaining more. 

Research Method 

Population and Sampling Techniques 

The population of this study is the importer-exporter total of 287 companies in minimum number of 

samples or the respondents in this study can be calculated with the formula of Rao (1996) and found as many as 

100 samples. The sampling technique was conducted with a purposive sample technique (SnowBall), namely 

sampling by using certain criteria in accordance with the problems in this study by dividing customers into two 

groups: 

(1) group of customers who have never had the experience problem, in which customers have expressed a 

behavior that is favorable intensions; 

(2) group of customers who have had experience problem, which again is divided into two groups, 

namely: 

 problems which ever experienced can be resolved properly: This group is expressed as a customer who has 

a behavior that is favorable intensions; 

 problems which experienced can never be resolved properly: This group is expressed as a customer who 

has intensions that are unfavorable behavior. 

Method of Data Analysis 

Bivariate multivariate techniques are used to analyze the relationships positive or negative quality of 

service to customer whose behavior is favorable intensions. While analyzing differences in behavior intentions 

which are favorable and non-favorable associated with service quality used one-way analysis of variance 

(one-way ANOVA). This analysis is purposed to exam the differences of the average of two samples. 

Results and Discussion 

First Hypothesis Testing 

Hypothesis testing is done by calculating the correlation coefficient, while the calculation by computing 

through the system SPSS is obtained with the results shown in Table 2 below. 
 

Table 2 

Result Correlation Coefficient Behavior SERQUAL With Intensions in Favorable Customer 

No. Variable Coefficient Sig. 

1 Loyal 0.631 0.000 

2 Pay more 0.541 0.000 

3 Swich -0.445 0.000 

4 External response -0.447 0.046 
 

Based on the correlation coefficient as shown in Table 2, the results showed that the first hypothesis that 

proposed that there is a relationship between the service quality (SERVQUAL) with behavioral intentions in 

the group of respondents who have never had a problem in service (favorable) was proved significant. The 

correlation coefficients are obtained for loyal variable coefficient of 0.631 and 0.541 for the variable pay more. 

The second variable has a positive sign, meaning that the higher quality of service EMKL will increase 
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customer loyalty and customers are willing to pay the price set by the company. Instead, there is a relationship 

between service quality and switch of -0.445 and a relationship with the external response of -0.447. Both have 

a negative sign. This means that when the company is getting the quality of service better, then the client will 

not take a decision to move or unpleasant information on the external (potential customers). The relationship 

between quality of service and the behavior has been shown to significantly intensions. This can be evidenced 

by the probability value obtained (Table 2). It appears that all probability are valueless than 0.05. This means 

that the probability of rejecting Hofor four variables (loyal, pay more, switches, and external response) is 

approaching 100. Therefore, the hypothesis that there is a positive correlation among the quality of service to 

customers whose behavior intensions never experienced real problems is stated. 

The Second Hypothesis Testing 

Hypothesis testing is done by calculating the correlation coefficient, while the calculation by computing 

through the system SPSS is obtained with the results as shown in Table 3 below. 
 

Table 3 

Result Correlation Coefficient Behavior SERQUAL With Intentions in Unfavorable Customer 

No. Variable Coefficient Sig. 

1 Loyal -0.527 0.044 

2 Pay more -0.557 0.031 

3 Switch 0.787 0.001 

4 External response 0.875 0.000 
 

Based on the correlation coefficients shown in Table 3, the results showed that the second hypothesis was 

proved significant. This can be evidenced by the probability value obtained (Table 3). It appears that all 

probability is valueless than 0.05. This means that the probability of rejecting Hofor four variables (loyal, pay 

more, switches, and external response) respectively hypothesis put forward that there is a relationship between 

the quality of service (SERVQUAL) with behavioral intensions in the group of respondents who have never 

had a problem in service (unfavorable). The correlation coefficients are obtained for loyal variable coefficient 

of -0.527 and -0.557 for variable pay more. The second variable has a negative sign, meaning that customers 

who are having problems in service will lower the loyalty of customers and customers are not willing to pay the 

price set by the company. Instead, there is a relationship between service quality and switch of 0.787 and a 

relationship with the external response of 0.875. Both have a positive sign. This means that when customers 

have had an unpleasant experience and the problem is not resolved in the service of the company, then the 

customer will take a decision to move or tell unpleasant information to external parties (potential customers). 

The relationship between service quality and customer behavior on unfavorable intensions has 0.044 for the 

loyal, 0.031 for pay more, and 0.001 to 0.000 for external switches and response. Thus, the hypothesis that 

there is a negative correlation among the quality of service to customers whose behavior intensions never 

experienced real problems is stated. 

The Third Hypothesis Testing 

Hypothesis testing is done by one-way analysis of variance (one way ANOVA), while the results of 

calculations by computing through the system SPSS are obtained shown in Table 4. 

From the above table, it can be seen that there are significant differences in customer behavior intentions 

who has favorable experience and who has unfavourable experience. This is evidenced by data showing that all 
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tests produced accept Ha. It can be seen from the significance that all is smaller than 0.05. This means that for all 

possibilities declared, null hypothesis is rejected, because the tolerance limits acceptance of the null hypothesis of 

a maximum of 5%. Based on the results of testing the above hypothesis, it can be explained that this analysis has 

proved the truth of the theory which explains a significant service quality and customer satisfaction (Cronin & 

Taylor, 1992), and supports research by Zeithaml et al. (1996), whether a consumer will survive or move to the 

other company. If the quality of service delivered rated superior by consumers, behavioral intensions may be 

likely to be positive for the company, on the contrary, if judged inferior to the behavioral intensions tends to be 

negative. For consumers who do not have a problem, the service will have a perception of service quality 

significantly better than consumers who have service problems experience, although it can be resolved 

satisfactorily. The company stated that the key to achieving the organization’s goals is to become more selective 

than the competitors in integrating marketing activities in order to determine and satisfy the needs and wants of 

the target market. Satisfying customers is an important target, because in addition to getting new customers, it 

will also create customers loyal customers. Retaining customers is more important than attracting customers, 

because the cost of maintaining is smaller than that of generating when losing customers. 
 

Table 4 

Result of ANOVA Test 

No. Variable 
Favorable 
(Group 1) 

Resolved 
unfavorable 
(Group 2) 

Unresolved unfavorable 
(Group 3) 

F-test F-prob 

1 Loyal 3.94 3.60 2.80 10.852 0.000 

2 Pay more 3.92 3.49 2.80 9.107 0.000 

3 Switch 2.68 2.74 3.47 5.542 0.005 

4 External response 2.66 2.83 3.40 3.199 0.045 

Conclusions 

Service quality is shown to have a relationship with the customer tendencies to behave in certain ways, 

which has a positive relationship with behavioral intensions favorable and is shown by an indicator of consumer 

loyalty and the willingness of customers to pay the premium price (pay more). The results of this study support 

several studies that have been conducted by marketing experts like Bitner (1990), Crosby et al. (1990), Cronin 

and Taylor (1992), who explained that the quality of service can strengthen consumers’ willingness to stick with 

one company, therefore, if the customer moved, it will hurt the company. Consumers will be satisfied, if the 

products have been purchased in accordance with expectations. Instead, consumers will feel dissatisfied, if the 

products have been purchased not in accordance with expectations. Satisfaction describes the response after the 

purchase of a consumer of the product which is believed to be right, or there is a match among what is expected 

by the consumer with product performance received (Bitner, 1990). 

Service quality is shown to have a relationship with the customer to behave in a certain tendency to group 

customers with behavioral intentions which are not favorable behavior, seen from the tendency of customers to 

switch and make complaints on the external (external response). This is consistent with the research by Crosby 

and Stephens (1987), who found the displacement (switching) due to dissatisfaction overall, meaning that the 

purpose of a business is to create satisfied customers, which in turn can provide the creation of customer loyalty. 

Conversely, the perceived customer dissatisfaction will cause customers switching. This study also supports the 

research by Beatty, Kahle, and Homer (1991), stating that the consumer’s emotional dissatisfaction of 
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experience with the product causing consumers is interested in finding other brands outside the usual brand. This 

search can be done by other brands consumers obtaining information through the media, where the ultimate goal 

is to move the behavior of the brand (brand switching). 

Differences in behavioral intentions based on experience got problems and potential solutions in each group 

were different significantly. Group of customers who never got in trouble has a high value on loyalty and pay 

more dimension, while the lowest value is contained in switch and external dimensions response. Groups of 

customers have experienced problems and the problem can be resolved satisfactorily under levels of behavioral 

intentions (loyalty, pay more), rate of which is higher than the group of customers in which the problem cannot 

be resolved satisfactorily. This study supports research by Richins (1983), stating that consumer’ perceive as 

inferior quality service is likely to show a certain behavior, e.g. severed ties with the company and complain. So 

behavioral intention is seen as an indicator that signals whether consumers will remain loyal or not (Zeithaml et 

al., 1996).  
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Nowadays, the issues connected to the new configurations of urban contexts are gaining more and more space both 

in management literature and in city managers’ agendas towards the conceptualization of “smart city”. More 

recently, sustainability has acquired even more relevance in smartization interventions as a goal to reach in the long 

term. The pivotal role of sustainability led to a new perspective acquiring relevance, namely the “sustainable city” 

as a new way to approach to the resources’ management of a city and to the implementation of services, both old 

ones and innovative ones. In order to investigate if the new topic could be considered as an evolution of the 

previous, the authors performed a multi-level analysis starting from a bibliometric analysis to investigate on the ties 

between smart and sustainable aiming to understand if these two topics are related from the scholars’ point of view 

and which are the possible connections. A content analysis on official reports issued by 17 out of 30 industry 

players listed on the Navigant Research Report 2014, as they are involved in the most advanced smart city projects, 

is aiming to observe the connections between smart city features and each of the three dimensions of sustainability. 

The results from the first step of the investigations show that, as the labels previously examined, it is not easy to 

define this more recent conceptualization, because it is still hard to observe it from an all-inclusive point of view; 

following in the comparison between the “characteristics” of a smart city and the three dimensions of 

sustainability—economic, environmental, and social—the results led to consider the economic domain as the most 

relevant one when debating about sustainability. 

Keywords: smart city, sustainable cities, sustainability, bibliometric analysis, content analysis  

Introduction 

Interest in ecological issues has being widely grown together with the increased awareness of the damages 

caused by the irrational usage of the available resources (Nichols & Williams, 2006), due to the processes linked 

to the globalization. 

Indeed, starting from 70s, sustainability has become one of the hottest topics in the contemporary debate; 
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the preservation of non-renewable resources is one of the main issues for the contemporary society. This is the 

reason why the attention of the international political and economic agenda over the last few decades has been 

focused on social and environmental problems even more than before, as a result of the ecological and social 

crisis (United Nations, 1972; Bruntland, 1987; United Nations, 1992; Cicin-Sain, Bernal, Vandeweerd, Belfiore, 

& Goldstein, 2002). 

More in detail, one of the most significant events among the ones cited above has been the initiative of the 

United Nations (UN) World Commission on Environment and Development to publish a report—the so-called 

Bruntland report: Our Common Future (Bruntland, 1987)—proposing the first and most cited definition of 

sustainable development as the development that meets the needs of the present without compromising the 

ability of future generations to meet their own needs, such guidelines to find a long-term equilibrium between 

ecological issues and social and economic development from a sustainability perspective. 

Sustainability has become one of the hottest topics in the contemporary debate and the sustainable 

development has been depicted as one of the main goals pursued in the most of projects; indeed, each economic, 

social, and environmental effect is subordinated to an evaluation in order to verify local and global impacts 

(Epstein & Buhovac, 2014) in line with the global axiom of “think globally, act locally” (Senge & Sterman, 1992, 

pp. 137-150). 

It is meaningful that, after the report realised by the World Commission on Environment and Development 

as the first step towards a sustainable perspective, lots of initiatives have been realized linked to the ecological 

issues showing the increased attention and interest of the global institutions and community. 

The new sustainability perspective carried on the application of new actions performed on the basis of the 

“Triple Bottom Line” approach (Rogers & Ryan, 2001, pp. 279-289) that involves elements as environmental 

integrity, social equity, and economic prosperity (Chabowski, Mena, & Gonzalez-Padron, 2011). 

More recently, a strongly detailed representation of the dimensions of sustainability has been proposed 

which described sustainability as a conceptualization identified in five fields (Enquist, Edvardsson, & Sebhatu, 

2007): 

 the ethical dimension, which refers to the objective to find a rediscovered equilibrium between the social 

and the economic development based on a moral relationship towards the protection of future generations; 

 the social dimension, which refers to the equity among citizens; 

 the “nature-philosophic” dimension, which refers to the awareness that the most available resources are 

vulnerable and limited and their preservation is necessary to ensure a suitable quality of life to future 

generations, in line with the bequest value proposed in economics ecology literature (Sutherland & Walsh, 

1985); 

 the economic dimension, which refers to the sustainable perspective in each economic process in order to 

ensure long-tem self-sustainability through the practice; 

 the legal dimension which refers to the importance and guarantee of human rights in all aspects of human 

life (Enquist et al., 2007). 

In practice, referring to the economic sphere, sustainability is applied as corporate social responsibility 

(CSR) (Jones, 1980), hence a set of activities realized with the aim to reduce social and environmental impact 

and at the same time improve the performance, thanks to the suitable involvement of workers; the CSR practices 

could be identified as driving force for value creation through service-quality improvement in sustainable service 

businesses (Enquist et al., 2007). 
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Literature Review 

The Sustainable City: Towards a New Configuration of Urban Contexts 

Sustainability conceptualization has had its widest application through a set of tools useful to achieve the 

sustainable development. Such tools would find their own implementation in all the fields described in the 

previous paragraph. 

One of the most discussed field of application of the conceptualization is management and governance of 

urban context (Schaffers et al., 2011) giving to sustainability a pivotal role in the new configuration of “smart 

city”. The relevance acquired by sustainability drives smartization process to consider the idea of sustainable 

development in defining the activities to be deployed as the main goal. Moreover, the meeting point between 

the urban contexts considered as smart and the idea of sustainable development drives to the new definition of 

“sustainable city” (Schaffers et al., 2011; Flint & Raco, 2012). 

Although the conceptualization is complex and recently widespread, scanning literature (Flint & Raco, 

2012) is possible to observe an approximate period of origin for the sustainable city (Flint & Raco, 2012); the 

necessity to apply sustainability perspective to the territorial development came out from the first big ecological 

crisis which characterized 1960s and 1970s. The global society for the first time acquired the awareness of the 

global environmental damages caused by the rapid industrialization together with the increasing irrational 

usage of natural resources deteriorating quality of urban life for many citizens because of pollution, 

urbanization, and the connected social problems. According to this, the sustainable urbanism was firstly 

considered as a way to plan and manage cities defining suitable processes and providing innovative systems.  

A Brief Overview on Smart Cities 

As introduced in the previous part, in order to reach the sustainable development and ensure a better 

quality of life and a suitable standard of living to the future generations, the global society is being shaped by 

urban governance and management with a sustainability perspective employing new technologies and 

innovative systems as tools to reach the goal (Nam & Pardo, 2011). 

More in detail, the globalization process and the evolution of the social context have brought new and 

various elements in everyday life leading to the individuation of different urban configurations on the bases of 

the most relevant features. 

As new configurations have been shaped, new definitions have been spreading to depict the cities. With 

the aim to describe the renewed shapes acquired by the local contexts under the engine of globalization, 

scholars, central and local institutions, and big corporations, lots of contributions have being offered and 

several definitions proposed (i.e., digital, intelligent, ubiquitous, wired, hybrid, information, creative, learning, 

humane, knowledge, and smart) (Dameri & Cocchia, 2013). 

Referring to the above cited series of conceptualizations, as observed in previous studies, the long-lasting, 

more cited and more complete definitions are “digital city” and “smart city”. It is not easy to explain the 

differences between the two labels, as in the literature contributions and in the reports issued by institutions, a 

terminological confusion about these topics often emerges due to the participation of the same elements in 

various labels (Tregua, D’Auria, & Bifulco, 2014). 

Anyway, when scanning contributions, it is possible to define the digital city as mainly shaped by 

technological features (Ishida & Isbister, 2000), while the smart city, often considered as an evolution of the 

first one, is a more complete and complex configuration that concerns all the aspects of everyday life, adding 
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the human features of city life to the contributions offered by technology (Caragliu, Del Bo, & Nijkamp, 2011). 

Hence, more in detail, digitalization process is essentially based on software infrastructure, mobile devices, 

sensors, and innovation systems, while smartization process considers the most important aspects of everyday 

life, such as transports, communication, energy savings, urban green areas care, reduction of air pollution, and 

local growth (Talen, 2011), from a sustainability perspective using information and communications 

technology (ICTs) as a support to improve city services also involving community (people, enterprises, 

organizations, and etc.) to lever on actors’ participation (Bingham, Nabatchi, & O’Leary, 2005) in city 

governance and management (Bingham et al., 2005; Bifulco, Tregua, & Amitrano, 2014a; 2014b), on the basis 

of the “quadruple helix model” (Carayannis & Campbell, 2009) as depicted in the following lines. 

The consideration of each aspect of everyday life is clearly illustrated through the model of Giffinger et al. 

(2007), as all the aspects are classified in six macro-categories defined as “characteristics” or “drivers”—smart 

mobility, smart environment, smart living, smart people, smart governance, and smart economy. According to 

Giffinger et al. (2007), the integration of all of them through the traditional and modern information and 

communication infrastructures, could lead to the sustainable growth. 

According to the previous description, ICTs and community participation have a pivotal role in 

governance and management of new shapes of urbanism as depicted by the model known as “triple helix” 

(Etzkowitz & Leydesdorff, 2002), involving knowledge, entrepreneurship, and institutions. As it was disclosed 

before, there are two evolutions of the model, the “quadruple helix” and the “quintuple helix” (Carayannis & 

Campbell, 2009): The former introduces the civil society as the community of users that in the modern 

configuration of the city takes an essential part in the governance and management beside the local 

administrator becoming, at the same time, operators and users; the latter takes into account the natural 

environment as the context framing the interventions and even as something to be safeguarded when 

performing smart interventions. 

In the following Table 1, the most relevant definitions about smart city have been collected with reference 

to the pivotal elements of the smartization process, namely sustainability and ICTs. 
 

Table 1 

Most Relevant Definitions About Smart City 
Authors Definitions 

Caragliu et al. (2011) 
When investments in human and social capital and traditional (transport) and modern (ICT) 
communication infrastructure fuel sustainable economic growth and a high quality of life, with 
a wise management of natural resources, through participatory governance 

Giffinger et al. (2007) 
A smart city is a well performing city built on the “smart” combination of endowments and 
activities of self-decisive, independent, and aware citizens 

 

Purpose and Methodology 

Purpose 

In order to investigate the role of sustainability in smart interventions and the evolution of the new shapes 

of urbanism linked to the sustainable development perspective, the authors accomplish a double methodology, 

namely a bibliometric and content analysis, due to different reasons. First of all, the literature review performed 

gives evidence to a limited number of contributions about sustainable city, thus one more step of analysis can 

be helpful to achieve better insights. Moreover, the context of smart interventions is permeated by institutional 
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actors, so the opportunity to take into account their perspective was considered as interesting and this led the 

authors to perform a content analysis, too. Partnering a previous step of research with a content analysis is 

suggested (Kohlbacher, 2006), when data material (like reports in this case) emerged as interesting sources of 

information. 

In addition, the two methodological approaches have a similar logic (Debicki, Matherne, Kellermanns, & 

Chrisman, 2009), as they focus on the most relevant issues, described as keywords in the analysis of literature 

contributions through a bibliometric analysis and as most frequent words in the reports to be investigated 

through a content analysis. 

Following to this, authors proposed two research questions aiming to deep the analysis through the above 

described methodology: 

RQ1: Which is the relationship between smart city and sustainable city according to literature 

contributions? 

RQ2: What is the role of sustainability approach in smart city according to the official reports? 

Methodology and Data Analysis 

Bibliometric analysis. In order to answer to the first research question, a bibliometric analysis has been 

performed, due to the relevance and the novelty of scholars’ contributions on smart and sustainable city. In 

detail, the authors chose an analysis based on literature as the evolution of both topics, as it is just partially 

implemented in empirical contexts.  

As it concerns the sources and the selection criteria, the dataset has been built by considering contributions 

from all the different branches of science as several fields of research are directly linked to “smart city” and 

“sustainable city”, as depicted in the literature review; the information about documents have been collected 

from the database of “Web of Science—Core Collection”, as it is considered as the most reliable database when 

performing such a kind of investigation (Bremholm, 2004). The author selected the data through a query on the 

words “sustainable city” and “sustainable cities”, a set of 367 items (papers published on journals and books 

from 1991 to 2014) was created to start the analysis through software. 

The software chosen to perform the analysis is BibExcel (Persson, 2008), as it leads to the chance to select 

among different kinds of method and to cross the results among them.  

In order to perform the investigation on the literature contributions, the first step has been a co-words 

analysis, as this approach allows a focus on the connection emerging among the issues of different literature 

contributions starting from the keywords chosen by the authors when scanning Web of Science. The ties 

emerging as results will be useful to track the most relevant issues deployed around the central topic of 

sustainable cities and to track the relationships among them. Finally, the evidences from the software will be 

mapped through VosViewer (Van Eck & Waltman, 2009), a tool to switch from raw data offered by BibExcel 

to easily readable representations, as it allows to achieve a graphic representation of the results, known as 

density map. 

Content analysis. An in-depth analysis has been performed with the aim to answer to the second RQ, and 

to complement the results arising from the bibliometric approach described above. Referring to the sources and 

the selection criteria, the dataset has been built by collecting official reports proposed by the 30 industry players 

included in the Navigant Research Report 2014, namely Accenture, Cisco Systems, Hitachi, IBM, Microsoft, 

SAP, Schneider Electric, Siemens, Toshiba, ABB Tropos, AGT International, Atos, Autodesk, Capgemini, 
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Cityzenith, Esri, Firetide, Honeywell International, Huawei, Itron, KT Corp, Libelium, Living PlanIT, Oracle, 

Orange Group, OSI Soft, Silver Spring Networks, Urbiotica, Verizon Communication, and Worldsensing. 

The documents have been selected through Google engine, picking up the first four documents reported 

per each player (Campbell & Cornelia Beck, 2004), as in literature, it is suggested to use at least three 

documents per each actor to be investigated through a content analysis (Campbell & Cornelia Beck, 2004; 

Rapoport & Vernay, 2011) 

Anyway, although the players included in the Navigant Research 2014 are 30, only 17 of them have been 

considered in the analysis, viz., the ones that reported at least four reports when the survey has been 

conducted—Accenture, Cisco Systems, Hitachi, IBM, Microsoft, SAP, Schneider Electric, Siemens, Toshiba, 

ABB Tropos, Atos, Capgemini, Esri, Huawei, Oracle, Orange Group, and Silver Spring Networks, leading to a 

database consisting of 68 documents. The documents length ranges from four to 48 pages and a check on their 

usability into the software was performed before starting the analysis. The choice described above, took into 

account even the language used to release the report—English—as the analysis can be performed only if the 

documents are homogeneous.  

More in detail, the analysis related to the RQ2 has been performed by a content analysis on the selected 

documents by NVivo (Bazeley & Jackson, 2013). To achieve the results, the authors chose to realize a 

multilevel query starting from a “words frequency”, selecting the second level of similarity among words, 

namely the “stemmed words” (Plisson, Lavrac, & Mladenić, 2004) and keeping out the words shorter than three 

letters.  

At a second stage, the linkages among the main topics reported in the official reports were then verified 

through a cluster analysis performed on the basis of the Jaccard’s correlation index, as in literature, it is taken 

into account as the most used (van Rijsbergen, 1979; D’Enza & Palumbo, 2013) in comparison with the other 

two indices used by the software NVivo, namely Pearson correlation coefficient and Sørensen similarity index. 

The index applied to the investigation is between 0.9 and 1, that is the highest possible value of likelihood 

about the ties emerged from the cluster analysis.  

Starting from the collection of the most cited terms, the authors observed the most relevant linkages 

among them as required. Afterwards, the attention has been focused to the ties related to sustainability in order 

to observe the main topics related to sustainability concept. 

Hence, as a second step, a deeper analysis has been performed through a “text search query”, in order to 

obtain the main matches between the most cited words among the “sustainability” semantic area, and the 

mainly cited topics in the documents. In detail, the authors chose to perform this analysis in a proximity range 

of three words. With the aim to observe which features of the smartization, interventions are more led from a 

sustainability perspective, the investigation has been carried on by analysing the relationships between smart 

city “drivers” and the approach to sustainability. Then, starting from the results of the “text search query” 

analysis, the authors can compare the most cited of them to each smart city driver on the bases of their 

characteristics and sub-categories. 

Finally, a similar analysis was carried comparing the most cited terms to each sphere of the “Triple 

Bottom Line” approach in order to investigate which aspect of sustainability is more considered by big 

companies involved in smart city interventions. This last step of analysis depends on the relevance of the 

partition of sustainability issue in the three areas shaping the “Triple Bottom Line”, namely social, economic, 

and environmental, as it emerged from the literature review.  
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Results 

Bibliometric Analysis 

The bibliometric analysis performed has been conducted starting from the selection described in the 

research methodology. 

Starting from the database of 367 contributions, the most relevant and frequent keywords have been 

pointed out, thanks to the software as presented in the following representation (Figure 1) through a map of 

density. In detail, this graphic led to observe the importance of the linkages emerging between a central topic 

and a connected one through the colours of the areas and dimensions of typefaces. 
 

 
Figure 1. Main results of bibliometric analysis through VOSviewer. 

 

In order to observe which features of the smart city conceptualization are kept in the new conceptualization 

of the sustainable city, the authors highlighted the most relevant topics resulting with strong linkages with 

sustainable cities, pointing out that mostly they can be referred to the domain of environmental issues (e.g., 

global warming, climate change, urban sustainability, biodiversity, environment, environment management, 

and green spaces).  

One minor area on which scholars focused their attention is the social aspect, e.g., one of the most cited 

words is “participation” even if it is the only way in which contributions can be taken into account, as it regards 

social aspects of sustainability.  

Anyway, it is relevant to highlight that, differently from what the authors expect when shaping the first 

research question, an almost total absence of references to “smart city” contributions emerges, as they are cited 

just more than a couple of times. In detail, the authors investigated the evidences of “smart city” as a topic linked 

to the main issue of the literature contributions on sustainable cities in the dataset. The results picked up a very 

low usage of “smart city” issue, cited just four times in connections with the topic of sustainability. The investigation 

carried on investigating by analysing the few evidences through the contents introduced in the abstracts.  
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The evidences showed just in one case a linkage between “smart city” and “sustainable cities” as topics 

coming one after the other like in an evolutionary path. In the other few cases, the usage of both terms in the 

same articles showed a theoretical tie related to the usage of technology or the approach to environment as 

something to be safeguarded, then not in terms of a conceptualization evolution. Moreover, one more 

interesting evidence emerges as an attempt to combine the two issues under a unique perspective and tag—a 

“smart living and sustainable city”. Anyway, such a case has been observed just in one contribution in the 

whole dataset, then its significance to this investigation is really limited.  

By summarizing, it is possible to state that “sustainable city” is not theoretically proposed as the evolution 

of “smart city”, but as something linked and running on a different path. 

In order to accomplish an in-depth analysis, the authors observed the linkages between the smart city 

features and the sustainable city characteristics, from the results stated through BibExcel; the following Table 2 

summarizes the 20 most important and frequent topics. 
 

Table 2 

Main Evidences From the Co-words Analysis Through VOSviewer 

Words Frequency 

Sustainable cities 161 

Sustainability 96 

Sustainable development 86 

Sustainable city 79 

Industrial ecology 49 

Cities 43 

Climate change 38 

Urban planning 31 

Urban sustainability 26 

Urban agriculture 25 

Environment 23 

Urban metabolism 22 

Urbanization 21 

City, China, and Urban greening 19 

Urban, eco-city, and environmental assessment 16 

Biodiversity, urban environment, and governance 15 

Urban development, resilience, and global warming 13 
Environmental planning, participation, urban tools, built environment efficiency, urbanisation, 
transition, environmental management, and compact city 

12 

Indicators, sustainability indicators, urban green space, and Australian cities 11 

Ecological footprint, sustainability science, option space, urban governance, and energy use 10 

Source: Authors’ elaboration. 
 

Starting from the six “characteristics” introduced by the model proposed by Giffinger et al. (2007), namely 

smart living, smart people, smart governance, smart economy, smart mobility, and smart environment, the most 

cited features are all connected to the environmental and mobility fields. Moreover, referring to the “Triple 

Bottom Line” approach as a whole, it is hardly ever considered. This statement can be better described by 

looking at the three single elements of the framework: The citations about the environmental sphere (smart 

environment and smart mobility) are approximately 80%; while the citations about the social sphere (smart 
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people, smart living, and smart governance) are about 18%; and the citations about the economic sphere (smart 

economy) are just 2%. 

Content Analysis 

The content analysis has been performed in order to investigate the way sustainability is approached in 

smart cities’ projects. In order to deep each aspect of the comparison, the authors realized the analysis in two 

different steps. 

The survey was realized on 68 official reports starting from the “words frequency” useful to build the 

dataset that was complemented by a “cluster analysis” (Figure 2) to investigate in-depth results of the ties 

emerging among the several topics. The most significant linkages among the top cited conceptualizations have 

been pointed out in Figure 2. The general linkages among topics are represented with entire lines, while the 

dotted lines represent ties concerning sustainability. 
 

 
Figure 2. Cluster analysis through Nvivo (Jaccard’s correlation 0.9-1). Source: Authors’ elaboration. 

 

More in detail, “network”—“city” and “network”—“smart” are two of the most relevant couples of topics 

emerging from the “cluster analysis”. Such clusters are useful to highlight the attention paid by firms issuing 

reports to the necessity of involving all actors in planning and deploying activities aiming to a smart 

development. Two more relevant linkages are (1) the one between “systems” that can be intended as a set of 

resources and “solutions” that can be considered as an evolution of the conceptualisation of service provision 
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and (2) the one between “community” and “management”. The two linkages highlight crucial elements in 

defining an approach to smart city, such as the necessity to carry on smart city projects through the involvement 

of the community. 

Anyway, one of the most stressed topics is “energy” and all the connected features, emerged in the reports 

because of the relevance of this issue for all cities’ stakeholders, due to different kinds of impacts, like better 

environmental performances and economics consequences.  

The investigation has been dept by focusing on the cluster analysis with specific reference to the topic of 

sustainability (Figure 2). In detail, “sustainability” conceptualization groups all words related on the same 

semantic perspective, namely sustainable, sustain, sustainability, and so on.  

The group emerges as the most used in the reports on the base of both the absolute frequency and the 

weighted percentage. This latter can differ from the former, due to the possibility of words embedded in more 

than one group of stemmed words, so it is more reliable than the absolute frequency of words. Starting from the 

stem of “sustainability”, several linkages have been observed. First of all, many terms linked to the notion are 

related to city, conveying a message in which cities are considered as a context to change in a sustainable way, 

apart from any implementation of smartization processes. By the way, the investigation has been deepened 

highlighting how “sustainability” is in connection with “smart” in order to underline that in reports, and in 

projects, the two approaches are often merged by the firms, as they understand the relevance of both of them.  

The investigation led to point out the way in which sustainability can be achieved; in detail, the first tie 

considered is the one between “service” and “sustainability”, as the impacts on social, environmental, and 

economic aspects are based on the ways services are provided apart from being smart; among all the services, 

there is one appearing as more relevant than the others in the path towards sustainability—energy, as the effects 

of energy policies affect on all the aspects shaping the “Triple Bottom Line” approach, especially as it concerns 

the environmental issues.  

Following, it has been possible to observe some relevant ties connected to the smart approach. In detail, 

the first link emerges between “sustainability” and “management” considered as the necessity of planning and 

deploying activities through employment of various and several resources; combining different competences 

and resources and measuring the impact are conceived as the tasks of the managers to achieve a smart context 

through a sustainability approach. Another link is shaped by “sustainability” and “informing” stressing that the 

involvement of people towards the common interest of sustainability is achievable through communication 

activities, both to inform on what to do and to spread the information about results achieved in a sustainable 

perspective referring to the “quintuple helix” approach. 

Starting from the first results of the semantic area containing the words stemmed to sustainability, the 

research has been further developed in a second step through a proximity analysis. In detail, the authors 

compared these outcomes with the elements shaping the so-called drivers or characteristics, as presented in the 

literature review, namely as introduced by Giffinger et al. (2007). 

The words highlighted through the proximity analysis have been associated and attributed to the six above 

cited drivers, namely smart economy, smart people, smart governance, smart mobility, smart environment, and 

smart living, in order to understand the more considered ones. The results appear as unambiguous: 

 The most relevant one relates to “smart economy” as highly linked to sustainability, thanks to the 

proximity relations with issues grouped through the following stems: economy, development, enterprises, 

financing, and so on; 
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 Two more relevant outcomes connected to “smart mobility” and “smart environment” stressing the 

environmental aspect of sustainability. These two drivers can be considered together, due to the strong 

relationship among them as the interventions on mobility favour better environmental performances and they 

are both linked to sustainability, thanks to sustainable transport systems and sustainable resource management. 

In detail, the connected terms are used less than half times of “smart economy”; the terms leading to these 

results are infrastructure, energy, environment, mobility, and so on;  

 Moreover, it is necessary to consider two more drivers linked to sustainability, namely “smart living” and 

“smart people” slightly less connected than the two previous ones; the words leading to these results are 

community, society, living, technology, and the social sphere; these two drivers are connected to the way 

services have to be provided, especially with reference to the provision of facilities directly impacting on the 

quality of life, stressing the social aspect of sustainability; 

 Finally, the last driver considered by literature, namely “smart governance” is cited in relation to 

sustainability just a couple of times, thanks to the management issue. This means that the official reports focus 

on the ways how sustainability can be achieved instead of planning and managing it. This result depends on the 

application of the reports conceived as an instrument addressed to the stakeholders to understand practices and 

results than the way they have been planned. 

By summing up, there are strong relationships between sustainability tasks and the drivers and the most 

relevant are linked to “smart economy”, while the other ones are more or less linked in a similar way to 

sustainability. Starting from these conclusions, it is interesting to merge the results obtained and to compare 

them with the three pillars of the “Triple Bottom Line”. It appears that the most frequent ties are related to the 

economic sphere, followed by the environmental issues and the social ones. Anyway, the social, economic, and 

environmental spheres are linked to sustainability in quite a similar way, showing that such a concept is 

conveyed in a way looking at all the three pillars of the “Triple Bottom Line” in the same time. 

Discussion 

The research carried on led to results both for scholars and for practitioners, namely for city managers, due 

to their crucial role in planning and developing smart interventions oriented to sustainability.  

First of all, the focus on scholars contributions allows to depict smart city as slightly related to sustainable 

city; more in detail, the two conceptualizations cannot be considered as one coming after the other in a 

cause-effect relation or in an evolutionary path; by the way, these two notions can be connected as there are lots 

of topics playing a relevant role in both smart and sustainable cities approaches. The two research streams have 

been originated in separate ways and they can be seen as two paths with some overlaps, but they are not totally 

overlapping, neither running on a parallel way. One key element in the comparison between smart and 

sustainable cities lays on the overall approach, because investigations on sustainability are addressed to the 

impacts to be achieved before deepening the ways to reach the planned aims, whilst smart city definition and 

approach are both built around the “characteristics” (Giffinger et al., 2007) or drivers before taking into account 

the expected aims. These latter are embedded in the features of a smart city, so the characteristics consider both 

the tool and the aim. 

Moreover, the role of technology is totally different in the two conceptualizations, as the history of the 

definition of smart city is strictly related to ICT, due to its relevant role in the previous notions of intelligent 

city and digital city (Ishida & Isbister, 2000; Dameri & Cocchia, 2013). Conversely, the contributions on 
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sustainable city are strongly related to the three sphere of the “Triple Bottom Line” (Rogers & Ryan, 2001) and 

this is useful to underline once more how the targeted effects come before the tools in such an approach. 

The two approaches to improvement in urban contexts can be merged and this is a relevant issue both for 

scholars and city managers, as the content of the characteristics of smart city are fully permeates by the issues 

about sustainability; as a consequence, approaches to sustainability in smart cities can be deployed, with 

scholars focusing on models to be proposed to understand how smart city can be driven towards a stronger 

approach to sustainability and even how sustainable cities can aim to do a smarter evolution of their features. 

As it concerns city managers (Schaffer et al., 2011), the merge of the two sets of aims can be useful to achieve 

more efficient performances, without doubling the efforts, as the overlaps between the two approaches can lead 

to wastefulness of resources.  

Conclusions 

Sustainability is a hot topic in several fields of research and it is relevant for human beings even without 

taking into account smart approaches. By the way, it is useful to combine these two approaches, first of all for 

city managers and then for scholars observing these phenomena. Further researches on smart city and 

sustainable city have to be carried on, due to the recent development of both conceptualizations, even if there 

were antecedent contributions in last decades. Finally, the differences emerged between the two analysis led to 

suggest a different approach for scholars, in order to be able to depict what firms are really doing for 

smartization and sustainability. In line with this, new investigations will be carried on to benefit from the 

continuous updates emerging from the empirical evidences and to adopt an abductive approach to understand 

how sustainable perspective and smart approach can be combined to give more efficiency to interventions in 

urban contexts. This is a relevant issue, due to budget restrictions that are currently challenging city governance 

and managers, leading them to look for new ways to financially support the investments. 
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In the introduction of the paper, there is a description of information technology and its potential role in knowledge 

management in organizations. First part of article describes which knowledge management process is crucial for 

innovation-oriented organizations (in order to conclude what are the factors influencing structure reorganization to 

better facilitate innovation). It is determined through stepwise regression analysis of various factors which can 

influence the degree of innovation of organization. Four main knowledge management processes are included 

among the factors. Therefore, next part of article describes information technologies (IT) functions which can be 

necessary for the IT to support knowledge acquisition—one of knowledge management processes. Discussion 

concerning the problem of selecting IT function most important in innovation-oriented organization is included. After 

that, there are presented research results concluding if IT information function (as an important component which 

allows the knowledge acquisition) can influence organizational innovation by facilitating reorganization to organic-type 

structure (more adequate for innovation-oriented organizations). Conclusion of the article is that organizations with 

implemented IT information function operate based on more organic-type structure (which is significantly better for 

innovation-oriented organizations) then those, in which IT information functions are not implemented.  

Keywords: information technology (IT), innovation, knowledge management 

Introduction 

In today’s world, the saying of Francis Bacon, that “knowledge is power”, has a true mining. Rapid access 

to information is a critical factor of success for many organizations (Liao, 2003) and enables innovation, so 

knowledge management is an important field of studies. Information technologies (IT), defined as technologies 

which allow the change of course of employment with the organization and its main elements are: hardware, 

software, telecommunications networks, and stations working (Crowston, 2000), are an important factor for 

knowledge management in organizations. Along with the changes in the world at the turn of the century, it 

almost became a necessity to use IT in knowledge management for the organization benefits. Therefore, it is 

important to determine how important the IT role in knowledge management for the organization is. Thus, the 

main subject of this paper is to determine if IT can really influence innovation through knowledge 

management.  
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Knowledge Management in Organization 

Knowledge management has no clear definition, which would be widely accepted by both practitioners 

and theorists. Definitions of knowledge management presented in the literature often focus on the areas of 

knowledge management in organizations—it is process approach—based on consulting company experience, 

the main emphasis is on knowledge management process like acquisition, transfer, and codification (for this 

approach, characteristic is logic and ordering, but knowledge is identified as an information). However, the 

emphasis in process approach is not always located on all processes—some are focused on the processes of 

transfer and sharing, some on the possibility of acquiring knowledge. There are two more—resource approach 

and “Japanese”. Resource shows how organizations generate and use knowledge. It is based on strategic 

approach and knowledge is identified as most important resource, which should be managed to be competitive 

advantage. Japanese concentrates on creating and breading knowledge in social interaction process between 

tacit and explicit knowledge, so the most important thing in this approach is definition of tacit and explicit 

knowledge. But the practical side of the model is very poor, so it cannot be used in organization. Instead, it is 

implemented as a part of model. The synthesis of tree approaches to knowledge management was used in 

research. According to resource approach model which shows how organizations generate and use knowledge 

simultaneously, knowledge is treated as specific and distinctive resource, so it demands different treatment (i.e., 

it cannot be measured in the same way as fixed assets). Knowledge management was divided into four 

processes (but does not equate knowledge with information) in accordance with process model; from Japanese 

approach, two kinds of knowledge were taken: tacit and explicit. Model contains actions directed to sharing of 

tacit knowledge and codification of explicit knowledge.  

The authors emphasize that knowledge management integrates capability of IT to process data and 

information and the ability of innovation (Bhatti, 2001; Malhotra, 2005; Akram, Siddiqui, Nawaz, Ghauri, & 

Cheema, 2011). It gives the opportunity to receive appropriate funding, developing and controlling the use of 

the conditions, methods, and techniques to the processes related to knowledge, in order to generate value from 

intellectual assets or other resources based on knowledge. Practitioners of knowledge management represented 

by the consulting firms focused chiefly on its processes: development, transfer, codification, and utilization, 

creation of formal systems supported by IT, emphasizing benefits from conducting knowledge management: 

enhancement of the organization value in the eyes of customers and employees (Garner Group, McKinsey, 

Deloitte & Touche, KPMG, APQC, Unilever, Ernst & Young, PWC) (Walecka-Jankowska, 2011). This paper 

adopted the following definition of knowledge management: a structured set of activities aimed at acquisition 

(creation and location outside the organization), codification, transfer, utilization, and storage knowledge in 

organization, taking into account both knowledge workers and the organization and leading to a competitive 

advantage. 

Knowledge management processes follow one another in the order and form “megaproces” with input and 

output. The processes that add up to the megaproces are: acquisition (creation and location outside the 

organization), codification, transfer, utilization, and storage knowledge in organization (Kowalczyk & Nogalski, 

2007). They form a logical sequence of events: the acquisition or development of knowledge followed by 

recording and codification of good practice (Figure.1) 

Codification provides access to knowledge, thereby increasing the degree of dissemination of knowledge 

by transferring it. The last element is the use of knowledge that occurs as a result of increasing competence of 
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employees and the organization as a whole. This leads to the closing of the cycle, as an organization with the 

new knowledge can see new possibilities of its creation and development. New knowledge is the first step in 

the cycle of knowledge management, which is oriented towards creation of mechanisms driving the cycle of 

creating knowledge, which is valuable to the organization, employees, and customers. Sources of knowledge, 

which constitute the beginning of a cycle: the output of using the knowledge in organization (e.g., 

improvements of procedures and organizational structure) or using the knowledge from customers, other 

organizations (that were not available and can significantly affect viability and competitiveness of the 

organization), the structural level (necessary to ensure the continuity of knowledge management in all its 

stages), and the integration level (visions and strategies for knowledge management and knowledge culture in 

organization). Business continuity is ensured by this cycle, due to the fact that it is directly related to the 

creation of customer value and determines the growth of strategic competences of organization and its 

employees. The cycle must focus on effective use of organizations tools and resources.  
 

 
Figure 1. Megaproces of knowledge management. 

Relation Between Knowledge Management Processes and Innovation 

The general aim of first part of research was to define the determinants of the organizational innovation, 

with a particular emphasis on the knowledge management processes. These studies were conducted in Poland 

and 105 organizations operating in Poland were examined (they were different in terms of size, industry 

structure, and ownership structure). To investigate the results of the relation between innovation and knowledge 

management processes, the key variables were defined. The processes were devised into acquisition and 

development, codification, transfer, and utilization of knowledge which was adopted in the scale measuring the 

knowledge management.  

The innovation was measured by the subjective indicator—degree of innovation, measured by five 

statements: Innovation in organizations is higher than that in the most important competitors; in the 

organization there are many ideas to improve organizational procedures; in the organization there are many 

ideas to improve the technological process; in the organization there are many ideas to improve 

products/services; and ideas which emerge in organization are often implemented. These items (put in form of 

statements) were rated by the respondents with Likert scale (five items scale). Cronbach’s α was 0.861, which 

indicates a very high internal reliability of the scale and measurement. 

Stepwise regression analysis was performed. Fitting model was obtained in three steps (F (1.104) = 51.969, 

p < 0.001). Obtained predictors can explain almost 70% of the variance of the variable innovation. Table 1 

contains the structural parameters of the constructed model: innovation = F (future-oriented strategy, 

acquisition and development of knowledge, and leadership dispersed). 

Considering the subject of this article, the most important conclusion from this analysis refers to 

knowledge management. The analysis has shown that the only knowledge management process statistically 

significant in explaining the degree of innovation is knowledge acquisition. As indicated in Table 2, the other 

Inputs OutputsAcquisition Codification Transfer Utilization 



SUPPORT FOR KNOWLEDGE MANAGEMENT 

 

219

processes do not have statistically significant correlation with innovation. Thus, acquisition and development of 

knowledge should be the most important knowledge management process in innovation-oriented organization. 
 

Table 1 

The Regression Analysis Results 

Model 
Non-standardized coefficients 

Standardized 
coefficients T Significance 

B Standard error Beta 

(Constant) 0.112 0.287 0.390 0.697 

Future oriented strategy 0.438 0.107 0.373 4.110 0.000 

Acquisition and development of knowledge 0.328 0.094 0.294 3.493 0.001 

Distributed leadership 0.263 0.110 0.224 2.384 0.019 
 

Table 2 

Results of the Regression Analysis for Knowledge Management Processes 

Model 
Non-standardized coefficients 

Standardized 
coefficients T Significance 

B Standard error Beta 

(Constant) 1.076 0.256 4.205 0.000 

Acquisition and development of knowledge 0.509 0.157 0.456 3.245 0.002 

Codification of knowledge 0.039 0.141 0.040 0.277 0.782 

Transfer of knowledge 0.143 0.133 0.132 1.070 0.287 

Utilization of knowledge 0.077 0.075 0.110 1.023 0.309 
 

Scale of acquisition of knowledge was built on the 16th position and the author carried out the item 

analysis, resting on the discrimination coefficient and Cronbach’s α parameter. One item was excluded from the 

scale, because the discrimination coefficient for it was lower than 0.2. The final scale included 16 items (items 

were put in form of statements rated by the respondents with Likert scale (five items scale)—listed in Table 3) 

and Cronbach’s α coefficient was 0.886, which bears witness to the very high internal consistency of the scale 

and the reliability of the measurement.  
 

Table 3 

Items of Knowledge Acquisition 
Knowledge acquisition 

Organization seeks to acquire 
knowledge by comparing with 
the best ones in the industry 

Good solutions are copied 
between different departments

Specified procedures related to 
the development of knowledge 
within the organization are 
implemented 

Organization identifies the 
characteristics and skills 
(competencies) required of 
prospective employees 

Employees are sent to other 
organizations for trainings and 
internships 

Employees have access to the 
journals that are subscribed by 
the organization 

Organization seeks to acquire 
knowledge from their 
customers 

Organization has a mechanism 
to guarantee the design of new 
solutions, which gives 
participants: finance, freedom 
and substantive support 

There are key communities that 
are developing knowledge in 
the organization 

There are professional 
networks in the organization 

There is a R & D department in 
organization 

There are communities of 
practice in the organization 

Specified procedures related to 
design of new/improved 
production processes/services 
are implemented in the 
organization 

Organization uses external 
knowledge such as purchased 
reports, licenses, patents 

Teams of employees from 
different departments of the 
organization are formed to 
deliver specific project 
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Therefore, it can be concluded that the more activities are in place to support the development and 

acquisition of knowledge, the higher the innovativeness of the organization is (Figure 2). The acquisition and 

development of knowledge requires targeted action at the level of the organization (for example, 

innovation-oriented structure), active employees and tools that can support knowledge management processes. 
 

 
Figure 2. Relation between knowledge management and innovation. 

Knowledge Acquisition and Innovation 

Knowledge in an organization is formed in a discreet and unnoticed way during the search for a solution of 

problems or is introduced by people working inside or outside the organization (Brilman, 2002). One of the key 

elements of knowledge management is to obtain a clear picture of the internal and external resources: data, 

information, and knowledge. Nature of knowledge assets does not allow for complete freedom while buying or 

selling it. Teece (1998) argued that knowledge has to be built by the organization itself and developed for 

maximum efficiency. Another important issue is the presence of not only explicit knowledge, but also a hidden 

one—acquiring and codifying that it is difficult. Despite of difficulties with trading knowledge, it becomes the 

subject of the transactions (especially the knowledge of individuals). Rooting of organizational knowledge in 

processes, procedures, structures, and daily activities makes trade to be far more difficult. Another source of 

knowledge organization is contacts with customers, partners, and competitors. At any time, people have a key 

role in the knowledge acquisition process, the people are like sensors cooperating actively with the environment 

and thus ensuring the understanding of the complexity of the processes taking place in the environment of the 

organization. Gaining knowledge from outside of the organization (brand new) is the end result of knowledge 

acquisition process. Knowledge within the organization may be a subject of the development process that takes 

place in three stages: identification, development, and utilization. Developing knowledge (consciously and 

unconsciously) includes actions increasing the stock of knowledge. The process of knowledge development 

should take place without interfering with daily duties of all employees, while providing a systematic 

problem-solving through the use of creative thinking. Systematic action makes knowledge development a 

permanent component of organization operation—it should not be a random set of actions. Tools that can be 

used in acquiring the knowledge: benchmarking, collaboration with other organizations, training and practice, 

the subscribed reading for employees, knowledge takeover, acquiring it from outside (e.g., customers), and 

knowledge development (evolution of resources, mergers of internal departments and employees, networking, 

and establishing professional communities—both internal and external). A key role in development of 

knowledge is the selection of appropriate employees (with appropriate qualifications, but also with the 

motivation to expand both theirs and organizations knowledge—knowledge workers). In the knowledge-based 
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organizations, the recruitment process and its effects play an important role. The organization’s activities 

should be based on clear rules and principles. Employees must be aware of what is allowed, what forbidden, 

what discouraged, and what punished. The knowledge gained and developed at this stage must then be 

structured and stored—it is the aim of the next process—the codification and spread (transfer process) and used 

effectively leading, among others, to increase the level of innovation of the organization. 

One of the conditions of rational course of the innovation process is the efficiency of the information and 

decision-making processes. Knowledge management plays a very important role in innovation processes, 

because the generation of ideas and development of original solutions need to go beyond the boundaries of 

knowledge and experience possessed at the time. Management of knowledge processes enables the reduction of 

ignorance area of ignorance, giving employees the freedom of contact through many different channels, thus, 

providing access to knowledge to different groups: senior managers, lower-level managers, project managers, 

professionals from research and development, and also employees. 

Obtaining information from the environment requires deliberate actions from organization (in the form of: 

market research, benchmarking, tracking the development of technology, etc.). However, it requires active 

participation by all its participants, who, in the context of improving their qualifications and for task realization, 

seek information not only inside the company but outside of it. It is increasingly emphasized that the 

responsibility for monitoring the environment lies in hands of all employees—even in search for information 

about directions in which knowledge related to their work develops (Walecka-Jankowska, 2011). Hence, the 

methods of obtaining information from the environment must be decentralized, far from standardized and 

increasingly informal. Extremely unfavorable situation is when employees assume that all the information 

necessary to perform their tasks can be found inside the organization (e.g., received from supervisors). At the 

same time, it is important to notice that too much information can be just as bad as their deficiency. 

As a result of perceiving new external knowledge, organization can opt to buy ready-made knowledge 

from the outside (e.g., licenses and franchises based on research contracts or by the employment of specialists), 

to use the experiences of other organizations or to co-create knowledge together with external partners. 

According to Walecka-Jankowska and Zgrzywa-Ziemak (2006), two last ways of acquiring external knowledge 

require development of inter-organizational relationships, which can be accomplished in various forms: loose 

and often informal trade cooperation, subcontracting or even different types of strategic alliances 

(Walecka-Jankowska, 2011). 

Knowledge acquisition from inside of the organization refers to one of the sub-processes of knowledge 

conversion defined by Nonaka and Takeuchi (1995). In the context of identified knowledge gaps, it is possible 

to monitor the organization in order to externalize the knowledge held by specific individuals or groups. 

Knowledge is important from the perspective of other employees or the organization as a whole. This may take 

the nature of monitoring targeted by a properly designed reporting system, which, to some extent, can be 

supported by IT systems. These systems, in conjunction with certain procedures, may require implementation 

of specific knowledge into the system by certain employee at a certain time.  

Organizational Innovation and Organizational Structure 

There are different approaches to innovation, related to different scientific disciplines in which this term 

originated (in organization theory, economics, sociology, and technology). Most authors emphasize the aspects 

of the organization’s search for new solutions in response to changes in the environment (both changes in 
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customer needs and changes in organizational environment elements such as technology). Innovation is 

commonly interpreted as the introduction of a new product and is associated with the production process, 

especially technology. More rarely is it related to organizational, administrative, and cultural changes. The 

differences in the definition of this concept are also determined by the understanding of innovation as a process 

or as a result/outcome of a process. However, most definitions emphasize innovation novelty understood 

objectively (the macroeconomic view: Innovation is something absolutely new, pioneering work) and 

subjectively (the microeconomic view: It is new to the organization, developed and implemented regardless of 

whether such a solution exists in other organizations). Another common element is that innovation has to lead 

to the success of the organization by improving the use of resources or generating socio-economic benefits and 

thereby to improve the competitive position of the organization. The word “introduced” is also key here, since 

an important aspect is the implementation of innovation, not just theoretical assumptions or a new idea 

(Walecka-Jankowska, 2011). Undoubtedly, innovative activity in organizations should also be reflected in 

economic profit, personal development of employees, higher job satisfaction, better communication within the 

organization, the increase of knowledge and experience resources, the increase of production and economic 

indicators. 

For the research, it was assumed that innovation is a change in the subjective sense (change is new only 

for the organization) leading to an improved product, production process, or organization itself, which was 

developed to achieve economic or social benefits. Innovation is also the process, in which the final step is to 

implement new ideas. Thus, innovation is not only the ability of the organization to create the idea, but it 

should also lead to economic and/or social benefits. It must be completed by the emergence of innovations on 

the market. The activities related to innovation include changes in both the incremental and radical 

transformation of the existing solutions. However, the adoption of the subjective understanding allows to 

achieve a high level of innovation, even if the organization implements the changes that exist in other entities, 

especially when they contribute to the improvement of the organization (Walecka-Jankowska, 2011).  

It is important to notice that type of organizational structure (organizational configuration) is an important 

factor that can support or discourage innovation processes in organization. Flexibility and agility are 

characterizing structures in innovation-oriented organizations (de Mello, Marx, & Salerno, 2010). It can be 

concluded that factors, which have been proven to be the most important for innovation should facilitate 

organic-type structure in organization (more flexible and agile then mechanistic structure). Organic-type 

structures are characterized by low centralization, low formalization, low specialization, and simple hierarchy. 

IT Functions Role in Knowledge Management 

Role of IT in knowledge management is considered important by many authors. At first, IT support for 

knowledge management consisted of simple document management systems. The reason why many authors, 

even in late 90’s, suggested that IT is rarely a big support for knowledge management (especially knowledge 

acquisition processes) (Davenport & Prusak, 1998; Nonaka, Reinmoller, & Toyama, 2001) is that more 

complex knowledge management systems with implemented IT functions discussed in point 2.1 (not only 

document management systems but also Groupware, expert systems, semantic networks, relational and object 

oriented databases, simulation tools, and artificial intelligence) were not common until 21st century. Recently, 

even newer kinds of IT systems based on self-governing social computing tools (networks and communities) 

were introduced, partly because some authors made changes, for example, Nonaka, von Krogh, and Voelpel 
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(2006) revisited their earlier work and made another attempt to describe knowledge management problems, 

taking into account today’s reality. Nowadays, in many sources proposing IT taxonomy, IT for knowledge 

management is listed as a distinguished type of IT systems (Carbonara, 2005), so it can be concluded that the 

hypothesis that IT cannot support knowledge management is no longer viable. 

In this article, IT in organization is considered as a group of IT systems (used by employees in 

organization) with implemented set of IT functions. IT functions are construed as some specific, typical uses of 

these technologies (Klonowski, 2004; Tworek & Martan, 2015). Over the years, in the literature there have 

been many attempts to create this functions classification. Carbonara (2005) has proposed one of the most 

comprehensive taxonomy of IT functions. She identified following functions: 

 transactional functions—supporting the transformation of unstructured processes in structured transactions. 

Most often occur in systems, such as ERP (enterprise resource planning systems) and PSI (process support and 

improvement systems);  

 geographical functions—supporting easy and fast data transfer, regardless of the distance between 

employees, leading to the independence of the processes from geographic location. Most often occur in systems, 

such as ERP, DAA (data access and analysis systems and communication systems); 

 automational functions—supporting reduction of the need for employees participation by replacing them 

with IT, freeing them from repetitive work. Most often occur in systems, such as ERP and PSI; 

 analytical functions—supporting the use of complex analytical methods for the analysis and evaluation of 

the processes occurring in organization. Most often occur in systems, such as MDS (management decision 

support) and DAA; 

 informational functions—supporting the deliverance into IT and processing of data contained in various 

forms: text, graphics, sound, and video. Most often occur in systems, such as DAA and communication 

systems; 

 sequential functions—supporting changes in processes sequence enabling the possibility of simultaneous 

and coordinated completion of tasks in the process. Most often occur in systems, such as ERP and PSI; 

 knowledge management functions—supporting distribution of knowledge and professional expertise 

among employees. Most often occur in systems, such as DAA and communication systems;  

 tracking functions—supporting real-time tracking of tasks completion in processes taking place in 

organization. Most often occur in systems, such as MDS , ERP, DAA, and communication systems; 

 interactive functions—supporting direct communication of two or more employees (synchronous or 

asynchronous), so they do not have to communicate through a third party. Most often occur in systems, such as 

DAA and communication systems. 

IT Information Function in Knowledge Acquisition 

In case of innovation, the most important process of knowledge management is knowledge acquisition, 

which was determined in point 1.3. Therefore, it is important to focus on this IT functions, which can help with 

knowledge acquisition in organization. It can be said that all IT functions can support this process but one of 

them is crucial—information function. Without information function, knowledge acquisition process 

(especially implementing new knowledge into IT systems) is unstructured, chaotic, and inefficient—this is the 

only function that enables structured and organized gathering of implicit and explicit knowledge from outside 

of the implemented in organization information systems. It is crucial to remember that it is necessary to get the 
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knowledge from its source (inside or outside of organization) in order to do anything with it, using all other IT 

functions, for example, knowledge management functions are focused on distribution of knowledge that is 

already implemented into IT systems—implemented in organized way, using IT informational functions. It can 

be added that main issue raised nowadays is that it became more and more difficult to acquire “meaningful 

re-usable knowledge” and then ensure that it is properly included into IT systems existing in organization, so it 

can be a subject of codification, transfer, utilization, and storage later. It is important to remember that, 

undoubtedly, if the knowledge is not properly included into existing IT systems, knowledge management 

support by IT is more difficult and less efficient. 

Furthermore, Gupta, Iyer, and Aronson (2000) underlined that technology is secondary to a human 

element in the knowledge management and that managers obtain two-thirds of their information from 

conversations with people, not from information systems directly. This is one of ways in which knowledge 

management can support innovation in organization. It can be said that in case of innovation-oriented 

organizations, IT should be able to help not only with acquisition of the knowledge (and implementing the 

knowledge into existing IT systems) and then, but more important, with finding the employee from which user 

can directly get this knowledge. Therefore, from organization point of view, it is obvious that the most 

important IT functions, which can support this task, are the information functions. Mainly because this is the 

only function which allows organized processing of information in order to properly include them in existing in 

organization IT system, and structured and organized gathering of knowledge is the only way to ensure that 

owner of knowledge is properly assigned to implement new knowledge. Thus, only then the knowledge can be 

used and converted by employees using all other IT functions.  

Relation Between IT Information Functions and Organizational Structure in Innovation-Oriented 

Organizations 

The general aim of second part of research was to verify the relation between IT interactive functions and 

organizational structure in order to determine if IT interactive functions may be the factor through which 

acquisition of knowledge supports introduction of organic-type structure, better for innovation-oriented 

organizations (Figure 3). Second part of studies was conducted in Poland in 2012 (Tworek, 2014). One hundred 

and five organizations operating in Poland were examined (they were different in terms of size, industry 

structure, and ownership structure). All of these organizations have implemented IT systems (they were 

different in terms of dissemination, user acceptance, and type—construed as number and nature of implemented 

IT function) and claimed that IT is used, among others, to support knowledge management. 

To investigate the results of the relation between IT interactive functions and organizational structure, the 

key variables describing four organizational structure dimensions were defined: hierarchy, centralization, 

formalization, and specialization. Subjective level of each variable was calculated as the arithmetic mean of 

grades given to each item describing one of four variables. Items were put in form of statements and they were 

rated by the respondents with Likert scale (five items scale) (list of items—statements—for each variable is 

included in Table 4). It is worth noting that Cronbach’s α was 0.641 and higher for every variable, which 

indicates a high internal reliability of the scales and measurements. 

Research has shown that organizations, in which IT with information functions were implemented are 

characterized by lower hierarchy level (ΔH = 0.4417), significantly lower centralization (ΔC = 0.5403), lower 

formalization (ΔF = 0.4415), and significantly lower specialization (ΔS = 0.6306) (Table 5). So it can be 
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concluded that organization with implemented IT information functions operates based on more organic 

structure then those, in which IT information functions were not implemented. It is worth mentioning once 

more that more organic structure is more suitable for innovation-oriented organization. 
 

 
Figure 3. IT functions influence on organizational structure. 

 

Table 4 

Items of Organizational Structure Dimensions 
Hierarchy Centralization Formalization Specialization 

Organizational structure is 
complicated 

Decisions concerning response 
to environment change are made 
on highest hierarchy level 

Number of organizational 
documents is high 

Tasks are simple and repetitive

Number of hierarchy levels is 
high 

Decisions concerning 
intellectual capital are made on 
highest hierarchy level 

Degree of documents details is 
high 

Number of production workers 
is high 

Number of direct subordinates 
of managers is high 

Decisions concerning 
manufacturing technologies are 
made on highest hierarchy level

Number of regulations 
concerning ways of 
accomplishing tasks is high 

Number of non-production 
works is high 

Managers will not be able to 
manage more subordinates then 
they are managing now 

Operational decisions are made 
in place of the problem 

Regulations concerning 
employees communication are 
formal and restricted 

Task rotation is common 

 

Table 5 

Organizational Structure in Companies With and Without It Information Functions 

 
Number of 
companies 

Hierarchy Centralization Formalization Specialization 

Companies with interactive 
functions 

71 ZHf = 2.3825 Cf = 3.6068 Ff = 2.7798 Sf = 2.3774 

Companies without interactive 
functions 

28 ZHnf = 2.8242 Cnf = 4.1471 Fnf = 3.2213 Snf = 3.0008 

Δ  ΔZHnf = 0.4417 ΔCnf = 0.5403 ΔFnf = 0.4415 ΔSnf = 0.6234 
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Conclusions 

First part of presented research was aimed at concluding which knowledge management process is crucial 

for innovation-oriented organizations (in order to conclude what are the factors influencing structure 

reorganization to better facilitate innovation). It was concluded that knowledge acquisition is the only important 

knowledge management process in this term and its relation with organizational innovation is statistically 

significant (also, it is one of three factors placed in regression model for innovation). Relation between other 

three knowledge management processes and organization innovation was not proven to be statistically 

significant.  

Therefore, next step of research was aimed at determining which IT functions are necessary for the IT to 

support knowledge acquisition. It was concluded that IT information functions are crucial in accomplishing this 

task. Thus, the second part of presented research was aimed at concluding if IT information functions (as an 

important component which allows the knowledge acquisition) can influence organizational innovation by 

facilitating reorganization to organic-type structure (more adequate for innovation-oriented organizations). The 

research has shown that organizations with implemented IT information functions were characterized by lower 

hierarchy level, significantly lower centralization, lower formalization, and lower specialization. So it was 

concluded that this organizations operate based on more organic-type structure (structure, which is significantly 

better for innovation-oriented organizations) then those, in which IT information functions were not 

implemented.  

So, it can be concluded that IT information function supports the acquisition of knowledge (for example, 

by proper implementation of new knowledge in existing IT systems) and makes it easier for organization. They 

contribute to reorganization of organizational structure to more organic-type one and because of that, they may 

be the factor through which knowledge management supports innovation in organization (contributing to 

introduction of more flexible and agile structure, better for innovation-oriented organization). Therefore, it has 

been proven that IT has an influence on organization innovation. 
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