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Foreword

Organised on July 31, 2020 by the Communication and Social Innovation
Research Center (CORE) in partnership with the Center for Innovation in
Teaching and Learning (CIPI), Babes-Bolyai University, the conference
"Innovation, Entrepreneurship and Society", a represented an opportunity for
doctoral students and young researchers to present their research directions
in a dialogue open to different experiences and topics of interest, in order to
engage participants in an exercise of high academic prestige.

The Innovation, Entrepreneurship and Society Conference is intended
to be the first in a series of annual conferences organized by The
Communication and Social Innovation Research Center on the topic of
entrepreneurship and social innovation, an event that aims to support
students in their endeavor to develop theoretical and empirical valuable
research. The goal of the conference is to create a specialized knowledge
framework in which the exchange of updated information in the social
sciences domain is properly valued.

The volume, Building Bridges - Innovation, Entrepreneurship and
Society, represents the conference outcome and embodies the authors effort
delivered as a number of 28 articles, structured in two sections. The first
section, entitled The Bridge Between Innovation, Entrepreneurship and
Economics, brings together topics focused on defining the entrepreneurial
environment and connecting it to the financial and communicational
environment. The papers presented relate to the entrepreneurial
environment and the context of sustainable development, to the digital skills
of entrepreneurs, the entrepreneurial approach at university level, to the
process of innovation and the link with strategic communication during the
pandemic, to public administration reforms or the impact of the pandemic on
the European economy and finances. The second section, The Bridge Between
Education and Society, features articles on education and educational
processes and how these have been affected by the COVID-19 pandemic, on
the health behavior of students, and the impact of education on
employability, motivation, discrimination, well-being and some literary or
historical case studies. The authors of the current volume assume their
compliance with the academic norms and declare their work to be original.

As editors, we hope that this first conference and this volume, Building
Bridges - Innovation, Entrepreneurship and Society, will encourage and
enhance doctoral and young practitioners research skills and their interest
in observing, capturing and analyzing societal trends. We would like to thank
all the authors for their important and most valuable contribution!

The Editors
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Section 1
THE BRIDGE BETWEEN INNOVATION, ENTREPRENEURSHIP AND
ECONOMICS

loana-Maria DRAGU

Ioana-Maria DRAGU

Postdoctoral researcher

Doctoral School of Accounting

Faculty of Economics and Business Administration
Babes-Bolyai University of Cluj-Napoca

Email: ioanadragu@yahoo.com

Abstract. This research focuses on creating a prototype framework for sustainable
development in the entrepreneurship context. Presently, entrepreneurs strive to contribute to
society's economic success without harming future generations' quality of life. Prior study in the topic
has revealed a gap in the literature. on sustainable development determinants, which could be
included in an elaborated framework.

We aim to help entrepreneurs laying a positive impact upon the society overall, by
harmonizing the interests of all stakeholders, enhancing a perfect symphony between the people,
planet, and profits. We contribute towards sustainable development, by designing a composite
framework including its major determinants. The study discusses the involvement of entrepreneurs in
developing the framework prototype, the role of international organizations for setting the
background conditions, as well as the impact of applying sustainable development principles and
guidelines on modern society.

The following are the assumptions: (I) Today's entrepreneurship is focused on strategies that
increase high profit margins while also providing long-term social and environmental advantages.
(ii) Local entrepreneurs assist small communities in developing, increasing employment rates and
labor market competition by offering competitive salaries, maintaining higher living standards and
technological advancements, investing in education and culture, and improving society's overall well-
being. (iii) Combining societal well-being with environmental protection and maintaining the
interests of future generations should be based on innovation.

Key words: sustainable development, framework, entrepreneurship, innovation

Introduction

The novelty of this research consists of the fact that this prototype framework for
sustainable development within the entrepreneurial environment represents an innovative
new project that is going to change the perspective of corporate business strategies. Because
contemporary businessmen require innovation, entrepreneurs require both social and
environmental interests are relevant. Thus, they will focus on sustainable development, as
they consider it vital for the success of the business.

However, Hall et al. (2010) have noted a lack of studies related to the connection
between entrepreneurship and sustainable development. As a result, there is a research void
in the subject of sustainable development for entrepreneurship, and a study like this could
provide fresh and unique ideas. Thus, the current paper investigates the main factors or
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determinants affecting sustainable development from an entrepreneurship perspective. Prior
research illustrates the need for addressing the topic of sustainable development in an
entrepreneurial context (Yeasmin, 2016; Zhou et al., 2020; Youssef et al.,, 2017; Ahmed and
McQuaid, 2005; Shepherd and Patzelt, 2017; Fellnhofer et al., 2014; Hall et al., 2010; Pacheco
etal, 2010; York and Venkataraman, 2010; Lawal et al., 2016; Sarango et al., 2018).

Further, scholars and academics (Youssef et al, 2017; Hall et al, 2010) became
interested in finding the link between sustainable development and entrepreneurship, as this
would help policymakers find practical solutions in order to promote sustainability within the
business environment, with positive effects upon society overall.

Research Methodology.

The study methodology incorporates a descriptive approach, qualitative data analysis,
and evidentiary support from reliable and trustworthy sources. After an interpretation of a
detailed literature review, we gather data on existing frameworks on sustainable
development principles, in various fields. By collecting information on guidelines and
standards generally applied within the business environment, there should be a place for
interpreting and analyzing those components which are most frequently used by businesses
in reference to sustainable development practices.

RQ 1: Which are the main determinants of sustainable development within the
entrepreneurial environment?

RQ 2: What should a framework on sustainable development comprise in order to be
easily accepted and adopted by companies?

Further, we use conceptual analysis in order to define the main set of elements that
should be included in a framework for sustainable entrepreneurship. A similar approach is
found in the paper developed by Jabareen (2008), where the author itself aims to illustrate a
conceptual framework on sustainable development in the business context.

A short literature review on sustainable entrepreneurship

First of all, it should be mentioned that analyzing the concept of sustainable
development within the entrepreneurial environment means in fact conducting research on
sustainable entrepreneurship.

Yeasmin (2016) defines sustainable entrepreneurship as a mixture of social, economic,
and environmental sustainability pillars in terms of a society based on the equity principle,
the development of the economy in general, and protecting the natural environment. Further,
sustainable entrepreneurship derives from putting together the concepts of entrepreneurship
and innovation in order to achieve sustainable development through value creation,
incorporating social and environmental benefits, and designing innovative products (Youssef
etal, 2017; Schaltegger and Wagner, 2007).

Sustainable entrepreneurship emerged from the need to respond to global challenges
such as pollution, climate change, deforestation, environmental degradation, increase in
inequalities or other social problems etc. (York and Venkataraman, 2010; Shepherd and
Pratzelt, 2011; Wheeler et al, 2005; Senge et al, 2007). Thus, the modern entrepreneur
differentiates from the classical one through innovation, the use of green energy,
implementing high standards for environmental protection, focus on social responsibility,
complying with sustainable development principles (Zhou et al., 2020).

The term entrepreneurship itself brings two different views. From one perspective,
there is the development stage of a business, as often the entrepreneurs are considered to
manage start-up firms, or small entities, and even medium-sized ones, that all have in
common the fast evolution or growth on the market. On the other side, there is the
entrepreneurship trend, involving efficiency in resource allocation, innovative products and
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services, seeking new opportunities, the entrepreneurs becoming in this case the best leaders,
who do not hesitate in taking risks (Ahmed and McQuaid, 2005).

Ahmed and McQuaid (2005) explain the connection between sustainable development
and entrepreneurship in their study. First, the scholars claim that new business initiatives at a
small or medium-scale should lead to economic prosperity and an increase in living standards
for the inhabitants. Still, there can be some side effects, too, such as inequalities in people's
income, or even small impacts upon the macroeconomy. Second, if we discuss these issues
from an entrepreneurship perspective, innovation brings up green energy, waste reduction,
community programs, strong social responsibility policies, and corporate responsible
behavior, in general, that contributes to sustainable development. Further, the
implementation of modern technologies fosters the innovation process resulting in high-
quality products and services for consumers, traded for a fair price, due to the ability of the
entrepreneur to decrease its internal costs based on increased efficiency in production.
Therefore, entrepreneurship and entrepreneurs in general, contribute to sustainable
development, impacting its five capitals (World Bank, 2003): financial, physical, human, social,
and natural. All these derive into a sustainable society, where sustainable products and
services are obtained through innovation, as entrepreneurs develop sustainable business
models (Tidd et al,, 2005; Ahmed and McQuaid, 2005).

Setting the main determinants of sustainable entrepreneurship

According to some scholars and academics (Kaufman et al., 2003; Crespo and Crespo,
2016, Ang and McKibbin, 2007; Costantini and Monni, 2008; Youssef et al., 2017), driving
innovation in entrepreneurship environment is a result of an accumulation of factors: CO2
emissions, Genuine saving index (GSI), Gross Domestic Product (GDP), Trade Openness Index
(TOI), energy consumption, financial development, Global Innovation Index (GII), regulation
and rule of law, Human Development Index (HDI). All these contribute to attaining the goals of
sustainable development (Youssef et al., 2017).

Yeasmin (2016) considers transaction costs and taxes from an economic perspective
when defining sustainable development in the business context, while also mentioning the
importance of the cultural factor, including cultural network, mentality, tradition. Further,
some scholars believe that the characteristics of entrepreneurs should be discussed when
establishing the terms for sustainable entrepreneurship. This includes attributes and
competencies, communication skills, seeking opportunities, effective and strategic
organization, gender and age (Zhou et al,, 2020), motivation, role models, ethical behavior,
credibility (Yeasmin, 2016). In addition, modern entrepreneurs seek market opportunities
and often develop green businesses contributing to social innovation, while the technological
factor (Zhou et al., 2020) has a major impact on business success.

Regarding the social and environmental aspects of sustainable entrepreneurship,
corporate sustainability literature mentions customer focus, (Mitchell et al., 2010; Gray et al,,
2014; Hult, 2011; Jenkins, 2006; Niehm et al., 2007; Perrini et al., 2007), human resource
(Jenkins, 2004; Branco and Rodrigues, 2006; Stubblefield Locks et al., 2010), community
involvement and social development (Branco and Rodrigues, 2006; Albinger and Freeman,
2000; Steyaert and Katz, 2004), recycling (Hosseininia and Ramezani, 2016; Nikolaou et al,,
2011), environmental standards (Crals and Vereeck, 2005) and public policies (Bradford &
Fraser, 2008).

Fig. 1 below shows all these factors that have been grouped into various categories: (i)
economic factors; (ii) social factors; (iii) environmental factors; (iv) political factors; (v)
cultural factors; (vi) technological factors; (vii) characteristics of entrepreneurs.
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Fig. 1. Factors affecting sustainable development within the entrepreneurial context: determinants of
sustainable entrepreneurship
(Source: author’s contribution)

Defining a framework for sustainable entrepreneurship

After analyzing the main factors impacting sustainable development in the
entrepreneurial context, we are able to define a new framework that is based primarily on the
main determinants of sustainable entrepreneurship.

First of all, we involve in a content analysis upon the main standards and guidelines at
the worldwide level in the field of sustainable development. Sustainability reporting literature
mentions the twelve most relevant sustainable development frameworks: Sustainable
Development Goals, The Equator Principles, United Nations Environment Programme Finance
Initiative (UNEP-FI), United Nations Principles for Responsible Investment, United Nations
Global Compact, SA8000- Social Accountability Standard, OECD Guidelines. Table 1 explains
for each of them the issuing organization, the purpose and the content elements, as well as
similarities with other frameworks.

Frame Issuing Purpose Content Similarities Source
work organization elements with other
frameworks
Sustainable United increase living | nolessthan 17 | World (Griggs et
Development | Nations standards, goals on how Humanitarian al, 2013)
Goals fighting for the | life can be Summit; Paris
rights of improved Climate
women Agreement
Equator The Equator | linking social- | social and International (Richardson,
Principles Principles environmental | environmental | Organization 2005;
Association data to finance | information for | for Conley &
area, under the | the financial Standardizatio | Williams,
form of a risk sector n (ISO); United | 2011)
management Nations
framework Environment
Programme
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Finance

Initiative
(UNEP-FI)
United United sustainability sustainability International (Richardson,
Nations Nations adoption in the | principles for Organization 2005;
Environment financial sector | the financial for Conley &
Programme sector Standardizatio | Williams,
Finance n (ISO); 2011)
Initiative Equator
(UNEP-FI) Principles
United United addressed to investment Equator (Richardson,
Nations Nations institutional principles from | Principles; 2005;
Principles for investors corporate International Conley &
Responsible governance, Organization Williams,
Investment social, and for 2011)
environmental | Standardizatio
perspectives n (ISO)
United United to be principles on Social (Cetindamar
Nations Nations implemented the Accountability | ,2007)
Global by businesses environment, Standard
Compact voluntarily labor and
human rights,
anti-corruption
International | International | militates for standards in Social (Reynolds &
Labor Labor dignity and the area of Accountability | Yuthas,
Standard Organization | security at labor Standard 2008)
(ILO) work, equity
among
employees,
freedom of
choice, good
working
conditions
International | ISO promote the includes social | United Nations | (Murphy &
Organization adoption of ISO | responsibility Environment Yates, 2009)
for 26000 (social standards, Programme
Standardizati responsibility), | environmental | Finance
on (ISO) [SO 31000 standards, and | Initiative
(environmental | risk (UNEP-FI);
), and ISO management United Nations
14000 (risk related ones Principles for
management) Responsible
Investment;
Equator
Principles
Business International | focusing on environmental- | SIGMA Guiding | (Christmann
Charter for Chamber of environmental- | related policies | Principles; ,2004; Wee
Sustainable Commerce related policies OECD & Quazi,
Development Guidelines for 2005;
Multinational Chamorro &
Enterprises Bariegil,
2006)
London UK’s connecting set of Sustainable (Richardson,
Principles of | Department sustainable principles on Development 2005)
Sustainable for development how Goals
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Finance Environment, | with financial sustainable
Food and markets development
Rural Affairs can be financed
(DEFRA) through
financial
markets
Social SA8000 discusses rights | rights of United Nations | (Robert,
Accountabilit of employees employees Global 2005)
y Standard and working Compact;
conditions International
Labor Standard
OECD OECD developing principles on SIGMA Guiding | (Reinert et
Guidelines for responsible human rights, Principles; al, 2016)
Multinational business environment Business
Enterprises conduct protection, Charter for
standards technology, fair | Sustainable
competition Development
SIGMA UK guide financial Business (Sitnikov,
Guiding Department organizations performance, Charter for 2013)
Principles of Trade and | regarding environmental, | Sustainable
Industry financial and and social- Development;
non-financial related OECD
aspects principles Guidelines for
Multinational
Enterprises

Table 1. Analysis of sustainable development frameworks
(Source: author’s contribution)

Previous research outlines a series of frameworks on sustainable development that
interfere between them, containing similar items or addressing some common issues
(Murphy & Yates, 2009; Krsti¢, 2013; Gond & Piani, 2013; Richardson, 2005; Conley &
Williams, 2011). One of the most prominent frameworks for sustainable development in the
corporate environment is found under the form of the Sustainable Development Goals, which
promote better living standards and derive from two previous reporting directions: World
Humanitarian Summit and Paris Climate Agreement (Griggs et al., 2013). International
Organization for Standardization (ISO) links to United Nations Environment Programme
Finance Initiative (UNEP-FI), United Nations Principles for Responsible Investment, and
Equator Principles, referring to social responsibility standards, environmental standards, and
risk management related ones. The United Nations Global Compact and International Labor
Standard are both related to the Social Accountability Standard, as all the three frameworks
outline the need for respecting employee rights, including decent working conditions, equity,
anti-corruption policies etc., the United Nations adding an extra sustainability pillar of
environmental impact, besides the social one (Cetindamar, 2007; Reynolds & Yuthas, 2008).

According to various scholars and academics, the Business Charter for Sustainable
Development promotes the environmental pillar of sustainability (Christmann, 2004; Wee &
Quazi, 2005; Chamorro & Bafegil, 2006). Both Sustainable Development Goals and London
Principles of Sustainable Finance focus on sustainable development and financial markets at
the same time (Robert et al., 2005; Richardson, 2005). SA8000 Social Accountability Standard
stands for employees' rights and ensuring decent working conditions (Miles & Munilla, 2004).
OECD Guidelines for Multinational Enterprises have been applied since 1976, in an attempt to
promote responsible business conduct (Reinert et al., 2016). SIGMA Guiding Principles were
launched in 1999, at the initiative of three international organizations: Accountability, the
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Forum for the Future, and British Standards Institution, under the supervision of the UK
Department of Trade and Industry (Sitnikov, 2013).

Jabareen (2008) mentions the need to define a specific framework for sustainable
development, in line with the research gap identified at the beginning of the current paper.
Further, his work discusses no less than seven concepts for sustainable development: (1)
ethical paradox; (2) natural capital stock; (3) equity; (4) integrative management; (5)
utopianism; (6) political global agenda; (7), that became part of his conceptual framework for
sustainable development (Fig. 2).

Equiry Natural Capital
Stock

4 )\

Global Agenda : 1P Integrative
Ethical Paradoxz Management

\ /

Eco-Form Utopia

Fig. 2. A conceptual framework for sustainable development
(source: Jabareen, 2008: 188)

Our conceptual analysis based on qualitative data resulted in an innovative framework
for sustainable development within the entrepreneurial context. Fig. 3 shows how the seven
categories of factors influencing sustainable entrepreneurship combine with most of the
elements mentioned by Jabareen (2008) in order to obtain a complex framework system for
sustainable entrepreneurship. Thus, the framework focuses on economic, social,
environmental, political, cultural, and technological impacts, along with the main
characteristics of a successful entrepreneur. Nevertheless, integrative management processes
would contribute to connecting all the mentioned elements, while the equity principle
together with labor security and dignity procedures apply for cultural diversities and social
pillars of small and medium firms. Further, environmental management comprises policies on
protecting the natural environment, while responsible business conduct should be found at the
border between the characteristics of the modern entrepreneur and law compliance, from the
section on political implication. Finally, entrepreneurs have to confront risk management
issues that of course comprise ultimately all the internal processes of the firm.
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Fig. 3. Designing a framework for sustainable entrepreneurship
(Source: author’s contribution)
Conclusions

Innovation in entrepreneurship leads to high-profit rates in the context of long-term
social and environmental benefits. Small communities can only develop with the help of local
entrepreneurs, through an increase in employment rates, competitive salaries, and better
living conditions. The interests of future generations will be preserved by combining social
well-being with environmental protection, which is going to be achieved through innovation.

The current paper's academic effect is that it provides a strong and fundamental
foundation for future research, as well as a starting point for constructing new theories on
sustainable development. Researchers should continue to develop the current study so that it
can all be expanded into a high-quality sustainable development framework.

The actual understanding includes a review of positive outcomes in the
entrepreneurship environment, company methods, and corporate goals. Entrepreneurs seek
to foster sustainable development practices, so a prototype framework will represent the best
guide for them conveying suitable advice and eliminating any ambiguity. Finally, governments
can improve government action on the ground of sustainable development from a
constitutional perspective.
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Abstract. This paper evaluates the role of communication in an innovation process
presenting arguments from separate innovation studies, as well as concepts from communication
science. In light of recent developments in innovation, there seem to be little studies addressing the
communication’s role in innovation processes.

Risk and complexity are characteristics of innovations that can lead to resilience in moving
forward in the process. This resistance can be at times overcome by a decision-making unit using
some of the structural features, such as types of decision-power, communication channels or costs.
The interaction of these factors can determine the degree of successful implementation of
innovation within organizations. Following this idea, the current research is addressing the role of
communication in promoting innovation management and its contribution to the successful
implementation.

Strategic communication, alongside with a new perspective of leadership communication
and organizational culture, can promote inside a company the so-called “innovative culture” and
boost the chances of existing initiatives for change. Therefore, the communication professionals’
role should become broader and more complex in order to ensure the success chances of an
innovation process and facilitate that ‘the potential for change’, in complex dynamical settings, is
enhanced.

Communication proves to be a vital part of the success of the innovation process and it
requires rigorous planning and effective collaboration across the matrix organization. It becomes a
circular model that integrates the social, cognitive, affective and conative dimensions of this new
extensive role of communication in the innovation process. This paper concludes that
communication in the context of innovation processes needs to go beyond the area of traditional
tactics of communication in order to ensure efficient and beneficial interactions among all internal
and external stakeholders and achieve a higher success rate of the innovation processes.

Keywords: Innovation, Communication, Organizational Culture, Leadership.

Introduction

The innovation process, as one of the main sources of competitive advantage for
business, can prove itself to be a challenging process characterized by risk and complexity
that can often lead to resilience. At the same time, innovation has been recognized as one of
the main drives to boost economic growth (Tiiliice & Kog¢ Yurtkur, 2015), therefore, it is
essential to identify the elements that can contribute to the success rate of innovation.

Innovation is the catalyst for growth, both for start-ups and for those who want to
keep their current business profitable. This concept encompasses different areas, such as
openness to new ideas, markets and untapped technologies and, last but not least, means
commitment to adapting to industry-specific changes. In companies, facing the challenge of
operating in a constantly changing business environment, both in terms of target market
segments and the technologies used, the need for innovation is certainly a vital process
(Dougherty, 1996, p. 424).
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Communications have been considered by many researches as an integrating part of
the organizational values and culture that contribute to the success of innovation, but looking
deeper at the process, its phases and at the challenging elements encountered,
communication’s role seems to be more complex. In light of recent developments in
innovation, this paper aims to provide a more detailed discussion of the role and importance
of communication in the innovation process and reflect that the traditional approach should
be revised. Communication strategy across the organization’s matrix can become a vital
element, not only for efficient daily interactions, but also for enhancing and encouraging the
‘innovative spirit’.

The various constraints of the innovation process cover a wide range of challenges,
from lack of time, constant shifting priorities, risk aversion, fear to fail, leadership
expectations or even a non-articulated company commitment towards innovation, just to
name a few (Fidler & Johnson, p. 1984). All these can prove real obstacles in achieving
success in innovation, but in order to address all these different elements, it is necessary to
understand the specifics of the innovation technologies and how these are managed in large
and small enterprises. This topic has been discussed by Clayton Christensen (1997) in his
book, The Innovator’s Dilemma. He makes a clear difference between two types of innovation
technologies that are ultimately seen in any industry, the sustaining technologies and the
disruptive technologies.

Sustaining technologies are the ones that improve the performance of an already
existing product on the market. In general, large companies are very familiar with this type of
technology and they tend to invest heavily in it. One of the reasons is because the market that
product addressed is already known and they can easily research what the customers’
expectations are. In this case, the market is already considerably large, therefore, the
company’s need to achieve higher profit margin is easier to obtain. Also, the risk in the case
of investing in sustaining technologies is quite low.

Disruptive technologies, however, appear to have a different dynamic and require
another approach in a company. These usually end up changing the value proposition in the
market by bringing a completely new product that will compete with the current well-known
products sold in that industry. In the case of disruptive technologies or products, the market
it addresses is little known and is, most of the time, a niche market or not existing at all. In
terms of the evolution of these technologies, in the early stage the profit is very low, it offers
low performance among mainstream customers and involves a high risk. This happens due to
the little information that can be obtained from a market and the few provisions that can be
made because such a product has not yet been released yet. The advantage of investing in
disruptive technologies, although successful ones can occur less frequently, is that a truly
innovative and disruptive product will ultimately steal away the market.
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Figure 1
Disruptive vs sustaining technologies (Christensen, 1997, p. xiv)
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A relevant topic, when discussing innovation, is the companies’ approach towards
these two different technologies. After briefly reviewing the main characteristics, it is
relevant to further look into how these are seen by large and small companies. Innovation is
equally important for all businesses and that is why it is important to understand the abilities
and resources that each type of company has. Generally, the study of innovation tends to
focus on larger business that can reveal only a limited part of the process. Actually, the
innovation process in small companies has a different path and traits (Rothwell & Dodgson,
1994).

For small companies, it is vital to gain competitive advantage by seizing new
opportunities. This can be achieved by focusing on unpenetrated markets and investing into
value creation. Start-ups that choose to invest in disruptive technologies have the advantage
of time in front of the larger companies. As they create or enter a niche market, they can build
up their knowledge of both the technology and market and position themselves as the
pioneer brand (Raymond & St-Pierre, 2010). It has been revealed, in a particular study in
manufacturing, that small enterprises are more innovative but deploy less extreme research
and development and patenting activities than large companies (Fuller & Matzler, 2007).
Well-established companies are usually a step behind in catching up with the emerging
markets, the main reason being the small initial returns that a disruptive technology can
bring. Large businesses need to pursue and achieve their growth rates and deliver the
expected profits to their shareholders. Inevitably, these will enter the new markets, once
their size is considered large enough, but in many cases prominent companies have been
toppled by newcomers who tried to introduce technologies that, at first, did not hit the target
set by the needs of mainstream customers. Christensen (1997) concludes also that often the
common practices of the traditional management that lead to successful development of the
sustaining technologies does not work with disruptive technologies. The imminent failure in
such cases causes rejection and resilience inside the innovation teams to invest their efforts
in truly innovative products.

Most small and medium enterprises (SMEs) have an ‘innovative power’ due to their
flexibility. This allows them to quickly adapt to the changes in the market and to the
economic environment (Pislaru, Modreanu & Citu, 2012). This can be because their
organization structure is lighter and can adapt more rapidly to changes compared to large
companies. On the other hand, in terms of resources available, larger companies will always
have a stronger position and will be able to absorb the impact of changes easier, but will be
slower to react (Rothwell & Dodgson, 1994).

In order to remain relevant and thrive on the market, companies need to overcome
the constraints of the innovation process, in both scenarios. As discussed, although big
companies tend to invest in sustainable technologies, and the smaller ones have higher
success rate in disruptive technologies, the innovation process can induce uncertainty, fear
to fail and resistance to change inside the enterprise.

The foundation of a successful innovation process is the team and a healthy
innovation culture internally. Overcoming the fears and barriers experienced by the team, in
relation to innovation and building trust alongside a positive environment, are the minimum
prerequisites.

Leadership communication, according to Zerfass & Huck (2007), aims at a social
dimension that includes organizational conditions and three dimensions that are directly
related to their communication (affective, cognitive, conative). The responsibility of leaders,
thus, goes beyond the simple stage of information as they become agents of change as
promoters of communication. Therefore, when dealing with the innovation management
process, the traditional concept of leadership needs to be extended to include a broad role of
communication. In this sense, they need to know the rules and restrictions of
communication about innovation and use them to shape the meaning of things to come. As
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innovation is often viewed with negative emotions such as restraint and fears, the leader
must reduce this distancing from new ideas by providing a realistic and motivating picture
of the benefits of innovation for consumers, society and the company and its employees. The
implementation of communication objectives and measures in the management of the
innovative process will bring benefits to the practice of corporate communication.

The skills needed to inform and argue about innovation must be trained at the
individual level, a task that can be performed by the communication department together
with the human resources department. A first starting point for leader communication about
innovations is built in the cognitive dimension, a dimension that aims to accumulate
information about new ideas, processes or technologies in interactions with followers.

In a second stage, leaders motivate employees to share their own visions of an
innovation (the affective dimension). Any leader must motivate his followers to participate
in the innovation process and contribute to the management of meaning with external
stakeholders (conative dimension). The main factors for these dimensions are
organizational culture, climate and employees that embody the spirit of innovation (social
dimension) (Zerfass & Huck, 2007).
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Figure 2
Wheel of leadership communication on innovation (Zerfass & Huck, 2007)

As employees are considered one of the most important sources of innovation,
changing the management framework is important for implementing an innovative culture
through internal communication (Linke & Zerfass, 2011).

Internal communications exist within a company and among employees. For example,
emails, face to face conversations, memorandums and formal meetings. Conduit and Mavado
(2001) identified that the main benefits of internal communication are to increase
productivity, improve product and service quality, enhance levels of innovation and reduce
costs.

Instead of a linear change, as the theoretical model implies, there were
simultaneously different levels of identification in the company's culture. One typology
summarized the corresponding perceptions of the culture of innovation: the culture of
innovation, the pioneers of innovation, mediocrity, stopping and refusing. Significant
correlations between identification and environments underlined the importance of internal
communication. The purpose of communication managers should be to lead employees
through the identification phases, specifically targeting their identification levels and using
the appropriate media to address the results.

The developed framework helps as a management tool for evaluating the way
employees perceive the messages of an innovation philosophy and internal media. By linking
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internal, innovative and changing communication, it identifies new key aspects for creating a
communication mix and specific communication with the target group. The effectiveness of
communication is influenced by the overall quality of internal communication during the
process of service innovation. The communication quality is measured based on the
information that can be understood by the receiver, for example the project teams, in a
timely manner.

Two of the values that are beneficial to the innovation process are stability and
change. These will always be in conflict, but it is a desired conflict. As they are not mutually
excluding values, moreover, they are complimentary. Social communication promotes
innovation, creativity and dynamism and has the power to balance out change and stability.
These two values also have an important role in preventing rigidity and fostering flexibility.
Another important relation that needs to be cultivated is the creative relation between
economic and technical communication, management communication and cultural
communication. This can be achieved through an efficient social communication that will
prevent unnecessary tension. In this triangle, cultural communication encourages change
processes, while management and economical and technical communication bring stability
into the equation. This is a blend that should be addressed and more pay more attention to it,
as it can create the right environment for innovation and, further down the line, boost
cooperation and productivity (Johannessen & Olsen, 2011).

Strategic communication alongside a new perspective of leadership communication
and organizational culture, can promote inside a company the so-called “innovative culture”
and boost the chances of survival of the innovation. This will also contribute to overcome the
barriers and challenges during the innovation process. Therefore, the communication
professionals’ role should become broader and more complex in order to achieve the success
chances of an innovation process and facilitate that ‘the potential for change’ in complex
dynamical settings is enhanced. It becomes a circular model that integrates the social,
cognitive, affective and cognitive dimensions of this new extensive role of communication in
the innovation process.

Communication in the context of innovation processes needs to go beyond the area of
traditional tactics of communication in order to ensure efficient and beneficial interactions
among all internal and external stakeholders and achieve a higher success rate of the
advancement processes. These models open new realms for the theory and practice of
strategic communication. According to management theory, strategic efforts are
characterized by their contribution to the basic factors of success. Strategic communication
shapes meaning, builds trust, builds reputation, and manages in the order of symbolic
relationships with internal and external actors to support organizational growth and ensure
freedom to operate (Grunig, Grunig, & Dozier, 2002). Through this, strategic communication
prepares organizations for an uncertain future - in contrast to public relations whose efforts
support current business and activities. Innovation communication thus, becomes an integral
part of strategic communication and the next step is to analyze in detail recent innovation
management concepts and promising measures to promote innovation in everyday
interactions.

According to the study conducted in Germany, INNOVATE 2006 (Huck, 2006) two
thirds of the communication experts interviewed stated a higher presence in organizational
communication of the concept of innovative communication compared to 2004 (62.5%). This
reflects that more attention is being given to communication in the innovation context as the
benefits can be seen in various areas of the process.

This paper has managed to paint just a broad picture of how communication strategy
can bring benefits inside the company in the context of innovation. Further research is
requiring a better understanding of the particularities of different industries and companies’
approach and dynamic during this process. Another direction, that is worth being explored, is
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the way corporate communication outside the company can increase the success rate of the
innovation process. This can include aspects not only related to the messages, stakeholders,
timing but also to the positive outcome in the talent recruitment process, that is much
needed in innovation, as well as customer communication and brand positioning.

Acknowledgements:

This work was possible with the financial support of the Operational Program Human Capital
2014-2020, under the project number POCU 123793 with the title ,Researcher, future
entrepreneur - New Generation”.

References

1.

2.

10.

11.

12.

13.

14.

Christensen, C. M. (1997). The Innovator's Dilemma: When New Technologies Cause
Great Firms to Fail. Boston, Massachusetts: Harvard Business Review Press.

Conduit, J. & Mavado. T.F. (2001). How critical is internal customer orientation to
market orientation? Journal of Business Research, 51 (1), 11-24.

Dougherty, D. (1996). Organizing for innovation. In S. R. Clegg, C. Hardy, & W. R. Nord,
Handbook of organization studies (pp. 424-439). London: Sage Publications.

Fidler, L. A,, & Johnson, ]J. D. (1984). Communication and innovation implementation.
Academy of management review, 9(4), 704-711.

Fuller, ]. & Matzler, K. (2007). Virtual product experience and customer participation -
A chance for customer-centred, really new products. Technovation, 27 (6), 378-387.
Grunig, J. E, Grunig, L. A, & Dozier, D. M. (2002). Excellent public relations and
effective organizations. Mahwah, New Jersey: Lawrence Erlbaum Associates.

Huck, S. (2006). New Perspectives on Innovation Communication. Findings from
Germany’s Survey INNOVATE 2006. Innovation Journalism, 3(4), 143-162.
Johannessen, J.A & Olsen, B. (2011), Projects as communicating systems: Creating a
culture of innovation and performance, International Journal of Information
Management, 31, 30-37, doi: 10.1016/j.ijinfomgt.2010.04.006.

Linke, A. & Zerfass, A. (2011). Internal communication and innovation culture:
developing a change framework. Journal of Communication Management, 15(4), 332-
348.doi:0.1108/13632541111183361.

Pislaru, D., Modreanu I, & Citu, F. (2012). Contributia IMM-urilor la cresterea
economica: prezent si perspective. Bucuresti: Editura Economica..

Raymond, L. & St-Pierre, ]. (2010), R&D as a determinant of innovation in
manufacturing SMEs: an attempt at empirical clarification, Technovation, 30(1), 48-56.
Rothwell, R. & Dodgson, M. (1994). Innovation and Size of Firm, in Dodgson, M. and
Rothwell, R.(eds.), The Handbook of Industrial Innovation, Cheltenham, UK: Edward
Elgar.

Tiliice, N. & Kog¢ Yurtkur, A. (2015). Term of Strategic Entrepreneurship and
Schumpeter's Creative Destruction Theory. Procedia - Social and Behavioral Sciences.
207,720-728.D0i:10.1016/j.sbspro.2015.10.146.

Zerfass, A, & Huck, S. (2007). Innovation, Communication, and Leadership: New
Developments in Strategic Communication. International Journal of Strategic
Communication, 1(2), 107-122.

25



Alina M. Flestea

Alina M. Flestea

Department of Psychology

Faculty of Psychology and Educational Sciences
Babes-Bolyai University of Cluj Napoca

Email: alinaflestea@psychology.ro

Abstract. The rapid evolution of information and communication technology (ICT) is generating
fast-paced urbanization of the cities with considerable changes in physical, social and economic areas.
This is the case of the “smart cities”, conceptualized for our purpose as complex socio-cognitive systems
that are permanently exposed to new resources that need to be integrated and converted in economic
wealth and citizenship well-being outputs). The transition from “traditional” to “smart cities” is
generated by the IT industry that is the most advanced domain related to smart urbanization. This
progress has several benefits for the profit of modern companies, but it puts a lot of pressure on other key
systems in the communities. Thus, we build our case on a cross-disciplinary view and we aim to analyse
the level of ICT literacy held by Romanian entrepreneurs, and we further aim to develop a simulation that
explores the cognitive and affective dynamics of collaboration, involving real-time interactions between
multiple parties with divergent interests. Based on these interactions, the communities within Cluj-
Napoca have the opportunity to process and integrate all the resources available and convert them into
sustainable and effective urbanization.

Keywords: smart cities, entrepreneurship, collaboration, ICT, multiteam systems

Introduction

Now more than ever, information and communication technology (ICT) has become
the main responsible trigger for urban growth. It intensively tailors the subsystems (e.g. social
and technical stakeholders) of the cities shaping the economic wealth and the well-being of
the communities and citizens (Richter, Kraus, and Syrja, 2015; Curseu, Semeijn, & Nikolova,
2020). Due to this high utilization of technology, cities experience a complex transition from
“traditional” to “smart” principles. The ideal strategic vision of a city, nowadays, is the “smart”
one. According to Holland (2008)’s review, the literature has designated the “smart” label to a
city if the following three features are achieved: the city (1) uses the latest technologies in
networked infrastructures in order to facilitate the social, cultural and urban development;
(2) is a targeted place for entrepreneurial initiatives and corporations; (3) is strongly oriented
on social and environmental sustainability. However, the research in this area is in its infancy
and it requires more cross-disciplinary interest in order to disentangle the mechanisms that
have the potential to enable effective urbanization of intelligent cities.

Theoretical framework
The reality now reflects a bright side generated by the corporate environment that
increases the economic wealth of the cities, yet it reflects also a dark side due to the intensive
use of ICT in all areas of the city that is very challenging for low literacy entrepreneurs,
citizens and communities that are not equipped properly (for instance, elder people who need
to buy a bus ticket from a ticket machine or by using a smart application; private sectors like
hair salons or car washing and repair services etc.) that do not necessarily depend on
technology to deliver their services at their best. The main question here is, for how long. How
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long can the “traditional” entrepreneurs of small and medium-sized enterprises survive and
make a profit with a low literacy of information and communication technology. In a digitized
and fast-changing economic and socio-political system, successful entrepreneurship requires
deep knowledge of e-commerce, e-banking, and e-learning (Hafezieh, Akhavan, & Eshraghian,
2011) in order to gain a competitive advantage.

As such, the parties of the city become more and more disconnected and to some
extent in conflict, instead of growing together as a whole (the ideal vision of a smart city). On
the one hand, the entrepreneurs are responsible for their learning and development in terms
of delivering “smart” services, but on the other hand, this transition, from traditional to smart,
urgently needs the support of new policies and strategies with high potential of integrating
the needs and interests of all the subsystems existing in the smart city (Holland, 2008; Martin,
Evans, & Karvonen, 2018). According to Pieroni and her collaborators (2018), s smart city is
characterized by six features as follows:

e A smart economy that includes innovative entrepreneurship, flexible working
policies, productivity, agile transformation

e Smart governance is reflected by participative decision-making.

e Smart people are characterized by the willingness of life-long growth and
development, accountability, creativity, reliability, and diversity.

e Smart mobility is briefly defined as sustainable and proper infrastructure.

e Smart living with a focus on health and wellbeing.

e Smart environment determined by sustainable resources management.

For this research, we have selected smart economy, smart governance and smart
people areas in order to analyze the particularities of the transition processes in Romania. In
2019, forty-five Romanian cities have been funded to carry out three hundred and thirty-three
projects in all six areas mentioned above (www.start-up.ro, 2019). This year, the Ministry of
European Funding launched eight funding programs with an investment of thirty-one billion
(www.start-up.ro, 2020). Having such an increasing number of projects, the research question
that arises is determined by the level of literacy of those cities: Are all of the sectors of those
cities prepared to carry out and to successfully implement the funded projects?

In this regard, we aim to first explore the level of literacy of Romanian entrepreneurs
who activate in different business areas and we also intend to provide a practical framework
that may help the disconnected sectors of a city to collaborate in order to plan and implement
a sustainable strategy for a digitalized location (Meijer and Bolivar, 2016; Holland, 2008,
Martin et al.,, 2018). We build on a systemic approach and we conceptualize smart cities as
complex socio-cognitive systems that acquire, process and convert the new technologies into
outputs with high impacts on prosperity and well-being for their citizens and communities
(Meijer and Bolivar, 2016). Definitely, not the big advance of ICT makes a city smart, but the
knowledge and the collaboration between the various parties of the community that urgently
needs to generate new policies in order to obtain effective and sustainable urbanization
(Meijer and Bolivar, 2016). Recently, the research has started to be very oriented on the
effects of intelligent urbanizations on the low-developed countries, cities, or communities that
are ignored because they are not fully equipped and prepared to take part in this modern
growth. Therefore, cross-border cooperation is seen as critical in these societal contexts and it
is urgently needed to develop sustainable and effective urbanizations (Loures et al., 2018).

The main focus of this research project is to employ a cross-disciplinary perspective
and to explore the level of knowledge and preparedness of Romanian entrepreneurs and
analyze the interplay between the disconnected sectors (e.g. high literacy - individuals
working in knowledge-intensive organizations and low literacy citizens and communities) of
the city. The cooperation for urban growth is an illustrative case for what Social Psychology
calls societal issues that are usually addressed by multiparty collaborative systems (MPS).
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MPS are proper configurations composed of various stakeholders with different backgrounds,
divergent interests and perspectives that come together to debate and solve a society's ill-
defined problem (Curseu and Schruijer, 2017). These participatory approaches are expected
to increase the elaboration of sustainable solutions that serve as many interests as possible.
Effective urbanization requires effective collaboration. “Smart cities” are “wired cities”
(Holland, 2008) in which different sectors, like social and technical ones, are strongly
connected and rely on one another. The biggest issue that arises in these cases is generated by
the imbalances and high levels of diversity that characterize MPS (e.g. powerful corporations
and marginalized communities). For instance, Cluj-Napoca is considered a becoming smart
city due to the growing IT industry, but at the same time, it faces so many problems with the
population located in Pat-Rat sector. The main concern of the city governors should be on how
to tackle the problems of the city as a whole and not to address only the evolution of the ICT
that brings profit for powerful stakeholders. In order to address the issues that Romanian
cities are confronting during their processes of urban growth, we interviewed various
Romanian entrepreneurs and asked them about their business strategies in an e-functioning
world. The result of our explorative study helps us to develop a collaborative framework that
can serve to the implementation of a simulation where parties with different expertise and
high potential come together to debate and to provide a valuable plan for the social, economic
and environmental sectors of a city. Being part of a system with intensive real-time
interactions, the parties have the opportunity to find integrative policies and strategies for
sustainable and effective urbanization (Curseu & Schruijer, 2017).

Collaboration within and between organizations is an overused term. Everybody talks
about collaboration as a desirable reaching point, but few know how to achieve it (Schruijer,
2006). Successful collaboration is the case of the parties that work with diversity, being able
to identify and value the diversity of the parties involved in the system. However,
collaboration often fails because of alliances, partnerships, or collusions (Schruijer, 2006;
Vansina, Taillieu, and Schruijer, 1998; Gray & Schruijer, 2010) generated by power
imbalances (Flestea, Curseu, & Fodor, 2017), stereotypes (Vansina et al. 1998) and anxieties
(Gray & Schruijer, 2010). The effects of these strategies during the social interactions are
rather detrimental to the quality of the collaboration process. Alliances and partnerships
between powerful parties are strategies that ignore the marginalized subsystems.
Unfortunately, these alliances are detrimental for sustainable policies and strategies since
their focus is only on the benefits of ICT, neglecting the integration of ICT on social and
environmental sectors (Holland, 2008) especially in communities that are not equipped
properly. Collusive processes are common strategies applied for keeping the illusion of
harmony, avoiding debates and ignoring diversity. In some systems it manifests in the case of
anxious and powerless subsystems and other cases, it manifests in the case of the powerful
city “managers” because they refuse to reveal their real interests (Gray & Schruijer, 2010). As
such, the authenticity of the interactions is dramatically reduced and the aforementioned
strategies determine relational conflict, distrust, lack of psychological safety, and the ultimate
and the most important effect is the poor-quality decisions for the urbanization.

This research relies on the “research in action” approach (Schruijer, 2006) and it is the
first one that explores the interplay between social and technical components of a smart city
in a Romanian context. As such, its applicability is highly relevant for our cities that are in the
transition process from a “traditional” to a “smart city”. The general goal of this type of
simulation is to explore and understand the cognitive and emotional dynamics of
collaboration within a multiparty system, composed of stakeholders with divergent interests
and backgrounds. The researcher has a two-fold role: as an expert in analyzing the collected
data (interviews, observations, and psychological metrics) and as a facilitator for the
collaborative system (interventions only in the introduction and debriefing parts). This paper
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is focused on the first part of our complex project that intends to analyze the level of literacy

possessed by Romanian entrepreneurs.

Methodology

In order to respond to the latest calls in the literature that draw the attention of the
researchers about the relatively little focus on the sustainable social component of smart
cities (Carvalho et al.,, 2019; Martin et al.,, 2018), we take a cross-disciplinary perspective and
we build this exploratory study on a mixed-method approach (interview and survey). We
interviewed and distributed a survey to 133 Romanian entrepreneurs (mean age 37.6 years,
SDage = 10.05, mean entrepreneurship experience = 8.6 years) from a wide range of work

domains as follows (Table 1):

Variable N %
Gender 131 | 100%
Female 39 29.3
Male 92 69.2
Educational 133 | 100%
Background
Professional School | 2 1.5
High school 32 24.1
College 4 3
Bachelor Degree 47 35.3
Master Degree 38 28.6
Doctor of Philosophy | 8 6
Degree
Business Areas 133 | 100%
Blockchain 1 0.8
Commerce 34 25.6
Design and Art 6 4.5
E-commerce 2 1.5
IT 16 12
Manufacturing 8 6
Marketing 4 3
Services 60 45.1

Table 1. Demographic Characteristics of Participants
*Notes: Services label includes - consulting, beauty salon; Commerce includes sales, shops, restaurants
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Measures

In order to explore the level of ICT literacy possessed by Romanian entrepreneurs, we
took cryptocurrency as a reference point and we explored their vision on cryptocurrency
usage. The dataset includes various questions regarding strategic decision-making, finance
knowledge, cryptocurrencies. For this study, we were particularly interested in the following
aspects:

1. To what extent cryptocurrencies do the entrepreneurs perceive cryptocurrencies as
opportunities and threats (7 questions). Example of question: Cryptocurrency fosters
business growth and creates new business opportunities. The participants evaluated every
item on a 5-point Likert scale, where 1 is Totally Disagree and 5 is Fully Agree.

2. To what extent do the entrepreneurs understand finance terms? (5-point Likert

scale, where 1 is Very Little and 5 is Very Well)

3. How many types of cryptocurrencies do the entrepreneurs know? We identified the
types of cryptocurrencies through content analysis and we quantified them.

Results

Variable N (133) Mean SDmean
1. Finance literacy 122 3.7 0.7

2. Cryptocurrency as | 133 2.6 0.9
opportunity

3. Cryptocurrency as threat | 133 2.7 0.8

Table 2. Entrepreneurs’ literacy

Based on the interview responses provided by the participants, two researchers
analyzed the literacy level of the entrepreneurs. The agreement index Kappa = .84, p < 0.001
indicates a slight agreement between rates. Therefore, we will show both distributions of the
results (Figure 1 and Figure 2):

N=133
)3 0.8%
%

m Qtypes = ltype = 2types = 3types = 4types = 6types

Figure 1. Entrepreneurs’ Cryptocurrency literacy Rater 1
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8.3%

51.9%

24.8%

m 0 types 1type 2 types 3types m4types =m6types

Figure 2. Entrepreneurs’ Cryptocurrency literacy Rater 2

The descriptive results show that about 70% of our respondents have low or no
literacy at all regarding the types of cryptocurrencies. Cryptocurrency is a general name for all
encrypted decentralized currencies, bitcoin being the most common one (Goycochea, 2019,
Penn State University website). The finance literacy possessed by our respondents, with a
mean entrepreneurship experience of 8.6 years, is at a medium level (Table 2). The results
presented in Table 2 show that cryptocurrencies are perceived as opportunities on the one
hand, but also as threats on the other hand.

To interpret our results, we analyzed the scientific papers published so far and we also
explored the important economic websites and papers. The low literacy of ICT possessed by
entrepreneurs can be explained by the perceived risks. In terms of cryptocurrencies, volatility,
trust and safety are the main causes of avoiding using a digital token. Some of the excerpts
support this perspective as follows: “[...] in my opinion, [ don’t think that pubs’ owners will
invest in BitCoins or any other digital token. I think the only ones who can reap the benefits by
investing in this digital system are The Wall Stress investors. In my opinion, we are not ready
to change our economy in cryptocurrency.”

Discussion

The main goal of our work is to facilitate the collaboration between low and high
literacy social actors to successfully integrate the advances of ICT in such a way that it would
enhance the development of various subsystems. Currently, the critical transition of
Romanian cities reflects the situation in which the IT industry experiences economic wealth
and well-being, while the other sectors struggle with their careers, companies and well-being
(Curseu et al., in press). In order to facilitate this collaborative situation, we wanted to explore
the real situation of the entrepreneurs’ literacy in order to develop a simulation in which
multiple stakeholders (e.g. local authorities, modern companies, non-governmental
organizations, citizens) come together to debate and find integrative solutions that serve the
needs and interests as many stakeholders as possible. Following the basic principles of a
collaborative system (Schruijer, 2006), our simulation intends to provide the proper setting
for exploring and understanding the cognitive and affective mechanisms that connect or
divides the subsystems within the city. The results of both parts of the complex study (the
explorative part and the simulation-intervention part) serve various purposes such as:

(1) supporting the parties and relevant stakeholders of the smart city with empirical
explanations about their attitudes, behaviors or affective experiences;
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(2) helping the researchers to better understand the cognitive and affective dynamics
emerging in the system;

(3) generating new insights for research and practice about the effectiveness of
collaborative tasks. Concerning the particular case of Cluj-Napoca, the simulation can provide
a suitable setting for the delegates of various subsystems to meet and debate the “urban
growth” issue.

The structure of the simulation is based on an elaborated scenario about the issue of
fragmented sectors within the city and involves real-time interactions within and between the
parties involved. The simulation (lasting approximately eight hours) starts with a brief
introduction about the issue, the schedule of the simulation and the interaction rules.
Afterward, the parties engage into planning and strategy-making interaction within their
group (thirty minutes). This part is meant to help them to act later on in the simulation. In the
subsequent phases, the parties are involved in “Visiting” and “Town Hall” meetings. The
“Visiting” refers to meeting with other parties (up to three parties in the same place), while
the “Town Hall” meeting refers to bringing together, at the same table, delegates from every
party in order to debate the task at hand. At the end of the day, all the parties engage in a
debriefing session, facilitated by the researchers. Initial strategies, performances, but also
experienced feelings and cognitions are in-depth discussed. The psychometric assessments
(questionnaires) are administered after the first ingroup meeting (to evaluate the
assumptions and expectations) and after each “Town Hall meeting” (to capture the dynamics
at various time points). The intensive measures are designated to assess the emergence and
dynamics of socio-affective states (e.g. conflict, minority dissent, trust, cohesion, psychological
safety etc.), social structures (the level of integration and differentiation of collective cognition
and social networks within the system) and collective competences (e.g. collective cognitive
and emotional intelligence; collective rationality; collective resilience etc.). These emergent
affective and cognitive states are proximal outputs that ultimately, influence the quality of
new policies and strategies that needs to be implemented in the smart city. The results of the
simulation are expected to provide insights into the cognitive and affective dynamics within
the collaborative system. The multiple paradoxes that characterize the MPS generate
particular dynamics for every simulation. However, the high levels of diversity in a system
with fragmented sectors that should be connected are expected to generate relational conflict,
power imbalances or distrust. Based on these findings, we can provide empirical evidence to
the city’s managers and provide new insights about successful collaboration for effective
urban growth.

We plan to run the simulation multiple times with various stakeholders having
divergent interests (e.g. local authorities, entrepreneurs, CEOs, citizens, delegates from
different associations and non-governmental organizations, delegates from marginalized
communities). In this way, we have the opportunity to capture the dynamics within the whole
city. The complex data analysis has the potential to provide valuable information about the
interconnected networks in Cluj-Napoca and their influences on one another. Moreover, we
aim to provide essential information about the factors that inhibit or enhance collaboration
among these parties or networks and what are the best practices for their multiparty
collaborative systems in order to achieve effective urban growth.

Conclusion

This research has various implications for the societal issues that Cluj-Napoca and
Romania face during the transition from “traditional” to “smart” urbanization. The IT industry
has received a lot of attention and appreciation in the city being the most important factor
that contributes to the economic wealth of the city. But this bright side has come with adverse
effects because the “new” city does not integrate the non-IT sectors. Therefore, our research is
highly determined to respond to this societal problem, the urban development of Cluj-Napoca.
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As such, it has implications on different levels and to various domains. First, this project is the
first one that addresses empirically and practically this societal issue in the Romanian context.
Our findings may stand for the other complex problems existing in our country. In addition,
due to the high applicability of the research, the project could connect the academic
environment to the other communities that co-exist in our smart city. Second, the valuable
results can be published and connected to the global situations of urbanizations. Therefore, it
can bring important collaborations with organizations and universities from other countries.
Finally, our findings can provide new pathways and effective mechanisms of collaboration for
developing sustainable urban growth. In this way, the local authorities and the stakeholders
in the city can learn new practices of collaboration for future projects.
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Abstract: The current global economic situation, of the EU and implicitly of the Member States, is
strongly shaken by the COVID-19 Pandemic. Romania's economy as an EU member state, like the other
world economies, registered a major shock, with negative socio-economic implications, which will
lead to a large recession, to a much more serious economic crisis than that recorded in the period of
2007-2009. The possibilities and dynamics of revitalization and revival of the economy of the Member
States and Romania, will depend on several factors, such as the evolution of the pandemic in EU
countries, the identification and implementation of economic stabilization policies tailored to the
needs and particularities of each country’s response to their application. The strong link and
interdependence between the economies of the EU Member States should not be ignored, which would
lead to a positive or negative chain reaction depending on their evolution in the economic recovery
process.
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Introducere

In contextul actual al Pandemiei COVID situatia economica la nivel mondial, al Uniunii
Europene si national s-a inrdutdtit In mod substantial. Pentru statele membre ale UE,
pandemia a produs un soc care se propaga in lant asupra tuturor tarilor. Datorita legaturii
care exista Intre tdrile Uniunii Europene la nivelul productiei de marfuri, a exportului si
importului de produse, materii prime, servicii, declinul economic se pastreaza in lant iar
redresarea va varia In mod diferit de la o tara la alta in functie de particularitatile fiecarei tari,
de structura economiei si de politicile economice care vor fi adoptate. Consecintele actualei
situatii, nu are doar consecinte grave asupra situatiei economice ci si la nivel social cu
implicatii multiple, ceea ce ar conduce la o criza mondiala fara precedent care ar putea fi
depasita foarte greu.

Studiu de caz

In Romania, economia din ultimii ani a avut un trend crescitor, dar nu suficient pentru
a inregistra o crestere economica care sa se reflecte in calitatea vietii si a nivelului de trai al
populatiei. Importurile au depasit exporturile, ceea ce este considerat a fi un aspect negativ a
evolutiei economiei Romaniei.

Conform datelor analizate, Romania ar fi trebuit sa inregistreze o crestere economica
de 4,1% 1n anul 2019, In conditiile unui indice al inflatiei de -4,04% (limita admisibila impusa
de UE este de -3%) a unei rate a somajului de 3,9%, conform BIM destul de mica dar cu un
deficit comercial al contului curent de -4,7% din PIB.

Conform prognozei Comisiei Europene referitoare la evolutia economiei Romaniei In
anul 2020, se preconizeaza ca va inregistra un procent de scadere de - 6% fata de alte tari
membre ale UE ca: Franta (-8,2%), Ungaria (-7%), Germania (-6,5%), Italia (-9,5%). Acest
lucru fnseamna ca Romania in contextul actual al pandemiei are ceea mai mica cadere
economica decat a celorlalte state europene, ceea ce va insemna o redresare lenta. Este posibil
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ca zguduitura regresiunii economice sa fie simtita mai tarziu, nu in acest moment, fapt care ar
determina o crestere economica neconistentd, iar ameliorarea economiei si relansarea
acesteia, va fi cu siguranta mult mai inceata.

Economiile tarilor din regiune, mai putin dezvoltate, vor fi mai putin afectate decat
economiile tarilor dezvoltate, posibil datorita fatului ca sunt economii conexe,
complementare, de subproductie. Astfel, PIB-ul Poloniei este in scadere (- 4,1%), Cehia (-
6,2%), Ungaria (- 7%).

Situatia comparativa la nivelul catorva tari ale Uniunii Europene, comparativ cu
Romania privind evolutia PIB- anii - 2020-2021 se prezinta astfel:

Tara Romania | Bulgaria | Ungaria | Cehia | Poloni | Franta | Germania | Italia
a

Evolutia in anul -6% -7,2% -7% -6,2% | -41% | -6,5% -8,2% -9,5%
2020

Evolutiainanul | +4,2% +6% +6% +5% +4,1% | +5,9% +7,4% | +6,5%
2021

Procentul de -1,80% -1,20% | -1,00% | -1,20% | 0,00% | -0,60% | -0,80% -

redresare 3,00%

ramas

Tabelul 1. O analizd comparativd a evolutiei PIB-ului in anii 2020-2021 din Romdnia

Evolutia PIB -ului in perioada 2020-2021

Evolutia in anul 2020
4,20% 6% 6% 5%

Evolutia n anul 2020

410%  590%  7,40%

0,
7,10% g20%

-6% 7.20% 7% -6,20% -6,50%

Evolutia in anul 2020 | 4,20%

Romania

Bulgaria

6%

Ungaria

6%

Cehia

5%

Polonia

4,10%

-8,20%

-9,50%

Germani

Italia
a

7,40% 6,50%

Evolutia in anul 2020 -6% -7,20% -7% -6,20% | -4,10% -8,20% | -9,50%

PIB

Figura 1. Evolutia PIB-ului in perioada 2020-2021

Se observa ca Romania are un avantaj fata de celelalte economii ale statelor membre
ale UE cu diferente semnificative: 2% fata de Ungaria, 2,2% fata de Germania, 3,5% fata de
[talia. Nu trebuie uitata dimensionarea economiilor acestor tari, care devanseaza in mod
avansat economia tarii noastre. Dupa cum se poate observa, ritmul de redresare al economiei
Romaniei este mult mai lent decat a celorlalte tari, cu exceptia Italiei, care are cel mai mare
procent negativ al PIB-ului.

Analistii economisti din cadrul Comisiei Europene au afirmat ca economia Romaniei va
inregistra o contractare cu 6% in anul 2020, un deficit bugetar de 9,2% din PIB. Guvernul
Romaniei previzioneaza o crestere negativa a PIB-ului de -1,9%, un deficit bugetar de 6,7%
din PIB. Acest lucru se poate datora si cresterii pensiilor cu peste 40% pe langa numarul mare
de pensionari. Actualul sistem de sustinere a contributiei la sistemul de pensii este deficitar,
fara capacitate operativa si de colectare de la cei aflati in cAmpul muncii, care sunt in numar
mult mai mic.

Avand in vedere impactul pandemiei Covid-19 asupra economiei Romaniei, Guvernul a
prevazut efectul recesiunii ca fiind intre -1% si -3%. Banca Mondiala (BM) l-a corectat catre -
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3,8 % iar Fondul Monetar International a estimat un procent de -5% in anul 2020. Se spera ca
dupa acest declin sa urmeze o crestere economica de 3.9% In anul 2021. Un alt sector destul
de afectat va fi piata muncii care va suferi un dezechilibru major. Rata somajului va ajunge in
anul 2019 1a 3,9% iar in anul 2020 la 10,1 % urmand sa se diminueze pana la 6% in anul 2021
(Neagu, 2020).

Concluzii

Situatia actuala nu este o criza economica "standard”, ca rezultat al unor dezechilibre
financiare, asa cum a fost criza economica din anii 2008-2009. Astfel, nu trebuie sa ne
raportam la ceea ce a fost, ci trebuie sa privim In perspectiva, la ceea ce va fi dupa aceasta
perioada "post-coronavirus” - economia si societatea. Actuala criza economica-corona, ne-a
gasit cu deficit bugetar destul de mare si a culminat cu solicitarea de reexaminare a bugetului
pentru 2019.

La nivel global, nu s-au identificat solutii standard care sa functioneze, dar pot fi sprijinite
instrumente comune, mai ales la nivelul UE, in cadrul careia, economiile tarilor membre au un
grad ridicat de integrare, fapt care conduce cdtre armonizare si mix nagional adecvat intre
politicile fiscale, bugetare si politicile monetare.

Ca si posibile solutii de relansare sub aspectul discutiilor ale economiei pot fi
directionate catre cateva directii:

e Criza de sandtate publica este foarte importanta si primordiala. Rezolvarea acesteia
ar conduce la scaderea incertitudinii si temei oamenilor, pe care acestia o traiesc cand este
vorba de viata si sdnatatea acestora. Odata cu aceasta, oamenii ar fi plini de optimism si
pozitivism, ceea ce ar permite relansarea cererii. Este un proces greu In actualul context si
este nevoie de resurse financiare,umane si tehnologice pentru a duce aceasta lupta cu Covid-
19. Este foarte probabil ca problemele de sanatate publica sa nu dispara foarte curand iar
solutia medicala certd (vaccin si/sau tratament) si intarzie si apard. In aceste conditii, va
trebui sa invatam sa convietuim cu acest coronavirus. De aceea vor trebui asigurate resursele
financiare pentru ca infrastructura medicald, umana si tehnologica, sa poata duce aceasta
lupta de anduranta psihologica impotriva Covid-19.

e O alta directie ar fi aceea care vizeaza luarea unor masuri de catre Guvern
fundamentate corect: obiective, transparente care sa furnizeze solutii viabile mediului de
afaceri si nu numai in vederea cresterii acestora. Investitorii vor initia noi proiecte doar in
momentul in care apar semne certe de revenire ale economiei. Astfel, este nevoie de
finantarea sectorului privat in primul rand prin asigurarea capitalului de lucru si apoi
investitii de dezvoltare. Sustinerea IMM -urilor, a fermierilor, garantarea creditelor sunt
foarte importante.
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Abstract. The purpose of the paper is to present the e-government as a step for progress of local
public administration reform in Romania. The paper presents the assessment of online services for
the Social and Medical Assistance Directorate (DASM), Cluj-Napoca, using the case study method, the
advantages of the online services, the advantages and disadvantages of the on-line services and the
ways to improve online services.

Previous research mentions that the public administration reform in Romania is a very complex
process, influenced by many factors: political, economic, socio-cultural, technological factors. The
evolution from a communist administrative system to different paradigms - NPM or NPG - in
Romania is not an easy one. From March 2020 until now, local authorities have tried to adapt the
services offered to citizens, ensuring the possibility of on-line services. The results of the study case
about DASM Cluj-Napoca will offer information about the evolution of e-government — as a step of
local public administration reform, in the actual context in Romania.

Keywords: public administration reform, NPM (New Public Management), NPG, e-government,
on-line services

Introduction
The reason for choosing this theme for the paper is because e-government in the
context of the COVID-19 pandemics is an essential element for assuring access for citizens to
public services needed for improving the quality of their life. The originality of the paper is
given by the fact that the assessment of e-government on this period has not been done for
the Social and Medical Assistance Directorate (DASM) from Cluj-Napoca city.
The research questions for this case study are:
1. Is the e-government assuring easier access for citizens to the services offered by
the local authorities - especially by DASM?
2. Does e-government determine an ascendant trend for citizens' trust in local
authorities?
3. Is the e-government a tool for improving the quality and performance of public
services offered by DASM?

Theoretical framework
The concept of e-government is ,the use of technology to improve the access to
administration services, distributing them to citizens and business environments. E-
governance is seen as an innovation, a technological change of the link between governors
and citizens, for increasing their satisfaction(Lupsan, Maftei, Bocaniala, Coman, 2011, p. 998).
E-government has been identified, since 1990, as an international indicator for New
Public Management (Pollit and Bouckaert, 2000, p. 18). The same authors mention that
,<rapidly developing information technologies could revolutionize public sector productivity,
provide citizens with faster, better information and access to services and even participatory
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democracy “ that e-government ,reinforces traditional bureaucratic hierarchies“ and also that
e-government ,facilitate the NPM“ ( Pollit and Bouckaert, 2000, p. 7).

Defining e-government as a tool for New Public Management leads to consideration of
the e-significant government's effects on the growth of more effective and highly functional
services for citizens, with quicker access, despite public servants' work schedule or even the
position of citizens seeking public services from local authorities. The European Union defines
e-government as: ,the use of Information And Communication Technologies (ICTs), in public
administration combined with organizational change and new skills in order to improve
public services and democratic processes and strengthen support to public policies”
(European Commission, 2003).

In Romania, according to Digital Government Factsheet 2019 (Romania), has legislation
related to digital government, especially for the side that needs to be implemented by local
public authorities:

- Law no. 544/2001- on Free Access to Information - provide the ,free and

unrestrained access to information of public interest “.

- Emergency Ordinance no. 41/2016 - mention the obligation for public authorities,

on request from citizens, to accept documents in electronic format.

The National Strategy for Digital Agenda for Romania - 2020- mentions the e-
government as an area of action which aims to increase efficiency and reduce costs in the
public sector by modernizing the administration. The strategy also establishes as an indicator
for 2020: at least 35% of people use an e-government system (The National Strategy for
Digital Agenda for Romania 2020).

The COVID-19 pandemic had a major impact on how people used technology to access
and get social services from local authorities, as it was the only way to do so during March and
April 2020. Previous research mentions that the public administration reform in Romania is
an extraordinarily complex process, influenced by many factors: political, economic, socio-
cultural, technological factors. The evolution from a communist administrative system to
different paradigms - NPM or NPG - in Romania is not an easy one.

Furthermore, many studies on the topic of e-government are focused on citizen
satisfaction with local government online services as well as citizen faith in local
governments. Welch mentions in the research ,Linking Citizen Satisfaction with E-Government
and Trust in Government' that: ,the interaction between trust and satisfaction is recursive:
trust leads to satisfaction and vice versa“ (Welch, Hinnant, Moon, 2004, p. 377). In Romania,
more than 87% of municipalities offered some online services to citizens or companies, and
most of them offered more than one (Urs, 2018, p. 128).

Methodology

In order to assess the progress of e-government made by the local authorities, especially by
the Social and Medical Assistance Directorate (DASM), there were used different methods.
Social and Medical Assistance Directorate is a public service, being a part of the Local Council
of Cluj-Napoca City.

First, the website of Cluj-Napoca City Hall was analyzed and the website of the Social
and Medical Assistance Directorate. On the first website - www.primariaclujro - are
mentioned the online services - online payments on ghiseul.ro, scheduled weddings,
payments for parking, online forms to plan the id card and also other 120 digital methods
which can be very useful. The application MyCluj could also be used for suggestions and
objections.

During the pandemic, social services were provided using an online form of ephone,
WhatsApp, Zoom, and the new Cisco Webex Meeting, which was introduced in August 2020, in
order to comply with local and central authorities' safety procedures.
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For the research of e-government, a short questionnaire with 5 questions had been
applied to the employees of DASM. The respondents’ range in age, from 26 to 52 years old, a
percentage of 77,7% are women, with university studies 44.4%, 22% master’s degree and the
other postgraduate studies.

Question No. 1: "How has the department's service to individuals been ensured?" 66%
of respondents indicated the facilities were available online, while 33.3% said they were
offered a mix of services.

Question No. 2: "Explain the benefits of using online services." The following benefits
were mentioned by the respondents: social distance, being connected with the beneficiaries
and their parents, the ability to continue the therapeutic program at home, preventing the
beneficiaries from regressing, a simpler way to communicate with the clients, involving the
parents or legal representatives in the therapy of the children with disabilities, and a flexible
work schedule for the disabled children.

Question no.3:,, Mention the disadvantages of using the services online. “

The respondents identify the following disadvantages for using social services online:
the efficiency of the recovery program is not the same, the online is a cold and distant
approach, you only send and get documents and not knew directly the person who sends
them, repeated sending of documents and phone discussions to complete the necessary
documents for accessing the services, work hard because some of the citizens do not have
technical skills, equipment problems, technical difficulties, the therapist depends by the action
done at home by the parents of children with disabilities, loss of the quality in social services,
overburdening of the parents and also that results are difficult to be assessed.

Question no. 4: ,Do you think that assuring the services online, contributes to quality
growth of the services offered by DASM?“

The percentage the same for all three responses: no, I do not know, and others. The
respondents indicated the following under "other": online services determine quality only for
select DASM-assured services, online is not for social services, and online-only provides the
ability to work for the center/local government institution.

Question No. 5: "On a scale of 1 to 5, how much do you think the citizens' level of
confidence in DASM's social services is?" 55.5% of respondents feel that residents have a
medium degree of confidence in DASM's social services, while 22.2% have a high level of trust,
and the rest of the respondents did not react to the question.

Conclusions
After analyzing the online services from the Social and Medical Directorate and also the
website of the institution, we can answer the research questions:

Is the e-government assuring easier access for citizens to the services offered by the local
authorities - especially by DASM?

Citizens have simpler access to digital services, but according to the downsides of
online services noted by respondents, this access is impacted by citizens' equipment, technical
skills, as well as the needs of people who demand social services from local authorities, many
of whom are from marginalized communities.

Does e-government determine an ascendant trend for the trust of the citizens in local
authorities?

According to the responses gathered from DASM workers, people's belief in DASM's
social services is increasing, although there is no major change in the evolution of citizens'
trust in social services. The trust is, like it is mentioned before in the paper, related to the
satisfaction of the citizens, because if you are satisfied with the services that you access from
local authorities, you will have more trust in the local authority and their employees.

Is the e-government a tool for improving the quality and performance of public services
offered by DASM?
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According to the answer of the employees, the quality of public services grew only for some
services from DASM. According to the employees, those who work with children with
disabilities said that is not an ascendant trend regarding the quality because the therapies
done online have not the same quality.

The e-government can be seen as a tool for the progress of public management reform
in Romania, but there are many things to do, in order to see the positive results that can be
obtained with e-government, at the local and central level in Romania.

E-government in the local authority of DASM has a fast evolution, especially in the last
months of 2020 but is necessary an exceptionally good collaboration between the authorities
and the citizens: this collaboration needs particularly good technological skills, technological
types of equipment, clear procedures regarding online services. The resources should be used
properly for assuring courses for improving the citizen's skills to use online services and
websites and to assure the necessary equipment.
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Abstract. This paper is about strategic institutional communication during the pandemic
state of emergency in Romania. The author of this paper will analyze the communication made by
the President of the country, the Ministry of Health, the Ministry of Internal Affairs and the Strategic
Communication Group. The main communication channel analyzed was represented by the
Facebook pages of the four institutions. Some of the elements analyzed were the number of
reactions, comments, distributions, the type of posts but also the way people perceived them. In the
introduction, the author of this paper talks about social media and how the strategic institutional
communication from the beginnings of social media until now. The research method applied is the
questionnaire, conducted on a group of young people aged between 18 and 24 years. In conclusion,
the author of this paper will highlight the way in which the institutional strategic communication
was perceived in the analyzed period, March-May 2020.

Keywords: Coronavirus, Pandemic, Romania, President, Health, Communication

Introducere

Acest studiu evidentiaza modul in care a fost perceputa comunicarea strategica institutionala
realizata de cele patru institutii - Presedintele Romaniei, Klaus Iohannis; Ministerul Sanatatii;
Ministerul Afacerilor Interne si Grupul de Comunicare Strategicd - in perioada stdrii
pandemice de urgentd, intre 9 martie - 22 mai, pe canalul de comunicare reprezentat de
paginile de Facebook ale institutiilor. Scopul lucrarii 1l reprezinta intentia de a clarifica
importanta comunicdrii strategice In perioade de criza, dar si de a vedea modul in care
oamenii percep comunicarea strategica si cat de ierarhizata este aceasta.

World Wide Web, solutie de retea limitata cu inceputurile sale in 1991, era foarte
limitat in utilizare datorita capacitdtilor digitale din acea perioadd, dar si din pricina
raspandirii restranse si de numarul mic de persoane care au inteles nevoia de a participa in
mod activ la faza de implementare, de creare a continutului necesar pentru dezvoltarea Web-
ului. Social media este instrumentul care a resetat zeci de ani de evolutie umana catre o
societate mai deschisa, transformand-o intr-o societate digitalizata, fara foarte multa
interactiune reald, In care singuratatea voluntard, un fenomen psihologic care era considerat
tulburare psihici, este acum din ce in ce mai des intalniti. In cele din urma3, social media
ajunge sa fie o ,modalitate conversationald, care poate fi distribuitd, de generare, diseminare
si comunicare de continut Intre comunitati” (Ali, 2017).

Social media este parte din ceea ce numim web 2.0, fiind motorul care a schimbat
considerabil maniera in care comunicam si interactionam cu cei din jur. Daca in cazul web 1.0
exista putini creatori de continut, iar majoritatea utilizatorilor sunt doar consumatori
(Cormode, G., & Krishnamurthy, B., 2008), in era web 2.0, comunicarea nu mai este atat de
unidirectionald. In ceea ce priveste ierarhia retelelor sociale, Facebook are o coti de piatd de
2,3 miliarde de utilizatori, dar incepand cu 2018, nevoia de platforme de socializare nisate
continua sa creasca (Bailey, 2018). Social media raspunde nu doar la intrebarea ,ce face X?”, ci
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si la ,cum mai este X?”. Odata cu cresterea numarului de creatori de continut creste si nevoia
de curatori sau mecanisme curative, pentru a verifica intr-o oarecare masura lucrurile ce
ajung sa fie postate pe Internet (Harvey, 2018).

Din ce in ce mai multe domenii inteleg relevanta social media, cum ar fi jurnalismul,
politica, sanatatea, psihologia, educatia, cercetarea, dar si inteligenta artificiala. Social media
nu doar ca a schimbat modul in care comunicam si interactionam iIntre noi, dar are puterea sa
destrame legaturi sau sa dezminta credinte, totul in functie de cum este administrata pagina,
de aceea cei din spatele ei trebuie sa fie indeosebi atenti pentru a nu isca scandaluri
mediatizate in online (Edward, 2014).

Comunicarea strategica

Comunicarea strategica presupune existenta unei relatii de cauzalitate intre activitatile de
comunicare si finalizarea obiectivelor organizatiei (Potter, 1999). Sintagma de ,comunicare
strategica” a devenit cunoscuta publicului larg indeosebi in anii 1920, fiind folosita initial in
guverne si armata (Freberg, 2019). Comunicarea strategica reprezinta o acumulare de metode
concentrate pe corelatii, stabilind noi linii pentru analize interdisciplinare. Astfel,
comunicarea strategica reprezinta practicarea unei comunicari intentionate pe care un agent
de comunicare o desfasoara public in numele unei entitati, cu scopul de a atinge diverse
obiective stabilite (Holtzhausen, 2013).

Comunicarea de criza se realizeaza ca o anexa a comunicarii strategice (Eriksson,
2012). In comunicarea de crizi existd o colectie de practici care ii ajuti in eforturile lor de a
atinge o gama larga de rezultate. Comunicarea de criza avanseaza In continuare si trebuie
vazutd ca o directie critici a comunicdrii strategice. In acest sens, Mintzberg sustine ci
,strategiile sunt atat planuri de viitor, cat si modele din trecut; strategiile nu trebuie sa fie
deliberate - pot aparea si ele; strategii eficiente se dezvolta in tot felul de moduri ciudate; a
gestiona strategia Inseamna a crea gandire si actiune, control si Invatare, stabilitate si
schimbare” (Mintzberg, 1985). Utilizarea retelelor sociale drept canal de comunicare in criza
impune noi norme care trebuie respectate; drept exemplu, intr-o perioada era considerat
necesar ca mesajele postate pe Facebook sa aiba o nota individuala, ele fiind cele care
atrageau cel mai mult urmaritorii paginilor.

Raspandirea activitatii in mediul online a avut un efect remarcabil In intreaga lume. De
la a ajuta la interconectarea indivizilor pana la a fi un impuls in acte caritabile, retelele sociale
schimba continuu punctul de vedere si relatia pe care oamenii o au cu mass-media, dar si intre
ei. Timpul petrecut in online, incluzand comunicarea interpersonald, bloguri, materiale video,
forumuri si altele, este utilizat pentru a realiza o comunicare unicd, dar bidirectionala intre
oameni, retele si organizatii.

Pentru analiza comunicdrii strategice institutionale in perioada starii pandemice de
urgentd pe teritoriul Romaniei, Intre 9 martie si 22 mai 2020, s-au folosit atat sondajul de
opinie, prin chestionar, cat si studiul de caz. Chestionarul legat de perceptia comunicarii
strategice efectuate de cele patru institutii: Presedintele Romaniei, Ministerul Afacerilor
Interne, Ministerul Sanatatii si Grupul de Comunicare Strategica are 417 respondenti, dintre
care 51% barbati, iar 49% femei, cu varste cuprinse intre 18 si 24 de ani.

In al doilea rand, studiul de caz reprezinti o metoda de cercetare longitudinald,
intrucat studiaza si observa evolutia fenomenelor In decursul unei anumite perioade de timp.
In cazul lucrdrii de fatd au fost analizate paginile Presedintelui Romaniei, Ministerului
Sanatatii, Ministerului Afacerilor Interne si Grupului de Comunicare Strategica in perioada 9
martie - 22 mai 2020. Printre elementele observate se numara: numarul reactiilor per
postare, al comentariilor, distribuirilor, dar si clasificarea comentariilor in comentarii lasate
de femei sau de barbati. Mai mult decat atat, vom observa si traiectoria paginilor de la
inceputul stdrii de urgenta pana la finalul acesteia: cum a evoluat numarul aprecierilor si unde
se situeaza pagina In raport cu celelalte.
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Analiza comunicarii strategice institutionale

Comunicarea strategica reprezinta instrumentul care ajuta la facilitarea transmiterii
informatiilor de catre o institutie sau o asociatie catre un anume public tintd, cunoscut de la
inceput, avand ca scop transformarea mesajului Intr-unul inteles de cat mai multi oameni
(Hallahan, 2007). Chestionarul aplicat a avut 35 de intrebari care vizeaza maniera In care au
vazut respondentii comunicarea strategica realizata de catre cele patru institutii: Presedintele
Romaniei, Ministerul Sanatatii, Ministerul Afacerilor Interne si Grupul de Comunicare
Strategicd. Intrebdrile chestionarului au fost diverse, cu raspuns de tip alegere multipld sau cu
raspuns deschis; In prima parte au vizat comunicarea strategicd cu privire la noul
coronavirus, iar cea de-a doua parte s-a axat pe datele respondentilor cu privire la mediul de
provenientd, varsta si ocupatie. Numarul total al respondentilor a fost de 417, 49% dintre ei
fiind de sex feminin, iar 51% de sex masculin; totodata, respondentii se Incadreaza intre 18-
24 de ani, 78% dintre acestia fiind studenti.

Intrebdrile la care tinerii au raspuns pot fi clasificate in mai multe categorii, cum ar fi in
ce mod comunicarea strategicd a celor patru institutii pe tineri i-a determinat sd respecte
mdsurile?, unde se situeazd acestia privind sdndtatea fizicd/psihicd in raport cu ceilalti?, care
sunt lucrurile pe care le fac fatd de ceilalti pentru prevenirea coronavirusului?, informatii
personale. E relevant faptul ca acest chestionar subliniaza ca acum comunicarea strategica nu
se mai realizeaza prin ,viu grai”, ci cu precadere prin intermediul retelelor sociale, care sunt
din ce in ce mai digitalizate (Cmeciu, 2016).

Chestionarul efectuat are ca scop clarificarea mai multor aspecte ce tin de comunicarea
realizata de cele patru institutii In aceasta perioada, si anume modul in care tinerii cu varste
cuprinse intre 18-24 ani percep principalele informatii transmise (masuri si recomandari), cat
de mult sunt influentati de catre acestea, procentul in care institutiile analizate sunt
principalele sursele la care respondentii apeleaza In prima instanta In raport cu alte surse,
cum ar fi presa, familia, prietenii, informatiile primite pe Whatsapp etc, dar si procentul in
care tinerii considerd ca fac mai multe lucruri pentru prevenirea noului coronavirus decat
ceilalti. Totodata, putem observa faptul ca oamenii se incred in informatiile care provin din
surse oficiale (MAI si MS fiind principalele surse de informare pentru 93%, respectiv 87%
dintre respondenti), dar si In informatiile cel mai usor accesibile, adica stirile.

In ceea ce priveste analiza de continut, au fost analizate toate postdrile Grupului de
Comunicare Strategicd, Ministerul Sanatatii, Ministerului de Afaceri Interne si Presedintelui
Romaniei din data de 9 martie 2020 si pana in 22 mai 2020, pe toata perioada starii de
urgenta. Canalul de comunicare analizat a fost reprezentat de paginile de Facebook ale
institutiilor mentionate.

Putem remarca, in prima instantd, modul in care fluctueaza numarul de postari de la o
institutie la alta: in timp ce Presedintele Romaniei, Klaus Iohannis, are nu mai mult de 50 de
postdri in aceasta perioada, Ministerul Sanatatii a postat de aproximativ 500 de ori, acestea
fiind cele doua ,extreme”. Postdrile lui Klaus Iohannis respecta criteriile impuse unei
personalitati politice In online, astfel ca textele sale sunt echilibrate si usor de inteles, pentru a
fi intelese de cat mai multi oameni (Enli, 2013). Majoritatea postarilor Presedintelui au atat
continut text, cat si suport vizual, fie el fotografie sau videoclip. Ministerul Sanatatii are nu mai
putin de 502 postadri in aceasta perioada, iar majoritatea postdrilor sunt de tip buletin de
presda / informare de presa. Numarul reactiilor este divers, unele postari avand mii de
aprecieri, altele poate chiar si 10 sau 15 aprecieri.

Ministerul Afacerilor Interne a insumat in perioada data 472 postari, avand relativ cele
mai putine reactii/postare, dar si cele mai putine reactii negate. Sunt prezente comunicate si
informari de presd, dar si diverse videoclipuri cu recomandari, de exemplu. Grupul de
Comunicare Strategica a avut in aceasta perioada 287 postdri, avand, pe langa buletinele si
informarile de presa, si postari mai diverse, in care multumeau eroilor din linia intai sau
vorbeau despre povestile lor, de exemplu.
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Cele patru pagini s-au axat pe aceleasi lucruri, abordandu-le totusi in moduri diferite;
daca Ministerul Sanatatii pune cel mai mare accent pe informatia factuald, nu pe modul in care
este ea prezentatd, Presedintele Romaniei prefera sa aiba mai putine postari, dar scrise intr-o
maniera elevatd, detaliata, fara greseli de ortografie si cu diacritice. Unele postari ale paginilor
se abat de la subiectul coronavirus, prezentand alte lucruri relevante la nivel de stat, dar
majoritatea sunt in stransa concordanta cu pandemia de coronavirus. Grupul de Comunicare
Strategica are mai multe postari tip, cum ar fi cele cu Misiunile zilnice de salvare, prin care se
fac cunoscute principalele misiuni de salvare din ziua precedentd; acest tip de postare are
totusi destul de putine reactii. Daca Grupul de Comunicare Strategica si Ministerul Afacerilor
Interne apeleaza si la postari care sunt menite sa ,detensioneze” atmosfera creata de postarile
legate de coronavirus, paginile Presedintelui si Ministerului Sanatatii s-au rezumat doar la
postari legate de pandemie. Tendinta principala a oamenilor este sa reactioneze mai pozitiv la
postdrile mai putin sobre, cum ar fi postdrile de tip Intrebare-raspuns, de exemplu cele legate
de vitamina C sau de tratamentele homeopate. Raportul femei-barbati in ceea ce priveste
comentariile ldsate pe cele patru pagini este de 3:1. Totodata, este relevant si faptul ca
postdrile celor patru institutii aveau mai multe aprecieri la inceputul pandemiei, decat spre
mijlocul lunii mai, de exemplu; autorul acestei lucrari considera ca un asemenea
comportament sugereaza cat de Insetati erau oamenii de informatii la Inceput, sete care s-a
diminuat odata cu trecerea timpului.

Astfel, paginile institutiilor au avut scopuri comune, In principal informarea oamenilor
cu privire la numarul cazurilor de coronavirus in targ, transmiterea recomandarilor si noilor
ordonante si legiferari. Desi au la baza aceleasi informatii, ce difera este modul in care acestea
sunt impachetate si livrate publicului. Toate postarile celor patru institutii sugereaza si
intaresc ideea care sustine cda ,comunicarea strategica devine vitala in propagarea
reprezentarii imaginii dorite” (Pinzariu, 2018), dar si faptul ca fiecare institutie are nevoie de
o comunicare strategica eficienta si organizata pentru a transmite mesajele dorite (Pinzariu,
2018).
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Abstract. The higher education vision is changing across Europe. In 2017, leaders of the
European Union gathered at the Gothenburg Summit underlined once more the importance of
creating common education spaces in order to develop networking, raise international
competitiveness and increase the exchange of students and academic staff, among other subjects
under discussion. Romanian universities are already competing at a global level to attract more
students and funds in order to reach a better position in the education market. For public
universities in Romania this represents a swift in mentality to a more entrepreneurial approach in a
variety of activities.

International mobilities represent an important academic indicator for performance at
university level. To this end, educational institutions are allocating important resources to expand
the numbers of beneficiaries, to increase the network of partners and to make the local academic
brand more attractive.

In this paper, 1 would like to submit to attention a research concerning the most significant
factors which influence students’ decision in choosing a host university for their mobility or full-time
studies. The data was gathered through a survey and four focus groups composed of international
students at Babes-Bolyai University. There were 116 respondents to the 2018 survey, 342 repondens
to the 2019 survey and 60 participants to the focus groups organised at university level.

The purpose of the research is to adapt the way we promote the university academic offer
taking into consideration the new academic market tendencies, approaching the international
component from an entrepreneurial angle in order to achieve better results.

Keywords: higher education, international mobilities, Erasmus mobility

Introduction

Higher Education institutions have an important role in the evolution of society by
offering quality services through academic activities, research, civic involvement,
international networking etc. Universities change alongside society, thus being forced to
adapt to all the transformations in the same rhythm, offering performant academic programs,
important for the individual development of both employees and graduates. The
reorganization and evolution of universities represent necessary activities that should be
performed continuously as society is changing, forcing educational institutions to cope faster
with such changes.

The European strategy for education has refocused in the last five years, targeting
more cooperation between universities, integrated long-term joint academic programs, joint
research activities and exchange programs. The role in society and its evolution is increasing
for higher education institutions, as education and research are fundamental for different
other European strategies. In 2017, during the Gothenburg Summit, the importance of
creating common education spaces as a solution to tackle different academic challenges at the
European level was underlined. There is a competition among higher education institutions to
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join different prestigious networks in order to access European funds and to offer common
educational spaces.

International cooperation between universities all around the world has a long
tradition, being an important factor of academic development and generator of essential joint
projects. The European education frame has changed a lot in the last 30 years as a result of the
implementation of different European financial funding programs such as: Horizon 2020, Jean
Monnet, Erasmus, Erasmus Mundus, Knowledge Alliances etc. Joint programs and research
have become more a formality than an exception, as well as the fact that graduates have
studied at least one semester abroad. As education changed, the opportunities offered to the
academic staff and students increased considerably.

The number of mobilities and the implementation of the projects is important
indicators in international rankings. The increase of international relations activities at
universities’ levels generates a different approach in university branding and marketing as
there is a competitive educational market. Higher education institutions must adapt to new
marketing trends in order to remain competitive and to increase the efforts put in developing
branding strategies targeting a more private-sector approach than the one used until now. In
order to cope with the new trends, higher education institutions have changed their strategies
to be more attractive in the newly competitive market.

This paper is a result of a research that was generated by the need to find out how we
can improve the dissemination strategy in order to adapt the promotional campaigns to the
changing needs of the beneficiaries and thus attract more international students.

Literature review
Even though the research regarding the universities' marketing strategies is just starting to be
attractive in academia, some studies approach this topic from different points of view.

There are several studies (Bruce, 1989; De Wit, 1995; Luttikhot, 1989; Waeraas & al.
2009; Cernicova & al.,, 2013; Mampaey & al, 2015; Lomer & al. 2018) that try to define the
university branding and its increasing importance in making connections between the
universities, networking, international relations, media, and community. Other studies
correlated the brand notion at the university level, considering the students as clients,
measuring their degree of attachment to a specific brand and their commitment to it (Dennis
& Papagiannidis, Alamos, Bourlakis, 2016; Sramova, 2015). Kimberly M. Judson, Timothy W.
Aurand, Linda Gorchels and Geoffrey L. Gordon analyzed the clarity of the message sent in
order to build the university branding while other authors emphasize the fact that all
employees must assume and identify with the brand (2008). Other authors (Bagautdinova et.
al, 2015; Pavel, 2015, Judson et al,, 2008) emphasize that the brand must be developed at an
internal level and has to be promoted both internally and externally. The importance of
university branding is more relevant in the global competition in recruiting students,
especially when hundreds of universities participate at the same fair. Some authors (Ilies,
Farcas, 2013) highlight the importance of better strategies for promoting academic programs,
teaching methods, and other academic aspects relevant to potential students.

Romanian universities are already deeply involved in the global competition for
more students and funding that would enable them to gain a better position in the education
market. Public universities in Romania have adapted their approach, incorporating an
entrepreneurial framework in analyzing and constructing the marketing strategy at the
international level.

Methodology

This paper is the result of a study conducted for two years having as the main purpose to
analyze the degree of satisfaction of the incoming students at Babes-Bolyai University,
Romania, regarding the promotion channels, the dissemination tools, and the contents of
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materials. The study had as a main priority obtaining relevant data in order to adapt the
international recruiting strategy of the institution to the new tendencies.

The research tried to find answers to the following questions:
Q1. Which are the main factors that influence a student's decision in choosing the host
university?
Q2. Are the factors changing from one year to another?
Q3. Is social media the best channel to promote the university's offer?
Q4. Which is the information most relevant for students when they are choosing their host
university?

The answers to the questions mentioned above are important for creating a new
marketing strategy to better promote the academic offer to potential students. The content
and design of the promotional materials must be adapted to the actual needs taking into
consideration several factors.

The data collected consisted of applying questionnaires and conducting focus group
discussions with international students at Babes-Bolyai University. The survey asked the
participants questions regarding the factors that influenced their decision to study at Babes-
Bolyai University, they were asked to evaluate the dissemination tools that are currently used
and to rank the social media that they use for information. During focus groups, students were
asked to tell their opinions regarding the promotional materials that Babes-Bolyai University
is using at this moment and their experience in using them.

The data were collected in three phases: a survey applied in 2018 having 116
respondents, the same survey applied in 2019 with a number of 342 respondents and 4 focus
groups with a total number of 60 participants. The research was conducted in three steps in
order to see if there are major changes from one year to another in students’ responses. The
sample group was composed of the international students enrolled at Babes-Bolyai University
in the academic years 2018-2019 and 2019-2020 studying in English, Romanian, Hungarian,
German and French. Most of the respondents (74,18%) have ages between 18 and 25 years.
As a country of origin, the respondents were from the European Union, USA, China, Israel,
Moldova, Morocco, Jordan, Laos, Peru, Turkey, Kazakhstan, Turkmenistan, Cameroon,
Uzbekistan, Egypt, Ecuador, Nigeria, Thailand, Vietnam, Tunisia, etc. The analysis of the level
of the study showed that the target group was composed of 61,26%, bachelor level students,
34,78% master students, 3,95% Ph.D. candidates.

The sample group for the first survey (2018) was composed of gender representatives:
54,35% female and 45,65% male. The students were enrolled as: Erasmus students from
program country 39,22%, Erasmus students from partner country 25,49%, inter-university
agreement 11,76%, Free mover students 3,92%, Romanian government scholarship holders
13,73% and self-sponsored students 5,88%, full degree students.

The sample group for the second survey (2019) was composed of gender
representatives: 52,96% female and 47,04%. The students were enrolled as: Erasmus
students from program country 64,50%, Erasmus students from partner country 12,21%,
inter-university agreement 3,44%, Free mover students 0,76%, Romanian government
scholarship holders 5,73% and self-sponsored students 12,60%, all of them full degree
students.

Findings

This research had the purpose to analyze the dissemination channels, the relevance of the
content of the promotional materials and the factors that motivate the students to choose a
host university. The students’ responses underlined again that students’ decision is influenced
by the prestige of the university, the teaching languages, and curricula. However, the study
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generated a surprising result: the fact that the multicultural character of the city is more
important than the university data. More interesting is the fact that this result was identically
for both surveys. Another interesting aspect was the value of the fees which appears to be less
important as it can be observed in the graphic below.
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Figure 1. Answers to the question: What determined you to come study at Babes-Bolyai University?

The analysis of the source of information highlighted the fact that the university
website is the most important channel for dissemination of the information: 64,66%
responses (2018), 71,93% responses (2019); followed by friends/acquaintances 44,83%
responses (2018), 40,64% responses (2019); social media 14,66% responses (2018), 44,15%
responses (2019); ads on students’ groups 21,55% responses (2018), 18,13% responses
(2019). It can be noticed that the highest jump in the information channels is regarding social
media usage in choosing the host university.

Another objective of this study was to identify if students are interested in applying
to recruitment agencies as they are more present on the educational market offering services
in recruitment for students and promotion of the universities. The results underline the fact
that most of the students do not prefer to use recruiting agencies. Just 3.45% (2018) and
2.34% (2019) have responded that they would prefer to use recruiting agencies.

Another objective was to see the degree to which the students are satisfied with our
dissemination tools from the content and design point of view. The results, as presented in the
table below, show that the students who declared to have used the tools are more satisfied
than unsatisfied with them.

The promotional tool [ did not very good so and not that | notat
analyzed use good o) much all
Website Babes-Bolyai 6.55% 15.17% |46.21% | 1517% | 13.45% | 3.45%
University

Website Centre for 27.93% 11.72% | 38.97% | 13.10% | 6.90% 1.38%
International

Cooperation

Facebook Centre for 38.19% 12.85% |36.11% | 7.64% 3.82% 1.39%
International

Cooperation
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Facebook Erasmus 19.38% 2491% |42.21% | 10.03% | 2.42% 1.04%

Erasmus incoming 34.95% 14.88% | 35.64% | 10.38% |2.77% 1.38%
brochure

International prospectus | 39.10% 11.07% | 33.56% | 12.11% |2.77% 1.38%
brochure

Babes-Bolyai University 27.93% 16.90% |41.03% | 10.34% |2.07% 1.72%
Facebook account

Table 1. Answers to the question: Please state if you are satisfied with the content and design?

Another important aspect to verify was the degree of satisfaction of the students
regarding the Centre for International Cooperation webpage. The research tried to identify if
it is considered user-friendly by the beneficiaries.

In order to identify the social media platform, we should concentrate on, we asked
the students which one is used by them to obtain information. The results obtained are the
following: Facebook: 67,65% responses, Instagram: 17,65% responses, Twitter: 2,94%
responses, LinkedIn: 2,94% responses, Others: 8,82% responses. The surveys and the follow-
up focus groups revealed the fact that we need to make some changes regarding the
promotional instruments even though the answers showed that at this moment the
instruments of promotion are used and work, they do not satisfy 100% of the beneficiaries’
needs. The focus group discussions underlined the need for video tutorials, video testimonials
from alumni, video testimonials from enrolled students, and a more interactive way of
presenting the information.

Conclusions

Considering the continuous development of the academic marketing generated by the
competition on the global market, more research is needed to increase the impact of the
dissemination strategies. The increasing number of students enrolled in universities and
participating in international programs funded by the European Union creates the need to
find better solutions in disseminating and organizing the activities.

Even though this paper is about education, the academic offer is a service that is
promoted to potential clients, especially when the offer is not free of charge for all the
students. Higher education institutions, whether public or private, will try to attract the best
potential candidates to enroll in their programs and try to find better solutions to manage
related activities.

The results obtained in the study emphasize the fact that even though the methods
used at present are working, they need to be adapted to the changing needs of the
beneficiaries. The research shows that besides the factors we already were familiar with
(university prestige, curricula, teaching languages, etc.) the location of the university is
important in the decision process of the students. The content of the information materials
must be adapted and include more information regarding the location of the institutions and
the opportunities that students can have in that area. Also, the respondents to this study
considered Facebook more suitable to be used for information purposes, than the other social
media channels.

The students’ opinions do not change drastically from one year to another, however,
there are some new trends that must be taken into consideration. Universities must create
more interactive ways to promote the university and to inform the students. The results
obtained were taken into consideration at the institution level (alongside other research), and
some changes were already implemented faster than usual given that the activities were
mostly done online during the second semester of the academic year 2019-2020. The
research was also used to change the recruiting strategy at the university level and there was

50



an increase in the number of international applications received, especially from outside the
European Union.
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Abstract. In a constantly changing economic environment, there has been a growing demand for non-
financial reporting over time and the presentation of purely financial indicators is no longer sufficient for
stakeholders in decision-making process. The present study aims to review the most important moments
regarding corporate reporting practices and regulations on sustainability, environment and social issues
in Europe, from a voluntary to a mandatory non-financial disclosure. This is a good opportunity to
analyse the circumstances in which the non-financial reporting developed, reaching to be regulated only
in 2014 by the Directive 2014/95/EU.

In achieving the proposed objectives, we use a theoretical approach based on a review of scientific papers
on the evolution of non-financial reporting and by conducting a documentary analysis of documents
issued at European level in this regard. The global financial crisis has created the perfect circumstances
for European regulation to intervene in order to mandate non-financial reporting. The Directive
2014/95/EU is the first step to a mandatory reporting which requires the public interest entities to
present a minimum information relating to, at least, environmental matters, social and employee-related
issues, respect for human rights, anti-corruption and bribery matters, in order to increase transparency
in the EU Member States and consumer trust.

Keywords: Non-financial reporting, Directive 2014/95/EU, voluntary/mandatory reporting, EU
regulations, non-financial disclosure.

Introduction

In a constantly changing economic environment, the information presented by
companies to stakeholders has become an increasingly important factor in the decision-
making process of information users. The global financial crisis, unemployment problems,
employee welfare, fraud, climate change, global warming in recent years, have made society
and its actors more and more concerned with current social and economic order (Busco et al,,
2013). The global economy continues to evolve, and companies face global competition,
technological innovations and more regulation in response to financial crises and governance
(Dumay etal., 2016).

The traditional financial reporting model has failed over time to adequately meet the
stakeholder information needs, to assess the company's past and future performance in a new
century in which social and environmental issues are essential (Flower, 2015; Atkins et al,
2015). In this context, to respond to the current challenges, strong external pressures, global
constraints and stakeholder demands, corporate reporting is turning. Many companies are
starting to supplement their traditional financial reporting with non-financial information,
some of them do this thing voluntary and others because they are obligated to do that.

At the end of 2014, the European Union (EU) introduced Directive 2014/95/EU on the
requirement for non-financial reporting by EU companies. The provisions of this Directive
require the submission of non-financial information by enterprises with more than 500
employees from EU countries. These categories of businesses are required to report
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information on non-financial issues that relate to their business operations (Dienes et al.,
2016). The increasing attention in terms of social and environmental sustainability and
corporate social responsibility has led to the European Commission issuing Directive
2014/95/EU and then EU Guidelines 2017/C215/01 (EUG), to help European entities provide
adequate information to respond to the information needs of stakeholders (Manes-Rossi et al.,
2018).

The purpose of this paper is to review the most important moments regarding
corporate reporting practices and regulations on sustainability, environment and social issues
in Europe, from a voluntary to a mandatory non-financial disclosure, and to analyse the
circumstances in which Directive 2014 /95 / EU appeared.

Forms of non-financial reporting - a short presentation of the evolution of non-
financial reporting.

Thus, in the context presented above, there has been an increase in the demand for
non-financial information, and to meet a diverse range of information needs (other than those
provided by traditional financial reporting), different forms and reporting frameworks have
developed over time (De Villiers & Sharma, 2017). Until the last part of the 20th century,
reporting of non-financial information (presentation of social and environmental information)
was made through annual corporate reports (in the annual financial reports) (De Villiers et al,,
2014). Subsequently, the company's social and environmental disclosures were made more
and more in individual reports.

The lack of traditional reporting has led to the development of some forms of non-
financial reporting over time, such as Intellectual Capital (IC) reporting, corporate social
responsibility (CSR) reporting, sustainability reporting (SR). Dumay (2016) points out that
the rapid adoption of reports on intellectual capital (IC) has been overcome by adopting
Corporate Social Responsibility (CSR) reports and sustainability reports (SR), thus, becoming
common voluntary reporting regimes. Therefore, these reporting practices have developed as
common voluntary reporting regimes. In particular, the SR has developed having as a
framework for social and environmental reporting the Global Initiative Reporting (GRI)
standard, whose guidelines have become increasingly complex and have covered a wider
range of social, environmental, governance and sustainability reports.

Individual, social and environmental reports have become in time increasingly
complex and long-size because information on a wider range of non-financial issues has been
presented to respond to the alleged information needs of several stakeholders (De Villiers et
al, 2014). Due to the fact that the reports were very detailed and contained a lot of
information about companies' practices and social, environmental and economic policies and
impacts, there has been an overload of information for the readers of the reports, making it
difficult for them to appreciate the links between all the information presented in the report
(Fries et al., 2010). More recently, possibly in response to the complexity and length of
individual reports, and since the environmental and social information in the annual reports
was not integrated with the financial information, some steps were taken in this regard, which
sought to integrate social, environmental, financial and governance information (Dey & Burns,
2010), in a single report, and the resulting practices became known as integrated reporting
(De Villiers et al, 2014). Many companies are beginning to supplement their traditional
financial reporting with non-financial information, and by combining these two types of
information (financial and non-financial) into one report, integrated reporting is born, which
seems to be the latest evolution of the various types of reports over time. This type of
reporting (integrated reporting) has attracted the interest of many companies that have
voluntarily started to report non-financial information to stakeholders, providing greater
transparency about how they engage in society and how they are doing their business. In the
literature, this kind of reporting is considered to be the evolution of the sustainability report
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(Mio, 2016). IR is mandatory in South Africa for listed companies, that must issue an
integrated report (Cheng et al, 2014). Meanwhile, the requirement / the obligation of
integrated reporting has developed in other forms in different parts of the world.

At the end of 2014, the European Union (EU) introduced Directive 2014/95/EU on the
requirement for non-financial reporting by EU companies with more than 500 employees
from EU countries. For the first time, non-financial information is a “part of a mandatory
reporting scheme for major companies globally” (Dumay et al., 2019).

Methodology

In order to see how non-financial reporting has evolved over time, we use a qualitative
methodology and a theoretical approach, going through as many scientific papers from the
literature, as well as various public documents and press releases.

As a working methodology, we pay special attention to the timing of events that have
contributed to the evolution of non-financial reporting in Europe, using as a strategy "causal
reconstruction”, highlighting the key factors that played an important role in achieving certain
conditions that led to observable results (Monciardini, 2016).

Non-financial information practices and regulations: from a voluntary to a mandatory
non-financial disclosure

The literature (Gray, 1996; Gray & Guthrie, 2007; Tilt, 2009; Testolin, 2019) shows that the
beginnings of sustainable accounting date back to the 1960s, when the concept of social
responsibility of business began to spread. The year 1961 marks the creation of the
Organization for Economic Co-operation and Development (OECD), which was created to
stimulate economic progress and world trade, currently involving 37 countries to identify and
develop best practices to find a possible solution for a sustainable growth (Testolin, 2019).
During this period there is talk about the social responsibility movement and about the
environmental movement, highlighted by various scientific papers published until the 1970s.

Since the 1970s, the European Union has turned its attention to environmental policies
and not only to these policies (Gaal, 2019). Across Europe there was a debate in the 1970s
about social reporting (Monciardini, 2017), and the period between 1970 and 1980 was
highlighted as a period in which social and environmental accounting was underdeveloped
(Mathews, 1997). During this period there was no regulation regarding environmental
accounting, and the natural environment remained one of the issues addressed by large
corporations in their voluntary reporting (Gray, 1996). However, researchers were
increasingly interested in these issues, especially concerned with what would be called "social
accounting” (Mathews, 1997).

The next decade (1981-1990) is marked by a growing interest in social accounting (at
the beginning of the decade) and by increased interest in environmental accounting (in the
second part of the decade). Although there has been an increased use of conceptual
frameworks, accounting standards and legal provisions, little of this accounting structure
applies to social and environmental accounting, which is largely independent of current
conceptual frameworks for accounting and financial accounting standards (Mathews, 1997).
In this decade the practice of sustainability reporting became an important move in 1987 with
the publication by the World Commission on Environment and Development (WCED) of the
report entitled "Our common future”, known as the "Brundtland Report"(Testolin, 2019).

This report promotes economic growth based on policies that support and expand the
environmental resource base, in order to improve the poverty that was spreading in the
developing world. Also, it promotes the idea that humanity is responsible for sustainable
development, and it is defined as follows: "Sustainable development is development that
meets the needs of the present without compromising the ability of future generations to
meet their own needs" (WCED, 1987, p. 41). Thus, humanity has a great responsibility,
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especially towards the environment: "The Earth is one, but the world is not. We all depend on
one biosphere for sustaining our lives"(WCED, 1987, p. 28).

The years 1990-2000 are highlighted in the literature as a period in which the first
attempts to implement CSR in practice took place (Bolotin, 2019). The 1990s marked the
beginning of a gradual process by which social sustainability began to spread more and more,
with the popularization of triple-bottom-line reporting taking into account economic, social
and environmental aspects of business performance (Tiron-Tudor et al., 2019; Monciardini et
al, 2017). In the following years (1991-1995) the attention paid to environmental issues
increased dramatically. However, there is little regulation to address social and
environmental accounting disclosures, which are not recognized and included in legal
requirements or in a conceptual framework related to financial statements (Mathews, 1997).

The early 1990s marked the EU's commitment to non-financial reporting (Maj &
Hawrysz, 2019; Dornean & Rusu, 2019; Gaal, 2019), which has been visible since the adoption
of the European Community Programme of policy and action in relation to the environment
and sustainable development - "Towards Sustainability” (better known as The Fifth EC
Environmental Action Programme) from 1992. However, this document only addresses
environmental issues, including proposals for initiatives in the area of accounting. In the same
year (1992), a crucial role in integrating CSR activities was played by the Rio de Janeiro
conference (The Earth Summit) dedicated to development and safety of environment (Bolotin,
2019; Pieragnolo, 2019; Testolin, 2019). This was the first progressive step towards
sustainable development through which representatives from different countries discussed at
this conference, in addition to environmental and sustainable development issues, also the
problem of common interests between enterprises and social issues (Bolotin, 2019).

A new model of sustainable development, being perceived as a tool to improve the
state of the environment, social efficiency and competitiveness simultaneously, was proposed
in The White Paper on Growth, Competitiveness and Employment (CEC, 1993) which
attempted to create jobs and improve resource efficiency (Hey, 2005). Also, the sensitivity of
the European Union towards the aspects related to sustainability is highlighted in the paper of
Carini et al. (2018).

The process of CSR integration is associated in the literature with various factors
(Bolotin, 2019) that appeared globally in the late 90s-early 2000s. These factors are
represented by the emergence of several reporting frameworks, standards and guidelines in
order to raise global awareness of the importance of sustainability and to increase the quality
of non-financial reporting (Testolin, 2019). One of these factors is the emergence of GRI in
1997 in the USA, which helps various stakeholders to identify the impact on environment,
society, corruption matters and human rights (Bolotin, 2019; Testolin, 2019). In terms of
social and ethical reporting, in 1999 a corporate social reporting standard AA1100 was
published to help companies in this regard (Bolotin, 2019). At EU level, Kinderman (2015)
notes that the first attempt to mandate non-financial reporting took place on 15 January 1999
by British Labor MEP Richard Howitt’s European Parliament resolution on non-financial
reporting.

In response to the issues of sustainability that have become increasingly discussed
around the world and the role of businesses in tackling them (Testolin, 2019), another
globally recognized standard appeared in the 2000s, namely the United Nations Global
Contact (UNGC). This is a principle-based framework for enterprises, which involves ten
principles in four areas: human rights, labour standards, environment and, anti-corruption
actions (Bolotin, 2019; Testolin, 2019). Also, in 2000 the Lisbon Summit organized by the
European Council took place, which was a development and action plan for the economy of
the European Union with the aim of sustainable economic growth and European economy as
the most competitive in the world where CSR was taken into consideration (Bolotin, 2019;
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Popescu, 2019; Dorean & Rusu, 2019). Following the Lisbon Summit, the European
Commission has begun to look more closely at CSR issues.

The European Union has been promoting the importance of CSR as part of its
sustainable development strategy since 1990, but especially after the Green Paper in 2001
(Dorean & Rusu, 2019; Popescu, 2019). As a result of the Lisbon Summit, in 2001, a Green
paper - Promoting a European framework for Corporate Social Responsibility - was presented
explaining concepts and elements related to CSR, and companies were encouraged to
transpose this concept into their activities voluntarily (Bolotin, 2019; Dorean & Rusu, 2019;
Pieragnolo, 2019). The concept of CSR has become a major area of interest for European
Commission members since 2001, when the European Commission has made suggestions to
companies to identify and consider all types of stakeholders and involve them in the activities
of companies, in order to understand their needs and to develop a sustainable management
(Popescu, 2019; Testolin, 2019).

Thus, in 2002, the European Commission presented a strategy calling for a new social
and environmental role for business in a global economy, focusing in particular on how to
promote CSR practices among small and medium-sized enterprises (SMEs), this
communication being called “Corporate social responsibility: A business contribution to
sustainable development.” (Broughton, 2004). Following this communication, in the same year,
an EU multi-stakeholder forum was set up to examine a number of issues related to CSR, such
as promoting innovation, convergence and transparency in existing CSR practices and
increasing credibility for achieving the EU's economic, social and environmental objectives
(Broughton, 2004).

The literature attests that the first attempt to regulate CSR reporting for European
companies was represented by the Account Modernization Directive 2003/51/EC
(Kinderman, 2015; Aureli et al., 2019; Borisova et al., 2019), which required the reporting by
companies (exempt SMEs) of environmental and employee issues, only if this is the case in
terms of understanding the development, performance or position of the company.

In 2004, the EU multi-stakeholder forum on CSR issued the final report, which
examined the following issues: knowledge, SMEs, development issues and transparency
(Broughton, 2004; Bolotin, 2019). Based on this report, in 2005, the Prodi Commission
prepared a draft CSR communication, which was rejected by the new Barroso Commission,
which decided to move the mandate for elaborating a new text from DG Employment (EMPL)
to DG Enterprise (ENTR), traditionally more 'business-oriented' (Monciardini, 2016;
Kinderman, 2015).

In 2005, the Lisbon Strategy was relaunched, which was an essential component of the
goal of sustainable development, namely improving welfare and living conditions in a
sustainable way for present and future generations (Popescu, 2019). By renewing the Lisbon
Strategy, the Commission has proposed a new beginning in order to ensure “stronger, lasting
growth and creating more and better jobs” (Commission of the European Communities, 2005,
p. 7).

Due to the demand by investors for reliable and comparable information, which takes
full account of social and environmental issues, in 2006 the “European Alliance for Corporate
Social Responsibility” was launched in order to ensure a sustainable market economy and
improve communication and values in the field of non-financial performance (Popescu, 2019;
Kinderman, 2015). This Alliance was supported by the European Commission, where
European companies of all sizes were invited to express their support voluntarily, in order “to
mobilize the resources and capacities of European enterprises and to make Europe a pole of
excellence on CSR” (European Commission, 2006, p. 1).

Following this Commission Communication on CSR in 2006, the EU Parliament
adopted a resolution calling on the EU Commission to extend legal obligations by creating a
list of criteria that companies must meet if they claim to be responsible (European Parliament,
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2007). At this request, the EU executive reaffirmed that CSR should not be regulated at the EU
level, CSR being voluntary, and as a result all NGOs abandoned the EU Forum for CSR.
However, this political debate took another turn in 2008, following the onset of the global
financial crisis (Monciardini, 2016).

The literature talks about the fact that the global financial crisis has created the perfect
circumstances for European regulation to intervene in order to mandate non-financial
reporting, this crisis being seen as the beginning of a CSR revolution (Aureli et al, 2019;
Dorean & Rusu, 2019) and as “a powerful catalyst as it weakened the legitimacy of business”
(Kinderman, 2013). Kinderman (2013) states that “The financial crisis produced a political
climate more favourable towards regulation, but not a paradigmatic or transformative shift”.
The negative effects of the crisis felt by the diminishing of non-renewable resources, climate
change, are some of the reasons why businesses need to present a sustainable and
responsible business model by disclosing both financial and non-financial information, to test
their code of social responsibility (Popescu & Banta, 2019). Thus, the importance of the
disclosure of non-financial information has increased more and more, especially in the field of
risk, after the global crisis (Leopizzi et al.,, 2019). This financial crisis has led to both financial
losses and loss of stakeholder confidence, and transparency has become an increasingly
important topic, bringing with it increasing investor interest in non-financial information,
companies being forced to present more and more information about their future activities
and plans (Nunes, 2019; Testolin, 2019).

According to Monciardini (2016), after the onset of the crisis, organized civil society
tried to push for a review of the EU's inadequate corporate responsibility strategy. As a result,
the European Coalition for Corporate Justice (ECC]J) was able to participate in the multi-
stakeholder forum for CSR, in exchange for a review of the EU approach to CSR, an agreement
reached in February 2009, and as a result they returned to the forum. In the meantime, the
ECCJ has prepared three legislative proposals, including one on transparency, which they have
sent to the European Commission, and which have been carefully examined. A second move
on CSR was made by financial analysts. Although the CSR community had grown dramatically
in recent months, there was a lack of a framework of reliable KPIs that prevented the
incorporation of ESG into investment analysis and decision-making, here was the role of
financial analysts. So, in March 2008, the DVFA (German Society of Investment Professionals)
launched a set of KPIs for ESG information, receiving an unqualified approval from the
European Federation of Financial Analysts Societies (EFFAS) therefore, obtaining the official
standard status of EFFAS. This framework, entitled "ESG Key Performance Indicators for
Environmental, Social and Governance Issues. A Guideline for Corporates on How to Report
on ESG and a Benchmark for Investment Professionals on How to Integrate ESG into Financial
Analysis" (revised April 2009; September 2010), was an instrument used in EU decision-
making, being highlighted as the first main framework adapted to the needs of investors. The
third crucial move was made by the EU Commission, which gradually changed its position on
CSR regulation, along with a part of the financial sector, as the number of supporters for
mandatory CSR had risen significantly (Monciardini, 2016).

In this sense, the first tangible sign that the European Commission has changed its
strategy in relation to CSR and in terms of regulation, as a consequence of the financial crisis,
was represented by EU Workshops on ESG disclosure hosted by Directorate-General
Enterprise and Industry (DG- ENTR) between September 2009 and February 2010. Thus, in
these workshops on company disclosure of environmental, social and governance (ESG)
information, the European Commission invited all stakeholders to participate, the final
conclusion being that the decision not to change EU policy would not be appropriate, given
the multiple sustainability challenges that require fundamental change, and the NFR
disclosure regime being poor or very poor (Monciardini et al.,, 2017; Kinderman, 2015). Also,
in 2009 another important step in terms of social responsibility took place with the London
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meeting hosted by The Prince of Wales' organization, Accounting for Sustainability Project
(A4S), where some of the key players in the field of financial and non-financial accounting
have laid the foundations of the first International Integrated Reporting Committee (IIRC)
(Monciardini et al.,, 2017; Testolin, 2019).

In March 2010, the European Commission launched a new agenda entitled "EUROPE
2020. A strategy for smart, sustainable and inclusive growth" with the aim of creating more
jobs and better lives, in order to recover from the financial crisis. Thus, “The Commission is
proposing five measurable EU targets for 2020 that will steer the process and be translated
into national targets: for employment; for research and innovation; for climate change and
energy; for education; and for combating poverty” (European Commission, 20104, p. 3).

In October 2010, the European Commission adopted a Communication on the Single
Market Act which emphasizes that the single market is the way to respond to the
repercussions of the financial crisis and a way to restore confidence and provide even more
growth and jobs. This communication mentions that measures aimed at improving the
transparency and quality of non-financial information presented by companies, especially in
terms of the environment, human rights, sustainable development, could contribute to
strengthening the perception and management of business risks and long-term economic and
social performance (European Commission, 2010b). Therefore, in order to gather
stakeholders' views on how to improve the disclosure of non-financial information by
businesses, based on this Communication, the European Commission launched a public
consultation from 22 November 2010 to 28 February 2011. The result of this public
consultation showed that the majority of respondents consider that legal regimes differ
significantly between EU Member States in the disclosure of non-financial information,
leading to a difficulty in benchmarking between companies. Respondents described the legal
regime as poor or extremely poor, and the issue of transparency through insufficient
disclosure of non-financial information creates a problem for stakeholders in terms of the
involvement of companies in CSR activities (European Commission, 2013).

According to Monciardini, Dumay & Biondi (2017, p. 5) “the year 2011 marked a new
phase in the EU debate on CSR reporting regulation”, the European Commission changing its
position (Monciardini, 2016), and as a result of the public consultation, in April 2011 the
Commission announced that “will present a legislative proposal on the transparency of the
social and environmental information provided by companies in all sectors” (European
Commission, 2011a, p. 15), this being an important step towards mandatory non-financial
disclosures (Krasodomska et al,, 2020). Thus, in communication entitled “Single Market Act.
Twelve levers to boost growth and strengthen confidence. “Working together to create new
growth”” (2011, April), the Commission stressed investors’ power and business’ freedom
(Monciardini, 2016) and identified the need for all Member States to improve the
transparency of their social and environmental information from all sectors, to be similarly
high level, emphasizing the importance of communication of such non-financial information
by companies (Amelio, 2017).

If in the 2001 Green Paper, CSR was defined as a “concept whereby companies
integrate social and environmental concerns in their business operations and in their
interaction with their stakeholders on a voluntary basis” (Commission of The European
Communities, 2001, p. 6), in the Commission Communication of October 2011 entitled “A
renewed EU strategy 2011-14 for Corporate Social Responsibility”, a new definition of CSR is
presented as “the responsibility of enterprises for their impacts on society” (European
Commission, 2011b, p. 6). On this perspective of the new definition of CSR, which is a radical
move (Kinderman, 2013) and “appears much more general and less accurate than the
previous one” (Carini et al., 2018, p. 5), the voluntary side of the decision of the companies
vanishes (Kinderman, 2013; Testolin, 2019). In this sense, enterprises must act “over and
above their legal obligations towards society and the environment” (European Commission,
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2011 b, p. 3) by integrating “social, environmental, ethical, human rights and consumer
concerns into their business operations and core strategy, in close collaboration with their
stakeholders” (European Commission, 2011b, p. 6). So, the role of companies becomes quite
important in terms of CSR development, public authorities having a supporting role for
companies “through a smart mix of voluntary policy measures and, where necessary,
complementary regulation” (European Commission, 2011b, p. 7). In this communication
(from October 2011) was reiterated the need to improve the transparency of the social and
environmental disclosure by companies (Amelio, 2017; Carini et al., 2018; Pieragnolo, 2019)
and a new CSR strategy (based on the “Europe 2020 strategy”) is presented, containing a 4-
year agenda through which the Commission aims “to create conditions favourable to
sustainable growth, responsible business behaviour and durable employment generation in
the medium and long term” (European Commission, 2011b, p. 4), “such as mandatory non-
financial reporting, respect for the law” (Kinderman, 2013). Kinderman (2013) states that
businesses were not very pleased with the new agenda of 2011 and the new definition of CSR,
highlighting the opposition of European companies, especially German officials represented
by the German employers' associations (BDA / BDI) (Monciardini, 2016), who asked the
Commission to cancel the whole renewed agenda and, although they tried to prevent the
Commission from moving forward with disclosure requirements, the Commission's proposal
“did see the light of day” (Kinderman, 2015, p. 4). Also, in the opinion of Kinderman (2013)
CSR seemed "ambiguous, amorphous and elastic", this being highlighted by his criticism of the
European Commission: “The Commission’s failure to break decisively with shareholder value
and voluntarism in its late-2012 Action Plan on European Company Law and Corporate
Governance is a case in point. The Commission’s only concrete policy proposal in the area of
CSR is an amendment of the 4th Company Law Directive of 1978” (Kinderman, 2013, p. 13).
Although the European Commission announced in its October 2011 Communication that it
would present an operational proposal by the end of 2011, this proposal appeared only in
April 2013 (Monciardini, 2016). In February 2013, the European Parliament highlighted in its
resolutions “Corporate Social Responsibility: accountable, transparent and responsible business
behaviour and sustainable growth” and “Corporate Social Responsibility: promoting society's
interests and a route to sustainable and inclusive recovery” the importance of companies
information on sustainability (with reference to environmental and social factors) in order to
identify sustainability risks and increase transparency and confidence of investors and
consumers, asking the Commission to present a legislative proposal on the disclosure of non-
financial information by businesses (European Union, 2014). Therefore, in April 2013, the
European Commission announced its initial proposal for non-financial reporting (Kinderman,
2015) which aims to solve two main issues: the inadequate transparency of non-financial
information and the insufficient diversity in the boards (European Commission, 2013). In this
respect, the Commission proposal takes into account the following objectives highlighted in
Figure 1.
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Enhance the single market potential for sustainable growth and

employment
(via better business performance, higher trust in companies and General
markets, and better-informed allocation of capital) objectives
Enhance companies' Enhance companies' Enhance efficiency of Specific
accountability and meet performance capital markets objectives
demands for more
transparency
N -
—
Increase the number of
companies disclosing Increase the overall quality, Enhance diversity in the Operational
information (quantity) relevance and comparability of the boards objectives
information disclosed

Source: European Commission (2013, 25).
Figure 1. The objectives of the proposal for a Directive regarding non-financial disclosure

This European Commission proposal requires companies to submit only a statement that
includes a description of “policies pursued by the company on the above-referred matters;
their results; and risk-management related aspects” regarding the disclosure of material
information “concerning at least social (including employees), environmental, human rights,
anticorruption and bribery matters” (European Commission, 2013, p. 61). To do this,
companies can use existing national or international reporting frameworks, having the
flexibility to disclose the content of their policies and if one or more of the above areas are not
relevant to them, they will be allowed to explain why that was the case. This approach of the
European Commission is criticized by Monciardini (2016, p. 11) in terms of the great
flexibility offered to companies and the fact that non-financial KPIs have not been integrated
into the existing financial strategy and operations of large companies: “In so doing, the EU lost
a precious opportunity to shape the global regulatory debate and made comparability
impervious”. Monciardini (2016) considers that there are three reasons that prevented the
European Commission from achieving a prospective, solid and strong result, presenting “such
a weak legal draft” after so many years of debates. One of these reasons is the opposition of
companies led by the German employers' associations (BDA / BDI) (as mentioned by
Kinderman, 2013). The second reason is represented by the financial crisis, which “had
turned into a sovereign debt crisis. Therefore, the regulatory priorities and power-struggles
had shifted” (Monciardini, 2016, p. 11). The third reason is represented by the accounting
profession, which lacked a good understanding of social and environmental issues and their
relevance, playing “multiple identities: independent external experts (FEE, PwC, IIRC), private
and public standard setters (IASB, EFRAG) and, in particular, EU policy-makers (Unit F3, DG
MARKT)”, being able to “neutralise’ this potentially threatening development and effectively
push back activist-layers and financial analysts, exploiting its strategic positions within the
accounting regulatory field” (Monciardini, 2016, p. 12).

In June 2013, the European Parliament and the Council issued the Directive
2013/34/EU, with the role of ensuring the clear definition and comparability of financial
statements, other than International Financial Reporting Standards (IFRS), establishing
general financial reporting principles and applying to limited liability companies in the
European Union, EU countries being required to transpose this Directive into national law by
20 July 2015 (European Union, 2013).

Since the requirements of the legislation before 2014 proved to be unclear and inefficient,
being applied in different ways by Member States and by very few companies (European
60



Commission, 2014), Directive 2013/34/EU is amended by the Directive 2014/95/EU
regarding disclosure of non-financial and diversity information by certain large undertakings
and groups. The year of 2014 is a significant one for the European regulation regarding non-
financial reporting because Directive 2014/95/EU is the first regulation that makes non-
financial reporting mandatory, with the role of increasing transparency between EU Member
States and consumer trust. The requirements of this Directive involve the presentation by the
public interest companies with more than 500 employees of at least environmental matters,
social and employee-related issues, respect for human rights, anti-corruption and bribery
matters and if they do not report one of them, they must explain why. This Directive had to be
transposed into the national laws of the Member States by the end of 2016 and the
enterprises that are subject of this Directive are obliged to report from the first of January
2017 or during the year 2017 (European Union, 2014). In some European countries “the
implementation of the new regulations will only be the confirmation of national non-financial
reporting practices” (Dyduch & Krasodomska, 2017). In this sense, we can mention the
influential countries like: France, Denmark, UK (Makarenko & Sirkovska, 2017) that had been
subjected to detailed mandatory NFR requirements before the appearance of the Directive
and which together with two other countries: Belgium and the Netherlands supported the
NFR Directive (Kinderman, 2015). The countries mentioned above had a significant impact on
the negotiations on the Directive 2014/95/EU, besides these we mention Germany. Thus, the
role in the negotiations was the following: France was the strongest supporter of the Directive
(Kinderman, 2015; Kinderman, 2019), “Germany was the staunchest, most hardline opponent,
[...] and the United Kindgom (UK) was somewhere in-between” (Kinderman, 2019, p. 2).

To help companies, the EU has issued a guideline in 2017, respectively EU Guidelines
2017/C215/01 (EUG), trying to help companies in reporting non-financial information. The
Directive 2014 /95/EU together with the EUG Guidelines are mandatory for European public
interest entities to transmit non-financial information to improve the accountability of these
European entities to stakeholders. The EU allows companies to choose the framework they
want to adopt to provide the information required by the Directive, at the same time, giving
companies a great deal of freedom when it comes to reporting non-financial information. Also,
the Directive does not oblige the companies concerned to audit the non-financial information
statement, but only to provide an assurance that the information was presented, not a
verification of the way they were presented.

Conclusions

Although the beginnings of sustainable accounting date back to the 1960s, the EU's
commitment to non-financial reporting has only been noted since the early 1990s. The
European Union has been promoting the importance of CSR as part of its sustainable
development strategy since 1990, but especially after the Green Paper in 2001.

The literature attests that the first attempt to regulate CSR reporting for European
companies was represented by the Account Modernization Directive 2003/51/EC
(Kinderman, 2015; Aureli et al., 2019; Borisova et al., 2019), which required the reporting by
companies (exempt SMEs) of environmental and employee issues, only if this is the case in
terms of understanding the development, performance or position of the company.

The global financial crisis has created the perfect circumstances for European
regulation to intervene in order to mandate non-financial reporting.

The year 2011 marked a new stage in the EU debate on CSR regulation, with the
European Commission announcing that it will present a legislative proposal on the
transparency of social and environmental information provided by companies in all sectors.
This proposal appeared only in April 2013 and in June 2013, the European Parliament and the
Council issued the Directive 2013 /34 /EU, which is amended by the Directive 2014/95/EU.
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After years of debate, the reporting of non-financial information came to be regulated,

despite the impediments on this route (for example, the resistance of the Germans). However,
Directive 2014/95/EU is considered quite flexible, which is a disadvantage. For example, the
freedom offered to companies to report non-financial information according to different
national or international frameworks, makes it difficult to compare the performance of
companies by stakeholders, even within the same sectors.

Acknowledgments:

This work was possible with the financial support of the Operational Program Human Capital
2014-2020, under the project number POCU 123793 with the title ,Researcher, future
entrepreneur - New Generation”.

References

1. Atkins, ], Solomon, A., Norton, S., & Joseph, N. (2015). The emergence of integrated
private reporting. Meditari Accountancy Research, 23(1), 28-61.

2. Amelio, S. (2017). CSR and Social Entrepreneurship: The Role of the European Union.
Management Dynamics in the Knowledge Economy, 5(3), 335-354.

3. Aureli, S., Magnaghi, E., & Salvatori, F. (2019). The Role of Existing Regulation and
Discretion in Harmonising Non-Financial Disclosure. Accounting in Europe, 1-23.

4. Broughton, A. (2004). Multi-stakeholder forum issues CSR recommendations. Accessed
28 June 2020 from
https://www.eurofound.europa.eu/publications/article/2004 /multi-stakeholder-
forum-issues-csr-recommendations

5. Borisova, A, André, P., Rockinger, M. (2019). 2014/95/EU Directive impact on the
quality  of non-financial information. Accessed 28 June 2020 from
https://indem.uc3m.es/pdf/1561025430-A25_Borisova.pdf

6. Busco, C. Frigo, M., Quattrone, P.,, & Riccaboni, A. (2013). Redefining corporate
accountability through integrated reporting: what happens when values and value
creation meet. Strategic Finance, 95(2), 33-41.

7. Bolotin, A. (2019). Non-Financial Reporting in the Baltic States after the
Implementation of Directive 2014 /95/EU. Bachelor’s thesis.

8. Carini, C, Rocca, L., Veneziani, M., & Teodori, C. (2018). Ex-ante impact assessment of
sustainability information-the Directive 2014 /95. Sustainability, 10(2), 560.

9. Commission of the European Communities. (2005). Communication to the Spring

European Council: Working together for Growth and Jobs. A New Start for the Lisbon
Strategy. Accessed 04 July 2020 from https://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2005:0024:FIN:EN:PDF .

10. Cheng, M., Green, W., Conradie, P., Konishi, N., & Romi, A. (2014). The International

Integrated Reporting Framework: Key Issues and Future Research Opportunities.

Journal of International Financial Management & Accounting, 25(1).

11.Dey, C., Burns, J. (2010). Integrated reporting at Novo Nordisk. In Accounting for

Sustainability, Routledge, 233-250.

12.Dienes, D., Sassen, R, & Fischer, ]J. (2016). “What are the drivers of sustainability

reporting? A systematic review. Sustainability Accounting. Management and Polic
p g y g g y

Journal, 7(2), 154-189.

13. Dyduch, J., Krasodomska, ]J. (2017). Determinants of corporate social responsibility

disclosure: An empirical study of Polish listed companies. Sustainability, 9(11), 1934.

62



14.Dumay, J., La Torre, M., & Farneti, F. (2019). Developing trust through stewardship:
Implications for intellectual capital, integrated reporting, and the EU Directive
2014/95/EU. Journal of Intellectual Capital.

15. De Villiers, C., Unerman, J., & Rinaldi, L. (2014). Integrated Reporting: Insights, gaps
and an agenda for future research. Accounting, Auditing & Accountability Journal.

16.De Villiers, C.,, Sharma, U. (2017). A critical reflection on the future of financial,
intellectual capital, sustainability and integrated reporting. Critical Perspectives on
Accounting, 101999.

17.Dornean, A, Rusu, V. D. (2019). A Case Study on CSR Practices in Romania in the
Context of EU Legislation. European Union Financial Regulation And Administrative
Area, 85.

18.Dumay, J. (2016). A critical reflection on the future of intellectual capital: From
reporting to disclosure. Journal of Intellectual Capital, 17(1), 168-184.

19.Dumay, J., Bernardi, C., Guthriea, J., & Demartini, P. (2016). Integrated reporting: A
structured literature review. Accounting Forum,
http://dx.doi.org/10.1016/j.accfor.2016.06.001.

20.Commission of The European Communities. (2001). GREEN PAPER. Promoting a
European framework for Corporate Social Responsibility. Accessed 15 May 2020 from
https://www.europarl.europa.eu/meetdocs/committees/deve/20020122/com%2820
01%29366_en.pdf.

21.European Commission. (2006). Launch of “European Alliance for Corporate Social
Responsibility”. Accessed 04 July 2020 from
https://ec.europa.eu/commission/presscorner/detail/en/IP_06_358 .

22.European Parliament. (2007). European Parliament resolution of 13 March 2007 on
corporate social responsibility: a new partnership. (2006/2133(INI)) Accessed 04 July
2020 from
https://www.europarl.europa.eu/sides/getDoc.do?Type=TA&Reference=P6-TA-2007-
0062&language=EN .

23.European Commission. (2010a). Communication from The Commission. Europe 2020. A
strategy for smart, sustainable and inclusive growth. Accessed 11 July 2020 from
https://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2010:2020:FIN:EN:PDF.

24.European Commission. (2010b). Communication from The Commission to The
European Parliament, The Council, The Economic and Social Committee and The
Committee of The Regions. Towards a Single Market Act. For a highly competitive social
market economy. 50 proposals for improving our work, business and exchanges with one
another. Accessed 11 July 2020 from https://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2010:0608:FIN:en:PDF.

25.European Commission. (2011a). Communication from The Commission to The
European Parliament, The Council, The Economic and Social Committee and The
Committee of The Regions. Single Market Act. Twelve levers to boost growth and
strengthen confidence. "Working together to create new growth" Accessed 11 July 2020
from https://eur-lex.europa.eu/legal-
content/EN/TXT/PDF/?uri=CELEX:52011DC0206&from=EN.

26.European Commission. (2011b). Communication from The Commission to The
European Parliament, The Council, The European Economic and Social Committee and
The Committee of The Regions. A renewed EU strategy 2011-14 for Corporate Social
Responsibility. Accessed 11 July 2020 from https://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2011:0681:FIN:EN:PDF.

27.European Commission. (2013). Commission Staff Working Document. Impact
Assessment. Accompanying the document Proposal for a Directive of The European

63



Parliament and of The Council amending Council Directives 78/660/EEC and
83/349/EEC as regards disclosure of non-financial and diversity information by certain
large companies and groups. Accessed 15 July 2020 from https://eur-
lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52013SC0127&from=EN.

28. European Union. (2013). Directive 2013/34/EU of The European Parliament and of The
Council of 26 June 2013 on the annual financial statements, consolidated financial
statements and related reports of certain types of undertakings, amending Directive
2006/43/EC of the European Parliament and of the Council and repealing Council
Directives 78/660/EEC and 83/349/EEC. Accessed 22 July 2020 from https://eur-
lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013L0034&from=EN.

29. European Union. (2014). Directive 2014/95/EU of The European Parliament and of The
Council of 22 October 2014 amending Directive 2013/34/EU as regards disclosure of
non-financial and diversity information by certain large undertakings and groups.
Accessed 22 July 2020 from https://eur-lex.europa.eu/legal-
content/EN/TXT /?uri=CELEX%3A32014L0095 .

30. European Commission. (2014). MEMO. Disclosure of non-financial and diversity
information by large companies and groups - Frequently asked questions. Accessed 23
July 2020 from
https://ec.europa.eu/commission/presscorner/detail/en/MEMO_14_301.

31.Flower, J. (2015). The international integrated reporting council: A story of failure.
Critical Perspectives on Accounting, 27, Elsevier Ltd, 1-17.

32.Fries, ], McCulloch, K., & Webster, W. (2010). The Prince’s accounting for sustainability
project: creating 21st-century decision-making and reporting systems to respond to
21st-century challenges and opportunities. In Accounting for Sustainability, Routledge,
53-69.

33.Gaal, B. (2019). Implementation of Sustainability Reporting in the EU - A Comparative
Case Study. Master thesis in Sustainable Development at Uppsala University, No.
2019/38, 15 ECTS/hp, 32.

34.Gray, R. (1996). From social reporting towards sustainable corporate performance: A
review. Centre for Social and Environmental Accounting Research, Department of
Accountancy & Business Finance, University of Dundee.

35.Gray, R., Guthrie, ]J. (2007). Social accounting and the academic community: of
foundations, jubilees, and consistency. Social Accounting, Mega Accounting and Beyond:
A Festschrift in Honour of MR Mathews, The Centre for Social and Environmental
Accounting Research, St. Andrews.

36.Hey, C. (2005). EU Environmental Policies: A short history of the policy strategies. EU
Environmental policy handbook, 14.

37.Kinderman, D. (2013). Corporate social responsibility in the EU, 1993-2013:
Institutional ambiguity, economic crises, business legitimacy and bureaucratic politics.
JCMS: Journal of Common Market Studies, 51(4), 701-720.

38.Kinderman, D. P. (2015). The Struggle Over the EU Non-Financial Disclosure. WSI-
Mitteilungen, 8, 613-621.

39.Kinderman, D. (2019). The challenges of upward regulatory harmonization: The case of
sustainability reporting in the European Union. Regulation & Governance.

40.Krasodomska, J., Michalak, J., & Swietla, K. (2020). Directive 2014/95/EU: Accountants’
understanding and attitude towards mandatory non-financial disclosures in corporate
reporting. Meditari Accountancy Research.

41. Leopizzi, R, lazzi, A., Venturellj, A,, & Principale, S. (2019). Nonfinancial risk disclosure:
The “state of the art” of Italian companies. Corporate Social Responsibility and
Environmental Management, 27(1), 358-368.

64



42.Maj, J., & Hawrysz, L. (2019). Europeanization of Corporate Social Responsibility
Disclosure in  Polish  Organizations. Zeszyty  Naukowe. Organizacja i
Zarzqdzanie/Politechnika Slgska, (135 Management in Industry and Services), 109-
124.

43. Makarenko, I. & Sirkovska, N. (2017). Transition to sustainability reporting: evidence
from EU and Ukraine. Business Ethics and Leadership, 1(1), 16-24.

44, Mathews, M. R. (1997). Twenty-five years of social and environmental accounting
research: is there a silver jubilee to celebrate? Accounting, Auditing & Accountability
Journal, 10(4), 481-531.

45.Mio, C., & Venturelli A. (2013). Non-financial information about sustainable
development and environmental policy in the annual reports of listed companies:
Evidence from Italy and the UK. Corporate Social Responsibility and Environmental
Management, 20(6), 340-358.

46. Monciardini, D. (2016). The ‘coalition of the unlikely’driving the EU regulatory process
of non-financial reporting. Social and Environmental Accountability Journal, 36(1), 76-
89.

47.Monciardini, D. (2017). The rationales of lawyers, accountants and financial analysts in
shaping the EU Agenda on CSR. In Stages of Corporate Social Responsibility (pp. 3-23).
Springer, Cham.

48.Monciardini, D., Dumay, J., & Biondi, L. (2017). Integrated reporting and EU law.
Competing, converging or complementary regulatory frameworks?. Competing,
Converging or Complementary Regulatory Frameworks.

49.Nunes, C. (2019). Non-financial reporting-a momparing analysis with a focus on anti-
money laundering (PhD Thesis).

50. Pieragnolo, S. (2019). External audit of non-financial information: an analysis of the
first year implementation of the directive 2014/95/EU in the italian context. Bachelor’s
thesis.

51.Popescu, C. R. G. (2019). Corporate Social Responsibility, Corporate Governance and
Business Performance: Limits and Challenges Imposed by the Implementation of
Directive 2013 /34 /EU in Romania. Sustainability, 11(19), 5146.

52.Popescy, C. R. G. & Banta, V. C. (2019). Performance evaluation of the implementation
of the 2013 /34 /EU directive in Romania on the basis of corporate social responsibility
reports. Sustainability, 11(9), 2531.

53.Testolin, D. (2019). Non-Financial disclosure evolution through the Directive
2014/95/UE (Bachelor's thesis, Universita Ca'Foscari Venezia).

54.Tilt, C. A. (2009). Corporate responsibility, accounting and accountants. In
Professionals’ perspectives of corporate social responsibility (pp. 11-32). Springer,
Berlin, Heidelberg.

55. Tiron-Tudor, A, Nistor, C. S., Stefanescu, C. A, & Zanellato, G. (2019). Encompassing
Non-Financial Reporting in a Coercive Framework for Enhancing Social Responsibility:
Romanian Listed Companies'case. Amfiteatru Economic, 21(52), 590-606.

56.WCED, U. (1987). Our common future—The Brundtland report. Report of the World
Commission on Environment and Development. Accessed 17 May 2020 from
https://sustainabledevelopment.un.org/content/documents/5987our-common-
future.pdf.

65



Andreea M. PECE

Pece Andreea Maria

Finance Department

Faculty of Economics and Business Administration
Babes-Bolyai University, Cluj-Napoca

E-mail: andreeapece@yahoo.com

Abstract. This paper's aim is to highlight the impact of investors’ sentiment and the asymmetric
effects of extreme market conditions on herding behavior in the fifteen European stock markets. The
element of novelty consists in the introduction of investors’ sentiment in the analysis of the presence of
mimicry in the financial decisions making process. The cross-sectional absolute deviation approach
which has been developed by Chang et al. (2000) and afterward improved by Yao et al. (2014) will be
estimated, having the objective to quantify the relationship between the return dispersions of
individual stocks and the market return and to identify the investors’ sentiment effects on herding
behavior in the European stock markets. Using daily close values of the indices and the stocks and two
sentiment indicators, the empirical results provide evidence that the sentiments influence the conduct
of the market participants in Greece, Cyprus, Sweden, Switzerland, Portugal and Denmark. The
empirical evidence varies depending on the sentiment indicator included in the model, the Fear and
Greed Index being meaningful in the identification of herding behavior when investors are optimistic.
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Introduction

The investors’ expectations regarding the evolution of the macroeconomic
environment and their risk perception draw the main guidelines in the investment
decision-making process. Market participants interact, their behavior is defined by
sentiments such as confidence, fear, euphoria, panic, optimism, pessimism, temperance,
greed, their willingness to adopt the collective behavior from the market being influenced
by the mimicry of the investment decisions of other market participants, low levels of
financial education, ignorance of their information and beliefs, adoption of the preferences
and choices realized by other individuals, fear to define their own level of risk. The
investors’ sentiment and their subjective views related to the risk-return relationship are
incorporated in the financial asset prices and influence the dynamics of the stock markets.

One of the most debated topics in the financial literature is the theory of efficient
markets, which has been developed by Fama in 1970. According to this theory, the price of
a financial asset fully and instantly reflects all the available information from the market
and investors behave rationally. Several studies from the financial literature Grossman and
Stiglitz (1980), De Bondt and Thaler (1985), Shiller (1990, 2003) have questioned the
assumptions of the efficient market hypothesis and argue for the predictability of the
financial markets and the existence of irrational behavior. In the same direction, Thaler and
Barberis (2003) point out that the movements in asset prices are generated by deviations
from the fundamental value, which are caused by the presence of irrational investors.

In this context, the concept of herding behavior is located on the frontier between
classical finance and behavioral finance. The existing studies from the financial literature
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identify two categories of models used to determine if or not there is herding behavior on
financial markets: the first category of models, which points out the investors’ tendency to
take similar actions as other market participants and to trade an asset at the same time
(the LSV model proposed by Lakonishok, Shleifer and Vishny (1992) and the PCM model
developed by Wermers (1995)) and the second category of models, which highlights the
collective behavior of all investors towards the market trend (the CSSD model provided by
Christie and Huang (1995), the CSAD model developed by Chang et al. (2000) and the state
space model created by Hwang and Salmon (2001, 2004, 2008)). This study will focus on
the second category of models, namely on the cross-sectional absolute deviation approach
which has been developed by Chang et al. (2000).

Having the objective to define a complex image and to formulate adequate opinions
related to the impact of sentiments on investors’ behavior from European stock markets,
using the CSAD model (i.e, cross-sectional standard deviation), initially developed by
Chang et al. (2000) and afterward improved by Yao et al. (2014), the following hypothesis
will be tested:

H1: The European stock markets are characterized by the presence of investors’
herding behavior;

H2: There is an asymmetry in the investors’ herding behavior, influenced by the
dynamics of the stock markets;

H3: The sentiments influence the investors’ behavior on stock markets.

The paper is structured as follows: Section 2 presents the analysis of the financial
literature; Section 3 describes the methodology applied to identify the existence of herding
behavior, the impact of extreme market conditions and investors’ sentiment on herding
behavior and provides evidence for the datasets; Section 4 highlights the empirical results
and the last section concludes.

Literature review

The investors’ sentiment and their behavior on the stock markets are topics explored in the
current research from the financial literature. There is a large range of studies, both for
developed and emerging capital markets, individual and institutional investors, using
various models that identify the investors’ tendency to mimic the actions of other market
participants or highlight the investors’ willingness to follow the market consensus and
different methods applied to quantify the investors’ sentiment: direct methods, indirect
methods, composite indicators, innovative methods.

Messis and Zapranis (2014) investigate the determinants of the investors’ behavior
for the stock markets from France, Germany, the United Kingdom and China and identify
the existence of interconnection between macroeconomic shocks on the industrial
production index and the 10-year bond yield and the appearance of the herding behavior.
Galariotis et al. (2014) examine the determinants of the herding behavior in the United
States and United Kingdom capital markets and point out the important role that the
announcements related to macroeconomic events have in investors' tendency to follow the
market consensus, illustrating the idea that preferences and forward-looking beliefs of the
market participants are influenced. Other contributions from the study highlight the role of
country-specific characteristics in the investors’ mimicry. A complex overview of the
casuistry of psychological factors is provided by Corredor et al. (2013), who consider two
channels that influence the prices of the financial assets: investors’ sentiment and
arbitrage. The sentiments evolve in response to certain stimuli, mainly for the companies,
which require additional efforts to be evaluated by investors: shares of small companies,
shares with high volatility, shares that have experienced extreme growth, shares of newly
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established companies, shares of companies that have not distributed dividends.
Additionally, arbitrage is costly for these types of companies previously mentioned.

Ni et al. (2015) examine the role of the company’s characteristics on investors’

sentiment for the Chinese stock market and use a panel model estimated through a
quantile-based regression. The obtained results provide arguments that support the
asymmetric impact of sentiments on returns on the stock market. Depending on the
projected horizon, the impact of investor sentiment changes: firstly, the investors’
sentiment has a positive impact on stock market returns for a short time horizon (3
months) and secondly, the investors’ behavior has a negative impact on a long-time
horizon (6-12 months). Additionally, group analysis was performed by considering the
following variables: market capitalization, price-to-book ratio, and beta coefficient. The
empirical evidence supports the impact of the investors’ sentiment for the following
groups: companies that record higher market capitalization, companies that have a
medium level recorded by the price-to-book ratio, companies that have associated higher
value of the beta coefficient. Similar results for the Chinese market were obtained by Xu
and Zhou (2018), who used the Partial Least Square (PLS) method and portfolio analysis
based on market capitalization and price-to-book ratio to quantify the impact of investors’
sentiment on the evolution of stock markets. The conclusions highlighted a positive impact
of investors’ sentiment on the evolution of the stock returns listed in the Chinese market.
In the research realized by Huang et al (2019) for the US stock market, an investors’
sentiment indicator has been developed based on innovative methods by using the
information provided by Google trends for the following terms: ‘cash’, ‘bubble’, ‘return’,
‘stock’, ‘gain’, ‘transaction’, ‘dividend’, ‘income’, ‘war’, ‘society’. The empirical results
indicate that the usage of the indicator developed based on the information provided by
Google allows the development of a forecast model for the movements of the S&P 500
Index.

Methodology

To identify the presence of the herding behavior in developed European markets, I will
adjust the initial model proposed by Chang et al. (2000). The authors consider the
hypothesis according to which during the periods characterized by ample price
movements, the relationship between the return dispersions of the financial assets and
market return is expected to be nonlinear. In this paper, [ have estimated an improved
version of the CSAD model, which has been developed by Yao et al. (2014), by introducing
two new variables in the model equation, respectively: R,, , the average market return,
with the aim to reduce the multicollinearity and a lagged value of the dependent variable,
CSAD;_, to offer robustness to the model. The model equation has the following form:

CSAD;y = By + B1 "Ryt + B2 |RM,t| + B3 (RM,t - E)z + By CSAD ;1 + &

The negative and statistically significant value of the f3 the coefficient will provide
evidence for the presence of investors' herding behavior.

In the estimation of the multiple regression models, I have used the OLS method
improved by the Newey West estimator (1997), meant to correct the correlation,
respectively the autocorrelation and heteroskedasticity of the variables considered in the
model.

Asymmetric effects of investors’ sentiment and market evolution

In order to analyze whether the market dynamics contribute to a certain extent to the
presence of investors’ mimicry, I will consider the hypothesis supported by the results of
the empirical studies from the financial literature, according to which market participants’
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tendency to manifest herding behavior is more accentuated during periods characterized
by over-optimism and euphoria.

The following model will be estimated to highlight the relationship between the
effects of investors’ pessimism on herding behavior during stock market downturns:

Down Down — 2 Down
CSAD=B+B,|Rue|-D, B, |Ruel-(1-D, " )#By-(Rue — Rar) D, +Ba-(Ras,e
_ 2 Down
—Ry)(1-D,  )+B5-CSAD.;+e, (1)

where, D" represents a dummy variable that takes the value of 1, when there is
evidence of a downturn in the stock market and the investors are pessimistic.

The stock market is supposed to record a downturn if the daily market return has a
negative value. On the other hand, the stock market return is assumed to register an
upturn, if the daily market return has a positive value.

The below model will be run to quantify the relationship between the effects of
investors’ optimism on herding behavior during stock market upturns:

Up Up —2 Up
CSAD=B+B,*|Rue|-D ) +B,|Rae|-(1-D ) )#B5-(Ruse — Ras) D,y +Ba-(Ruse
_ 2 Up
— Ry) -(1-D, )+B-CSAD. 1 +¢; (2)

where, Dgp represents a dummy variable that takes the value of 1, when there is evidence
of an upturn in the stock market and the investors are optimistic.

In the stock market, herding behavior is indicated by negative and significant values
of 53 and f, coefficients. If the empirical results indicate the presence of herding behavior,
it is confirmed the assumption according to which the investment decision process is
influenced by investors’ sentiments and by the market dynamics.

The effects of investors’ sentiments on herding behavior

The presence of the herding behavior on stock markets confirms the relevance of the
psychological factors in the investors’ decision-making process. Sentiments and herding
behavior are interdependent, the incorporation of psychological factors in investors’
decisions can generate biased expectations regarding the future evolution of the financial
assets’ prices, erroneously inducing market euphoria and emergence of collective behavior,
which will facilitate the loss of individuality of the actions of the market participants.

The analysis of the investors’ mood constitutes a challenge for researchers in finance
and psychology, as the current results from the financial literature vary depending on the
method used to quantify the sentiments (Baker & Wurgler, 2006; Zouaoui, 2011; Corredor
etal., 2013; Moller, 2014; Yu et al.; 2015; Wei, Y.C. et al. 2016; Maitra & Dash, 2017).

This study aims to highlight the effects of investors’ sentiment, quantified through the
Fear and Greed Index, calculated by Bloomberg and Relative Strength Index (RSI) on
herding behavior. Fear and Greed Index is a technical analysis indicator, which captures
the investors’ sentiments in the context of capital markets, the negative values highlighting
emotions such as fear, while the positive values indicate investors’ greed.

The Relative Strength Index (RSI) records values between 0 and 100. If the value of
the technical indicator is above 70, the market is overvalued and if the value is below 30,
the market is oversold, being undervalued by the investors.

The effects of the investors’ sentiments on herding behavior were quantified by
estimating the following model:
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CSAD; = By + By - D° - |RM,t| +p,-(1—D%)- |RM,t| +f5- D% (RM,t _E)Z + B (1—D%)
+(Rue = Ru)”" + Bs - CSAD,_, + & (3)

where, D indicates a dummy variable with a value of 1, if the investors are optimistic (the

Fear and Greed Index records positive values) and 0, otherwise (the investors are

pessimistic and the Fear and Greed Index records negative values).

The coefficients 3 and B4 should be negative and statistically significant in the
presence of herding. If the value of the ;5 coefficient is negative and statistically significant
the herding behavior will be more persistent in an overbought market. Additionally, if the
estimated value of the [, coefficient is negative and statistically significant, it can be
concluded that pessimism influences the investors’ herding behavior in the stock markets.

Data

The data used in this study is represented by daily stock prices associated with 5,518
companies listed in 15 European stock markets: Belgium, Cyprus, Denmark, Finland,
France, Germany, Greece, Italy, Norway, Portugal, Russia, Spain, Sweden, Switzerland,
United Kingdom and by market indices quotations, from January 2000 to November 2016.
The data source is represented by Thomson Reuters DataStream.

Each stock and market index had its logarithmic daily returns calculated according to
Pit

the relationship R;, = ln( ), where P;; indicates the market index/stock i's closing

it—1
price on day t.

According to Chang et al.(2000), the dispersion of returns across stocks for each
market is determined, to identify the existence of the herding behavior, using the relation
CSAD; =% ?=1|Ri,t - RM,t|, where n represents the number of companies listed in the

stock market at time ¢, R;, is the company i's stock return at time t, Ry, is at time t, the
market's return.

The descriptive statistics for the daily cross-sectional standard deviation of returns
and the market index return in each nation for the study period (2000-2016) are shown in
Table 1.

Stand Autocorrelation
Country / No. No. of Vari Mea arfl AD
of comp able n deviat F 1 . 1 2
observations anies (%) ion 0 0
(%)

- 0 0 0 0
CSA 8.8 . . .
D 1.81 0.72 o 5 4 4 3
United * 5 6 1 3
Kingdom 1,256 - - - -
(4,405) 3’2 0 0 0 0

Rum 0.00 1.20 3 4; .
% 0 0 0 0
4 5 2 1
- 0 0 0 0
CSA 8.8 . . .
Germany 750 D 2.53 0.85 4xx 5 4 3 3
(4,405) * 1 1 5 2
- - - - 0

Rum 0.01 1.52 67, 0 0 0
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- 0 - 0 0

34. . 0 . .

Rm 0.00 1.02 71% 0 0 0 0

*k 8 3 1 1

6 4

- 0 0 0 0
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5 1.96 1.09 S . A 3 3

Russia * 0 2 4 0
327

(2,425) - 0 0 0 0
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Rm 0.00 1.34 71 1 0 0 0

*k 8 7 3 4

Table 1. Descriptive statistics

Note: ***indicates statistical significance at the 1% level, **indicates statistical significance at the 5% level,

*indicates statistical significance at the 10% level.

The average stock market return varies from one country to another, the highest values
being recorded in Norway and Denmark. A low dispersion of returns recorded in the United
Kingdom, Portugal and Denmark may constitute a direction of the existence of the herding
behavior on these stock markets. The correlation indicators recorded by the daily cross-
sectional standard deviation of returns have significant values for higher lags, which
supports the inclusion of a lagged variable in the model. The results of the Augmented
Dickey-Fuller statistics are significant and indicate that all the analyzed time series are

stationary.

Results

This section contains the empirical evidence obtained by rolling the regression models (1),
(2), and (3), having the objective to identify the investors’ tendency to imitate the actions of
other participants in European stock exchanges, as well as the factors that determine the
frequency of herding behavior. Two sentiment indicators are included in the models, the
Fear and Greed Index and the Relative Strength Index.

The validation of the hypotheses according to which exists an interdependence
between herding behavior, investors’ sentiment and market dynamics are argued by the
estimated results of regressions (1) and (2). Negative and statistically significant 5 and S,
coefficients provide evidence for asymmetric effects of investors’ sentiment and market

dynamics on the existence of herding behavior.
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1.435 830)
9)

Table 2. Investors’ pessimism and market evolution

Note: ***indicates statistical significance at the 1% level, **indicates statistical significance at
the 5% level, *indicates statistical significance at the 10% level.

The results presented in Table 2 report weak empirical evidence regarding investors’
predisposition to make similar investment decisions in extreme market conditions. For the
capital market from Sweden, Belgium, Portugal, Denmark the f; and p,coefficients are
statistically meaningful and unfavorable, highlighting that the actuality of extreme
conditions such as periods of market downturn and pessimism explains the reduction
between return dispersions of individual stocks and market return, signaling that the
investors tend to accept the collective behavior from the market. Once a downturn persists
in the market, the pessimism could be caused by the economic environment becoming
more uncertain, skepticism about growth prospects and the increasing of investors’ fear
regarding the future evolution of the companies.
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Table 3. Investors’ optimism and market evolution
Note: ***indicates statistical significance at the 1% level, **indicates statistical significance at
the 5% level, *indicates statistical significance at the 10% level.

Existing studies from the financial literature pointed out that the alternation of the
boom periods when investors become more risk-averse with periods of economic
downturn when stock prices record significant declines, which can lead to episodes of
stock market panic provide the framework whether the herding behavior is influenced by
the market dynamics and by extreme sentiments.

The coefficients which indicate the presence of herding behavior in the context of
market upturn and optimism are negative and statistically significant for Sweden and
Cyprus supporting the assumption according to which investors are likely to make similar
investment decisions. A possible explanation for this result is that during upturn periods,
there is growing confidence in the macroeconomic environment, the investors will
disregard their own beliefs and analysis regarding the future evolution of the market and
will follow the market consensus.

The assumption described at the beginning of this study according to which the
sentiments influence the investors’ behavior on stock markets is supported by the
estimated results of the regression (3), which are presented in the below table.
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Table 4. The effects of investors’ sentiment on herding behavior
Note: ***indicates statistical significance at the 1% level, **indicates statistical significance at the 5% level,
*indicates statistical significance at the 10% level.

The empirical evidence highlights a strong relationship between investors’ sentiment and
their herding behavior on the stock markets. The results indicate that optimism and
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pessimism are powerful psychological features that determine the market participants to
follow a collective behavior. In Greece, Cyprus, Sweden, Switzerland the 3 coefficient is
negative and statistically significant, the optimism having a more pronounced impact. The
investors tend to mimic the financial strategies of other market participants in an
overbought market.

The results indicate that the perception of the investors from Portugal, Sweden and
Denmark is dominated by mistrust, fear and pessimism, which is reflected in their actions
on the capital market. In Sweden, this market anomaly is more extensive and market
participants exhibit the market behavior in both states: pessimism and optimism, fear and
greed, panic and euphoria.

In the United Kingdom, Germany, France, Italy, Belgium, Spain, Norway, Finland and
Russia the coefficients f; and f, are not statistically significant, underlying that the
frequency of investors’ mimicry is lower, which can be attributed to a high level of financial
education of the market participants, who make investment decisions based on their
analysis, without following the actions of the other individual.

Conclusions

The investors’ behavioral biases influence the stock market dynamics, in which
context the herding behavior has the main role, being closely related to the price deviations
from the basic value, the appearance of the speculative bubbles and the occurrence of the
stock market crashes.

This study contributes to the existing financial literature by certifying the influence of
the sentiments and extreme market conditions on investors’ behavior from the European
stock markets. In this regard, I have adapted the CSAD method developed by Chang et al.
(2000) and improved by Yao et. al (2014), in order to reduce the multicollinearity and
increase the predictive capacity of the model, by incorporating a variable, which quantifies
the investors’ sentiment. The argument which supports the selection of this methodology
refers to the concept of herding behavior, whose presence is identified through the
measurement of the return dispersions of individual stocks and market return.
Complementary, under extreme sentiments and extreme market conditions (i.e., periods of
economic downturn, high volatility, financial crisis) the relationship between return
dispersion of individual stocks and the market return is expected to be nonlinear, the CSAD
method having the capacity to identify the presence of collective behavior on the market.

The obtained results validate the research hypotheses according to which the

sentiments and the market conditions influence the presence of the investors’ mimicry
from the European stock markets, the investment decision-making process including both
quantitative analysis and psychological factors.
The results obtained after running the nonlinear regressions support the existence of the
investors’ mimicry on the Swedish market, in both extreme sentiments and market
conditions: pessimism and periods of economic downturn and optimism and periods of an
economic upturn.

Two sentiment indicators have been included in the nonlinear regression, namely the
Fear and Greed Index, calculated by Bloomberg and the Relative Strength Index. The
empirical estimates provide evidence that investors’ mimicry is influenced by optimism in
Greece, Cyprus, Sweden, Switzerland, while the perception of the market participants from
Portugal, Sweden and Denmark is dominated by pessimism, which is reflected in the
investment decision making process. The results vary depending on the method which is
used to quantify the investors’ sentiment, the Fear and Greed Index captures the evidence
of herding mainly when investors are optimistic.
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The results obtained will find applicability in the activities performed by regulators,
portfolio managers, financial analysts and statisticians. The information related to the
investors’ tendency to follow a collective behavior on the market is relevant for the
international portfolio diversification, depending on the economic conditions, connections
between asset classes and markets and investors’ sentiment. The future research
directions will focus on the impact of investors’ sentiment on the risk premium dynamics
and the portfolio optimization strategies.
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Abstract. The study investigates the relationship between cash savings and price
informativeness on a sample of 125 companies from the renewable energy sector. These
companies are engaged in the generation and distribution of renewable and clean energy using
alternative energy sources like solar, wind, biofuels, biomass, hydroelectric and geothermal in
order to meet the need for a low-carbon society. Investment in renewable energy has increased
rapidly in the last decades as a response to the unequivocal climate change. Investors worldwide
recognize the importance of the sector and the opportunities for value creation it presents. In
this framework, the companies’ development and success is closely related to the resource
management. Those companies that have the means to pursue new solutions and/or technology
that encounter the global challenges and concerns are in better position to grow and expand.

By focusing on the informational role played by stock prices on cash savings, this paper provides
evidences that decisions on corporate cash savings depend on managers learning from the stock
market. Using two measures of price informativeness — idiosyncratic volatility or firm-specific
variation and price non-synchronicity - and a set of control variables designed to capture a
number of factors that affect cash savings decisions that may also directly correlate with stock
price and its informativeness we follow Chen, Goldstein, and Jiang (2007) and examine the
relation between the informativess of stock prices and the sensitivity of savings to price. Our
unbalanced panel results show that firms appear to save more when they experience positive
shocks to their stock price, therefore cash savings become significantly more sensitive to stock
price when firm-specific return variation is high. Therefore, prices with large content of private
information provide managers with new information, which, in turn, affects their savings
behavior.

Keywords: price informativeness, renewable energy, cash savings, stock markets.

Introduction

In recent years many finance researchers have been trying to understand if and how
managers learn from the evolution of their stock price on the market. The stock price reflects
various categories of information via the trading activity of different investors and managers
may not have yet some of these specific information. This new information may concern
financing opportunities, future investment [see Dow and Gorton, (1997), Subrahmanyam and
Titman, (1999)], the future demand for the firm’s products, firms’ relationships with their
different stakeholders or future competitive changes. Thus, to the extent that prices really
inform managers, cash savings and other corporate decisions should be influenced by the
informational content of prices. In addition, if managers learn from the stock market and use
this information properly they can adjust their decisions and allocate the resources more
efficiently, which, in turn, it reflects on the firm value. Understanding this learning process is
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very important in assessing the impact of financial markets on the real economy. Yet,
researchers have been concerned so far with the effects of managerial learning on corporate
investment [Durnev, Morck and Yeung (2004), Luo (2005), Chen, Goldstein and Jiang (2007),
Bakke and Whited (2010)] and have focused very little on the economic mechanisms
underlying the companies’ saving process.

This study provides strong evidence that managers learn from their stock price when
they make corporate savings decisions and contributes to the literature in several ways. First,
by focusing on the informational role played by stock prices on cash savings behaviors, the
paper highlights that the availability of information appears to be a key factor in explaining
the firm’s cash policy and fills the gap in the existing literature on this subject. Both theory
and economic intuition show that managers can collect a large diversity of useful information
from the stock price that includes also the information that has not been incorporated into the
price yet. Because the managerial learning process is more intense when a larger fraction of
private information from investors is impounded in stock prices, cash savings should be more
sensitive to price when the price contains more private information, i.e. information that is
new to managers. Second, it is the first study that examines the relation between cash savings
and price informativeness focusing on renewable energy stock markets. We choose this sector
due to its growing importance and impact on our everyday life. According to a report of
United Nations Environment Programme, investment in sustainable energy is rapidly
increasing and continues to attract strong capital investment at all stages of the financing
lifecycle as a response to a number of global challenges and concerns, including climate
change, increasing energy demand and energy security. The investment community
recognizes the importance of the sector and the opportunities for value creation it presents.
Consumers and companies are supporting the roll out of a new energy infrastructure and a
change in individual and corporate behavior. Most importantly, governments and policy
makers are introducing legislation and support mechanisms to accelerate the development of
the sector. In this framework, the companies’ development and success is closely related to
the resource management. Those companies that have the means to pursue new solutions
and/or technology that encounter the global challenges are in better position to grow and
expand. Cash savings provide an important advantage over product market rivals [(Frésard
(2010), Boutin et al. (2009)], represent a useful tool to manage firms’ relationship with their
suppliers [Itzkowitz (2010)] and may counteract costly or limited access to external financing
(Almeida, Campello, and Weisbach (2004), Acharya, Almeida, and Campello (2006)].

Literature review

The idea that managers learn from the stock markets relies primarily on Hayek’s
(1945) work. He intuited that managers can improve the allocation of resources by analyzing
the informational content of stock prices which efficiently aggregate information from various
participants. Grossman and Stiglitz (1980) or Kyle (1985)) sustain that this aggregation is due
to the trading activity of diverse speculators that transmit their private information into
market prices, information that managers may not possess, and thus help reduce the
information asymmetry between them. Dow and Gorton (1997) developed a theoretical
model that, in equilibrium, reflects the transfer of important information from the stock
market to managers guiding them to better corporate investment. Similar, Subrahmanyam
and Titman (1999) conclude that between public and private financing, the former one
enriches the informational content of stock prices. Thus, when information is very important
for the allocation of corporate resources public financing is preferred. Other theoretical
studies that reveal the impact of financial markets on the real economy reflected in improved
efficiency of managers’ decisions and increased firm value due to the transfer of information
via stock prices are those of Morck, Shleifer, and Vishny (1990), Dye and Sridhar (2002), Stein
(2003), Goldstein and Guembel (2008), Foucault and Gehrig (2008) or Chang and Yu (2004).
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On the other hand, the vast majority of the empirical studies have exclusively and
surprisingly focused on the relation between the informational content of stock prices and
investment decisions. For example, Durnev, Morck and Yeung (2004) show that more
informative stock prices have a significant impact on the efficiency of firms’ investments. A
similar result is obtained by Chen, Goldstein, and Jiang (2007) or Bakke and Whited (2010).
They conclude that managers use the information they extract from observing their stock
price to adjust their investment decisions. Foucault and Frésard (2010) analyze a sample of
foreign firms that cross-list on U.S. exchanges and highlight the positive impact of stock price
on corporate investment. But, given the fact that managers may benefit from new information
reflected in stock prices, informative prices are likely to influence other decisions managers
have to make.

Besides their well-known impact on future investment, we show that saving decisions
are sensitive to the information that managers learn from the stock market. In this context,
because cash savings are related to investment prospects, they will react to price if prices
transmit important signals about future prospects. Numerous studies document that
companies accumulate cash in order to finance future investment, therefore, cash savings can
be considered a specific type of investment in financial assets. For example, Almeida,
Campello, and Weisbach (2004) and Acharya, Almeida, and Campello (2007) sustain that
firms are cautious and save cash to finance future projects especially when other sources of
future financing are uncertain. Dasgupta, Noe, and Wang (2008) or Denis and Sibilkov (2009)
reach similar conclusions. In addition, to the extent that stock prices comprise different
strategic dimensions (e.g. the evolution of other competitors in the product market or changes
in the relationships with employees and suppliers) cash savings can be sensitive to the
informational content of prices.

Data and methodology

3.1. The data

The study was conducted on an unbalanced panel of 125 equities from 17 developed markets
and 7 developing markets over 7 years, from January 2013 to December 2019. In forming the
sample, we started with all the stocks listed on the stock markets which are included in the
field of renewable energy and could be found on Thomson Eikon database, respectively a total
of 393 titles. The final sample of 125 titles was obtained by applying cumulatively three types
of filters. First, for the period 2013-2019 we selected those stocks for which there were data
available for the study variables in at least 5 of the 7 years. In the second stage we applied the
filters proposed by Jin and Myers (2006) - each year, we removed the stocks that were not
listed for at least 26 weeks - obtaining a sample of 158 companies. In the third stage, because
of the unavailability of data for control variables, we removed several companies from the
developing markets, obtaining the final sample of 125 stocks from 17 developed markets and
7 developing countries.

Table 1 presents the structure of the final sample and shows the countries, the name of the
stock markets where the stocks are listed, the stock market indices on these markets and the
number of stocks on each market. For each of the 125 companies we downloaded from
Thomson Eikon the weekly close prices (Friday to Friday) in order to determine price
informativeness measures and accounting data.

No Equally- | Equally-
Country Stock market Stock market index stocks | Weighted weighted
R2 log(agyj)
Developed countries
. Australian Stock
Australia Exchange S&P/ASX 20 Index 2 0,2023 0,0976
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Ltd/National Stock
Exchange of Australia
Ltd

Belgium Euronext Brussels BEL20 Index 1 0,1854 0,0888
E)}:Cehgir(;r}?;;;cmk TSX-Toronto Stock
Canada 8 Exchange 300 Composite 3 0,2775 0,1065
Venture Exchange - Index
NEX
Denmark OMX Nordic Exchange | OMX Copenhagen 20 1 0,3910 0,0431
Copenhagen A/S Index
France Euronext Paris CAC 40 Index 3 0,2363 0,0709
Frankfurt Stock Deutsche Boerse DAX 4 0,2021 0,1491
Germany Exchange Index
Xetra Deutsche Boerse DAX 4 0,2674 | 0,0543
Index
The Stock Exchange of
Hong Kong Hong Kong Ltd Hang Seng Index 17 0,2354 0,0816
[taly Milan Stock Exchange FTSE MIB Index 1 0,2764 0,0638
Japan Tokyo Stock Exchange | Nikkei 225 Index 4 0,2636 0,0711
Netherlands Euronext Amsterdam Amsterdam Exchanges 1
Index
Norway Oslo Stock Exchange OBX Price Index 1 0,2677 0,1025
Portugal Euronext Lisbon E‘ggge"t Lisbon PSI 20 1 0,2867 | 0,0663
. Singapore Exchange . .
Singapore Securities Trading Ltd FTSE Straits Times Index 2 0,2177 0,1003
Spain Madrid Stock IBEX 35 Index(L) 1 0,4343 | 0,04426
Exchange
OMX Nordic Exchange
Sweden Stockholm AB - cash OMX Stockholm 30 Index 2 0,2291 0,1170
UK London Stock FTSE 100 Index 7 0,2260 | 0,0882
Exchange
Standard&Poor's
uUsS NYSE/NASDAQ 500/Nasdaq 100 index 20 0,2935 0,0889
Developing countries
Shanghai Stock
. Exchange/ .
China Shenzhen Stock Shanghai 50 23 0,3666 0,0578
Exchange
BSE Ltd/National
India Stock Exchange of Nifty 50 Index 8 0,2601 0,08811
India
Korea Exchange -
Korea (South) KSE/ Kospi 11 Index 7 0,3112 0,0593
Korea Exchange - p ’ ’
KOSDAQ
Philippines Philippine Stock PSE Composite Index 1 0,1826 | 0,0675
Exchange, Inc
Poland Warsaw Stock WIG20 Index 1 0,1665 | 0,1084
Exchange
Taiwan Taiwan Stock Taiwan Weighted Index 9 0,3021 | 0,0565
Exchange
Thailand The Stock Exchange of | ¢p g 2 0,2708 | 0,0579
Thailand

Table 1. Sample structure
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3.2. Measures of stock price informativeness

To determine the informational content of stock price we use two measures: price non-
synchronicity and idiosyncratic volatility. These two measures are interchangeable only to
some extent, the role of the informational environment in choosing the best proxy for firm-
specific returns variations being very important [Bartram et al. (2012), Li et al. (2014)]. For
example, when the information environment is heterogeneous idiosyncratic volatility could
be a better proxy than price non-synchronicity [Zhang et al. (2016)].

In computing the first measure, we estimate annually the coefficient of determination from
the expanded market model of Jin and Myers (2006):

Tije = Qij + BriTuje—2 + B2ilije—1 + B3iTwjc T BailLjer1 T BsiTiji+2
+BeiTust-2 + +B7iTusi-1 + +BsiTust + +PoiTust+1 + +Bi0,iTusc+2 + Eijt

where 7; ;. is the weekly return of stock i of country j in week ¢, 7, ;, is the weekly local
market return of country j in week t, and 7y is the weekly US market return in week t. Riz,j is
an inverse measure of price informativeness, thus we compute the difference 1 — Rj2 to obtain
the price non-synchronicity measure, where Rj2 is the annually equally-weighted average of
the Riz,js of the individual stocks in country j. A higher value of 1 — Rj2 indicates that the stock

price is more informative, more firm-specific information being embedded into the stock
price, i.e. a significant portion of a stock return variation is not explained by market
movements. Because 1 — Rj2 measure is bounded within the [0,1] interval, in regressions we

used the logistic transformation of it:

|- R?
y; = log Rjz

The second measure of stock price informativeness(log(agz, j)), idiosyncratic volatility or firm-

specific variation, is the logarithm of average residual sum of squares from the market model
of Jin and Myers (2006). In fact, 1; is the result of a balance between firm-specific variation
and market-wide variation:

1—R? o}
Y= log( RZ / >log (0;']> = log(aéj) - IOg(Grzn,j)

j m,j

3.3. Panel methodology

We follow Chen, Goldstein, and Jiang (2007) and examine the relation between the
informativeness of stock prices and the sensitivity of savings to price, through the following
model:

Savings;; = a; + p1Qi¢-1 + B2Plir—1 + ﬁs(PIi,t—1 ' Qi,t—l) + 6 - Firm_Control,_; +n + &
All the variables are described in Table 2.

First, we include PI; ., separately in order to control for the impact of private information on
cash savings. Second, we include the matrix Firm_Control in order to control for several
factors that affect cash savings decisions and may also be directly correlate with stock price
and its informational content. Specifically, we take into account the Size of the company to
eliminate its impact on the true need to accumulate cash. We include Cash, the cash holdings
at the beginning of period, because the corporate decision to save or not depends on the
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available stock of cash. Because it is indicated to maintain a precautionary attitude when
transforming cash inflows into cash savings, we include cash flow (CF) as a control variable
(Almeida et al, 2004, Riddick and Whited, 2009). We account for time-invariant firm
heterogeneity and time effects by including firm fixed effects as well as time dummies (a; and
n¢ )- We follow Petersen (2009) and the standard errors are double clustered at country and
year levels. Finally, we allow the error term to be serially correlated for the same company. In
our model, the coefficient 3 presents the main interest. If it is significantly positive, then
savings decisions are influenced by the amount of private information impounded in the price.

Variable Description

PI Price informativeness measure (price non-synchronicity/idiosyncratic
volatility).

Cash Cash and short-term investment scaled by total assets.

Total assets Total assets (in million USD).

Savings Cash and short-term investment minus 1-year lagged Cash and short-term
investment divided by 1-year lagged total assets.

Q Market value of equity plus book value of assets minus book value of equity
minus deferred taxes, scaled by total assets.

U, Price non-synchronicity - firm-specific return variation computed as y; =

2

In (I;Z't), where Riz,t represents the R? from the expanded market model
proposed by Jin and Myers (2006).

10g(g§j) Idiosyncratic volatility - logarithm of average residual sum of squares from
the expanded market model proposed by Jin and Myers (2006).

Size Logarithm of total assets.

CF Sum of net income before extraordinary items and depreciation and
amortization scaled by total assets.

Capex Capital expenditures computed as capital expenditures minus sales of
property, plant, and equipment divided by total assets.

NWC Net working capital computed as current noncash assets minus current
liability divided by total assets.

ANWC Change in net working capital (NWC, — NWC;_4).

ShortDebt Short-term debt computed as short-term debt divided by total assets.

A ShortDebt Change in short-term debt computed (ShortDebt, — ShortDebt;_4).

Individualism Cultural dimension from Hofstede 2010.

UAI Cultural dimension from Hofstede 2010.

Table 2. Variable description

Results

Model (1) from Table 3 (in Table 4 is missing because the estimations would be
identical) presents the results of a simple OLS regression of cash savings (Savings) on stock
price (Q). We observe a positive and significant relation between Savings and @, with a
coefficient for Q estimated at 0.0029, significant at 1% level. The result is similar with that
obtain by Almeida, Campello, and Weisbach (2004) and Riddick and Whited (2009) and
confirms that savings are positively correlated with prices. The more informative is the price,
respectively the larger is the content of private information embedded in price, the more
intense is the managerial learning process, which, in turn, influences the savings behavior.
When firm-specific return variation is high, cash savings are more sensitive to stock price,
therefore firms apparently save more when they experience positive shocks to their stock
price. This effect has a small but non-negligible economic magnitude.

Model (2) from Table 3, respectively Model (1) from Table 4 display the central finding
of this paper. The coefficient for PI - Q is positive and statistically significant (0.0002 with a t-
statistic of 2.32, respectively 0.0019 with a t-statistic of 2.96). Cash savings are more sensitive
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to stock price when the price contains a larger amount of new information which means in
fact private information. Managers appear to save more following a positive signal given by

the market price, when this signal contains a larger amount of private investors’ information.

After we introduced more control variables in regression, the results remain unchanged.
(models (3), (4), (5))- In addition, regardless the measure of price informativeness, the
positive coefficient for PI - Q remains significant.

Dependent variable: Savings (annual change in cash holdings)
(1) (2) (3) (4) (5)
0.0029*** 0.0029*** 0.0028*** 0.0023** 0.0022**
Qes (4.15) (3.44) (2.73) (2.50) (2.43)
Pl 0.0619 0.0763* 0.0422* 0.0398*
-1 (1.49) (1.88) (1.93) (1.69)
0.0002%* 0.0002%* 0.0001* 0.0001**
Qe—y X Pl (2.32) (2.02) (1.96) 2.22)
CF 0.0056 -0.0344 -0.0305
t (1.55) (-0.85) (-1.06)
Size, -0.0103 -0.0137 -0.0169
(-0.57) (-1.02) (-1.53)
Cash 0.3629* 0.2223* 0.2007
t-1 (1.80) (1.69) (1.54)
Capex, -0.0130 -0.0092
(-1.07) (-1.19)
0.0586 0.0549
ANWC (0.41) (0.48)
-0.0481 -0.0500
AShortDebt, (-0.41) (-0.52)
Individualism (E(?g(z);
-0.0007
ual (-1.48)
Country effect FE FE FE FE RE
Year FE Yes Yes Yes Yes Yes
R - squared 0.021 0.036 0.059 0.412 0.415
Observations 857 834 712 706 706
Note: PI = log(cZ;)
Table 3. Idiosyncratic volatility and Saving-to-Price Sensitivity
Dependent variable: Savings (annual change in cash holdings)
1) (2) (3) (4)
-0.0005 -0.0012 -0.0024** -0.0029*
(-0.40) (-0.79) (-2.03) (-1.85)
-0.0226 -0.0442 -0.0251 -0.0393*
(-0.93) (-1.43) (-1.44) (-1.90)
0.0019%** 0.0023%** 0.0027%** 0.0028%**
Qe-y X Pley (2.96) (2.85) (4.36) (3.99)
0.0067 -0.0346 -0.0300
(1.42) (-0.84) (-1.04)
-0.0224 -0.0207 -0.0249***
(-0.90) (-1.41) (-2.16)
Cash 0.3592* 0.2211 0.1950
t-1 (1.70) (1.61) (1.47)
Capex, -0.0142 -0.0098
(-1.12) (-1.22)
0.0634 0.0591
ANWC, (0.44) (0.52)
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-0.0448 -0.0470
AShortDebt, (-0.38) (-0.49)
o . 0.0008***
Individualism (2.69)
-0.0009*
VAI (-1.76)
Country effect FE FE FE RE
Year FE Yes Yes Yes Yes
R - squared 0.022 0.049 0.410 0.415
Observations 834 712 706 706
Note: PI = ),

Table 4. Non-synchronicity and Saving-to-Price Sensitivity

Conclusions
This study analysis the relation between price informativeness and cash savings on a sample
of 125 companies from the renewable energy sector over the 2003 - 2009 time period. The
results suggest that more informative stock prices are associated with more efficient
decisions and managers use the information they learn from the stock market and adjust their
saving behavior accordingly. This result remains unchanged regardless the estimation
methodology and the proxy for the amount of information embedded in price. This fact is not
surprising because similar conclusions have been obtained in case of other industrial sectors.
For future research, there are some challenging directions to explore. First, it would be
interesting to investigate if the managerial learning process also influences other decisions
besides the ones related to cash savings, such as dividend policy or capital structure decisions.
Second, it would be necessary to understand what kind of information managers really learn
from observing the behavior of their stock price in order to examine how this information is
transposed into better corporate decisions.
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