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ANALYSIS OF THE FINANCIAL MANAGEMENT OF MUNICIPAL
ENTERPRISES IN BLAGOEVGRAD WITH Z-SCORE MODEL
DESISLAVA STOILOVA1
Abstract

It is generally accepted that municipal property is a basic prerequisite for financial
autonomy and administrative independence of local authorities. In Bulgaria, municipalities
received ownership rights from the Constitution (1991) and this regulation was further
confirmed by the Law on Local Self-Government and Local Administration (1991). In 1996
municipal property was finally settled with the adoption of the Law on Municipal Property and
the Law on State Property. In the late 1990s local governments received significant amounts
of assets from the central government. The process was accompanied by abuses of
administrative authority, corruption scandals, and financial mismanagement. Two decades
latter, Bulgarian municipalities have different types of assets, but the effectiveness of local
financial management is still a topical issue. This paper aims to analyse and estimate the
financial performance of nine enterprises owned by Blagoevgrad municipality with Z-Score
model. The analyzed period covers the years from 2006 to 2020. The results indicate that
municipal enterprises can achieve profitability while providing a wide range of services to the
local community.
Keywords: municipal enterprises, Z-Score model, financial management, local governments, Bulgaria
JEL Codes: H70, G33

1. Introduction
It is generally accepted that municipal property is a basic prerequisite for financial
autonomy and administrative independence of local governments. In Bulgaria, municipalities
received ownership rights from the Constitution (1991) and this regulation was further
confirmed by the Local Self-Government and Local Administration (1991). In 1996 municipal
property was finally settled with the adoption of the Municipal Property Act and the State
Property Act. Both the laws provide a differentiation between municipal property and state
property, and indicate the procedure to be used to prove ownership in case of a dispute between
municipality and state. The aforementioned legal base accelerated the process of building
portfolios of municipal properties. In the late 1990s local governments received significant
amounts of assets from the central government. The process was accompanied by abuses of
administrative authority, corruption scandals, and financial mismanagement, revealed in a
series of reports by the Center for Economic Development (2003), the Center for the Study of
Democracy (2006, 2012, 2017), Slavova (2015) and Transparency International Bulgaria
(2015). Two decades latter, Bulgarian local governments have different types of assets, but the
effectiveness of local financial management is still a topical issue. Due to increase of fiscal
decentralization, subsidies from the central government gradually decrease, while raising ownsource revenues by increasing local taxes and fees is a politically unpopular decision. In this
Associate Professor, PhD, South-West University “Neofit Rilski” – Blagoevgrad, Faculty of Economics,
Blagoevgrad, e-mail: dstoilova@swu.bg
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respect, effective management of municipal properties seems a politically acceptable and easily
accessible source of additional own-source revenues.
This paper is intended to analyze the efficiency of financial management of municipal
enterprises in the municipality of Blagoevgrad. The financial performance of municipal
enterprises is estimated with Z-Score model. The analyzed period covers the years from 2006
to 2020. The study consists of four main sections. Section two provides a brief literature review.
Section three analyzes the financial results of nine enterprises owned by the municipality of
Blagoevgrad. Section four provides the main conclusions and reccomendations.
2. Literature review
It is generally accepted that enterprises form the backbone of any economy. Municipal
enterprises are usually defined as businesses owned by the local governments and established
with the purpose to provide a variety of public services and generate revenues for local
communities. In theory, economic activities are seen as domain of private companies. This is
the reason why municipal enterprises are expected to be involved only in three types of
economic activities, as follows: (a) activities that are beneficial for the society, but not
remunerative for the private sector, (b) activities that are highly remunerative, but private sector
fails to execute them, and (c) activities of the natural monopolies. Therefore, the main objective
of municipal enterprises should be to improve social welfare. In practice, municipal enterprises
can also pursue economic efficiency by delivering goods and services on a remunerative basis,
thus ensuring own-source revenues to the local budgets.
Some authors differentiate two main goals of public property management. The first
goal is to provide public goods and services needed by the population and the second goal is
to support local economic development and provide a stable source of budget revenue
(Kaganova and Nayyar-Stone, 2000). However, such a clear division is quite difficult. Most of
the local governments apply a mixed approach, so municipal enterprises aim to ensure basic
services to the local communities, promote the development of local economy, and increase
budget revenue. Several authors describe the process of so-called “corporatization of local
governments” in England (Ferry, Andrews, Skelcher and Wegorowski, 2018), Italy and
Germany (Grossi and Reichard, 2008). Municipal corporatization, meaning the creation of
municipal companies, is often presented as a significant improvement in the management and
efficiency of local service delivery. In fact, municipal corporations in the EU member states
operate in a variety of sectors. Social housing, disposal of solid waste, water and sewage,
power, gas, and public transport are the most common areas of local corporative activities.
However, municipal companies can also be found in the sectors of healthcare, social services,
economic promotion, city marketing, recreational and cultural services, such as museums,
theatres, operas, etc. (Dexia Crediop, 2004).
Although municipal corporations are increasingly used by local governments in
developed countries to provide local public services, the studies on their role and efficiency are
rather scarce. Some authors believe that it is not possible to analyse the performance of
municipal enterprises with the widely used financial indicators, such as liquidity ratios,
turnover ratios, solvency ratios, and profitability ratios, because the reasons for establishing
municipal companies are quite different from those of commercial firms (Agh, Vavrek, Dvorak
and Papcunova, 2021).
The literature review reveals both positive and negative perceptions about municipally
owned companies. The positive views emphasize on a variety of benefits provided by the
municipal enterprises to the local economy. Geller (2019) outlined the potential positive impact
of municipal enterprises stating that these public ventures allow local governments to provide
affordable and qualitative goods and services while creating additional jobs and increasing
2

incomes of local residents. She emphasized that municipal enterprises can help improve the
stability of local economh by decreasing its dependence on private sector corporations, which
are prone to relocate their business in search of lower expenses and maximum profits. In
addition, municipal enterprises have considerable potential to provide vital services to local
communities that may be neglected by for-profit providers, thus allowing for the pursuit of
social, economic and environmental outcomes beyond profit maximization (CLES, 2021).
There are authors who have found a relation between the fiscal performance of local
governments and the number of municipal companies. Rubin (1988) explored why some cities
in Illinois (USA) have municipal enterprises to deal with garbage collection, parking, and
economic development and concluded that cities with fiscal difficultues avoid registering
enterprises, while more reformed cities often use enterprises to provide public services. Voorn,
Van Genugten and Van Thiel (2017) reviewed a number of studies on performance and
efficiency of the municipally-owned corporations. They concluded that municipal corporations
could be viable means of providing some public goods and services for local communities,
moreover, they found that very often municipal enterprises are more effective than local
bureaucracies in the delivery of some services, such as water distribution, garbage collection,
and transport. This is confirmed by Benito, Bastida and García (2010), who examined the
effectiveness of the municipal sector in one of the Spanish regions (Murcia) and found that in
the scope of water supply and garbage collection, public management through companies
controlled by local government is more efficient than private management. CuadradoBallesteros, García-Sánchez and Prado-Lorenzo (2012) explored how different modes for
provision of local public services affect the quality of life in Spain and found that the quality
of life is higher in municipalities where city transport and health services are provided by public
enterprises.
At the same time, some authors believe that public ownership is bureaucratic and
inherently inefficient, so municipal companies operate with inferior efficiency. Sorensen
(2007) combined the principles of political economy and corporate governance and argued that
elected politicians can support ineffective solutions to improve the chances of re-election. In
this respect, jointly owned companies are expected to perform better than those owned by a
single local authority, as local politicians would have less influence. At the same time, he found
that in the case of garbage collection in Norway, the cost of dispersed ownership very often
exceeds the benefits of economy of scale, so the use of jointly owned companies is not always
an appropriate response to the inherent efficiency problems typical of a fragmented structure
of local government.
Da Cruz and Marques (2011) studied the viability of Portugese municipal enterprises
in providing urban infrastructure services. They concluded that in theory the concept of a
municipal company is based on high principles and shows advantages over the other means of
service provision, but in practice the expected benefits had not been achieved in Portugal,
mainly due to the lack of technical competence and the political patronage of the municipal
companies.
Some authors point out that municipal enterprises may indirectly increase the
indebtedness of local governments. For example, Junkernheinrich and Micosatt (2007)
discussed that 42.3% of local governments’ debt in Germany at the end of 2005 was related to
their companies and was hidden in the various financial statements of those companies. This
point of view is shared by Ferry et al. (2018), who found that the process of municipal
corporatization in England increased by 50% for the period 2010-2016, especially in the areas
of planning and social services. At the same time they point out that when municipal companies
have huge deficits, local authorities face the reputational and financial consequences of service
failures.
3

Grossi and Reichard (2008) study municipal corporatization in Italy and Germany and
outline several positive effects, such as closer ties to customers, increased efficiency, extended
flexibility and managerial freedom. At the same time, they point out that when local
governments transfer the responsibility for the production of public goods and services to
municipal corporations, they face a progressive loss of participation and control on the local
service provision. In addition, corporatization often leads to significant fragmentation of the
local public sector, where different units generate strong centrifugal forces, making it difficult
for the political core to control and manage the diverging and conflicting interests of its
multiple units. They conclude that the evidence from Germany and Italy demonstrates a
conflicting development. Municipal companies are becoming more market-oriented, so that
profitability goals are becoming dominant, while reducing the focus on public interests. At the
same time, a more commercially oriented utilities sector is politically questionable.
3. Analysis of the financial management of municipal enterprises in Blagoevgrad
3.1. Methodology and data
Altman’s Z-Score model is intended to estimate the financial stability of companies. It
was developed and proposed by Edward Altman in 1968 and is used to predict the chances of
a company to go bankrupt in the next two years (Altman, 1968). Altman used the methodology
of multiple discriminant analysis (MDA) to identify the coefficients that are most important
for detecting the potential for bankruptcy and to specify the different weights attached to the
selected ratios.
The original specification of the Z-Score model combines five financial ratios as
follows:
Z = 1.2(X1) + 1.4(X2) + 3.3(X3) + 0.6(X4) + 1.0(X5)

(1)

where:
X1 is equal to the working capital of a company divided to its total assets (WC/TA).
The working capital of each enterprise is calculated by subtracting current liabilities from
current assets. So the WC / TA ratio aims to assess the company's net liquid assets in relation
to its total capitalization.
X2 is equal to the company’s retained earnings divided by its total assets (RE/TA). This
ratio estimates the cumulative profitability of the enterprise over time, as well as the leverage
of the company. Companies with higher retained earnings, measured as a percentage of total
assets, are expected to have paid for their investments through their profits instead of
accumulating significant debt.
X3 is equal to the company’s earnings before interest and taxes (EBIT) divided by its
total assets (EBIT/TA). This ratio is an estimate of the real productivity of the company’s
assets, its earning power independent of any external factors such as tax rates or interest rates.
X4 is equal to the market value of equity divided by the book value of total liabilities
(E/TL). The purpose of this ratio is to add a notion of market value to the assessment of the
corporation. This ratio shows how easily the company may become insolvent if its liabilities
exceed its equity.
X5 is the popular asset turnover ratio, calculated by dividing company’s annual sales to
its total assets (S/TA). The asset turnover ratio is a standard financial ratio that shows the ability
of a company’s assets to generate sales.
Z is the overall score.
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It is obvious that the original specification of the Z-Score model is based on two data
sources that make it inappropriate to use for all types of companies: first, it requires the
company to have equity that is publicly traded (as far as X4 requires data for the stock prices)
and second, it is mainly applicable for manufacturers (Altman, 2005). Although the most
logical modification is to substitute the book value of equity for the market value when
calculating X4, Altman (2013) revised the Z-Score model and proposed its adaptation (Z'Score) applicable to companies that are not traded on the stock exchange (Formula 2).
Z' = 0.717(X1) + 0.847 (X2) + 3.107 (X3) + 0.420(X4) + 0.998(X5)

(2)

The adapted Z'-Score model seems quite similar to the original, however, some of the
coefficients have decreased (i.e. the coefficients for X1, X2 and X4), thus diminishing the
importance of the respective variables for the overall score.
In more than three decades of experience in testing and using the scoring models for a
variety of purposes, Altman (2005, 2013) further improved the original model to make it
applicable to non-manufacturers (Formula 3) and emerging markets (Formula 4).
Z"(Non-Manufacturers) = 6.56 (X1) + 3.26 (X2) + 6.72 (X3) + 1.05 (X4)
Z" (EMS) = 6.56 (X1) + 3.26 (X2) + 6.72 (X3) + 1.05 (X4) + 3.25

(3)
(4)

In the Z"-Score model applicable to non-manufacturers the asset turnover ratio (X5
equal to Sales/Total Assets), which was proved to be industry sensitive, was removed from the
model and the coefficients for the other ratios were changed. The Z"-Score model was tested
on different samples of both non-manufacturers and manufacturers, demonstrating high
accuracy and reliability similar to the previous models (Z-score and Z'-Score).
A constant of 3.25 was added to the final Emerging Market Scoring (EMS) model in
order to standardize the scores so that a default equivalent rating (D) is consistent with a score
below zero (Table 1).
Table 1. Z"-scores and equivalent ratings
Z"-Score

Ratings

> 8.15
AAA
7.60 – 8.15
AA+
7.30 – 7.60
AA
7.00 – 7.30
AA6.85 – 7.00
A+
6.65 – 6.85
A
6.40 – 6.65
A6.25 – 6.40
BBB+
5.85 – 6.25
BBB
5.65 – 5.85
BBB5.25 – 5.65
BB+
4.95 – 5.25
BB
4.75 – 4.95
BB4.50 – 4.75
B+
4.15 – 4.50
B
3.75 – 4.15
B3.20 – 3.75
CCC+
2.50 – 3.20
CCC
1.75 – 2.50
CCC< 1.75
D
Sources: Altman, E. (2005, 2013)
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Zones

Safe zone

Grey zone

Distress zone

The interpretation of the scores follows a simple rule – the higher the score, the better
is the firm’s financial performance. The safe zone (Z" > 5.85) indicates that the company is
financially healthy and has only a small chance of facing financial difficulties. It can be said
that the company is financially stable. If the company falls in the grey zone (5.85 > Z" > 4.15)
there is a moderate chance that it will face financial difficulties in the near future. Distress zone
(Z" < 4.15) means that there is a high possibility for the company to face financial difficulties
and even bankruptcy in the near future. It can be said that the company is in a vulnerable
position.
The EMS model is tested and can be applied to both manufacturers and nonmanufacturers. Moreover, it is relevant for public and private companies (Altman, 2005, 2013).
This is the reason why the Z" (EMS) model is applied for the purposes of this paper. The data
on the financial performance of municipal enterprises in Blagoevgrad are extracted from their
financial statements published at the Registry Agency of the Republic of Bulgaria (2021).
3.2. Results and discussion
Municipality of Blagoevgrad is located in the southwest Bulgaria and covers an area of
621 sq.km. It includes the city of Blagoevgrad and 25 neighbouring villages. The city of
Blagoevgrad is the administrative ceneter of the municipality. It is situated on the main road
E-79 at almost equal distance from Sofia (capital) and the Greek border (100 km). The border
with the Republic of North Macedonia is 20 km to the west. Blagoevgrad municipality is
classified as a medium-to-large sized local government due to its total population of 77,441
inhabitants. This allows Blagoevgrad municipality to develop a comprehensive system of local
services, considerable local administrative capacity, appropriate financial system, and different
types of municipal properties, including several municipally-owned enterprises.
According to the data provided by the Register of commercial companies with
municipal participation in Blagoevgrad (2021), the municipality is a sole owner of the capital
of nine enterprises. They were established in accordance with the provisions of the Commercial
Law (1991). The only available option for municipal enterprises in Bulgaria is to be registered
as limited liability companies, because Bulgarian municipalities are legally prohibited from
taking unlimited responsibility for any economic activities. The municipal companies are
intended to cover a wide range of services. Four of the enterprises have been established with
the purpose of managing and maintaining a variety of real assets that are either public or private
municipal properties, four of the enterprises are medical centres and hospitals intended to
provide general and specialized health services to the population, and the last one of the
municipal enterprises is a sports club.
In accordance with the legislation in force, municipal hospitals and medical centers are
registered as commercial enterprises with 100% municipal property. There are four municipal
hospitals that provide health services to the community. The “Medical Center I” Ltd. is
intended to provide specialized outpatient medical care. The “Specialized Hospital for Active
Treatment of Pneumo-Phthisiatric Diseases” Ltd. (also known as Tuberculosis Dispensary) is
created as a specialized medical institution that offers diagnosis, monitoring and treatment of
patients with tuberculosis and chronic lung diseases. The “Specialized Hospital for Active
Treatment in Oncology” Ltd. has traditions in diagnostics, early detection, complex treatment
and dispensary monitoring of patients with oncological diseases. The “Mental Health Center”
Ltd. offers emergency psychiatric care, diagnosis, treatment and monitoring of persons with
mental disorders, psychotherapy and psycho-social rehabilitation.
The Z"-scores calculated for municipal hospitals and medical centers for the period
2006-2020 show that three of the legal entities demonstrate financial health (Figure 1). The
“Medical Center I” Ltd. has operated in the safety zone during the entire period, registering the
6

lowest Z"-score of 7.01 in the beginning of the analyzed period and the maximum Z"-score of
16.92 in 2017. The Z"-scores for “Mental Health Center” Ltd. vary in a narrow range (6.12 10.38) and demonstrate the sound financial management of the health center. The Tuberculosis
Dispensary worked in the safety zone during the analyzed period, except for 2012 and 2013,
when the hospital entered the grey zone (Z" = 5.31) and distress zone (Z" = 3.70), respectively.
According to the detailed calculations, presented in Table 6 in the appendix, the negative values
of EBIT/TA (X3) in 2011-2013 were compensated by the high values of RE/TA (X2), so the
hospital was able to overcome the temporary financial difficulty and became profitable in 2014.
The Oncology Hospital performed well in the period 2006-2011, but deteriorated in 2012 and
has been operating in the distress zone since then due to the high level of accumulated losses.
The negative values of WC/TA (X1) speak about serious liquidity problems that may be due
either to the underfunding of the so-called “clinical paths” for treatment of the oncology
diseases by the state or to the inefficient financial management of the hospital.
However, with the exception of the oncology hospital, municipal hospitals and medical
centres in Blagoevgrad enjoy good financial health, while providing general and specialized
health services to the population. These results are in line with the findings of CuadradoBallesteros et al. (2012), who maintain that health services can be provided efficiently by local
public companies and such a mode of service delivery has a significant positive impact on the
quality of life in the Spanish municipalities.
Figure 1. Z"-scores for municipal hospitals and medical centres (2006-2020)
18,00
16,00
14,00
12,00
10,00
8,00
6,00
4,00
2,00
0,00
-2,00
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Mental Health Center

Oncology Hospital

Tuberculosis Dispensary

Medical Center I

Source: Author’s calculations

Besides healthcare providers, there is another bunch of municipal enterprises that
manage municipal property and provide a variety of services to the local community (Figure
2). “Biostroy” Ltd. is the oldest municipal enterprise in Blagoevgrad and provides services in
the scope of solid waste disposal, maintenance of urban infrastructure (e.g. squares, streets,
parks, gardens), construction, and specialized transport. “Biostroy” Ltd. enjoys the advantages
of a monopoly and the calculations show that during the period 2006-2020 it has operated in
the safety zone and demonstrated good financial health (Z" has varied in a narrow range
between 5.84 and 9.03). These results confirm the views of Benito et al. (2010) and Voorn et
al. (2017), who argue that municipal enterprises are efficient in the provision of services such
as transport and refuse collection. At the same time, our results contradict the findings of Da
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Cruz and Marques (2011), who conclude that municipal companies are not viable providers of
services related to urban infrastructure.
Figure 2. Z"-scores for “Biostroy” Ltd., “Parkingi & Garagi” Ltd., “Blagoevgrad Invest 2016” Ltd.
(2006-2020)
25,00
20,00
15,00
10,00
5,00
0,00
-5,00
-10,00

-15,00
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
BIOSTROY LTD

PARKINGI & GARAGI LTD

BLAGOEVGRAD INVEST 2016 LTD

Source: Author’s calculations

“Parkingi & Garagi” Ltd. was established in 2008 in order to build, maintain and
manage a number of garages and parking lots owned by the municipality. “Blagoevgrad Invest
2016” Ltd. was established in 2016 with the purpose of carrying out independent construction
supervision, investor’s and technical control in design and construction, expert assessments,
and consulting services. Both companies demonstrated good financial health until 2020, when
the enterprises entered sharply the distress zone mainly due to the restricted economic activity
during the COVID pandemic. However, their RE/TA (X2) remained positive (see Table 3 and
Table 9 in the appendix), so it seems that the enterprises have financial reserves to overcome
the difficult period. These results are in line with the views of Rubin (1988), who argued that
more reformed cities often use municipal enterprises to deal with garbage collection, parking,
and economic development.
Figure 3. Z"-scores for “Pazari” Ltd. and FC “Pirin” Ltd. (2006-2020)
140,00
100,00
60,00
20,00
-20,00

-60,00
-100,00
-140,00
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
PAZARI LTD
FC PIRIN
Source: Author’s calculations

The last two enterprises show interesting dynamics (Figure 3). Founded in 2000
“Pazari” Ltd. aims at managing and maintaining private municipal properties, such as fixed
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assets, equipment and installations located on the territory of municipal markets. “Pazari” Ltd.
has the rights to build, buy, sell and rent municipal assets by decisions of the Municipal
Council. Z"-scores of this enterprise are extremely high, mainly due to the extremely high
values of its equity-to-total-liabilities ratio (E/TL - X4). The retained earnings-to-total assets
ratio (RE/TA - X2) is zero, meaning that the profits are entirely transferred to the local budget
(see Table 2 in the appendix). However, the company stays stable due to the good liquidity and
lack of long-term liabilities. The good financial results of “Pazari” Ltd. are similar to the
findings of Geller (2019), who describes the efficiency of one of the oldest public farmer’s
markets in the United States, owned and operated by the City of Seattle.
The last municipal enterprise is Football Club “Pirin” (FC “Pirin”). According to the
records, it was founded in 1922. For almost a hundred years of history FC “Pirin” has created
and promoted many talented players. In 2011, the team was removed from professional football
due to financial obligations. Blagoevgrad Municipality was committed to managing the team
in 2013, with the goal of bringing the team back to professional football. The calculations show
that the municipality failed to manage the football club in an efficient manner. Z"-scores of this
enterprise are negative and extremely low, so the football club is rather a burden to the local
budget.
In this regard, it is highly recommended for the municipality to attract private capital
and expertise to improve the financial management of FC “Pirin” Ltd. A possible option is to
expand the own capital of the football club by creating a mixed firm (a form of a joint-stock
company, in which the state or municipality acts as a partner of private capital). The efficiency
of mixed firms is confirmed by Pérez-López, Prior and Zafra-Gómez (2015), who have
analyzed the different delivery methods for local public services in 1 058 Spanish
municipalities during the period 2001-2010. They found out that the mixed firm is a delivery
form that contributes to improving cost efficiency in municipalities both in times of prosperity
and in times of crisis.
4. Conclusion
The results demonstrate that municipal enterprises in Blagoevgrad are viable legal
entities able to efficiently provide some local public services, such as refuse collection,
cleaning and maintenance of urban infrastructure, management and maintenance of parking
lots and garages, management and maintenance of municipal markets, construction
supervision, etc. Municipal hospitals and medical centres enjoy good financial health, while
providing general and specialized health services to the population. The only exception is the
oncology hospital, which demonstrates high level of accumulated losses and serious liquidity
problems.
The municipality failed to manage the Football Club “Pirin” Ltd. in an efficient manner.
It seems that the municipality was not able to find appropriate sponsors for the club, so it is
rather a burden to the local budget. In this regard, it is highly recommended for the municipality
to attract private capital and expertise to improve the financial management of the football club.
A possible option is to expand the equity of FC “Pirin” Ltd. by creating a mixed firm registered
as a joint-stock company in which the municipality to be a partner with the owners of private
capital.
The study is limited to the nine companies in which the municipality of Blagoevgrad is
the sole owner of the capital. Further research is needed to examine the effectiveness of
companies that are partially owned by the municipality, as well as to analyze the financial
management of municipal enterprises in the other local governments located in the region of
Southwest Bulgaria.
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Appendix
Table 1. “Biostroy” Ltd.
X1

X2

Table 2. “Pazari” Ltd.

X3

X4

X1

X2

X3

X4

2006

0,0459

-0,0134

0,0369

3,1389

0,1575

0,0000

0,0955

67,0909

2007

0,0317

-0,0293

0,0129

3,5561

0,2370

0,0000

0,0831

76,6500

2008

0,0876

-0,0292

0,0146

3,0639

0,1706

0,0000

0,1123

52,8400

2009

0,0054

-0,0259

0,0237

2,7379

0,2738

0,0000

0,1112

63,5455

2010

0,0953

-0,0122

0,0410

3,7211

0,1874

0,0000

0,0582

53,5217

2011

0,2046

-0,0022

0,0066

2,7102

0,2188

0,0000

0,0148

49,6667

2012

0,2991

-0,0300

0,0266

3,5556

0,2910

0,0000

0,0310

121,7000

2013

0,3323

-0,0226

0,0376

2,9700

0,3451

0,0000

0,0329

61,3000

2014

0,3242

-0,0102

0,0428

2,4857

0,3923

0,0000

0,0367

65,0000

2015

0,2585

-0,0026

0,0403

2,3055

0,1521

0,0000

0,0448

46,1111

2016

0,3032

0,0037

0,1236

2,0893

0,1923

0,0000

0,0457

49,1765

2017

0,2837

0,0146

0,1276

2,0976

0,2095

0,0000

0,0274

55,0000

2018

0,2053

0,0189

0,0657

1,1221

0,2235

0,0000

0,0262

55,0667

2019

0,1080

0,0133

0,0385

0,3489

0,2392

0,0000

0,0375

49,1765

2020

0,1082

0,0108

0,0450

0,3634

0,2316

0,0000

-0,0286

52,5333

Table 3. “Parkingi & Garagi” Ltd.
X1

X2

2008

0,3306

2009

Table 4. Football Club “Pirin” Ltd.

X3

X4

X1

X2

X3

X4

0,0000

0,5124

1,0926

0,3730

0,2213

0,5000

2,5846

2010

-0,0121

0,3303

0,2879

1,6723

2011

0,1832

0,3784

0,3483

2,6667

2012

0,3403

0,4722

0,3160

4,1887

2013

0,5617

0,4708

0,3247

4,3818

-0,0714

0,3095

0,3571

0,4737

2014

0,2892

0,0000

0,5542

1,3968

0,2373

0,4407

-0,7966

-0,2716

2015

0,3077

0,0362

0,5520

1,6538

-0,4522

-0,3822

0,0892

-0,2304

2016

0,1914

0,0813

0,3780

1,3659

-10,7556

-1,0667

-9,2889

-0,9123

2017

0,1989

0,1364

0,1818

1,1644

-1,5746

-1,7500

0,2276

-0,5864

2018

0,2775

0,1561

0,1445

1,0959

-12,2632

-6,6842

-4,9123

-0,9208

2019

0,4096

0,1543

0,1702

1,1299

0,1429

-3,3492

1,8201

-3,4253

2020

-0,3163

0,3265

-0,7143

-0,0843

0,2053

-1,1369

0,3878

-2,0947

Table 5. “Medical Center I” Ltd.

Table 6. “Specialized Hospital for Active
Treatment of Pneumo-Phthisiatric Diseases”

X1

X2

X3

X4

X1

X2

X3

X4

2006

0,1751

-0,3390

0,0000

3,5385

0,1879

0,0333

0,0167

2,4017

2007

0,2944

-0,3833

0,0111

3,5000

0,3607

0,1009

0,0431

3,2018

2008

0,5108

-0,3602

0,0323

7,5263

0,2646

0,2912

0,0106

2,3469

2009

0,6091

-0,2690

0,0761

8,5000

0,3154

0,3745

0,0736

2,3544

2010

0,5864

-0,1909

0,0955

5,9310

0,4092

0,4092

0,0562

3,3651

2011

0,4435

-0,1089

0,0524

3,3333

0,1962

0,7000

-0,3547

1,7985

2012

0,5314

-0,1088

0,0628

4,1591

0,0930

0,4186

-0,1837

1,2598

13

2013

0,6400

-0,0533

0,0222

7,1923

0,0024

0,2451

-0,1456

0,5848

2014

0,5133

-0,0304

0,0532

3,8462

0,1067

0,1093

0,0773

1,1416

2015

0,5677

-0,0113

0,0489

4,0000

0,2127

0,1696

0,0709

1,4486

2016

0,5877

0,0000

0,0097

6,3000

0,3174

0,2148

0,1504

2,2935

2017

0,7090

0,0100

0,0769

8,0645

0,3267

0,3490

0,0198

2,4382

2018

0,7399

0,1216

0,0473

7,3636

0,5906

0,2165

0,2872

3,8529

2019

0,7362

0,1205

0,0814

5,6667

0,5218

0,4695

0,1032

3,7377

2020

0,7500

0,1203

0,0411

4,2982

0,5745

0,4106

0,0532

2,7527

Table 7. “Specialized Hospital for Active Treatment
in Oncology” Ltd.
X1
X2
X3
X4

Table 8. “Mental Health Center” Ltd.
X1

2006

0,2204

-0,1275

0,0679

0,8232

0,2407

2007

0,2072

-0,0509

0,0801

0,9149

2008

0,1953

0,0270

0,0080

2009

0,3734

0,0210

2010

0,3946

0,1592

2011

0,3605

2012

X3

X4

-0,5085

0,1729

1,6977

0,1698

-0,2013

0,0985

1,7870

1,5876

0,2265

-0,1020

0,0510

2,2526

0,1906

2,6447

0,1879

-0,0277

0,0996

2,6903

0,1786

2,7242

0,2906

0,0576

0,0947

3,5304

0,3612

0,0100

2,5665

0,2814

0,1559

0,0190

4,4286

0,1274

0,4303

-0,3679

0,3546

0,2930

0,1876

-0,0232

4,2929

2013

0,0164

0,0438

-0,1697

-0,0172

0,2860

0,1743

0,0137

3,8421

2014

-0,0279

-0,0393

-0,0460

5,5100

0,2636

0,2092

-0,0651

3,3571

2015

-0,0375

-0,0926

-0,1100

4,2929

0,1429

0,1789

-0,1829

2,3663

2016

-0,0791

-0,2185

-0,1295

2,6892

0,1855

0,0095

0,0164

2,6421

2017

-0,0976

-0,3549

-0,0844

1,6552

0,2084

0,0249

0,0118

2,7553

2018

-0,1338

-0,4669

-0,1051

1,1360

0,2738

0,0299

0,0044

1,4239

2019

-0,1704

-0,5925

-0,1263

0,6383

0,2690

0,0369

0,0516

1,8405

2020

-0,1699

-0,7786

-0,1158

0,3983

0,3300

0,0853

0,0013

2,1348

Table 9. “Blagoevgrad Invest 2016” Ltd.
X2

X3

X4

2016

0,5625

X1

0,0000

0,6181

1,3415

2017

0,8619

0,0193

0,9102

6,5417

2018

0,7582

0,1345

0,6600

3,2969

2019

0,6042

0,1542

0,5000

1,8402

2020

-0,9574

1,0106

-2,0426

-0,4471
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INSIGHTS FROM THE AUTOMOTIVE INDUSTRY – THE CASE OF THE
MERCEDES S-CLASS IN THE UNITED STATES
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Abstract
This paper provides a market analysis which represents a diagnostic procedure for determining the core
causes of market behaviour from an economic standpoint. This paper reflects on the role of the automobile
industry which has a substantial impact on a country's growth since it contributes to high levels of employment,
consumption, and investment. The goal of this study is threefold: first, use the demand and supply framework to
explore the impact of the factors that drive those interactions and forecast future results for the S-class. Second,
apply SWOT, PESTLE, and Porter's model analysis to analyze the product line during the period from 2010 to
2020. Third, assess Mercedes-environment Benz to meet the company's present and future objectives. Results
show no violations of demand and supply laws for the S-class product in the United States, and it is a pricesensitive product, according to the findings. Fluctuations in the elasticities of demand and supply were observed
due to the changes in the consumers’ willingness to buy the S-class and the changes in the market conditions
which affected the supply over the decade of study. Results show Mercedes' market opportunities is in a risky
situation as the delay in the supply chain reflects negatively and give opportunities to other substitutes in the
different market across the globe.
Keywords: S-class, economic growth, R&D, automotive sector, macro-environments
JEL Codes: L17, L22, L86, L82, O31

Introduction
In a competitive setting, market structure is critical for the execution of adaptive
company strategies. In the business ecosystem, competitive strategies must be effective and
well-designed. The competitive environment in which a company/firm operates is depicted by
market structures. The characteristics of the market structure influence the competitive
strategies used by a company in that market. Mercedes-Benz is a luxury motor vehicles
company, founded in 1901 by Carl Benz, Gottlieb Daimler, Wilhelm Maybach and Emil
Jellinek in Stuttgart, Germany. The company began as a business for the manufacturing of gas
engines. After an increase in demand, the factory was relocated to a bigger site, while also
working on developing car engines. The company’s take-off stage initiated with the K-class
after World War one when the two competitors DMG and Benz & Cie merged. The reasons
for the merger were the high inflation and low sales that followed after the war. MercedesBenz now evolved into the world’s largest producer of automobiles up to this decade. Mercedes
has over 20 classes of cars, with different features and innovations (Mercedes-Benz, 2021).
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This paper focuses on the S-class and analyses its demand and supply patterns over 10 years in
the United States. The S-class was introduced in 1972 in Germany, becoming the best-selling
luxury sedan over the years. It is considered an innovational breakthrough for the company as
they utilized the technologies available to the full extent, these innovations were then reflected
positively on Germany’s Gross Domestic Product (GDP).
The automotive industry is considered the largest in Germany as it contributes about
3% to the GDP. In addition, 20% of the country’s exports consist of vehicles (Petroff, 2015).
Germany possesses the biggest automotive market in Europe, as 60% of the Research and
Development (R&D) growth in Europe was created by German automotive. Mercedes places
a major contribution to Germany’s economic development as it attracts various investments
into the country, including foreign investments. As a result, the GDP rises due to investments
being one of its components. In addition, numerous job opportunities are provided all over the
country, stimulating employment rates. The development of vehicles adds to the country’s total
output and exports, leading to high growth rates. Mercedes is considered an innovational hub
in Germany due to its use of technology to create various safety systems (Daimler, 2021).
This paper aims to analyse the demand and supply patterns in the United States of
America (USA) for Mercedes’ S-class over the decade, concerning prices. In addition to
determining the elasticity of demand and supply of the product. The aim is to also investigate
the factors that influence those relationships.
After the above sources are reviewed, the following research questions will be
answered: What is the demand and supply relationships for Mercedes-Benz’s S-class? In
addition, what are the factors affecting the demand and supply?
To test the framework for the industry analysis of Mercedes-Benz’s S class and to test
if a violation occurs. The motivation for this research is to provide insights into Mercedes’ Sclass as the brand’s popularity globally and their success in linking the name of Mercedes to
luxury among all nations despite differences in cultures and tastes in various geographic
regions has motivated the construction of this research. This research is divided into six
sections: Beginning with an empirical literature review to discuss the market type. Followed
by an analysis of the automotive industry using SWOT analysis, a macro analysis: of political,
economic, social, technological, legal & environmental factors (PESTLE) and a Porter Model.
Furthermore, the demand and supply patterns of the S-class will be investigated, by displaying
the descriptive statistics and discussing the various factors affecting those patterns. Finally,
conclusions and results will be drawn from the research conducted.
Literature Review
Theoretical literature
Adam Smith was one of the first economists to address the topic of the free market and
supply and demand. Smith came up with the theory of “the invisible hand” to explain the
importance of a free market. Smith claims in his theory that humans need to have the liberty to
pursue their self-interests, this will eventually lead to an unintentional increase in the common
wealth. He referred to this process as the invisible hand. He also saw that the interactions of
people in the market should not be obstructed by any excessive regulations by the government
and that these interactions would lead to an optimization point. This theory hinges on the
laissez-faire policy in which government intervention is kept to a minimum as there will be no
price controls and a balanced level of inflation. In addition, the market needs to fulfil many
requirements such as having minimal barriers to entry, low transportation costs and several
market participants of equal size (Vasilev & Gesheva, 2017).
David Ricardo (King, 2013) formulized the comparative advantage theory, in which he
defended the laissez-faire model. According to King (2013), Ricardo claims that if the
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government does not enforce protection on the market, productivity would increase as the
allocation of resources will shift from high cost to low-cost products. In this theory, the
comparison between production costs of products is not performed in terms of money but in
terms of labour time and resources and used the labour theory of value as a basis for his claims.
The theory of comparative advantage is based on several assumptions which are, that
employment of factors of production, capital and labour are moveable within the country,
external trade is in a balanced state and the market prices display the real costs of production.
These are the same assumptions of free trade and are unrealistic and detached from reality,
especially in the cases of developing countries.
Empirical analysis
This section discusses the automotive sector and its significance on different
economies, in addition to an analysis of the market type, barriers to entry, trade barriers in the
automotive market and pricing strategies. To begin with, Mercedes is part of the automotive
sector. Approximately 4.5% of jobs in the USA are supported by the presence of the automotive
industry. They comprise about 1.7 million people directly responsible for the manufacturing,
supplying, engineering, and designing of motor vehicles. Individuals in those jobs are
responsible for generating about $70 billion in revenue. The automotive industry is critical to
economic strength, as it is considered a homogenous consumer in the economy due to its
purchases of raw materials, computers, machinery, and advertising services (Hill, Cooper &
Menk, 2010).
Mercedes is considered an oligopoly as the market is controlled by a few numbers of
competitors, including BMW, Audi, and Cadillac. They account for 52% of the market, with
significant barriers to entry. Each company produces differentiated products in terms of
technologies, innovations, and qualities, while also setting its prices. The oligopolistic market
is also considered to be very concentrated with a fierce concentration in place. (Daimler, 2021).
The company supports high barriers of entry to the market, as it produces luxury and
innovational cars; therefore, technical barriers are put in place because of the technical
knowledge and high costs of starting up similar brands. Meanwhile, the natural barriers also
exist in the market due to the economies of scale that Mercedes gains, through the subsidies
the company receives from the government. Exclusive resources, patents and copyrights and
high government regulations are also part of the barriers to entry (Jolly, 2020).
Trade barriers refer to the variables that affect the number of goods and services shipped
across borders. Trade barriers influence the ability of the automotive sector to trade freely
between nations. Types include tariffs and quotas. Tariffs are the taxes imposed on vehicles
when they cross national borders. The higher tariffs, the fewer cars that will be exported from
countries.
Pricing strategies are the policies used to determine how much to charge for a product.
Mercedes uses cost-plus pricing strategies, which refers to placing additional costs on the actual
costs incurred, in return for the high quality and brand identity offered to consumers. They pay
more to receive more. The company focuses on delivering luxury cars to the niche market, so
the prices are not slightly compromised. High costs are invested in technologies and materials;
therefore, the cars are highly-priced, serving individuals with high purchasing power. Those
significant prices are used as a promotion method to enhance the image of the cars and to
emphasize the exclusivity of the cars. In addition, the brand also implements the price
skimming strategy when introducing new cars into the market, to increase their value-added
and competitiveness (Daimler, 2021).
Collusion is the practice that allows businesses to generate above-average profits
through the secret cooperation between brands to limit the competition. Automotive seems to
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be colluding with competitors to destabilise the market. The European Union has accused
automobile industry giants Mercedes and BMW of working together to limit automotive
technology. The automotive industry has been accused of curbing innovation and delaying the
introduction of clean emission technology. This occurs to keep costs down (Ivaldi, Jullien, Rey,
Seabright & Tirole, 2003).
Mercedes comprises about 3.1% of the global market share, becoming the ninth largest
market share in the industry (see Figure 1). On the other hand, the company has a 2% market
share in the USA, with about 275,000 units sold to USA customers. 9000 of those were S-class
sales in 2020. 14% of Mercedes’ total car supply is sold in the USA. Mercedes has recently
developed different lines for different types of customers to gain greater market share over the
last few decades. When looking for a Mercedes car, buyers have several options. They all have
the concept of luxury but can be divided into several lines and features: E-class, G-class, GLC
lines and Maybach (Statista, U. S., 2020).
Figure 1. Mercedes Global Market Share
BMW; 2,7%
Mercedes ; 3,1%

Toyota ; 8,5%

Kia; 3,3%
Chevrolet ; 3,9%

Volkswagen ;
7,8%

Nissan; 4,2%
Hyundai ; 5,4%

Honda ; 4,8%
Ford; 5,1%
Source: Statista, U. S., 2020

Research and Methodology
Using the data for model S- class for the units sold and produced to describe the
relationship with the market forces and calculate the elasticity based on data from the
company's financial analysis reports for the period between 2010 till the second quarter of
2020. This paper uses the regression equation to test if the decision for buying the curve
referred to the price or not during the period under study. Furthermore, the study uses the
SWOT, PESTEL and PORTER model to reflect on the industry's core success factors.
Demand driving factors
Mercedes’ luxury cars compete with Porsche, Jaguar, Maserati, and others on the
market. In this situation, it is clear that Mercedes will lose money if it lowers the price of
Mercedes cars and gains market share. The reason is that targeted customers are looking for
high quality branded products at exceptional prices and prefer to offer expensive products. As
a result, lowering the price of Mercedes will lead these customers to the more expensive
alternatives mentioned above, gaining a premium image and reputation (Salman, D. M., 2019).
Consumer’s Budget
Mercedes’ customers have a large budget for luxury goods, so it's not plausible to argue
that falling prices tempt them to buy Mercedes. The first exhilaration maybe because some
consumers consider owning a Mercedes to be a result. Still, those who understand that it's easy
to buy such or similar cars, which are their main target audience, rarely turn themselves to
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Mercedes. Adjustment period. At this point, the fall in Mercedes car prices can be said to
attract many buyers who want to drive a car at first. Even high-end consumers who can easily
buy other luxury cars will prefer to get the Mercedes brand. time. However, if a major target
customer group switches to more expensive cars such as Jaguar and Maserati, Mercedes could
lose its brilliance as the most expensive car brand (De Silva, Khatibi & Azam, 2020).
The validity of the relationships, factors affecting them, and price elasticities will also
be discussed. No violations of the law of demand, which states that an increase in prices
influences a decrease in the quantity demanded, have been witnessed for the S-class. The
demand curve has a negative relation, which indicates that the S-class is price sensitive, and
consumers are responding to changes in prices. An increase in the prices has led to a decrease
in units demanded, except for the 4 years from 2011 to 2014 when a rise in the S-class’ prices
still caused an increase in the demand, as seen in Figure 2. Individuals were in the market for
luxury vehicles and substantial budgets were allocated; therefore, the increase in prices has not
affected them during the 4 years. Mercedes was making up for the losses made because of the
2009 recession in the United States. However, the following years witnessed a significant drop
in demand as prices were getting higher over time. The demand over the decade has been
fluctuating, due to the constant changes in consumer preferences, which is one of the factors
that has affected the demand for the S-class over the decade. Consumers have been demanding
hybrid cars over the past couple of years, which were not introduced in the S-class as of 2020.
In addition, the demand has significantly declined by about 4000 units in 2020, because of the
pandemic that has affected individuals’ incomes in the United States. According to the demand
equation, an increase in price by $1 causes a decrease in the quantity demand by almost 5 units.
Figure 2. Demand Curve for the S-Class in the United States
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Source: AUTOMOTIVE SALES DATA AND STATISTICS (2021) MERCEDES S-CLASS – US
SALES. Retrieved from: https://www.goodcarbadcar.net/mercedes-benz-s-class-sales-figures

Elasticity of Demand
The elasticity of demand considers the consumers’ changes in demand when price
changes are introduced. The elasticity of demand for Mercedes has fluctuated over the years,
with 5 years having an elastic demand, where the quantity demanded was heavily influenced
by the changes in prices. These fluctuations were due to the multiple substitutes of the S-class
available as Mercedes has many competitors who offer luxury cars as well. On the other hand,
the rest of the decade witnessed an inelastic demand as there were slight changes in quantity
demand when prices increased. The consumers’ choices were not influenced by the price
changes as substantial budgets were allocated to the S-class, so changes in prices didn’t
discourage the target market from buying the S-class.
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Supply driving Factors
Mercedes-Benz creates unique and innovative car designs, they are compared to
German car producers (Audi, BMW, Porsche, Lamborghini). However, these companies will
cover the main costs of building a car. Steel, iron, plastic, aluminium, and glass are the raw
materials for making automobiles. Profit margin is a variable cost because it is controlled by
changing the global price of that particular resource. Mercedes-Benz considers labour costs to
be variable because workers' incomes vary by economy and country (Oliva, 2021). Employees
with high status receive a fixed annual salary. R & D is one of the most important costs of
Mercedes Future. This of Benz is determined by the ability and level of competition, and the
possibility that Mercedes-Benz has the money to invest the money. Prices for factories, dealers,
office buildings, etc. are often overlooked. This is a fixed cost, but the variable cost is the
maintenance of these buildings. However, shipping charges may change over time. As the
prices of the raw materials used to go down, the supply increases (the curve shifts to the right),
and the same applies to technological advances, changing market sizes, and even changing
expectations for luxury cars. For example, Mercedes-Benz is insensitive to changing demand
because it produces a certain number of cars each season based on projected demand (Oliva,
2021). The global chip shortage as a result of the coronavirus pandemic may not end until 2023,
according to Mercedes and BMW, but the impact on car production will be less severe next
year (Oliva, 2021).
The law of supply was not violated as a positive relationship was established between
the prices of S-class and the quantity supplied. Over the decade, prices were increasing as
Mercedes were producing more units across the years (see Figure 3). Mercedes’ acceleration
of production was also due to the technology breakthroughs and innovations the company has
created across the years, which increased their efficiency in return. The German government
passed various policies which influenced the supply, including the subsidies provided to
Mercedes which amounted to about $191 million over the past decade. As a result, this
encouraged an increase in production. However, 2020 saw a significant decline in the units
produced as the pandemic drastically affected the production plants globally due to the long
periods of lockdowns. The automotive sector was one of the industries hit the hardest by the
pandemic. In addition, the shortage of semi-conductors imported from China has led to a halt
in production, decreasing the supply. The trendline has revealed the positive relationship
between the price and quantity supplied, indicating that with every increase in price by $1, the
quantity supplied increases by 0.0807 units.
Figure 3. Supply Curve
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Elasticity of Supply
The elasticity of supply refers to the responsiveness of supply to changes in prices.
Mercedes mainly had an inelastic supply over the decade, with an exception for 3 years where
the supply was elastic. The price shifts throughout the years had an insignificant influence on
the production of S-class, despite the increases in the costs of the productions. As a result, more
revenues were generated for Mercedes. This inelasticity has enabled the company to set better
pricing strategies. In addition, the S-class is an exclusive and luxurious car, which contributes
to its inelasticity of supply. Meanwhile, a notable change in supply was witnessed when the
supply was elastic. Mercedes had a quick response when prices were altered and ramped down
production. The pandemic has caused elasticity in the supply because production levels fell
due to the shortage of semiconductors. As a result, the percentage change in supply was greater
than the percentage change in price.
SWOT Analysis
Strengths
To begin with, Mercedes' strengths are highlighted in its innovations. It is considered
an innovational leader as it is responsible for introducing diesel engines, anti-locking brakes,
airbags internal combustion engines. The company’s fast adaptation to technologies has
enabled a competitive advantage. In addition to holding patents to the majority of safety
features, which ensure the safety of its customers. As a result, competitors are kept at bay which
strengthens Mercedes’ position. Moreover, billions of dollars are allocated to R&D to enhance
the cars produced. This contributes to the GDP, domestically and internationally, as Mercedes’
R&D methods contribute to increasing output and consumption. Finally, the diversification of
its portfolio has a significant impact on the company’s growth, as it produces different classes
of cars aimed at different consumers. Mercedes’ high levels of brand recognition make it one
of the most valuable brands globally (Shaw, 2021).
Weaknesses
On the other hand, some weaknesses have been revealed for Mercedes. The company’s
presence as a global brand negatively affects it in terms of minute-long issues having the ability
to be blown out of proportion; therefore, adverse consequences occur. Furthermore, the large
clientele all over the world leads to slow responsiveness and inadequate customer service which
all harm the brand image. Mercedes has been subjected to high levels of carbon dioxide testing
which contributes to the pollution (Shaw, 2021).
Opportunities
Opportunities for Mercedes in the market have also been analyzed, starting with
expanding its market to more geographical locations. The company already operates in over
70 countries, but increasing those locations is viewed as one of its opportunities. Mercedes
could also shift its focus to developing more fuel-efficient hybrid cars to break into the new
and rapidly growing industry of hybrid cars. The company’s strong brand image will enable
them to grasp those opportunities successful (Shaw, 2021).
Threats
A global brand like Mercedes also faces some threats in the market. The pandemic has
drastically affected production due to lockdown measures enforced by the government. As a
result, a significant decrease in output was witnessed (Ghosh, 2020). Furthermore, a shortage
of semiconductors, which are critical chips used in manufacturing, has been reported
worldwide in the automotive industry because chip producers shifting their production to
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consumer goods and services. This has placed a major threat to Mercedes as it forces a drop in
production and increased customer waiting periods. Regulations introduced all over the world
threaten Mercedes’ ability to conduct business (Ewing & Boudette, 2020).
PESTLE Analysis
This section aims to analyze Mercedes’ external environment, which includes political,
economic, social, technological, legal, and environmental factors. This analysis sheds light on
the different factors which impact Mercedes.
Political Factors
Mercedes is one of the most popular brands in the automotive sector, so vehicle
clearance and its paperwork are extremely costly and time-consuming. Obtaining permits
might be delayed due to legislative issues, such as the various tax systems around the world
and the import duty charges, which depend on the engine size. As a result, the prices of
imported Mercedes cars globally would increase, so the demand for them will decline as
individuals would direct themselves towards locally produced cars (Rosenzweig, 2018).
Economic Factors
Germany’s economy has been in a stagnant state since the 2009 Eurozone financial
crisis. As a result, the country’s productivity has been declining, which affects Mercedes’
output in return. In addition, the rising rate of inflation leads to increased costs of production
for the company, affecting its supply. The slowdown of the economy has affected the
automotive industry (Rosenzweig, 2018).
Social Factors
Mercedes targets A class customers who buy the cars as it gives them a prestigious
status and comfort; therefore, they increase their demand for Mercedes cars. However,
individuals’ preferences are constantly changing, leading to brand switching (Rosenzweig,
2018).
Technological Factors
This is one of the most influential factors on Mercedes, as its brand is based on
innovative technologies. The availability of technology and Mercedes’ full employment of it
occur because of Germany’s research and development (R&D) infrastructure, which enables
the company to develop features to satisfy customer needs. The automotive industry in
Germany is considered the world’s most innovative, with high turnovers received from those
innovations (Rosenzweig, 2018).
Legal Factors
Mercedes’ international presence obliges the company to study the various legal
environments in different markets. Consumer and employee protection laws are significant in
the market as disobeying them will cause the brand image to deteriorate, decreasing the demand
(Rosenzweig, 2018).
Environmental Factors
Road traffic is one of the main sources of pollution in the world. Mercedes is obliged
to adhere to the different environmental laws implemented in different regions, such as the
enforcement of low waste factories and going green initiatives to be taken by the company in
their various manufacturing centers (Rosenzweig, 2018).
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Porter Model
This section aims to discuss the five elements of the Porter Model, concerning
Mercedes. Those five elements include the threat of new entrants, competitive rivalry,
bargaining power of suppliers, bargaining power of buyers and threat of substitutes.
The threat of New Entrants
Mercedes is not concerned about the threats that arise from new entrants into the
market, as their market share is one of the biggest in the automotive industry, so the entry of
new competitors will not affect the company. The automotive sector places high barriers to
entry due to the large capital requirements, strict government regulations and economies of
scale to enter the industry. In addition, Mercedes has a global and strong brand image that has
already been built, which minimizes the threat of new entrants (Pratap, 2020).
Competitive Rivalry
Mercedes is considered to have a highly competitive rivalry due to the high competition
in the automotive industry that occurs because of numerous amounts of investments in R&D.
Those competitors include Porsche, Audi, BMW, and Volvo. Despite being direct competitors,
each company offers significantly different features and designs (Pratap, 2020). The high
competition levels in the industry encourage various brands to expand into the market.
Mercedes’ expansion techniques date back in history when Daimler-Motoren-Gesellschaft
(DMG) merged with Benz & Cie. to gain a higher market share and benefit from the wider
economies of scale (Cain, 2021).
Bargaining Power of Suppliers
Mercedes has a low level of bargaining power over suppliers. There are various
suppliers in the automotive sector, with each having a small market share, while the automotive
manufacturers are of larger sizes. The suppliers don’t have the power to attempt to influence
the prices. Mercedes has set extremely specific specifications, so they only select suppliers
who meet these requirements. In addition, there are low switching costs between suppliers;
therefore, Mercedes’ suppliers don’t entail significant bargaining powers (Kasi, 2017).
Bargaining Power of Buyers
Mercedes has moderately high bargaining power over buyers. There are numerous
luxury vehicle manufacturers in the automotive sector, each offering different performances
and prices. As a result, consumers get a variety of alternatives, holding the power to influence
prices. Information about the different brands can easily be accessed, allowing consumers to
make comparisons. Mercedes sets its focus on maintaining a strong brand image to retain the
customers’ loyalties and the level of demand. Thus, buyers have higher bargaining powers
(Kasi, 2017).
Threat of Substitutes
Mercedes’ threats of substitutes are considered to be medium. The source of the threats
comes from competitor brands and other methods of public transportation. The brand’s high
market share and prestige have minimized the threats they face from substitutes. The quality
offered, customer experiences and brand image are all factors that limit the threat posed by
substitutes (Pratap, 2020).
Porter's analysis reflects the importance of the automotive industry to the American
economy as a vital pillar to achieving many economic objectives.
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Conclusion
This paper has provided a detailed framework for the market industry of the S-class.
Reviewing the above information has led to fulfilling the objectives of this research: what are
the demand and supply relationships for the S-class in the United States while investigating the
factors that influence those relationships? In addition, the hypothesis which aimed to analyze
the industry and violations were also tested.
To sum up, Hill et al. (2010) revealed the significance of the automotive industry on
the economy as it supports various job opportunities and contributes to R&D all over the world,
in addition to the high levels of consumption the industry conducts. Mercedes has been
considered an oligopoly due to the few numbers of competitors and high barriers to entry that
are placed in the market (Daimler, 2021). Mercedes’ global high market share has placed the
company in a position with a competitive advantage and added to its strengths; however, it also
posed threats to its brand image. Moreover, Mercedes was mostly negatively impacted by
various political, economic, social, legal, and environmental factors but technology on the other
hand placed a major contribution to the success of the brand.
It has been established in the paper that the S-class had no violations of the demand
laws and the cars were revealed to be price sensitive in the United States. Violations in demand
only occurred in 2011-2014 when the quantity demanded increased with the increase in prices.
These fluctuations occurred because of constantly changing consumer preferences. On the
other hand, supply laws were also not violated for the S-class over the decade. Technology and
subsidies from the government were the main factors that accelerated Mercedes’ production.
However, a drop in the supply levels was witnessed in 2020 because of the pandemic as
expected. The fluctuating demand and supply levels didn’t create a market equilibrium for the
S-class and a surplus occurred.
Recommendations
It is recommended that Mercedes starts to implement the use of electric cars as it is an
opportunity to innovate and breakthrough into new markets. Providing electric cars to the
market will help to achieve a sustainable goal and protect the environment from fossil fuel
emissions- which will place the brand at a competitive advantage. The company could continue
to generate profits in the future if they continue to create and hold patents for safety
technologies. In addition, increasing their market share through expanding into new countries
is also recommended.
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Appendix
Table 1. Demand, Supply and Prices of the S-class in the United States
Year

Elasticity of supply

Elasticity of demand

2010
2011

0.94

-0.65

2012

0.10

0.04

2013

-2.39

-1.40

2014

0.19

1.44

2015

2.54

-0.62

2016

-4.01

-1.64

2017

0.29

-0.82

2018

0.04

-0.11

2019

0.13

-1.34

2020

-2.41

-6.59

Source: GCBC, 2021

Table 2. Elasticity of Demand and Supply
Year

Demand (units)

Price (US$)

2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020

Supply (units)

13,608
18,719
1,236,989
12,258
21,995
1,440,315
12,587
47,990
1,547,057
13,303
46,135
1,699,835
24,524
70,000
1,838,268
21,934
83,891
2,933,647
18,803
92,164
2,002,997
15,888
113,169
2,123,947
14,978
192,160
2,168,496
12,503
219,900
2,205,841
8,589
232,645
1,925,231
Source: AUTOMOTIVE SALES DATA AND STATISTICS (2021) MERCEDES
S-CLASS – US SALES. Retrieved from:
https://www.goodcarbadcar.net/mercedes-benz-s-class-sales-figures
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APPLICATION OF THE APPARATUS OF CREATIVE ACCOUNTING IN THE
CONSTRUCTION INDUSTRY IN THE CONDITIONS OF THE SLOVAK
REPUBLIC
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Abstract

The aim of the paper is to clarify the use of the Beneish model to reveal creative
accounting in companies. To bring its use closer to the general public and also to provide
disinterested scientists with results and evaluations that are informative both for the scientific
community and for people who are just beginning to take an interest in the topic.
The aim of the research is to reveal the use of creative accounting, using apparatus for
its detection, in the construction industry.
A healthy business environment is very important for the state, as potential investors
make decisions according to different rules, and it is only one of them that is ranked high in
the evaluation of the state and its. Negative assumptions or hidden facts that may later become
real shed a negative light on the landscape.
We anticipate that the growing deterioration in economic stability will also affect the
use of creative accounting in companies that, in an effort to maintain their economic position,
also resort to instruments that violate the Accounting Code.
The overall study was conducted on 117 companies, which were selected on the basis
of various criteria. Based on the application of a tool for detecting creative accounting,
specifically the Beneish model, we found that more than half of the companies surveyed decided
to apply creative accounting in their accounting, which led e.g. to tax optimization.
Keywords: Beneish model, Creative accounting, Building industry, Economic situation
JEL Codes: M21, M40, M41

Introduction
A comprehensive system that captures economic movements is called accounting. We
know accounting by recording our stocks, which ultimately translate into financial statements
that reveal how companies have managed throughout the year. This tool for managing the
company's management is becoming more and more degraded by the intervention of people
trying to save their business know-how, reputation, and name. Companies faced such a big
dilemma in early 2020. The existence of some companies did not have the best predictions.
Contracts that were concluded in 2019 began to cancel, companies sought compensation and
their insolvency grew to secondary insolvency. At that time, many owners asked themselves:
What will we do? The negative effects on the world affect not only large economies but also
smaller economies that are dependent on exports, as well as the involvement of large foreign
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companies in their business environment, which in turn thrives and contributes to increasing
GDP, increases the country’s exports and this cycle helps to live a better life in the country.
The global pandemic weakened the Slovak Republic, whose economy was to begin to improve
in the year of the pandemic. It did not happen. Slovakia therefore had to face another challenge.
Businesses have suffered greatly, as evidenced by layoffs, downtime or growing business
mortality in 2019, 2020 and 2021. In order for companies to remain in tough competition with
liberated companies and to operate during a pandemic, what was their only way to stay
competitive? They had to move in a direction that undermines the accounting code. The use of
creative accounting in the world has taken on new dimensions. It was not conditional on lower
taxes or overvaluation of its assets to attract more potential shareholders. This fact conditioned
the worries about the company's survival in tough competition. Creative accounting has a
negative impact on the economy. An important part of the research is to show that creative
accounting has also affected the construction sector. The initial consideration was that creative
accounting did not affect the sector, as people were at home and began to repair their homes or
build new buildings. However, the opposite is true, as evidenced by the results after the analysis
of the sector. Question: The use of creative accounting also affected the F - Construction
sector?, so it turned out to be true.
Literature review
Many authors try to uncover creative accounting in their countries and on companies
that operate in the business environment of their country. It is a very demanding process, as
there are far more companies than researchers who have been able to get the models that
companies have uncovered and so national governments have been able to start reducing such
fraud. Gowthorpe and Amat (2005, pp. 55-64) state that the compilers of the financial
statements are in a position to manipulate the financial statements outside of economic reality.
Authors Brander, Gillenwater and Ascui (2018) further argue that companies should provide
accurate data to their managers, consumers, regulators and investors. If companies do not
provide the right information, we can say that these companies are looking for a way to enrich
themselves at the expense of other business entities that operate in their business environment,
respectively. in their NACE.
However, this situation does not only occur within companies. We also capture it in the
management of the state, where the authors von Hagen and Wolff (2006, pp. 3259-3279) claim
in their study that states have set fiscal rules that do not follow and are inclined to creative
accounting. This accounting is reflected in the fact that countries try to cover their deficits by
adjusting stock flows, which they use especially in the cyclical component of the deficit. As
early as 2004, author Milesi-Ferretti (2004, pp. 377-394) sought to uncover creative
accounting, which led to fiscal rules and fiscal adjustments. By creating a model, he researched
the use of this tool. As can be seen, creative accounting is not just a process of the companies
themselves but has managed to get to the state economy. This is a very fact, which in turn is
reflected in the economy of the state and subsequently on the part of the state indebtedness of
the population of the state. Of course, it is difficult to detect creative accounting in the state's
management, as it depends on many factors, such as the rules on fiscal policy, fiscal
determination, and the degree of transparency of the state budget.
As the detection of creative accounting in the state is so demanding, we decided to solve
this problem in the monitored sector F - Construction, in the conditions of the Slovak Republic.
Several models can be used. Kovalova and Michalikova (2020, pp. 10827-10832) state that
several models could be applied to companies and thus reveal their future collapse. In their
study, they present the Beneish model and the CFEBT model. Poradova and Kollar (pp. 2020,
374-377) also add Altman's model or Piotroski score to these models. The authors Adamikova
and Corejova (2021), who studied the use of creative accounting in companies during the 15
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years of their existence, are also inclined to use the Beneish model and the Pirotroski score.
Also, Kliestik, Belas, Valaskova, Nica and Durana (2021, 1452-1470), Valaskova,
Androniceanu, Zvarikova and Olah (2021, pp. 167-184), Durana, Ginevicius, Urbanski,
Podhorska and Tumpach (2021, pp. 39-55), Svabova, Kramarova, Chutka, and Strakova (2020,
pp. 485-508), Jurickova and Gregova (2020, pp. 18347-18353), Durana, Zauskova, Vagner and
Zadnanova (2020, pp. 1-17), Kliestik, Valaskova, Nica, Kovacova and Lazaroiu (2020, pp.
371-400), Strakova (2020, pp. 1-8). These authors used models to reveal creative accounting,
namely the Jones model, the Modified Jones model, the Industry model, the Hribar and Collins
model, Teoh et al. model, the Key model, Jeter and Shivakumar model, the Kasznik model.
But what leads companies to manipulate their financial statements? We found an
answer to this in an article by Cugova and Cug (2020), who argue that creative accounting is
used to improve business results and that its manipulation leads to accounting frauds that have
already been agreed upon before the application of the manipulation tool. As companies have
poor control over their accounting records, there is a high probability that they will resort to
this phenomenon based on a positive result. Devos, Mumford, Bonsall, Glandorf, & Quemada
(2021) came up with an interesting finding that even companies that change their name suffer
from low profits in the first years, which creates an opportunity to use creative accounting to
bring the negative profit situation to at least a level close to zero. further, Miller, Cohen,
Swedler, Ali, & Hendrie (2021, pp. 24-54) identified the use of this phenomenon in the banking
sector as well. In 2020, these motivating factors increased due to a pandemic that broke out
around the world, which is described in their study by Svabova et al. (2020, pp. 485-508).
The issue of creative accounting is a very important concept in the world, which we can
see in the following picture, which shows us which institutions publish the most articles on the
issue. This image is based on the following conditions we have specified in VosViewer:
Table 1. An overview of the steps in the article
Search term used

Observed period

Creative accounting

1991 - 2022

Search source

Web of
ScienceTM

Number of articles

Analyzing via

> 5,000

Bibliometric analysis

Source: own elaboration

Figure 1. Bibliometric analysis of the concept of creative accounting from the perspective of publishing
institutions

Source: own elaboration
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In the picture, we can see that there are a number of institutions that solve the problem
in their scientific publications and try to do everything to prevent the phenomenon. The picture
captures in which institutions the articles are published the most, and also the color of the given
ball captures which year and the given publication reached scientists from all over the world.
The lighter the ball (the more it turns yellow), the newer the publications produced by the
institution.
The most important institutions that publish articles on this issue include the University
of Exeter, London's Global University, the University of Toronto, the University of
Birmingham, Harvard University, Oxford University, Cambridge University, The University
of Sydney and so on.
Figure 2. Bibliometric analysis of the concept of creative accounting from the perspective of the most
important contributors to the issue

Source: own elaboration

Materials and Methods
To analyze creative accounting in the conditions of the Slovak Republic, we chose the
Beneish model, which we applied to the F - Construction industry. The sector is currently
suffering from a steady rise in prices, resulting in a special military operation in Ukraine led
by the Russian Federation. As the Slovak Republic imports a large amount of steel from these
countries, the increase in building materials has increased rapidly. And it's not just steel. All
building materials went up by a large percentage during 2020. And when we talk about a large
number of percentages, one has to imagine an increase of hundreds of percentage points. Many
companies are currently faced with the dilemma of whether they should stay in the sector and
continue their business or close their operations, as rapid increases are causing a rapid decline
in customer demand. We know from recent information that even construction companies that
have undertaken to complete the expressways on the set dates in Slovakia have found that they
can no longer count on the projects they competed, as prices are rising rapidly every day.
Therefore, companies can move, at least from their economic health, to use creative
accounting so that the negative downward trend in demand for their goods, services, and
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products is not devastating for them, but so that companies remain in the market and can
anticipate lower prices in the future. to start a business again as before, as the current situation
does not allow them to lower prices because they buy expensive goods from abroad and the
company cannot go below that value because it would be unprofitable for it.
To analyze the industry, we chose the Beneish model, which has a 74% success rate in
detecting companies that use manipulation in accounting. This model has also been chosen by
several other authors who have studied various financial frauds in companies or industries. The
authors Tarjo and Herawati (2015, pp. 924-930) used the Beneish model to detect financial
fraud in companies that are public companies and were also listed at the Financial Services
Authority as companies with sanctions. They applied this model to data from 2001-2014. In
further research, Aghghaleh, Mohamed, & Rahmat (2016, pp. 57-65) tried to analyze
Malaysian companies according to this model as well as Dechow’s F-score, in which they
examined the error rate and success of the models. Özcan (2018, pp. 57-67) used this model to
identify 174 companies between 2005 and 2017 that could be manipulators of their accounting
records. The Beneish model was also applied by authors from Bosnia and Herzegovina,
specifically, Halilbegovic, Celebic, Cero, Buljubasic, & Mekic (2020, pp. 146-163), who
revealed the use of reactive accounting in a sample of 4,580 small and medium-sized
enterprises in the Federation of Bosnia and Herzegovina. This model was similarly adopted by
the staff of the University of Žilina in Žilina, who are among the most important authors in
Slovakia, on the given topic, as well as leading authors in this field within the V4 countries.
This model consists of the following 8 variables:
Table 2. Table of manipulation indicator values for individual variables
VARIABLE

Indicator Manipulation

DSRI

≥ 1,46

GMI

≥ 1,19

AQI

≥ 1,25

SGI

≥ 1,61

DEPI

≥ 1,077

SGAI

≥ 1,041

LVGI

≥ 1,111

TATA

≥ 0,031

Source: Mantone (2013)

We will use the Beneish model to calculate the M-score value:
Figure 3. Beneish model

Source: Mantone (2013)
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We need to calculate the M-score based on the following formula. This formula is used
for the 8-parameter Benish model. There is also a 5-parameter Beneish model, but it is not as
accurate as it does not capture as much data as an 8-parameter.
-4,84+0,92∙DSRI+0,528∙GMI+0,404∙AQI+0,892∙SGI+0,115∙DEPI0,172∙SGAI+4,679∙TATA-0,327∙LVGI

M=

(1)

Sector F - Construction in Slovakia represents 1,130 companies to which we have
applied the following conditions in order to quantify the most important ones:
Table 3. Selection criteria of analyzed enterprises
Value (in €)

Criterion
Minimal value of total assets

3,000,000

Minimal value of sales

2,000,000
100,000

Outliers Minimal value of net income
Source: own research

After applying these criteria, we were left with 117 companies to which we applied the
Beneish model.
Other studies suggest that the Modified Jones model is much better and achieves better
numbers in identification. This model was used, for example, by Kliestik et al. (2021, pp. 14521470). However, this model falls under the models that reveal earnings management, which
focuses on accrual management in accounting, not entire accounting. In this case, we have
therefore abandoned the use of this tool, as we do not detect the presence of earnings
management, but the presence of creative accounting. Hlawiczka, Blazek, Santoro, and
Zanellato (2021, pp. 27-37) pointed out the difference between these concepts in his study,
where he characterized these concepts on the basis of keywords and helped researchers what
the individual concepts refer to and that they do not need to be confused.
Results
After applying the Beneish model, we found the following facts:
Table 4. Division of enterprises based on the resulting M-score in the monitored years 2016-2020
2020

2019

2018

2017

2016

< -2.22

1

1

0

0

1

-2.22 < > 2.22

55

62

62

52

71

> 2.22

60

53

54

64
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Source: own research

As can be seen from the results of the Beneish model, more than half of all monitored
companies manipulated their financial statements in 2020, when the wave of the pandemic
peaked, at least in the Slovak Republic, which was a slow application of changes by the
government and the Ministry of Health.

33

Figure 4. An overview of companies that used creative accounting for manipulation in 2020
120
100
80
60

40
20
0
2016

2017

2018

Number of enterprises

2019
Number of manipulators

Source: own research

The number of companies that did not manipulate, were possible manipulators, or
manipulated their financial statements gradually varied. In 2016, the number of nonmanipulative enterprises was 1. This number was repeated in 2019 and 2020. Other nonmanipulative enterprises did not occur in other years. In 2016, however, the largest number of
companies that could be possible manipulators was captured, when their resulting M-score was
within the limits of indicating non-manipulation or manipulation. Specifically, there were 71
companies, which represents 61% of all monitored companies. The number of handling
companies was the highest in 2017 when manipulations were committed by up to 55%, which
is an absolute statement of 64 companies. A year later, in 2018, the number of handling
companies fell by 16%, now 54 companies, but the number of companies that could be handlers
increased, namely by 19%.
The following figure shows the change in the number of companies that were
manipulated. As you can see, since 2017, there has not been too much volatility between the
companies that handle it. These are companies that have already manipulated their financial
statements in previous years and are either joined by other companies or that companies that
have changed management are again inclined to improve their balance sheets and balance
sheets in order to be more competitive in secondary data, and they were able to better apply
their advantages over other companies operating in the same industry.
Conclusions
Based on the results, we can say that the Covid-19 pandemic has contributed to
increasing the use of creative accounting in the Slovak Republic. Based on the resulting Mscore values, it can be seen that companies are not afraid to apply methods that improve their
economic health or favor their market position. An important finding is a fact that the Covid19 pandemic in Slovakia had a long course, which is due to the slow implementation of
proposals and measures by the Ministry of Health, as these proposals and measures first had to
meet with a positive reaction from members of the Slovak government. This lengthy process
subsequently meant prolonging the negative effects of the pandemic on businesses but also on
businesses that use and purchase the final goods of these businesses. The reduction in demand
for building materials but also for the services provided by construction companies has led to
a deterioration in the economic situation of the sector F – Construction.
According to the Report on the Business Environment by the Ministry of Economy of
the Slovak Republic, another negative trend began to emerge in 2020, namely an increasing
death index of companies that disappeared in that year. Among the factors that result from
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increasing the numbers of this index may be e.g. high bureaucracy, tax unaddressability, etc.
In 2020, the factor of bad help of the Government of the Slovak Republic to business entities,
which remained dependent on themselves in the task of surviving the given, global pandemic,
joined these factors.
Thus, the use of creative accounting has grown rapidly, as companies have been afraid
of their existence and have not wanted to be among the companies that figure in the numerator
of the corporate death index formula. An increasing trend in the use of creative accounting can
be seen in Slovakia. For this reason, it can be concluded that the level of corruption or the
attractiveness of the business center of the Slovak Republic is reaching higher, respectively. to
lower places in the overall ranking than the surrounding countries, where state assistance has
been better adjusted.
The research looked at 117 companies that had to meet certain criteria. Businesses were
analyzed based on the Beneish model, which uses several authors to detect the occurrence of
creative accounting in businesses. Businesses were analyzed based on the Beneish model,
which uses several authors to detect the occurrence of creative accounting in businesses. It is
important to say that companies have come to the trend of using creative accounting due to
poor predictions and the state of world trade and declining performance of world economies,
which have had to deal with the Covid-19 pandemic in the first place.
Other constraints could be first aid from the state, which began in 2020, so
entrepreneurs could at least partially cover themselves and delay a possible collapse. This aid
could partially distort the calculations, as it was State aid that did not arise from the business
of the economic entity.
However, creative accounting has been confirmed in many countries around the world,
as well as in many industries. We would like to focus future research on analyzing whether
corporate fraud depends on the legal form of the business.
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HOTEL BRAND EFFECTIVENESS – THE GOOD PRACTICE OF BULGARIA.
THE CASE OF KATARINO SPA HOTEL
GERGANA ANGELOVA1
VESELIN STOIMENOV2
Abstract

Hotel brand effectiveness determines the level of guest satisfaction, their desire for a
repeat visit (guest loyalty) and their positive word-of-mouth. It depends on the quality of hotel
superstructure and services paired with the proper use of brand destination resources. For a
proper evaluation of hotel brand effectiveness it is necessary that guest perception and
behaviour be considered as brands exist in guests’ minds. Successful brands ensure pleasure,
even delight and create the emotional connection “brand-guest”. Brands are difficult to
evaluate because they are considered to be something intangible and the choice of a brand is
rather emotional than rational.
This paper has the objective to analyze and evaluate the hotel brand effectiveness
through a proper set of factors, i.e. criteria and indicators. The research employs a qualitative
method of analysis and evaluation which entails encoding of guests’ reviews uploaded in the
TripAdvisor platform including the period of Covid-19. Research results have proved a higher
level of brand effectiveness according to three basic criteria – guest perception, guest
behaviour and brand destination.
Keywords: hotel brand, brand evaluation, effectiveness, guest feedback
JEL Codes: Z39

Introduction
Hotel brand experience is associated with all prerequisites providing the main hotel
service, i.e. the overnight stay, namely infrastructure and hotel superstructure, service quality,
standard of customer care, staff professional level, hotel image and reputation, etc. The total
guest experience and satisfaction also depend upon the destination resources where the hotel is
located. The object of this research is the 4-star Katarino Spa Hotel (https://hotelkatarino.com)
located in the region of Razlog, Bulgaria. This hotel unit has an enormous potential to develop
extensively for its geographical proximity to two of the biggest national parks in Bulgaria –
Rila and Pirin. Another beneficial characteristic of this region is the lush resource (40%) of
mineral water in Bulgaria.
Katarino Spa Hotel is named after the unique mountain region of Katarino distinguished
for the mineral springs and the remains of the Saint Katerina medieval church. The hotel alone
represents a sightseeing spot attracting Bulgarian and international tourists. As a brand,
Katarino is promoted to be a luxury place in the nature blended with healthy lifestyle, organic
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products and friendly staff. The brand slogan “Health is the new luxury” entirely reflects its
identity.
Katarino brand financial policy entails selling at premium prices as Katarino guests
generate value and prefer the hotel to another establishment offering the same range of services
at lower rates. Only successful and strong brands can operate in an upmarket way. Having an
upmarket brand enables hotels to distinguish their offer from the competition as well as to build
customer confidence and loyalty. They have a strong brand promotion and distribution policy,
as well as keep a premium price over the competitors (Lowes, Pendleton, Chadwick & Pass,
1991).
The right selection of effectiveness indicators is crucial for the precise and accurate
brand evaluation. One trade mark coverts into a brand when it has established loyalty with its
customers. Following this trait of thought, we assume that hotel guests’ feedback can rightly
outline the factors, i.e. indicators which express the level of their relevant satisfaction and
desire for a repeat visit. Professional brand managers make greater efforts to achieve positive
word-of-mouth through guest online feedback. Once guests have established loyalty to a
certain hotel brand, it is highly probable that they will make a repeat visit, they are less
susceptible to competitors’ offers and are more likely to spread positive word-of-mouth
(Xiong, King, & Hu, 2014).
The subject of this study is the effectiveness of a hotel brand discussing the case of the
Bulgarian Katarino Spa Hotel. The current paper has the objective to make an analysis and
evaluation of hotel brand effectiveness through a proper set of codes (indicators). The research
methodology entails a qualitative analysis of guests’ reviews published on the Trip Advisor
website. Research results have proved a higher level of brand effectiveness according to three
basic criteria – guest perception, guest behaviour and brand destination.
Literature review
One of the most thorough definitions of brand belongs to Bill Baker (2012, p. 26): „a
set of thoughts, feelings and expectations which form the distinguishing and irresistible
message and give people the opportunity to choose more easily one product or service to
another”, i.e. one hotel company to another offering the same range of services. Basically the
distinguishing trait of successful brands is determined by the promises they make and keep.
Successful brands add value, significance and uniqueness to a product or service. Brand’s value
relies on guests’ awareness of the brand, their perception of its quality, and overall guest
satisfaction (O’Neill & Mattila, 2004).
Hildreth (TPBO, 2015) gives another brand definition that is “an overall image and
combination of associations existing in people’s mind”, and branding is viewed as “purposeful
actions to correct and improve image”. Another concept of branding belongs to Lowes et al.
(1991), where it is seen as a strategy that distinguishes a company’s offer and builds customer
confidence.
According to Cai and Hobson (2004, p. 199), a hotel brand is “broader than the actual
product benefits and features”. A hotel brand involves a relationship with its guests. This
relationship is built after guests have become aware of the brand, have used hotel amenities,
and have given feedback on their experience (O’Neill & Mattila, 2010).
A memorable brand experience can guarantee a sustainable competitive advantage
because it is unique and incomparable. Hotel superstructure and amenities can be copied and
imitated but the emotion and experience of hotel guests belong predominantly to the brand
essence (Khan & Rahman, 2017). Unlike the positioning, which addresses the consumer’s
consciousness, the emotionalizing influences the subconsciousness, the emotional aspect (Ries
& Trout, 2001).
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If the hotel has managed to ensure an unforgettable experience thanks to all the
amenities offered, its guests will take this nice memory home and consequently they will
choose this brand again (guest loyalty), will recognize it easily among the other brands selling
analogous services. The enhancement and recognition of hotel branding is based on the concept
that hotel brands generate value for both guests and hotel companies, primarily for the brand
loyalty they favour (O’Neill & Xiao, 2006).
Hotel brand equity is also developed by hotel guest experiences (Xu & Chan, 2010).
Hotels should provide positive and unique experiences to their guests so that the brand is
projected in their mind (Cai & Hobson, 2004) as a long lasting memory.
Effective brands connect directly with the consumers’ hearts because emotions are the
drivers of human decisions and they explain the realization of these decisions. In the core of
every holiday lies the experience and the emotions it ensures. Effective hotel brands manage
to raise customer awareness, attract guests, cater to guests’ needs and wishes and consequently
achieve and enhance guest satisfaction. Guest satisfaction leads to repeat visit, postive wordof-mouth, guest loyalty and greater revenue. Guest satisfaction has appeared to be a measure
of operational success for hotel branding (O’Neill & Mattila, 2004). Satisfied guests are
inclined to buy more, they are less price conscious, i.e. they are ready to buy at premium prices
and spread positive word-of-mouth, thus generating a positive financial result (Anderson &
Mittal, 2000).
Effective brands have values that coincide with customer values and thus satisfy
customer wishes, cravings and dreams. Forgacs (2003) suggests that branded hotels perform
better than non-branded ones. Branded hotels have a strong brand platform and thus, sound
performance.
Hotel branding is focused on the idea that brands generate value for both guests and
establishments and develop brand loyalty (O’Neill & Xiao, 2006). Hotel establishments have
discovered that brand identification and differentiation could be achieved through proper brand
development (Prasad & Dev, 2000). Brand development should be timely evaluated to ensure
maintaining of good quality and competitiveness. Baker (2007) sees evaluation as a continuous
process complying to the manner in which brands evolve.
Brand performance evaluation is discussed by another researcher, Zenker, who suggests
two different approaches - customer-centric and brand-centric (Zenker, 2011). The customercentric approach is based on knowledge of brand management and consumer behaviour
integrating the concepts of customer equity (Rust, Lemon, & Zeithaml, 2004) and customer
satisfaction. The brand-centric approach relates to Keller’s brand equity as a brand value driver
(Keller, 1993; Aaker, 1991 cited by Longwell, 1994).
Some of the factors that influence hotel guests’ satisfaction and can be easily evaluated
relate to room cleanliness, hotel maintenance, hotel facilities, employee professional
competence, and more. Hotel guests’ feedback (incl. online reviews) provide ample
information of these factors and can serve as a qualitative evaluation of hotel brand
effectiveness.
The significance of branding has been widely acknowledged by both researchers and
practitioners. However, hotel branding in particular has received comparatively less research
attention (Kayaman & Arasli, 2007; So & King, 2010) and the topic has grounds for extensive
future research to enrich the scientific literature in this field.
Methodology
The research has the objective to make an analysis and evaluation of hotel brand
effectiveness through a proper set of criteria and indicators. In the scientific literature little
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attention has been paid to this issue - hence, there is no uniform system of hotel brand
effectiveness evaluation.
Since effective brands are those which generate value for their guests, guests appear to
be the most important agent and their satisfaction and feedback determines business success
and effectiveness. The major question is: What are the most significant factors for building a
positive brand image leading to pleasant consumer associations and satisfaction?
This paper entails an analysis and evaluation of hotel brand effectiveness, Bulgarian
Katarino 4-star hotel and spa in particular as it is recognized as having a good practice in the
field of successful brand development. Due to the lack of a uniform system of brand evaluation
indicators in the scientific literature the authors have employed a mixed approach to create such
a system. To that end hotel guests’ feedback has been analyzed and hence, the factors
determining guest experience and satisfaction have been identified. These factors (indicators)
have been integrated in one part of the system of criteria and indicators developed by Davis
and Dunn (2002). Davis and Dunn’s system is applied to evaluate brand effectiveness at a
macro level, i.e. tourist destination, and part of it is not relevant and applicable to evaluate
brand effectiveness at a micro level, i.e. hotel establishment, which is the subject of this
research. The first two criteria of evaluation – guest perception and guest behaviour, belong to
Davis and Dunn’s system, whereas the third evalution criterion – brand destination, has been
added to the system of evalution for authors’ firm conviction that total guest experience and
brand satisfaction also depend upon the destination resources where the hotel is located. The
main contribution of this research is that an open system of brand effectiveness inicators has
been developed, which is subject to future alteration and extension.
In order to identify the factors that are significant for the unforgettable experience and
satisfaction of hotel guests, a qualitative method has been employed in the research. It is the
method of thematic analysis of guests’ opinion shared on the website of Trip Advisor. Thematic
analysis is “a method of identification, analysis and description of cases (themes) within data
content (Braun & Clarke, 2006). When an optimal number of themes has been reached resulting
from content encoding, there is the so-called “theoretical saturation”. A specialized software
NVIVO12 has been used to process the data. The individual themes (codes or factors) are
derived from a database, i.e. reviews of past hotel guests.
There are two main approaches to qualitative data encoding (Terziyska & Damyanova,
2020): 1. Codes (themes) are preliminary assigned by previous research; and 2. Themes are
entirely derived from data. In the current research a mixed approach has been intentionally
applied to enrich the existing evaluation system of Davis and Dunn and make it applicable at a
micro level. The thematic analysis algorithm passes through several stages (Braun & Clarke,
2006): reading hotels guests’ reviews, creating codes (themes) related to the main research
goal, theme (factor) analysis and identification of the end system of criteria and indicators,
finalization of encoding through NVIVO12 software.
For reserach purposes all the reviews of Katarino past guests published on the Trip
Advisor website have been analyzed. The analysis and evaluation of hotel brand effectiveness
are based on data uploaded in the period 2016-2021. Reviews have been made by both
Bulgarian and international tourists. The range of international guests is various, including
people from South Africa, the UK, North Macedonia, Indonesia, the UAE, the USA, Greece,
and the Netherlands.
The research results have outlined the strong and some weaker sides of the brand and
give grounds for future brand recognition and image enhancement.
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Results
The foundations of the analysis and evaluation of hotel brand effectiveness are the
associations of consumers with the brand after consumers have established contact with it. In
order for a hotel brand to be effective, it should have a positive image among the consumers of
hotel services, who are its best ambassadors on the market. What remains permanent in the
mind of the consumer is precisely the effect of the brand, its impact on them, the created
meaning and value (Angelova, 2020).
In the present study, most of the hotel brand effectiveness indicators belong to the
criterion of perception or the associations that the brand evokes in consumers’ minds. The
second smaller group of indicators refer to consumer behavior after their contact with the brand,
i.e. what is their attitude as a result of the preliminary acquaintance and the subsequent
experience with the brand. It is imperative that an assessment of the destination where the hotel
is located be made as it is not an isolated unit but part of the regional superstructure of Razlog.
Tourist choice highly depends on the image of the tourist destination - this is especially true
for the high winter season. This assessment is made by the third group of indicators included
in the research describing the criterion of brand destination.
The overall evaluation of hotel brand effectiveness is made on the basis of satisfaction,
identifying the brand strengths satisfying its guests and also, the brand weaknesses on which
management should actively focus there efforts to further increase the effectiveness of Katarino
SPA Hotel.
Table 1. Criteria and indicators of hotel brand evaluation
PERCEPTION

Room Comfort
Food
Staff (Service)
Additional Services
Spa center (incl. pools)
Hotel Ambience
Value-for-Money
Management
Organic products
Competitiveness
Covid Safety
Hygiene
Source: Authors’ work

BEHAVIOR

Loyalty
Word-of-Mouth

BRAND DESTINATION

Climate
Location
Mineral Water

Based on pre-set indicators used by Davis and Dunn (2002) to assess brand
effectiveness and identify indicators in guests’ reviews about the Katarino hotel brand, a system
of criteria and indicators has been developed that is open and subject to extension as a result of
future research in this area.
The set of indicators has extended with another 6, which are essential factors for guest
satisfaction - additional services offered in the hotel, hotel management, policy of organic
products, hotel competitiveness, Covid Safety and hygiene, related to the criterion of
perception.
The study period is relatively short. This fact is due to the change of ownership and
purchase of the hotel in 2016 by Hydroenergy Company JSC. For the period 2016-2021, most
Katarino guests reviews were written in 2019. The least evaluations are in 2016 and 2017, and
this is a natural phenomenon as the hotel started to receive feedback from hotel guests on the
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Trip Advisor website at the end of 2016. In 2017 the complete renovation of the hotel began
by the initiative of its new owner - practically the hotel ceased operating until the end of the
renovation activities in 2018.
The number of reviews in 2020 and 2021 is also limited by the global decline in tourism
caused by the COVID-19 pandemic.
Figure 1. Number of Katarino guest reviews in Trip Advisor for the period 2016-2021
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Source: Trip Advisor

Hotel rating in the Trip Advisor platform is measured by a 5-point scale, where the
lowest quantitative value is 1, having the verbal meaning of "terrible" and the highest value is
5 - "excellent". The indicators used by the platform are four - location, cleanliness, service and
value. These indicators also participate in a richer system applied by the authors to assess hotel
brand effectiveness through the prism of guest satisfaction. Here we should clarify that the
evaluation we make is qualitative rather than quantitative, as the aim is to enlarge the system
of criteria and indicators for analysis and evaluation of hotel brand effectiveness.
The Trip Advisor rating does not represent a very precise and elaborate evalution of
hotel brand with all its manifestations. The rating rather provides information about the level
of guest satisfaction and traces this over the years.
Figure 2. Comparison between Bulgarian and international guests’ satisfaction
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Figure 2 clearly shows that the evaluation of the guests is the lowest in 2016 as the
reviews are entirely made by international tourists. At this time, the hotel had operated for more
than 10 years under the management of various companies, the last of which was renting it.
Negative guest reviews are mainly related to the pools and Spa. For the period 2017-2021, the
average rating of hotel guests at the 5-point rating scale in Trip Advisor is excellent - 4.51.
Hotel guests appreciate the efforts of the management for maintaining good hygiene and room
comfort, as well as the set high standards of service. Two of the evaluated indicators remove
Katarino SPA Hotel from the overall rating 5 - these are Location and Value-for-money. The
hotel would hardly be able to achieve a higher value in the first indicator, as a sufficient number
of guests consider its distance from the ski slopes of Bansko. As for the indicator of Valuefor-money, the management has two options - to revise its pricing policy or to add ancillary
services to the offered package.
In the evaluation period the reviews written by international tourists prevail - 59%, the
Bulgarian tourists account for 41%. The high prices and the quality of services make the hotel
more affordable for international guests. Despite the serious decline in international travels in
2020 and 2021 due to the restrictions imposed by COVID-19, the trend for more reviews of
international guests remains. It’s obvious from fig. 2 that with the serious decline in visits made
by international tourists, the total number of reviews decreases more than 2 times.
Table 2. Code (evaluation indicator) distribution by category - "satisfier" and "dissatisfier"
Category

Code

Count

% Codes

Cases

% Cases

Satisfier

Room Comfort

40

8.70%

32

59.30%

Satisfier

Food

50

10.80%

38

70.40%

Satisfier

Staff

62

13.40%

37

68.50%

Satisfier

Additional Services

23

5.00%

18

33.30%

Satisfier

Spa Center (Incl. Pools)

43

9.30%

34

63.00%

Satisfier

Climate

28

6.10%

22

40.70%

Satisfier

Customer Loyality

19

4.10%

15

27.80%

Satisfier

Hotel Ambience

50

10.80%

35

64.80%

Satisfier

Good Value-For-Money

10

2.20%

8

14.80%

Satisfier

Management

5

1.10%

4

7.40%

Satisfier

Positive Word-Of-Mouth

22

4.80%

19

35.20%

Satisfier

Facilities

24

5.20%

20

37.00%

Satisfier

Location

14

3.00%

11

20.40%

Satisfier

Organic Products

1

0.20%

1

1.90%

Satisfier

Mineral Water

4

0.90%

4

7.40%

Satisfier

Competitiveness

10

2.20%

8

14.80%

Dissatisfier

Pools

4

0.90%

3

5.60%

Dissatisfier

Equipment

11

2.40%

9

16.70%

Dissatisfier

Covid Safety

2

0.40%

1

1.90%

Dissatisfier

Poor Value-For-Money

9

1.90%

7

13.00%

Dissatisfier

Inefficient Staff

4

0.90%

4

7.40%

Dissatisfier

Lack Of Mineral Water

1

0.20%

1

1.90%

Dissatisfier

Hygiene

3

0.60%

3

5.60%

Dissatisfier

Poor Food

11

2.40%

8

14.80%
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2

0.40%

2

3.70%

Dissatisfier

Room Comfort
(Cleanliness, Size,
Equipment)

Dissatisfier

No Repeat Visit

2

0.40%

2

3.70%

Dissatisfier

Negative Word-Of-Mouth

3

0.60%

3

5.60%

Dissatisfier

Distance From Ski Runs
(Location)

3

0.60%

3

5.60%

Dissatisfier

Spa Area Age
Restrictions

2

0.40%

2

3.70%

Source: Authors’ work

As a result of processing the collected data from all hotel guest reviews, the strengths
and weaknesses of the brand are revealed and the problem areas in terms of its effectiveness
are clearly outlined.
As it has already become clear, the evaluation of hotel brand effectiveness is made
through the prism of Katarino SPA Hotel guest satisfaction. Therefore, both research and
analysis include the two opposite categories - "satisfier" and "dissatisfier". It is noteworthy that
half of the indicators, i.e. nine, are present with their opposite connotations in both categories.
These are the indicators of room comfort, food, staff, spa center, facilities, value-for-money,
mineral water, word-of-mouth, and loyalty.
The indicators that have become the most widespread among the guest reviews
referring to the hotel establishment - with a frequency of distribution over 27, we identify as
most important for hotel guests on which the brand presentation, its effectiveness and hotel
image primarily depend. They are clearly presented in the following table.
Table 3. Frequency of code distribution among guests’ reviews of Katarino
SPA Hotel
№
(position)

Code (indicator)

Distribution
frequency

1

STAFF

66

2

FOOD

61

3

HOTEL AMBIENCE

50

4

SPA CENTER (incl. pools)

49

5

ROOM COMFORT

42

6

FACILITIES

35

7

CLIMATE

28

8

WORD-OF-MOUTH

25

9

ADDITIONAL SERVICES

23

10

CUSTOMER LOYALITY

21

11

VALUE-FOR-MONEY

19

12

LOCATION

17

13

COMPETITIVENESS

10

MANAGEMENT

5

MINERAL WATER

5

HYGIENE

3

14
15

46

16

COVID SAFETY

2

17

ORGANIC PRODUCTS

1

Source: Authors’ work

The first six indicators in Table 3 are the most widespread among the reviews of tourists
and are of paramount importance for their hotel experience. If they are compared with the
universally used indicators for assessing guests’ stay in the Trip Advisor platform, an overlap
is found in only two of the indicators, with intersections of cleanliness and service indicators.
The rating system of Trip Advisor can be enriched with 4 more indicators - Food, Hotel
Ambience, Spa Center, and Hotel facilities, which are extremely important for the overall
image and guests’ stay memory. Thus, the evaluation of Trip Advisor would become even more
precise, complete and useful for potential hotel guests on the one hand, and would increase
brand effectiveness through informed solutions on the other.
Table 4. Comparison between research indicators and Trip Advisor indicators
Research Indicators

Trip Advisor Indicators

Staff (service)
Food
Hotel ambience
Spa center (incl. pools)
Room comfort (cleanliness, size, equipment)
Facilities

Location
Cleanliness
Service
Value-for-money

Source: Authors’ work

As noted earlier, nine of the indicators have opposite connotations in both categories satisfier and dissatisfier. These are the indicators: Staff, Food, Spa center, Room comfort,
Facilities, Loyalty, Word-of-mouth, Value-for-money, and Mineral water.
Figure 3. Comparison between the positive and negative evaluation of Katarino brand
effectiveness indicators
Comparison between the positive and negative evaluation
of Katarino brand effectiveness indicators
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The consumers of Katarino SPA Hotel services rank the indicator of Staff at the first
position. It is mentioned 66 times in the guest reviews. In this case, guests‘ positive assessment
significantly prevails, in 69% of the processed reviews they have explicitly expressed their
satisfaction with the service of hotel staff, the ability to communicate in different foreign
languages, etc. In only 7% of the reviews, the users define the service as unsatisfactory. The
hotel staff has gone thorugh a serious training mastering competencies in the field of hospitality
and guest care. Positive reviews are expressed about employees from various hotel departments
- spa, front desk, restaurant, etc.
The code frequency of Food is 61, which testifies to the great importance of this service
for the guest stay. It is no coincidence that the indicator remains in the second place in terms
of comments. There are 50 positive evaluations of this indicator, which are found in 70% of
the guest reviews on the Katarino SPA Hotel website. It is interesting that the number of
disappointed guests with the food served in the hotel restaurant is not small - 15% of the
reviews include guests’ dissatisfaction with the food. Recently, the trend has been to make
these negative comments relevant. It is obvious that hotel owners have been working hard
trying to offer home-made and organic food and drinks from their own farms – cheese, milk,
meat, beer and wine, using their own original recipes, which is exceptionally well received by
the hotel guests. It is desirable for the hotel management to make the most of this competitive
advantage when positioning the hotel. There are few high-category sites in the region of Bansko
and Razlog, which can boast of offering and serving products of own production.
SPA is the next indicator of paramount importance for the hotel brand positive image
and guest satisfaction. The indicator has a prevalence of 49, with 63% of guests sharing their
satisfaction with the hotel spa. Less than 6% of the hotel guests, however, do not agree with
this opinion and their criticism is focused not so much on the quality of the spa facilities, but
on the age restrictions for using the spa area - persons under 14 years of age are not allowed to
use certain heat radiating equipment. These restrictions should be a hotel good practice, as they
are related to the safety and health of younger guests. Negative ratings are given before the
complete renovation of the hotel and spa. The renovation, the modern facilities into operation,
the high level of hygiene are marked as positive changes by the guests.
Katarino SPA Hotel guests rank the indicator of Room comfort in the 5th place, and it
is the main hotel service. This shows the serious achievements and merits of the new
management in overcoming traditionally weak units before, such as service and nutrition, and
bringing them to the forefront of the guests‘ ideas about Katarinio brand development. This
indicator is mentioned 42 times in the guests’ reviews. Again, the positive assessment of the
guests significantly prevails, 59% of them have firmly expressed their satisfaction with the
room in terms of cleanliness, size and equipment. Less than 4% of guests consider the room
comfort unsatisfactory, and the main reason for this assessment is the small size of the
premises, not their cleanliness.
Word-of-mouth is the next indicator that significantly builds the positive image of the
hotel brand and is perhaps the most influential one. There is hardly a better and more effective
advertisement than a few good words spoken sincerely by a real hotel guest. In today's world
of online communication, the economy is increasingly built on the logic of information
management. This information is available in the online space and communication and reaches
millions of users in no time. The indicator has a prevalence of 25, and in 35% of cases guests
have given warm recommendations for visiting Katarino SPA Hotel. Only 6% of the reviews
express the opinion that the hotel is nothing special, and in one single comment the guests have
called on potential users not to trust the services of Katarino SPA Hotel.
Many of the guests have shared their opinion on the indicator of Hotel Facilities - a
total of 35 mentions. This time they are distributed almost equally. In 20.5% of all reviews,
guests are very impressed by the variety of facilities that have been renovated or built after the
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renovation of the hotel, as well as their good current condition. However, 16.7% of the reviews
provide negative comments about outdated equipment, lack of air conditioning in rooms and
communal areas, lack of additional showers in the spa area, etc.
Katarino SPA Hotel follows a good policy of retaining its guests and increasing their
Loyalty. The results of the survey show that 27.8% of guests have made a repeat visit or have
expressed a desire to do so. 3.7% unequivocally stated that they would not visit the hotel again.
Every successful brand has a good per cent of guest loyalty because it manages to fulfill the
promises given to guests and even exceed their expectations and their preconceived notions
and attitiude.
One of the obligatory indicators for assessing the positive image and effectiveness of
the hotel brand is Value-for-money. This indicator is present in 19 individual cases and in
27.8% of guest reviews and is also mandatory in the evaluation system of Trip Advisor. In
14.8% of the reviews the guests consider that Katarino SPA Hotel deserves even a 5-star
category due to the high quality of the services it offers and the premium prices are welldeserved. However, about 13% share the opinion that the prices in the hotel are very high. The
main factor for the high percentage of dissatisfied people with the price levels comes mostly
from the additional payment for drinks provided that the meal is buffet style. Again, the practice
is noticeable that even about this indicator the Bulgarian guests are extremely concise in giving
feedback. Only one guest from Bulgaria has expressed the opinion that the hotel prices are
high.
The frequency of distribution of the indicator of Mineral water in the comments of
tourists is scarce given that the vast majority of tourists are looking for hotels disposing of
mineral water and Katarino SPA Hotel is a recognized place for spa tourism. Only 9.3% of
guests have rated mineral water as a resource used in the hotel. Of these, 7.4% are satisfied
with the temperature of mineral water in swimming pools, and 1.9% doubt the quality of water
and efficient consumption of this resource in its pure form due to the increased use of chlorine
and other substances that greatly reduce the pleasure of spa services.
Apart from this bipolar framework of indicators for assessing hotel brand effectiveness,
guests have defined other indicators that are important for the perception of the brand and the
associations of consumers with it. Among them the leading ones are - hotel atmosphere and
environment, climate, additional services and activities (amenities) offered by the hotel,
location and distance from the ski resort of Bansko, competitiveness, management, hygiene,
safety, organic products and hotel social responsibility.
Here we must immediately identify the indicator of Hotel Ambience as a general
assessment given by the guests expressing admiration for the good overall impression that
Katarino Spa Hotel has made upon them. The “emotionalizing” of the brand is reflected in the
subconsciousness of its cosumers. This is an assessment not of individual units, activities or
processes in the hotel but a delight in the overall experience that is provided during their stay.
There is no bipolarity in comments like “The whole experience sheer bliss!”, “This hidden
gem”, “… like in heaven”, “excellent hotel and stay”, “outstanding hotel”, “Ski fairy tale”,
“Truly amazing”. It is no coincidence that this indicator is in the 3rd place, and 50 individual
relevant comments were made in 35 reviews, i.e. in 64.80% of the reviews.
In addition to the good hotel atmosphere itself, guests appreciate the climate and the
green environment. In 40.70% of the guests’ reviews positive assessments of the temperate
climate are given - mild winter for this region and cool summer, the beautiful views that are
revealed, the clean mountain air.
A high percentage of satisfaction in the reviews is also found about the indicator of
Additional services. 33.30% of the guests are satisfied with the great variety of services
offered in the hotel. Many different outdoor activities - horseback riding, motorcycling, hiking,
tennis courts; indoor activities - bowling, billiards, etc. Many of the guests are really satisfied
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with the new ski equipment and the convenient and regular transport to the ski slopes, which
largely covers the dissatisfaction with the bigger distance of the hotel from the ski resort.
The next indicator which is positively evaluated in 20.40% of the reviews is Location.
It seems that the distance of Katarino SPA Hotel from the main mass of hotels in the region of
Razlog and Bansko creates rather positive attitude than negative. Due to the many more reviews
about the convenient transport to the ski slopes, the indicator has not found a place in the bipolar
scale as each of the three comments about the distance from Bansko is followed by an
assessment of convenient transport to the slopes. Also in two of the comments the location of
the hotel outside the territory of Bansko in a quiet area is mentioned as a positive aspect.
Competitiveness is the indicator that has collected 10 references in 8 reviews or in
another 14.80% of the reviews. Only direct ratings as "better than others" are given here. This
indicator can be easily applied to the Hotel Ambience described above.
When evaluating the indicator of Мanagement, a small percentage of the guests - 7.4%
believe that the hotel has good management. They share that the strengths in business are
mainly due to the good management and the presence of direct control in the operational units.
The above cannot be a definite conclusion due to the small percentage of guests who
commented on the hotel management in their reviews. There are no negative comments about
hotel management.
In the results analysis we have found a small number of reviews referring to bad smell
and not good enough hygiene - barely 3 guest reviews do contain such information. There are
two comments about non-compliance with Covid-19 measures in just one guest review.
Apparently, the staff and management have been making serious efforts to make guests feel
safe while on the territory. Strangely, few visitors have noted the ban on the use of plastic
utensils in Katarino SPA Hotel.
Acknowledgements
A good practice that has been introduced in the Katarino SPA Hotel brand is to respond
to every review given in the TripAdvisor online system. The answer is given by the hotel
manager himself (or his representative). This practice does not exist in all competitive hotel
establishments in the region of Bansko. Due to the nature of the hotel product, it is impossible
to offer warranty or service. One of the few ways to provide after-sales service is this - to pay
attention to the guest, even after he has left and used the service sold to him, i.e. this is an
additional sign of high standard of customer care. Katarino management has demonstrated a
strong willingness to accept and eliminate observed and signalled irregularities by guests. The
effectiveness of contact branding lies in the fact that consumers acquire a positive impression
at all levels of contact with the brand.
Conclusions
The hotel brand is successful when it manages to unify its values with those of its
guests; when it adds value and sense of their experience; when guests are sent home with a set
of positive emotions and associations; when guests are made to come again.
Katarino SPA Hotel is an example of a good and successful brand. The turmoil in its
history in the period 2011-2016 failed to damage its image. On the contrary, they clearly show
the new owner what the weaknesses are and have oultined the directions to overcome them. In
2018, a new stage in the development of the Katarino brand begins. Weaknesses become the
main positive indicators in the comments and feedback of hotel guests, such as - service and
staff in all departments, the renovation of the Spa center and the installation of a wide range of
new facilities.
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A huge competitive advantage is the use of products from the company farm, as well
as wild fruits and spices. The forthcoming installation of an autoclave for canning shows the
desire for further development in this direction. Currently, the hotel is a 4-star establishment
but it has all the prerequisites for achieving a higher level, which is the recommendation of
many guests in their reviews. With its opening in 2005, Hotel Katarino won the “Building of
the Year” award given by the Union of Bulgarian Architects, in 2007 and 2008 it was
distinguished for being the “SPA Hotel of the Year”, and in the following years it was
nominated by various tourist organizations as one of the most preferred holiday hotels in
Bulgaria. That was written in the hotel history before its entry in the period 2011-2016. It seems
that the present hotel owner and management have the desire to surpass all these official awards
and recognitions. One thing is for sure - the way the Katarino brand works has managed to take
the most important award - the kindness, satisfaction and loyalty of its guests, who have
become its best ambassadors on the market.
The results of the study clearly indicate some of the reasons for this achivements and
identify the factors on which the brand effectiveness and guests’ satisfaction depend. The
associations that this brand evokes in the minds of its guests are an indisputable testament to
the level of its effectiveness. Within this study, a system of criteria and indicators for evaluating
hotel brand effectiveness has been tested. This system is open and subject to extension and
refinement in future research in this area.
In brief, hotel brand effectiveness depends on the perception of the brand by consumers,
on their behavior after their contact with the brand and on the overall image and resources of
the host destination.
Conflicts of Interest
The authors declare no conflict of interest.

51

References
Anderson, E. W., & Mittal, V. (2000). Strengthening the satisfaction-profit chain. Journal of
service Research, 3(2), 107-120. https://doi.org/10.1177/109467050032001
Angelova, G. (2020). Thematic Analysis and Evaluation Of Hotel Brand Effectiveness. In
Anniversary Scientific Conference with International Participation TOURISM AND
CONNECTIVITY 2020, University publishing house "Science and Economics",
University of Economics-Varna, 1, 275-288. DOI: 10.36997/TC2020.275
Baker, B. (2007). Destination branding for small cities: The essentials for successful place
branding. Destination Branding Book. Retrieved from
https://www.isbns.fm/isbn/9780979707605/
Baker, B. (2012). Destination Branding for Small Cities. Creative Leap Books 2nd edition.
Retrieved from https://www.isbns.fm/isbn/9780984957408/
Braun, V., & Clarke, V. (2006). Using Thematic Analysis in Psychology. Qualitative
Research in Psychology, 3(2), 77-101. Retrieved from
https://www.tandfonline.com/doi/abs/10.1191/1478088706QP063OA
Cai, L. A., & Hobson, J. P. (2004). Making hotel brands work in a competitive environment.
Journal of Vacation Marketing, 10(3), 197-208.
https://doi.org/10.1177/135676670401000301
Davis, S. M., & Dunn, M. (2002). Building the Brand-driven Business: Operationalize Your
Brand to Drive Profitable Growth. San Francisco, CA: Jossey-Bass.
Forgacs, G. (2003). Brand Asset Equilibrium in Hotel Management. International Journal of
Contemporary Hospitality Management, 15(6), 340-342.
https://doi.org/10.1108/09596110310488203
Kayaman, R., & Arasli, H. (2007). Customer based brand equity: evidence from the hotel
industry. Managing Service Quality: An International Journal, 17(1), 92-109
https://doi.org/10.1108/09604520710720692
Khan, I., & Rahman, Z. (2017). Development of a scale to measure hotel brand experiences.
International Journal of Contemporary Hospitality Management, 29(1), 268 – 287.
https://doi.org/10.1108/IJCHM-08-2015-0439
Keller, K.L. (1993). Conceptualizing, Measuring, and Managing Customer-based Brand
Equity. Journal of Marketing, 57(1), 1-22.
https://doi.org/10.1177/002224299305700101
Longwell, G. J. (1994). Book Review: Managing Brand Equity. Capitalizing on the Value of
Brand Name, New York: The Free Press, New York (1991). Journal of Business
Research, 29(3), 247-248. https://doi.org/10.1016/0148-2963(94)90009-4

52

Lowes, B., Pendleton, A., Chadwick, L., & Pass, C.L. (1991). Collins Dictionary of Business.
Collins Publishers. Retrieved from https://www.abebooks.co.uk/Collins-DictionaryBusiness/17932605130/bd
O’Neill, J. W., & Mattila, A. S. (2004). Hotel branding strategy: Its relationship to guest
satisfaction and room revenue. Journal of Hospitality & Tourism Research, 28(2),
156-165. https://doi.org/10.1177/1096348004264081
O'Neill, J. W., & Mattila, A. S. (2010). Hotel brand strategy. Cornell hospitality quarterly,
51(1), 27-34. https://doi.org/10.1177/1938965509352286
O’Neill, J. W., & Xiao, Q. (2006). The role of brand affiliation in hotel market value. Cornell
Hotel and Restaurant Administration Quarterly, 47(3), 210-223.
https://doi.org/10.1177/0010880406289070
Prasad, K., & Dev, C. S. (2000). Managing hotel brand equity: A customer-centric
framework for assessing performance. The Cornell Hotel and Restaurant
Administration Quarterly, 41(3), 22-3. https://doi.org/10.1016/S0010-8804(00)800142
Ries, A., & Trout, J. (2001). Positioning: The Battle for Your Mind. McGraw Hill
Professional. Retrieved from https://prolightinggroup.com/wpcontent/uploads/2020/08/Positioning_-The-Battle-for-Your-Mind.pdf
Rust, R. T., Lemon, K. N., & Zeithaml, V. A. (2004). Return on marketing: Using customer
equity to focus marketing strategy. Journal of marketing, 68(1), 109-127.
https://doi.org/10.1509/jmkg.68.1.109.24030
So, K. K. F., & King, C. (2010). “When experience matters”: building and measuring hotel
brand equity: The customers' perspective. International journal of contemporary
hospitality management, 22(5), 589-608. https://doi.org/10.1108/09596111011053765
Terziyska, I., & Damyanova, R. (2020). Winescape through the lens of organized travel–a
netnography study. International Journal of Wine Business Research, 32(4), 477-492.
https://doi.org/10.1108/IJWBR-09-2019-0050
TPBO. (2015, October 8). Interview with Jeremy Hildreth, the Indiana Jones of Branding.
The Place Brand Observer. Retrieved from www.placebrandobserver.com/jeremyhildreth-interview
Xiong, L., King, C., & Hu, C. (2014). Where is the love? Investigating multiple membership
and hotel customer loyalty. International Journal of Contemporary Hospitality
Management, 26(4), 572-592. https://doi.org/10.1108/IJCHM-03-2013-0141
Xu, J. B., & Chan, A. (2010). A conceptual framework of hotel experience and customer‐
based brand equity: Some research questions and implications. International Journal
of Contemporary Hospitality Management, 22(2), 174-193.
https://doi.org/10.1108/09596111011018179

53

Zenker, S. (2011). “How to catch a city? The concept and measurement of place brands”.
Journal of Place Management and Development, 4(1), 40-52.
https://doi.org/10.1108/17538331111117151
https://www.tripadvisor.com/Hotel_Review-g658263-d639570-ReviewsKatarino_Hotel_Spa-Razlog_Blagoevgrad_Province.html#REVIEWS, accessed on
10.10.2021

54

Economics & Law
ISSN 2682-972X
Volume: IV, Issue: I, Year: 2022, pp. 55-67

DOI:10.37708/el.swu.v4i1.5

THE EXISTENCE OF PASSIVE SUBJECTIVE NOVATION IN THE LEGAL
SYSTEM OF AGREEMENTS AND WARRANTIES
BUDI HER UTOMO1
SUHARININGSIH2
IWAN PERMADI3
YULIATI YULIATI4
Abstract

Passive Subjective Novation is a replacement of the old debtor with a new debtor, and
the creditor agrees that the old debtor is freed from the obligation to pay the debt. In Indonesia,
Novation is regulated in the provisions of Article 1381 of the Civil Code, but in reality there is
no single legal regulation that clearly explains Novation, especially Passive Subjective
Novation. This legal vacuum regarding Passive Subjective Novation then causes legal
uncertainty and creates problems because there are no clear references in terms of
understanding, implementing regulations, and standard operating procedures (SOPs). The
problems in this study are related to the existence of Passive Subjective Novation in credit
agreements with mortgage rights in the legal system of agreements and guarantees, the
meaning of Passive Subjective Novation in credit agreements by using mortgage guarantees
on land, and the legal position of new debtors with Passive Subjective Novation so that can
provide legal certainty. This research is normative juridical research using an analytical
approach and a conceptual approach as well as grammatical interpretation analysis
techniques, systematic interpretations and teleological interpretations to analyze primary,
secondary and tertiary legal materials. The results of this study indicate that the existence of a
novation credit agreement, especially a passive subjective novation if carried out will involve
the parties who were originally involved in the previous credit agreement. The novation is
carried out explicitly by using a concrete authentic deed to confirm the position of this novation
in the credit agreement. Switching the debtor when the credit agreement is still halfway
through, can cause problems for the bank, and the most important and first problem that arises
is who will continue the credit agreement because it is impossible for the credit agreement to
be released just like that.
Keywords: Passive Subjective Novation, Legal System, Agreement, Warranties, Debtors.
JEL Codes: K11, K22, K23, K41

1. Introduction
Novation or renewal of debt is one way of ending an agreement as regulated in the
provisions of Article 1381 of the Civil Code. Novation basically occurs when the old
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engagement is replaced with a new one, the old creditor is replaced with a new creditor, and
the old debtor is replaced with a new debtor. The novation which is carried out by replacing
the old debtor with a new debtor is commonly done if the old debtor is unable to pay off its
debt payments to the creditor, thus allowing a new debtor to replace the old debtor's position
to pay a certain amount of money to the creditor. Thus the novation can be carried out as an
effort to avoid the risk of default, either at the initiative of the old debtor or from creditors
including banks.
Basically the novation was born because of the agreement made by the parties, using
which the existing agreement was deleted and at the same time a new agreement was made to
replace the abrogated agreement. Novation can be an effort to overcome bad credit because
with novation the parties based on agreement can make new credit agreements, namely by way
of the bank providing new debt loans to creditors which will later become a new credit
agreement as a continuation of the old agreement. Thus, the risk of bad credit can be avoided.
Regardless of the causes of credit congestion experienced by debtors, it is clear that this
congestion meets the provisions of the legislation. For each debt, the principal obligation of the
borrower is to returning the loan interest in the same amount and condition at a predetermined
time. In the event of bad credit, the bank needs to make a rescue, in order to reduce the difficulty
to a minimum, proper handling of bad credit is needed. Then based on Article 1413 of the Civil
Code, it states that there are 3 (three) forms of debt renewal, including the following
(Suhariningsih, 2020):
1. When a debtor makes a new debt alliance use the person who owes him, which replaces
the old debt, which is written off thereby.
2. When a new debtor is appointed to replace the old debtor, who by the debtor is freed
from his alliance (Setyaningrum, Septanti, & Imanullah, 2015).
3. If, as a result of a new agreement, a new creditor is appointed to replace the old creditor,
against whom the creditor is released from his alliance.
The understanding as the author explained earlier is the opinion of an expert who
interprets the provisions as regulated in Article 1413 of the Civil Code as a novation, but in
reality there is no single legal regulation that clearly explains the novation, especially the
passive subjective novation. This legal vacuum regarding Passive Subjective Novation then
causes legal uncertainty and creates problems because there are no clear references in terms of
understanding, implementing regulations, and standard operating procedures (hereinafter
referred to as SOPs). Here the author describes examples of cases that occur related to
Novation.
Novation problems that occur between PT. BTN to PT. Tiara Futuba, this problem arose
because the Novation agreement was unknown or not notified in advance to the original Debtor
who had also entered into a relationship with a third party. Debtors (legal entities) engaged in
property, sell units of land and buildings to Buyers. The credit is framed with a mortgage
guarantee on the land belonging to the developer debtor. What is the problem with the Yasa
Griya Credit facility by PT BTN to PT. Tiara Fatuba. The case began in April 2019 at the PT.
BTN Semarang Branch has provided Yasa Griya Credit facilities to PT. Tiara Fatuba Rp. 15.2
billion in which the procedure for granting was carried out against the law, not by the Circular
Letter of the Board of Directors of PT. Bank BTN (Persero), Tbk, resulting in bad loans
amounting to Rp. 11.9 billion (Suhariningsih, 2020).
Asset Management Division (AMD) BTN Head Office in December 2015 conducted a
novation (renewal of debt) to PT. Nugra Alam Prima (NAP) with a ceiling value of Rp. 20
billion and without any additional collateral, causing bad loans to returning to Rp. 15.6 billion.
Then in November 2016, AMD Headquarters BTN carried out Novasi (renewal of debt)
unilaterally from PT. NAP to PT. Lintang Jaya Property which is by the Standard Operating
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Procedure (SOP) and without any additional collateral with a credit limit of Rp. 27 billion,
causes bad loans to returninging to Rp. 26 billion with the collectability category
(Suhariningsih, 2020). Due to the unilateral Novation process, the process of changing the
name of the certificate on behalf of PT. Tiara Futuba to PT. NAP, also cannot be implemented.
So even though the Novation was carried out, the collateral has not been fully tied up. Whereat
the time of doing the novation, PT. Tiara Fatuba did not know about this novation, and the
certificate has not been changed yet it is still in the name of PT. Tiara Futuba. With this
condition, how can you sell the object of a mortgaged house (housing loan) to a third party,
while the certificate is still in the name of PT. Tiara Futuba. So that even though the innovation
has been carried out, it does not provide a solution, because the innovation was carried out
without the knowledge of PT. Tiara Futuba.
Reflecting on the case of PT BTN which carried out Novation unilaterally without the
knowledge of the original debtor, PT Tiara Futuba, which then had implications for the new
debtor of PT. NAP cannot sell the object of collateral to a third party, so there are legal security
issues that must be resolved so that the Novation agreement can run without harming the parties
and even third parties. Based on the background as previously described above, it can be
concluded that the problem in this research is that there are no clear rules regarding Passive
Subjective Novation, this is indicated by the absence of mention of the term Passive Subjective
Novation in the laws in force in Indonesia, so there is a need for a study of how is the existence
of the validity of the Passive Subjective Novation in credit agreements using mortgage rights
in the legal system of agreements and guarantees that apply in Indonesia?
2. Research Method
The research method used is normative juridical, namely conceptualizing law as what
is written in laws and regulations (law in books) or law as a rule or norm which is a benchmark
for human behavior that is considered appropriate (Marzuki, 2008). The approach used in
answering the problem is to use a statutory approach, and conceptual approach. The legislative
approach is taken by examining all legal regulations in the form of laws and other regulations
related to the problem of law. The conceptual approach moves on the views and doctrines that
develop in the science of law (Ibrahim, 2006). This approach is used so that researchers can
study the opinions and doctrines of legal science related to the terms of the validity of the
agreement, so that researchers can use these opinions and doctrines as a basis for creating new
concepts related to the meaning of Novation, especially for Passive Subjective Novation.
The legal materials used are primary, secondary, and tertiary legal materials. The
procedure for collecting legal materials used in this research is a literature study, namely
collecting data by reading laws and regulations, official documents and literature that are
closely related to the problems discussed. The technique of analyzing legal materials uses
analytical techniques in the form of grammatical interpretation and systematic interpretation
(Nisa, 2013). By using a grammatical interpretation, the author can find out the meaning of
passive subjective novation in a credit agreement by using mortgages based on the language
used by the author in everyday life both in the KBBI and legal dictionaries, as well as the
systematic interpretation used by the author to find out the meaning of passive subjective
novation. In credit agreements by using mortgages based on the provisions in laws and
regulations, the existence of the enforceability of passive subjective novation in credit
agreements using mortgages in the legal system of agreements and guarantees, as well as
passive subjective novation arrangements so as to provide legal certainty and protection.
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3. Results and Discussion
3.1. Bad Credit and Passive Subjective Novation
The word credit comes from the Greek word “credere” which means trust. Many
businesses in the industrial sector, both large and small, require credit that functions as capital
assistance so that businesses can run smoothly and achieve progress. In general, entrepreneurs
are not always able to provide all the capital needed for their own business, so they need credit
from other parties, such as banks. Credit contains the notion of “Degree of Risk” which is a
certain level of risk, because the release of credit contains a risk, both risk for the creditor and
for the credit recipient (Bartlett, 1999). For the credit recipient, the risk that may arise is that if
he cannot repay the loan, he will lose capital. For the creditor, one of the risks that can occur
is if the credit recipient cannot pay off his obligations at the agreed time or in other words if
there is what is called bad credit. If the creditor assesses that the debtor can no longer make
installment payments on his loan, the management of the debtor's debt which is a state
receivable is handed over to the State Receivables and Auction Service Office (KP2LN) or
previously the State Receivable Affairs Committee, on the basis of the legality of Law Number
49 Prp. 1960 concerning the Committee for State Receivable Affairs or PUPN.
Although the management of state receivables has been taken over by the Office of
Accounts Receivable and State Auctions, but bad credit handling efforts can be done through
rescheduling (restructuring), re -requirements, rearrangement of installments, or can also be
novation (Valeanu, 2014). Article 1413 Burgerlijk Wetboek, states that there are 3 (three) ways
to carry out debt renewal (novation), namely first if a debtor makes a new debt alliance for the
person who owes him, which replaces the old debt, which is written off, second if a new debtor
is appointed to replace the old debtor, who by the debtor is released from his alliance, third
when as a result of the new agreement, a new debtor is appointed to replace the old debtor,
against the debtor is released from his alliance (Badrulzaman, 2001).
Based on the provisions, if a deed in the event of passive subjective novation does not
absolutely have to exist, however, the absence of the deed results in complicated problems, one
of which is that creditors and the State Receivables and Auction Service Office (KP2LN) as
the agency tasked with resolving the settlement of bad loans do not acknowledge the existence
of a deed. debt renewal by the new debtor, for example what happened in the case of register
No.288/Pdt.G/2006/PN.Sby. The new debtor is late in making installment payments to the
State Receivables and Auction Service Office (KP2LN). As a result, the State Receivables and
Auction Service Office (KP2LN) gave a warning not only to new debtors, but also to old
debtors. This situation was even followed up with a notification that they wanted to conduct an
auction on the assets of the credit collateral belonging to the old debtor.
Based on a summons or warning from the State Receivables and Auction Service Office
(KP2LN) to the old debtor, and the new debtor's arrears in payment of installment obligations,
it has implications for the old debtor to file a civil lawsuit to the Surabaya District Court for
the accumulation or concomitant lawsuit for Unlawful Acts and Default (samenloop van
rechtsvorderingen) (Soepomo, 2002). In principle, each lawsuit must stand alone. Each lawsuit
is filed in a separate lawsuit and is examined and decided in a separate and independent
examination and decision process. However, in certain cases and limits, it is permissible to
combine lawsuits in one lawsuit if there is a close relationship or connectivity between one
lawsuit and another (Kwon, 2013).
Although the Het Herziene Indonesisch Reglement (HIR)5and Rbg did not regulate it,
the judiciary has been implementing it for a long time. Supomo pointed out that one of the
5

Het Herziene Indonesisch Reglement is the UPDATED INDONESIAN REGLEMENT in Dutch, which means
the Regulation on carrying out police duties, adjudicating civil cases and prosecuting sentences for Indonesians
and Foreign Easterners in Java and Madura. Rerieved Fromhttp://jdih.padangpanjang.go.id/public/aturan/hir.pdf
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Judgments of the Jakarta Justitie Raad on June 20, 1939 which allowed the merger of the
original claims between the lawsuits, there was a close relationship (innerlijke samenhang).
The same opinion was confirmed in the Decision of the Supreme Court of the Republic of
Indonesia Number 575 K/Pdt/1983, dated June 20, 1984, Jo. Tanjung Karang High Court
No.36/1982 dated 31 August 1983, Jo. Tanjung Karang District Court No.35/1981, dated
March 24, 1982, which explained, among other things, that although Article 393 paragraph (1)
of the Het Herziene Indonesisch Reglement (HIR) states that the procedural law is only
concerned with the Het Herziene Indonesisch Reglement, but in order to achieve this process,
doelmatigheid, it is possible to apply institutions and provisions for events outside those
stipulated in the HIR. Therefore, based on this reason, it may be possible to combine
(samenvoeging) or objective accumulation as well, as long as there is an innerlijke
samenhangen or close connection between them. Merger of three, or several cases can be
justified to facilitate the process and avoid the possibility of conflicting decisions. The
Indonesian Civil Procedure Code recognizes the existence of an amalgamation rather than a
claim which is known as an objective compilation. The prohibition of objective cumulation is
contained in things (Mertokusumo, 2006):
1. If a specific claim (lawsuit) requires a special procedure (a lawsuit for divorce), while
the other claims must be examined according to the usual procedure (for example, a
lawsuit to fulfill an agreement), then the two rights claims may not be combined in the
same lawsuit. one and the other.
2. Claims relating to the relative authority of the judge to examine one of the claims that
are filed together in one lawsuit with another, then the claim for rights may not be filed
together in one lawsuit. The relative authority of a judge is related to the jurisdiction of
a court in relation to filing a lawsuit, violating Article 118 of the Het Herziene
Indonesisch Reglement, for example a lawsuit regarding fixed objects is submitted to
the District Court where the defendant resides.
3. The lawsuit (claim of rights) regarding “bezit”, may not be filed together with the
“eigendom” lawsuit in one lawsuit (Article 103 Reglement op de Burgerlijke
Rechttsvordering).
In the culmination of a lawsuit, between rechtelijke grond (affirmation of the legal
relationship between the Plaintiff and the disputed material and or object), and the relationship
between the Plaintiff and the Defendants relating to the disputed material or object and
feitelijke grond (explanation of statements regarding facts or events related to directly with or
around the legal relationship that occurs between the Plaintiff and the material or object of the
case as well as with the Defendants, or explains facts that are directly related to the legal basis
or legal relationship argued by the Plaintiff), are mutually dependent on one another. , or in
other words, there is a close relationship between the lawsuits. The registration case No.
288/Pdt.G/2006/PN.Sby is a form of samenloop van rechtsvorderingen. The lawsuit was filed
by the old debtor to the State Receivables and Auction Service Office (KP2LN) with the
creditor (PT. Bank Negara Indonesia, Tbk).
The legal fact that occurs is that when the task of managing state receivables has been
handed over to the State Receivables and Auction Service Office (KP2LN), then from that
moment on, the responsibility of the creditor (PT. Bank Negara Indonesia (Persero) Tbk, has
ended. His duties have ended. taken over by the State Receivables and Auction Service Office
(KP2LN) on the basis of the legality of Law No. 49 Prp of 1960 concerning the Committee for
State Receivable Affairs, as intended by the provisions of Article 4 paragraph (1) of Law No.
49 Prp of 1960.
There are 2 (two) factors that can change and decrease the value of the strength and
minimum limit of proof of an underhand deed, namely if an opponent's evidence is submitted,
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the contents and signature are denied, or not recognized by the opposing party. Without these
conditions, the statement letter and agreement letter attach the value of perfect and binding
proof of power. Therefore, in court, for the sake of law, there has been a confession from the
Office of the State Receivable and Auction Service (KP2LN) and creditors of PT. Bank Negara
Indonesia (Persero), Tbk there has been a debtor transition, and the act of giving a subpoena or
warning to the old debtor for late installment payments by the new debtor is clearly an unlawful
act carried out by the State Receivables and Auction Service Office (KP2LN). Article 1365
Burgerlijk Wetboek (Sulistyo & Harahap, 2019), states that: “Every act that violates the law,
which brings harm to another person, obliges the person who because of his fault published the
loss, to compensate for the loss.”
The condition “predictable” is the condition that a normal human being with certain
possibilities in a given situation can predict the result as stated in Article 1247 Burgerlijk
Wetboek. Civil liability for default submitted by the old debtor to the new debtor is based on
the reasons for the new debtor's ability to repay all the old debtor's loans to the State
Receivables and Auction Service Office (KP2LN). The reason for this was stated in a statement
dated October 12, 2003 which was then followed up with a notarial deed dated October 21,
2003 in which the new debtor was willing to pay off all debts from the old debtor. Without a
clear and definite reason suddenly a new debtor just like that.
Based on the provisions of Article 1338 Burgerlijk Wetboek, the statement and
agreement letter are binding on both parties and act as law. When suddenly the new debtor no
longer pays the loan without a clear and definite reason, this is a form of implementation of the
new debtor's default to the old debtor. Article 1236 of the Burgerlijk Wetboek and Article 1243
of the Burgerlijk Wetboek provide the basis for the rights of the Plaintiff which may be
included in a civil suit due to default. These rights are compensation in the form of costs, losses
and interest. In addition, in certain events, in addition to a claim for compensation, or the
possibility of a claim for cancellation of the agreement. The indecisiveness of the regulations
in Burgerlijk Wetboek regarding the need for a novation deed has the consequence that there
is no legal protection for old debtors. Therefore, in the case as referred to in case Number
288/Pdt.G/2006/PN.Sby, it is expected to provide legal protection for new debtors.
3.2. Passive Subjective Novation Juridical Problems
There are 3 (three) types of debt novation or renewal, namely: Objective novation,
namely debt renewal by which the debtor makes a new debt contract to replace his old debt. So
in this case what is replaced with a new contract is solely the debt and there is no change to the
debtor or creditor. Active subjective novation, namely the replacement of old creditors with
new creditors. As a result, the debtor and the old creditor no longer have a debt contract. Passive
subjective novation, namely the replacement of the old debtor with a new debtor, and the
creditor agrees that the old debtor is released from his obligations. After the credit period runs
and has not been paid off, the debtor is no longer able to carry out his obligations because the
debtor who is also the owner of the guarantee dies, therefore the bank requires a novation
(renewal of debt).
The old debtor who has died is replaced by a new debtor. By changing the old debtor
to the new debtor, it means freeing the old debtor from his obligation to pay debts to creditors.
Article 1318 of the Civil Code states that if a person asks to be agreed on something, it is
considered that it is for his heirs and the people who have rights thereof, unless it is expressly
stipulated or it can be concluded from the nature of the agreement, that this is not the case. The
point is that if it turns out that the debtor dies even though the agreement has not ended or the
credit has not been paid off while the credit is still being used for its business activities, the
heirs are automatically obliged to continue the agreement, unless it is expressly stipulated or it
can be concluded from the nature of the agreement that this is not the case.
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In this case, the bank does not immediately consider the credit to fall to the heirs, but
the bank requires a novation. Banks may actually not carry out novation if they want the
execution of Mortgage Rights. It's just that, the bank has an interest in the continuation / smooth
installments of loan repayments without having to execute Mortgage Rights. Meanwhile, on
the other hand, the debtor regrets more if the collateral is executed, besides that the heirs are
able and willing to continue paying the credit installments. Therefore, the novation was carried
out in the interests of both parties.
Debt renewal is done based on an agreement of both parties where the creditors and
debtors agree to cancel the old alliance and replace it with a new alliance. The accesoir
agreement is also canceled if the principal agreement is canceled, unless the parties expressly
state otherwise. Old receivables are written off and replaced with new receivables. Article 1381
of the Civil Code states that one of the events that led to the abolition of the alliance was due
to the renewal of the debt. Novation or renewal of debt can only be carried out by a person who
is competent to form alliances (Article 1414 of the Civil Code). The new debtor signs the debt
renewal act (novation) with the replacement of the debtor. The Act is the basis of the
implementation of debt reform. Before the process of novation or debt renewal is completed,
for the security of the bank, it is necessary to erase the Dependents, Certificate of Inheritance,
Power of Attorney to Charge Dependents (SKMHT), Joint Rights Division Act (APHB),
Dependents Grant Act (APHT), and collateral must be correct. on behalf of the living person
(can be all heirs or one of the heirs).
The bank provides an approval letter for the process of transferring rights to the Land
Office on behalf of the agreed heirs, and then signing the novation agreement deed and
installing new Mortgage Rights on behalf of the new heirs. According to Article 111 point 1 of
the Regulation of the Minister of State for Agrarian Affairs Number 3 of 1997 concerning
Provisions for the Implementation of Government Regulation Number 24 of 1997 concerning
Land Registration, an application for registration of the transfer of land rights is submitted by
the heirs or their proxies by attaching: Flats in the name of the heir or if the land has not been
registered, proof of ownership as referred to in Article 24 of Government Regulation Number
24 of 1997. Death Certificate on behalf of the right holder listed in the certificate in question
from the Village Head / Lurah where the heir lives at the time of death world, hospitals, health
workers, or other authorized agencies.
Banks require a novation for the sake of administrative regularity and certainty of who
will be responsible for the course of credit and its business so that it can pay off credit on time.
So that if there is bad credit, the bank will find it easier to know who will be responsible for
the credit. According to Article 1413 of the Civil Code, there are three ways to renew debts.
One of them is replacing old debtors with new debtors and freeing old debtors from their
obligations. With the implementation of the debt renewal (novation), all debts and obligations
in the credit agreement are transferred to the new debtor. The implementation of passive
subjective novation begins with an agreement on who will continue the debt. After the
bank/first party and the new debtor/second party agree and agree on a novation, extending the
period, maximum reduction and partial withdrawal of the credit collateral, provided that after
the novation, the rights and obligations of the first debtor become null and void, then the rights
and obligations become the responsibility new debtors, so that new debtors must channel their
financial activities in the bank. The debtor is obliged to extend or renew the legality of his
business license which has expired and submit it to the bank after completion. The debtor
guarantees that the data, documents, information provided are complete and correct. If there is
an heir who refuses, it must be stated firmly. Article 1057 of the Civil Code confirms that the
rejection of inheritance is carried out firmly.
The process for applying for a novation at a banking institution is the same as for a
credit application in general. Initially, the debtor must complete the form and fill in the data
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provided as in a general credit agreement. The form contains the following: Name and address
of the applicant, Field of business, Purpose/type of credit use, Collateral to be submitted. Then
the prospective debtor completes everything requested by the bank. In addition, you must also
attach the required requirements, namely a copy of the husband and wife's ID card (for those
who are married) which are still valid, one copy of the Family Card (KK) which is still valid,
a photocopy of SIUP or other business permits. Requests for debt renewal will be processed
like new credit applications through the stages of credit application and credit assessment to
assess the feasibility or ability of new prospective debtors. In this stage, an in-depth assessment
of the economic condition of the new prospective debtor is held.
If the novation application is eligible to be granted, it will be stated in a novation
approval letter. Administration in the novation process is the recording of all data related to the
novation process. The process of implementing a novation is all the actions that must be taken
in managing a novation, starting from the time a new debtor submits a novation application
until the application is rejected or when the application is approved until the credit relationship
ends. Deeds made in the process of renewing debt are: Deed of Renewal of Debt with
replacement of the debtor, namely a deed signed by the new debtor who has obtained approval
from his heirs and the bank which contains the transfer of debt and all rights and obligations of
the old debtor. In this case replace the old debtor who has died. By Article 1416 of the Civil
Code that debt renewal by appointing a new debtor to replace the old one can be carried out
without the help of the first debtor.
Power of Attorney for Imposing Mortgage Rights (SKMHT), which is a deed signed
by the new debtor and the bank whose contents are the binding of collateral between the new
debtor and the bank for the collateral that has been transferred to the new debtor. Before
carrying out a novation, what needs to be seen are: Land certificates, such as property rights,
building use rights and so on used in the novation process, Deeds of binding guarantees, such
as: Power of Attorney to Install Mortgage Rights (SKMHT), Mortgage Certificates, Cover
notes from a Notary / PPAT bank partners. Other things that must be considered are that in the
Certificate of Inheritance there must be no heirs left behind, All heirs must be capable of acting
(in the event that there are underage heirs can be represented by their parents), there are no
problems in the APHB (all heirs agree) ). After that, the creditor and debtor mutually agree and
agree on a novation, extending the period, maximum reduction and withdrawal of part of the
credit collateral provided that after the novation the first debtor's rights become invalid, then
the rights and obligations become the responsibility of the new debtor, so that the new debtor
must channel activities the finances in the bank.
The debtor must renew or renew the business legality license that has expired and
submit it to the bank upon completion. And the debtor must guarantee the data, documents,
information provided is complete and correct. Novation can be carried out after fulfilling the
conditions of the validity of the agreement as contained in Article 1320 of the Civil Code,
namely the agreement of those who bind themselves, able to make an agreement, a certain
thing and a lawful reason. By Article 1414 of the Civil Code that debt renewal can only be
implemented for people who are capable of forming alliances. New debtors have been able to
perform legal acts, that is, they have matured. If there is a minor child and has not been able to
perform legal acts, then for that purpose there is a need for a guardian. A guardian is a person
who must be trustworthy and honest and sincere to take care of the obligations and rights of a
child and is obliged to take care and prepare the life of his child for the future of the child.
Novation is carried out by the bank because the bank has an interest in administrative
order, so as to find out who is responsible for the continuity of its business so that his successor
can fulfill his obligations to the bank on time. With the novation, the applicant as a new debtor
is willing to bind himself as a new debtor and is willing to pay the debt of the old debtor and
release the old creditor from being bound to the creditor for obligations based on the old
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agreement. The implementation of the provision of credit facilities with mortgage guarantees
to banks is by the Standard Operating and Procedures. The granting of Mortgage is preceded
by a promise to provide Mortgage as a guarantee for the settlement of certain debts which are
set forth in and are an inseparable part of the loan agreement or other agreement that gives rise
to the debt by Article 10 of Law Number 4 of 1996 concerning Mortgage on Land. Along with
Objects Related to Land.
3.3. Novations in Credit Agreements encumbered by Dependents
In the Credit Agreement which is encumbered with Mortgage, the Credit Agreement
acts as the main agreement while the Mortgage Agreement is an additional agreement or
accesoir. If the main agreement is terminated, then the accessory agreement is also deleted,
unless the parties expressly state otherwise. Thus, an old debt agreement is written off, it will
be replaced with a new debt. Article 1381 of the Civil Code confirms that one of the events
that causes the engagement to be terminated is due to the renewal of debt or Novation. As
previously explained, Novation can only be carried out by people who are capable of entering
into engagements (Article 1414 of the Civil Code). In Passive Subjective Novation, the new
debtor signs a debt renewal deed (novation) by replacing the original debtor's obligations. The
replacement of the position of the debtor will have legal implications for the object of the
Mortgage which originally belonged to and on behalf of the original debtor.
The granting of Mortgage is preceded by a promise to provide Mortgage as a guarantee
for the repayment of certain debts, which are set forth in and are an inseparable part of the debt
agreement concerned or other agreements that give rise to the debt by Article 10 paragraph (1)
of Law Number 4 1996 concerning Mortgage Rights on Land and Objects Related to Land
(hereinafter referred to as UUHT). Furthermore, according to the General Elucidation number
7 UUHT, that the process of encumbering Mortgage Rights goes through two stages of activity,
1. Mortgage Granting Stage
The stage of granting Liability Rights by the Land Deed Making Officer to be
hereinafter referred to as PPAT which is preceded by a receivables debt agreement
guaranteed in the liability rights.
2. Registration Stage
The stage of registration at the Land Office which is the time of birth of the Dependent
Rights charged. Grant of Dependent Rights must be registered with the Land Office.
Article 14 number 1 of Law Number 4 of 1996 on Liability Rights on Land and Property
Related to Land as proof of the existence of Liability Rights, the Land Office issues a
Liability Rights Certificate by applicable laws and regulations.” As it has been
explained that the Liability Agreement is accesoir, meaning that this Liability
agreement does not stand alone, because it was previously preceded by the main
agreement, namely the agreement of debts.
If the principal agreement is deleted or canceled, the accessoir agreement will
automatically be deleted as well. Furthermore, according to Article 2 paragraph (1) UUHT,
Mortgage has the nature of not being divided. This means that the Mortgage encumbers the
whole object of the Mortgage and each part of the Mortgage. Having paid off part of the
collateralized debt, does not mean the release of some of the objects of the Mortgage from the
burden of the Mortgage, but the Mortgage still burdens the entire object of the Mortgage that
has not been repaid. Article 16 point 1 UUHT states that: “If the receivables guaranteed by the
Mortgage are transferred due to cessie, subrogation, inheritance, or other reasons, the Mortgage
also changes by law to the new Creditor. The transfer of Mortgage as referred to in paragraph
(1) must be registered by the new Creditor with the Land Office. The registration of the transfer
of Mortgage as referred to in paragraph (2) is carried out by the Land Office by recording it in
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the Mortgage Land books and land rights books which become the object of the Mortgage
Rights and copying the notes on the Mortgage Certificate and the relevant land title certificate.
The date of recording on the land book as referred to in paragraph (3) is the seventh day after
the complete receipt of the documents required for registration of the transfer of Mortgage and
if the seventh day falls on a holiday, the note shall be dated the next working day. The transfer
of Mortgage shall take effect for the third party on the date of recording as referred to in the
provisions in paragraph (4).
Thus, if the receivable guaranteed by the Mortgage is transferred due to cessie,
subrogation, inheritance or other reasons, including Novation, then the Mortgage should also
be transferred by law. Likewise, if there is a Novation, keeping in mind that Novation is a
process of replacing the old contract by a new contract, which causes the old contract to be
terminated, so that what follows is a new contract with changes to the terms and conditions,
and or changes to the parties in the agreement. the contract.44 In the Novation process, the new
debtor and the bank sign a debt renewal deed with the replacement of the debtor. The deed is
the basis for the implementation of debt renewal. With the renewal of debt, the Mortgage Rights
will be transferred. Regarding the transfer of Mortgage Rights, then there must be a process of
transferring Mortgage Rights from the original Debtor to the new Debtor, which can only be
done if the original debtor knows and agrees to the debt renewal.
Therefore, with respect to the transfer of Liabilities from the original Debtor to the new
debtor, the involvement of the original debtor in the Novation process will be determinant of
the existence of Liabilities as a guarantee in the credit agreement. Thus, the renewal of debt in
the context of a credit agreement burdened by the Liability Rights should be carried out
delegatively as stipulated in the provisions of Article 1417 of the Civil Code, ie where the
Novation is done upon agreement between the original Borrower, Borrower and new Borrower.
Thus, with the agreement, the process of transition of Liability Rights will not encounter any
obstacles.
3.4. The Existence of Passive Subjective Novation Applicability to Credit Agreements
by Using Mortgage Guarantees
The validity of the law can be divided into 3 (three) kinds, namely factual validity,
normative validity, and evaluative validity. In principle, factual validity can be fulfilled if the
community for whom the rule of law applies is seen as generally complying with the rule of
law. Meanwhile, normative validity explains that pure law is only possible when people
abstract it from the point where it stands from its formal structure, and is based on a higher
legal rule so as to create suitable rules in a hierarchical legal system. While the evaluative
validity which states that the rule of law is considered valuable if it is based on its substance,
which has binding power or is obligatory.
Provisions regarding Novation are generally regulated in the Civil Code so that it can
be said that in a legal system this provision is equivalent to the law and is based on other
provisions above it, namely the 1945 Constitution and the MPR Decree. Factually and
evaluatively the legal act of passive subjective novation is carried out based on a debt renewal
agreement made in writing by the parties, both old debtors, new debtors and creditors, thus
based on article 1338 of the Civil Code, the provisions in the agreement apply and bind the
parties like law. Thus, it can be seen that if there is a violation of the debt renewal agreement
that has been made either by the old debtor, new debtor or creditor, it can be subject to sanctions
in the form of compensation, fulfillment of achievements or both.
The author in this chapter uses a research approach, namely a statutory approach with
analytical techniques in the form of systematic interpretation so that they can find out that the
existence of the enforceability of passive subjective novation on credit agreements using
mortgage guarantees is different from passive subjective novation in general. This is because
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both the Civil Code which regulates passive subjective novation in general does not discuss
mortgage rights at all, as well as in the Mortgage Law which does not discuss passive subjective
novation at all. Thus, it can be said that there are no legal rules governing passive subjective
novation of credit agreements using mortgage rights so that they do not have the existence of
validity either factually or empirically, normatively or formally, or evaluatively.
4. Conclusion
The meaning of passive subjective novation of a credit agreement with mortgage
guarantees is a condition of debt renewal that occurs as a result of a new debtor replacing the
obligations of the old debtor, resulting in the old debtor being released from his engagement,
including the guarantee rights imposed on land rights as referred to in the UUPA. the following
or not the following other objects which are an integral part of the land, because of their nature,
the accessor is transferred and is binding for the settlement of new debtors, which gives priority
to certain creditors (preferred creditors) over other creditors (creditors). concurrent).
The passive subjective novation of credit agreements with mortgage guarantees does
not exist in the legal system of guarantees in force in Indonesia. This is due to the legal vacuum
that regulates passive subjective novation of credit agreements with collateral rights so that
they do not have factual, normative or evaluative validity. Preventive legal protection can be
carried out by making a new statutory regulation or adding provisions to existing laws and
regulations regarding passive subjective novation of credit agreements by using mortgage
guarantees. Meanwhile, repressive legal protection can be carried out by imposing sanctions
on violators of the agreements that have been made related to passive subjective novation of
credit agreements by using mortgage guarantees, namely in the form of compensation,
achievement fulfillment, and a combination of compensation and achievement fulfillment.
5. Recommendation
1. It is better if the debtor wants to transfer the debtor/over credit for the Home Ownership
Credit, the debtor first informs the bank as the creditor regarding the intent and purpose of the
transfer of the debtor. The Bank will then guide and facilitate the intention of the debtor, so
that in the end the process of implementing the debtor transfer and the related procedures for
transferring the debtor can be fulfilled by the applicable rules. For banks as creditors, it is better
if during the process of providing credit to debtors they can provide socialization that if one
day they want to transfer a debtor, the bank is open to facilitate the debtor's intentions and
educate the debtor that in terms of making an underhand agreement related to credit, the debtor
can from the bank, there are risks like this, especially if the bank does not know about making
the agreements.
2. In order to avoid problems in the future, it is advisable for the bank to make a Standard
Operating Procedure (SOP). It is recommended to the PPAT Notary to provide the best possible
legal advice to the client in connection with any deed including the process of deleting
Mortgage in order to create administrative order and there are no obstacles whatsoever.
3. The government and the House of Representatives as legislators must make a new
provision that specifically regulates the novation, especially the passive subjective novation so
that there are legal provisions that can provide assurance for the parties related to the passive
subjective novation.
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Abstract

Communication is one of the reasons for the success of companies. The ability to
understand each other during work leads to the creation of favorable working conditions and
a working environment. At the same time, it helps to establish good relations between
employees. However, communication barriers are emerging in every organization. These
barriers prevent effective communication. The main goal of this study is to determine whether
the occurrence of communication barriers in the company affects the work performance of
employees. To achieve the goal, we will use data obtained from a questionnaire survey. These
data were collected from a sample of respondents from the Slovak Republic. The data were
processed using MS Excel and IBM SPSS Statistic 25. In our article, we proved that the
occurrence of communication barriers in the company does not affect the work commitment of
employees.
Keywords: Communication, Communication barriers, Communication skills, Rejection of feedback
Management, Intercultural communication.
JEL Codes: M50, C10

Introduction
Under the term communication, people automatically think of the exchange of
information between the parties involved. At present, we cannot imagine everyday life without
communication. It is a daily activity that we perform with family, friends, or colleagues. It is
in the working part of life that most people expect communication at a level that will provide
the necessary information to carry out work activities. Often, this communication is disrupted
by various negative aspects, which can be described as communication barriers.
Communication can positively but also negatively affect the interaction of the work team. In
recent decades, communication has undergone various changes, such as the ability to
communicate from anywhere at any distance. Technologies make it easier for us to
communicate over greater distances, but they also bring with them new communication
barriers. In the last two years, during the COVID-19 pandemic, communications in many
businesses have moved to the online space. As this communication brings with it new
communication barriers in addition to the classic ones, we decided to find out whether the
occurrence of communication barriers in the company has an impact on the work performance
of employees.
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Literature review
Communication can be defined as the use of words, or the behavior of creating,
disseminating, and interpreting a message. Communication is considered a basic social need
of human existence. The communication process includes the sender of the message, its
recipient (which can be an individual or a group), and the environment in which the
communication takes place. These three factors, together with communication barriers, affect
the communication process and the outcome of communication itself. If the impact of
communication barriers is high, communication is considered ineffective (Anoosheh, Zarkhah,
Faghihzadeh, & Vaismoradi, 2009). Through communication, we can not only share
information, but also express our thoughts, emotions, or ideas (Altun & Anwar, 2021).
Communication is the main connecting process in management. The exchange of
information in companies ensures the implementation of the main management functions,
which include planning, organization, motivation, and control. Therefore, communication must
be effective. Communication inefficiencies are caused by communication barriers, which can
be divided into semantic (discrepancy in values between communicating groups), stylistic
(discrepancy between communication style and communication situation), logical (discrepancy
between logical systems of communication participants), and socio-cultural (discrepancy
between cultures) or communicating social factors) (Demchenko, Khoroshevskaya, & Krukov
, 2020). Management needs to communicate effectively with the various components of the
enterprise in order to coordinate, control, and align the components of the enterprise with
corporate strategy and ensure the transfer and exchange of knowledge and information (Tenzer,
Schulz, Klier, & Schwens, 2020).
Communication barriers can be considered as a negative state that contributes to the
effectiveness of communication and can even lead to the absence of communication (HaskardZolnierek, Martin, Bueno, & Kruglikova-Sanchez, 2021). Yusof and Rahmat (2020)
characterized communication barriers as a negative impact caused by an inability to understand
each other. This issue affects various areas, such as healthcare (Ciolpan, 2020), banking
(Paudel, Parajuli, Devkota, & Mahapatra, 2020), or accounting (Zadorozhnyi, Ometsinska, &
Muravskyi, 2021).
We can divide communication barriers into several groups, such as: attitude
communication barriers (due to position, power, or lack of identification with leadership),
behavioral communication barriers (bias, stereotypes, etc.), cultural (differences in education,
social or regional language barriers (it is a lack of knowledge of another language or even a
poor knowledge of the communicator's mother language), ethnocentrism (the belief that one
ethnic group is superior to the others), and various environmental barriers, whether physical or
technological (Jenifer & Raman, 2015; Rani, 2016).
Vasilkova and Minina (2019) divided communication barriers into institutional
(difficulties in understanding the functioning of the organization, working with documents, and
inefficient organization) and non-institutional (concerning the psycho-emotional traits of
communication between the various parties to communication).
Successful communication in the workplace is crucial and therefore needs to be created
and maintained, otherwise, misunderstandings can arise that create communication barriers.
Communication disorders not only distort growth and progress in the workplace but also cause
anger, misinterpretation, cynicism, and loss of trust and respect, resulting in an unhealthy
atmosphere in the workplace (Varma et al., 2021).
It is important to realize that communication can fail even if two people are speaking
the same language, which is often caused by different accents. There are often communication
barriers in businesses because the message is unclear not only to the recipient but also to the
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sender. It is the ambiguity of the report that is one of the most common reasons for the
emergence of communication barriers (Yusof & Rahmat, 2020).
The results of the Nordin and Jelani (2019) study suggest that employers should take
the issue of communication barriers that occur in the workplace seriously. This is due to the
fact that communication is a key factor that can affect an organization's success or failure
because it involves the organization's intellectual assets. Thus, effective communication would
not only benefit employees but also superiors and the organization as a whole.
At present, many international companies meet different cultures. The globalization
process, rapid urbanization, and the advancement of technology are integral parts of the
functioning of international companies. In many of them, individual cultures are already united
in the so-called hybrid culture. Society itself can enrich it, on the other hand, it can cause
communication barriers and reduce the level of communication in the organization (Neto, da
Silva, & Junior, 2021).
Intercultural communication occurs when the sender of the message comes from one
culture and the recipient comes from another. The biggest problem is the fact that in such
communication, the message is encoded in one culture and decoded in another. Based on this,
we can say that cultural differences can slow down and disrupt the communication process. In
other words, we can say that communication does not go smoothly and can be considered
optimal (Paramita & Carissa, 2018). Intercultural communication and communication barriers
that arise due to it have been addressed, e.g., Tian (2020), Kim and Williams (2021).
If the project consists of a virtual team, there are certain challenges in project
management. These challenges include effective communication between project team
members, connectivity issues (technology tools), and information transfer issues. These factors
can be considered as communication barriers. We can remove these barriers through daily
meetings that promote effective communication among project team members, with the
involvement of all team members focused on the project's problems and goals, it is possible for
everyone to follow the tasks being solved, allowing everything to be done in a more
coordinated and effective way (de Almeida, Neto, da Silva, & Penha, 2021).
Larsala (2021) created several recommendations for management to avoid the
emergence of communication barriers, which include, e.g., using simple language, actively
listening, avoiding information overload, providing constructive feedback, or considering the
choice of communication media.
Self-efficacy (Tian, Wang, Zhang, & Wen, 2019), personality (Hung, 2020), work
environment (Laras, Jatmiko, Susanti, & Susiati, 2021), independence, and growth work values
(Ren, Zhang, & Zheng, 2020), work interfering with the family and family interfering with
work (Sahin & Yozgat, 2021), work motivation (Pancasila, Haryono, & Sulistyo, 2020), work
engagement (Neuber, Englitz, Schulte, Forthmann, & Holling, 2022), career competencies
(Park, 2020), and so on, can influence work performance.
In this study, we use bibliometric analysis for the period 1968–2022 to capture
communication barriers and for the period 1908–2022 to capture work performance. We
obtained input for this analysis from the Web of Science database, which is considered the
world's most well-known and most cited database. In this analysis, we focused on keywords
that have been used over the years to publish scientific articles on communication barriers and
performance.
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Figure 1. Bibliometric analysis of the keywords of communication barriers

Source: Own processing

Figure 1 shows the keywords for communication barriers. We can see the link between
the communication barriers and various other keywords, which are directly linked and,
together, create and complete the essence of this issue. The result of the bibliometric analysis
can be divided into 5 clusters, where the first represents communication barriers (purple),
communication (red), language (blue), knowledge (yellow), and impact (green).
Figure 2. Bibliometric analysis of the keywords of work performance

Source: Own processing
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Figure 2 shows the keywords for work performance. We can see the link between work
performance and various other keywords, which are directly linked and together create and
complete the essence of this issue. The result of the bibliometric analysis can be divided into 7
clusters, where the first represents work performance (green), performance (red), model
(purple), motivation (yellow), job-performance (blue), transformational leadership (turquoise),
and self-efficacy (orange).
We will use Pearson's χ2 to find out whether there is an impact of communication
barriers on the work performance of employees. If there is a dependence between the two
factors, we will use correspondence analysis to determine whether the factors are similar. We
will also display selected questions from the questionnaire graphically. The article will consist
of a literature review where we define the theoretical aspect of the researched issues and
perform a bibliometric analysis. In the second part, entitled methodology, we define the
individual methods that will be used in the research, and then in the results chapter, which will
be divided into a graphical display of the results of the questionnaire and determining the
dependence between factors, we present the results. In the conclusions, we summarize the
individual findings, define the limitations of the research, and define the future goals of our
work.
Methodology
An online questionnaire was used to collect data for this survey. There were 19
questions in the online survey. 452 respondents from the Slovak republic's public and private
sectors filled out the questionnaire. From March 21, 2021, through February 28, 2022, data
was collected. MS Excel and IBM SPSS Statistics 25 were used to analyze all of the data
collected through the online questionnaire.
The beginnings of correspondence analysis go back to the 1960s and 1970s.
Correspondence analysis can be understood as an analogy of the principal components method
and factor analysis for qualitative features in contingency tables. Correspondence analysis
allows us to work only with nominal or ordinal variables, which means that continuous
variables must be categorized. It is necessary to realize that the correspondence analysis is only
a descriptive and exploratory analysis; that is, it does not include tools used to verify statistical
significance. For this reason, we will first determine the relationship between the level of work
performance of the working group and the expression of consent to the presence of
communication barriers in the company. We will use Pearson's χ2 test to determine the
dependence. It is necessary to establish a null hypothesis, which will read as follows: The
occurrence of communication barriers in the company does not affect the level of work
performance of employees. The alternative hypothesis will be: The occurrence of
communication barriers in the company will affect the level of work performance of
employees. The Pearson's χ2 test will be performed at a significance level α = 0.05, and if the
result of this test is less than the significance level α, we will reject the null hypothesis and
accept the alternative hypothesis. Otherwise, we will not reject the null hypothesis.
Subsequently, we will evaluate the intensity rate for these variables using the uncertainty
coefficient. Based on the result of Pearson's χ2 test, we decide either not to reject the null
hypothesis or to reject it and accept the alternative hypothesis. Subsequently, we will find out
what type of addiction it is. If the dependence is confirmed, we will perform a correspondence
analysis, when it will make sense to look for an answer to the question of which factors are
similar to each other.
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Results
Descriptive analysis of the obtained data
The questionnaire received 452 responses from the Slovak Republic, with 270 women
(representing 59.73 %) and 182 men (40.27 % ). There were 126 respondents in the 18–25 age
group (27.88 %), 208 respondents in the 26–40 age group (46.02 %), 97 respondents in the 41–
60 age group (21.46 %), and 21 respondents in the 61 and above age group (4.65 %).
Figure 3. Aged Structure of Respondents

Aged Structure of Respondents
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Source: Own processing

When we look at the departments in which the individual respondents worked, we find
that the majority of them worked in the marketing departments (126 respondents, or 27.88 %),
the HR departments (64 respondents, or 14.16 %), the sales departments (55 respondents, or
12.17 %), the IT departments (46 respondents, or 10.18 %), and the accounting departments
(41 respondents, or 9.07 %). Figure 4 shows the more detailed results.
Figure 4. Department Structure of Respondents
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179 (39.60%) respondents chose the answer for the question, What communication
barriers do you perceive in the company's internal communication?, the possibility that they
did not see any communication barriers in the company. 56 (12.39%) respondents mentioned
the possibility of individuals' reluctance to communicate. 105 (23.23%) respondents identified
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lack of time from stakeholders as the biggest communication barrier, 75 (16.59%) respondents
indicated insufficient communication experience and skills of individual employees, and 37
(8.19%) respondents indicated the possibility of reluctance to accept a different opinion.
If we look at the individual answers within the age categories prevail the answer I do
not perceive any communication barriers, in each age group People aged 18–25 indicated a
lack of time as the second most common answer (30.95% of the total number of answers to
this question). At the age of 26–40, the second most common answer is lack of time (21.63%),
and up to 18.27% of respondents indicated insufficient communication experience and skills
of individual employees. For the remaining age categories, lack of time is again the most
common answer. In the category of 18–25 years, the most common answer, the lack of time,
can be explained by the fact, that people who mostly graduated from high school or university
and are therefore employed for the first time. They need to be trained and have enough
information to do their job properly and efficiently. In the case of the age category of 26–40
years, there is often insufficient communication experience and skills of individual employees,
as employees at this age already have more work experience and have higher demands on their
work environment and colleagues. Respondents aged 41–60 are groups where up to 45.36%
answered I do not perceive any communication barriers, and this is the largest percentage of
this response in all age categories. This may be due to the fact that employees do not have such
high demands on their work and the environment, or that they have resigned, or they no longer
notice shortcomings and perform their work in a certain way (stereotype).
Figure 5. What communication barriers do you perceive in the company’s internal communication?
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When we asked how much respondents agreed with the assertion that communication
constraints limit awareness, 266 (58.85%) respondents said they totally agreed, 172 (38.05%)
said they might agree, 2 (0.44%) said they didn't know, and 12 (2.65%) said they previously
disagreed. As many as 54.76% of respondents aged 18–25 totally agree that communication
barriers reduce awareness, and 42.86% rather agree with this statement. 126 respondents
(60.58%) aged 26–41 totally agree with the statement, and 36.54% rather agree. 61.86% of
respondents, aged 41–60, totally agree with the statement that communication barriers reduce
awareness and rather agree with up to 35.05%. As we can see, most respondents agree with
this statement, which is due to the fact that they are aware of the importance of proper
communication and have experience with communication barriers and the consequences that
these barriers have caused.
74

Figure 6. Communication barriers reduce awareness
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When claiming that communication barriers are a common phenomenon in your
organization, only 28 (6.19%) people expressed absolute agreement, 87 (19.25%) previously
agreed, 56 (12.39%) respondents could not answer, up to 205 (45.35%) previously disagreed
with this statement, and 76 (16.81%) expressed absolute disagreement. Up to 44.35% of
respondents aged 26–40, 27.83% of respondents aged 18–25, and 23.48% of respondents aged
41–60 agreed with this statement. If we look at the agreement with this statement by gender,
then 62.61% of respondents were female and the rest were men (37.39%)
Figure 7. Communication barriers are a common phenomenon in our company
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107 (23.67%) respondents said they completely agreed with the assertion that
communication barriers reduce employees work performance. 265 respondents (58.63%) said
they "rather agree," 27 (5.97%) said they couldn't answer, and 53 (11.73%) said they disagreed
with this statement. Respondents aged 18–25 (27.96%), 26–40 years (48.12%) and 41–60 years
75

(19.89%) agreed with the statement that communication barriers reduce employee
performance, with 58.87% of women and 41.13% the respondents were men.
Figure 8. Communication barriers reduce the work performance of employees
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The statement that the lack of information does not allow me to carry out the work
effectively expressed the absolute consent of 162 (35.84%) respondents. Rather, as many as
227 (50.22%) respondents agreed, while 32 of the total number of respondents could not
answer. 17 (3.76%) respondents previously disagreed with the statement, and 14 (3.10%)
respondents expressed absolute disagreement. 59.64% of women and 40.36% of men agreed
with the statement that the lack of information does not allow me to do the job effectively.
Respondents aged 26–41 (44.73%) most often agreed, while these people based their claim on
their work experience.
Figure 9. Lack of information does not allow me to do the job efficiently
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154 (34.07%) respondents rate their workgroup's performance at a high level, 170
(37.61%) respondents rate their workgroup's performance as above average, and 53 (11.73%)
respondents believe their workgroup's performance is at the average level. 75 respondents
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(16.59%) said their work performance was below average or worse. We have looked at this
question from the point of view of the department.
The performance of the working group at a high level was most often described by
respondents from the IT (40.00%), accounting (39.47%), and personnel departments (38.18%).
In the case of the personnel department, the most respondents identified the worst performance
of the work group, up to 23.64%. This may also be due to the fact that the personnel department
is also responsible for resolving conflicts, manifestations of pathological relationships in the
workplace, or providing the most important information within working groups. If we look at
the composition of the respondents who described the deployment of the working group as bad,
then up to 84.62% of them were women. For example, Kazmierczyk, Figas, Akulich and
Jazwinski, (2021) and Dirican, Bozyel, Hulur and Oztas, (2020) say that women in the women's
team perform mobbing more than men in the men's team.
Figure 10- How would you rate the performance of the working group you are part of?
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Statistical analysis of the dependence of the examined variables
The main goal of this study is to determine whether the occurrence of communication
barriers in the company affects the work performance of employees. Therefore, we have
established the following hypotheses: null hypothesis H0: The occurrence of communication
barriers in the company does not affect the level of work performance of employees; and
alternative hypothesis H1: The occurrence of communication barriers in the company will
affect the level of work performance of employees.
In Table 1, we can see the total number of measurements displayed in the Total column. The
measurement is 452. In the Valid column, we see how many measurements were valid, which
means that all our measurements were valid. The Cases Missing column shows the number of
erroneous measurements, where we can see that there were no erroneous measurements in our
data.
Table 1. Case Processing Summary
Case Processing Summary

Valid
N
Percent
The level of work performance * Communication
barriers are a common phenomenon in our company
Source: Own processing

452
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100.0%

Cases
Missing
N
Percent
0

0.0%

N
452

Total
Percent
100.0%

Table 2 shows the frequencies for each category of variables. The table shows that the
conditions for the use of Pearson's χ2 test are not met, namely that at least 80% of the theoretical
numbers are greater than or equal to 5, and at the same time, each number must reach a value
of at least 1.
Table 2. Numbers of measurements
Level of work performance * Communication barriers are a common phenomenon in our company Crosstabulation

Count
Communication barriers are a common phenomenon in our company

Above average
level
Average level
Level of
work
Below average
performance level
High level
Low level
Total
Source: Own processing

I do not know

I rather
agree

I rather
disagree

I totally agree

I totally
disagree

Total

15

33

85

8

29

170

8

8

25

2

10

53

11

18

24

4

8

65

19
3
56

27
1
87

67
4
205

14
0
28

27
2
76

154
10
452

In Table 3 we see confirmation that the conditions are not met, so we have to merge the
individual categories as follows: at the level of work performance, we merged the categories
high level and above average level and named their high level, and at the same time, we
merged the categories low level and below average level, where we left the name low level. In
agreeing that communication barriers are a common occurrence in our company, we
merged categories I totally agree with, I rather agree with and called it I agree, and we
combined categories I totally disagree with, I rather disagree, and named it I disagree.
Table 3. Chi-Square Test
Chi-Square Tests

Value

df

Pearson Chi-Square

16.097a

16

Asymptotic Significance
(2-sided)
0.446

Likelihood Ratio

15.904

16

0.460

Linear-by-Linear Association

0.225

1

0.635

N of Valid Cases

452

a. 7 cells (28.0%) have expected count less than 5. The minimum expected count is 0.62.
Source: Own processing

The whole analysis, after merging the categories, had to be performed again. Therefore,
we performed the test again, and we can see in Table 4 that the conditions of Pearson's χ2 test
were met.
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Table 4. Numbers of measurements after merging
Level of work performance * Communication barriers are a common phenomenon in our company Crosstabulation

Average level
Level of work performance High level
Low level
Total
Source: Own processing

Count
Communication barriers are a common
phenomenon in our company
I agree
I disagree I do not know
10
35
8
82
208
34
23
38
14
115
281
56

Total
53
324
75
452

The P-value of the Pearson χ2 test was 0.122, which means that the level of significance
α is less than the value of the Pearson χ2 test; 0.122 > 0.05. It follows that we do not reject the
null hypothesis, and thus the occurrence of communication barriers in the company does not
affect the level of work performance of employees. Based on this finding, it is further
unnecessary to examine the internal structure of contingency tables through correspondence
analysis.
Table 5. Chi-Square test after merging
Chi-Square Tests

Value

df

Asymptotic Significance
(2-sided)
0.122
0.129
0.543

Pearson Chi-Square
7.283a
4
Likelihood Ratio
7.134
4
Linear-by-Linear Association
0.371
1
N of Valid Cases
452
a. 0 cells (0,0%) have expected count less than 5. The minimum expected count is 6,57.
Source: Own processing

Conclusions
Work performance can be influenced by several factors, including self-efficacy (Tian
et al., 2019), personality (Hung, 2020), work environment (Laras et al., 2021), independence,
and growth work values (Ren et al., 2020), work interfering with the family and family
interfering with work (Sahin & Yozgat, 2021), work motivation (Pancasila et al., 2020), work
engagement (Neuber et al., 2022), career competencies (Park, 2020), and so on. For example,
Udaksana, Supartha, Wibawa and Surya (2022) revealed that the work environment does not
have a significant impact on the work environment. As work performance is influenced by
several factors, and as the respondents stated in the questionnaire that they thought that
communication barriers affect the work performance of employees, we decided to verify this
statistically.
We used Pearson's χ2 test, through which we wanted to verify whether the occurrence
of communication barriers in the company has an impact on work deployment. Based on
Pearson‘s χ2 test, we did not reject the null hypothesis, which means that the development of
communication barriers in the company does not affect the work commitment of employees.
Our assumption based on the respondents' beliefs was not confirmed, and therefore we did not
continue to perform the correspondence analysis, as the assumption of the dependence of the
variables was not met.
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The independence of the two research factors can also be met by the fact that, as we
found in the literature, the results of surveys in which the authors examined the impact of the
variable on work performance varied depending on the country, culture, or industry in which
the research was conducted. This is the main precondition for the result of our research, as the
survey was conducted for the territory of the Slovak Republic, but the respondents came from
various industries. This fact may have meant that, in the final analysis, the sectors in which this
dependence would apply were also represented in small quantities. Therefore, in the future, we
want to focus on a closer examination of this issue within one specific field, while the pilot
study should take place at the University of Žilina in Žilina.
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Abstract

A good and healthy environment is a human and constitutional right for every
Indonesian citizen (UUD NRI 1945). However, increasingly complex environmental problems
continue to threaten human rights, such as cases of forest and land fires. The community is the
most disadvantaged party due to the forest and land fires, ranging from environmental damage,
healthy problems, delays in the learning process in schools, and other activities that have an
impact on economic losses. In this case, the community cannot apply for restitution. The legal
problem is that there is a void in norms governing the restitution process for victims affected
by environmental crimes in general, including victims of forest and land fires. Therefore, the
purpose of this research is to formulate a formulation in the criminal justice system in
Indonesia related to legal protection in the form of compensation/restitution for the victims
affected by forest and land fires. This type of research is a legal research with a statutory
approach, a conceptual approach, a case approach, and uses a legal material analysis
technique in the form of a qualitative descriptive technique with inductive logic. The results of
this study conclude that the formulation of appropriate norms must be carried out immediately
and must also be made in a balanced manner, not sharp down and blunt up, these regulations
must be made taking into account the rights and obligations as well as the dignity and worth
of the community as victims of forest and land fires based on Human Rights (HAM) which
recognizes the basic human right to be able to live in a good and healthy environment and is
obliged to maintain and be responsible for all actions to prevent pollution. Restitution is given
taking into account the amount of losses suffered by the affected victims.
Keywords: legal protection, Restitution, Victim, Forest and Land Fires.
JEL Codes: K14, K32, K40

1. Introduction
Forest and land fires (karhutla) in several parts of Indonesia are increasingly
widespread. Based on data from the National Disaster Management Agency (BNPB), the area
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of forest and land fires in Indonesia in the January-August 2019 period reached 328,724
hectares (Thoha, Saharjo, Boer, & Ardiansyah, 2019). Riau Province is the largest area
experiencing forest fires, reaching 49,266 hectares, followed by Central Kalimantan with an
area of 44,769 hectares. The forest and land fires that occurred in 2019 were the 3rd largest
fires, where previous fires also occurred in 1997 and 2015. Furthermore, the forest fires that
occurred in Papua have also become a serious concern for the government, practitioners,
environmental activists and others. . Based on a greenpeace report quoted from CIFOR Papua
Atlas, in the period 2001-2019, forests have been cleared for land with a total of around 57,000
hectares (Greenpeace Indonesia, 2020). The year 2020 has seen a lot of forest in Papua lost
significantly compared to what happened in previous years.
Data from the Ministry of Environment and Forestry (KLHK) states that the
government has won a civil lawsuit over the case of forest and land fires (Karhutla) that
occurred in 2019 with a total compensation of Rp. 315 trillion. The total comes from 9 (nine)
inkrah (inkracht) lawsuits which were granted by the Supreme Court (MA) from 17 civil
lawsuits related to forest and land fires that were filed by the Directorate General of Law and
Human Rights of the Ministry of Environment and Forestry to court. According to Rusmadya
Maharuddin: forest and land fires occur due to lack of supervision and enforcement law as an
instrument that can be used to create a deterrent effect. Law enforcement is also part of efforts
to prevent the recurrence of these fires. So far the government is still weak in terms of
supervision and law enforcement related to forest and land fires that occurred recently.
According to M. Fauzan5, the perpetrators of forest and land fires so far have not been
dealt with firmly, and it seems that only a few have been followed up in court. In general,
dispute resolution is normative, i.e. the method of settlement is in accordance with applicable
laws and regulations, where the sanctions that are most often given are administrative sanctions
for companies that burn forests. The question is whether administrative sanctions can solve
problems for victims affected by forest and land fires such as acute respiratory infections (ARI),
the impact on the community's economy, reduced work efficiency both in offices and schools,
disruption of transportation, immaterial and material losses. on affected victims, even causing
transboundary haze pollution to neighboring countries such as Singapore, Malaysia, and Brunei
(Purnomo et al., 2017).
Responding to this problem, the Ministry of Environment and Forestry together with
the Indonesian Ulema Council (MUI) has played a role in finding solutions and solutions, by
stipulating MUI Fatwa no. 30 / 2016 concerning the Law on Forest and Land Burning and its
Control (Fatwa Karhutla). According to Makruf Amin (Vice-president of Indonesia), the 2016
MUI fatwa regarding the prohibition of burning forests and land is not sufficient to prevent and
deal with forest fires. According to him, there needs to be strict legal action against the
perpetrators. This haraam fatwa to burn forests and allow forest fires to occur is only a
guideline, so there are people who are afraid not to act because it is based on the haram fatwa,
but there are also those who don’t. Therefore, it is necessary to have another aspect, namely
law enforcement (Iswinarno & Ardiansyah, 2019).
Several research results on law enforcement in cases of forest and land fires conclude
that existing legal instruments in Indonesia have not been able to overcome this problem.
Tuhulele (2014) also concludes from the results of his research that there are confusing
loopholes in law enforcement regulations in cases of forest and land burning. According to
Adrianto, Spracklen, Arnold, Sitanggang and Syaufina (2020), the results of his research
conclude that there is a reluctance of criminal courts to impose Criminal Liability on
corporations, due to the simplicity of legal instruments and legislation. There are three legal
remedies related to forest and land fires: (1) administrative sanctions which are the authority
5

General Chairperson of the Indonesian Lower Society Movement

85

of the central government, namely the Ministry of Environment and Forestry, (2) civil
sanctions, and (3) criminal sanctions. There are four types of administrative sanctions: (1)
written warning, (2) coercive sanctions, (3) license suspension sanctions, and (4) license
revocation sanctions. If each of these sanctions has been given, there are criteria and
recommendations for arsonists to be fulfilled, so that the administrative sanctions can be lifted
(Nugraha, 2019).
On the other hand, in general, in cases of criminal victims, compensation for victims is
clearly regulated according to Law Number 31 of 2014 concerning Amendments to Law
Number 13 of 2006 concerning Protection of Witnesses and Victims as promulgated in the
State Gazette of the Republic of Indonesia of 2014 Number 293 In addition to the State Gazette
of the Republic of Indonesia Number 5602 (hereinafter written Law 31 of 2014), there is the
term restitution, namely compensation given to victims or their families by perpetrators or third
parties (Article 1 Number 11). Payment of compensation charged to the perpetrator based on a
court decision that has permanent legal force for material and/or immaterial losses suffered by
the victim or his heirs (Article 1 point 1 PP 43 of 2017).
Based on the foregoing, forest and land fires that occur at several points in Indonesia
can also harm indigenous peoples materially and immaterially (Kartodihardjo, 2012). Article
80 paragraph (1) of the Law no. 41 of 1999 concerning Forestry Law only regulates
administrative sanctions against perpetrators of forest and land burning, namely “Every act that
violates the law regulated in this law, without reducing the criminal sanctions as stipulated in
Article 78, requires the person responsible for the act it is to pay compensation in accordance
with the level of damage or consequences caused to the State, for the costs of rehabilitation,
restoration of forest conditions, or other necessary actions.”
However, in the following provisions or articles, there are no further arrangements
regarding the procedures or mechanisms for compensation to communities affected by forest
and land fires. Only the Law no. 41 of 1999 in article 80 paragraph (3) stipulates that further
provisions as referred to in paragraph (1) and paragraph (2) are regulated by a Government
Regulation. Until now, there is no Government Regulation as mandated in Article 80 paragraph
(3) of the Forestry Law. In Article 87 paragraph (1) of Law no. 32 of 2009 also explains about
compensation which reads “Every person in charge of a business and/or activity who commits
an unlawful act in the form of pollution and/or environmental destruction that causes harm to
other people or the environment is obligated to pay compensation and/or take other certain
actions”. This is an incomplete norm to regulate compensation for victims of forest and land
fires because Law 31 of 2014 concerning the Protection of Witnesses and Victims also does
not regulate victims of environmental crimes, including victims of forest and land fires. The
incompleteness of this norm is very influential in terms of efforts to protect the legal rights of
the community to a good and healthy environment based on the principles of social justice
(Suheri, 2018).
In addition to the lack of synchrony regarding victims of crime, especially
environmental crimes which have not been regulated in Law 31 of 2014, a Government
Regulation which is a derivative of Law 32 of 2009 concerning the compensation process for
victims of pollution and/or environmental damage also does not exist. There is only the
Minister of Environment Regulation Number 7 of 2014 concerning Environmental Losses Due
to Pollution and/or Environmental Damage (hereinafter written Regulation Of The Minister Of
Environment (Permen LH) No. 7 of 2014). However, the Permen LH only regulates the
compensation mechanism for environmental damage (which includes forest and land fires) by
companies to the State, not compensation mechanisms for affected communities. Based on the
formulation of the problem above, this research was carried out with the aim of formulating
legal protection arrangements in the form of compensation/restitution for the people affected
by forest and land fires.
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Based on the description of the problems above, it can be concluded that several
problems in this study include:
1. Philosophy Problems
Ontologically, it can be concluded that the legal protection system for communities
affected by the occurrence of forest and land fires that continue to occur has not fulfilled legal
needs, both for affected communities, for environmental damage and also for forest and land
fires actors. Epistemologically, the purpose of compensation sanctions is born from various
perspectives and views which essentially lead to the same goal, namely as a means of social
control in society. Axiologically; Compensation sanctions for forest and land fires perpetrators
can have a deterrent effect and also provide benefits for affected communities and also in
environmental recovery.
2. Theoretical Problems
The law functions as a tool to regulate society and its sanctions are expected to be a
deterrent. The imposition of compensation sanctions on affected communities and
environmental restoration for forest and land fire perpetrators have not been charged so that it
does not cause a deterrent effect on the perpetrators, as a result, the community around the fire
location is always the victim, as well as environmental damage.
3. Juridical Problems
The imposition of compensation sanctions has not been regulated in Law no. 32 of 2009
concerning Environmental Protection and Management.
2. Research Method
This type of research is a legal research. Legal research is used with an emphasis on
legal interpretation and legal construction to obtain legal principles, conceptions, inventory of
legal regulations and the application of law in concreto that underlies legal protection and
responsibility for environmental restoration in plantation and forestry investment activities or
other activities based on extensive land use (Ibrahim, 2006). Forest fires on land that occur are
closely related to land use permits for both plantations and forestry. The approaches used to
discuss the problems in this research are the statutory approach, the conceptual approach, and
the case approach. There are three sources of legal materials, namely Primary Legal Materials
(primary resources or authoritative records) consisting of statutory regulations, jurisprudence,
or court decisions. Primary legal materials are legal materials that are authoritative which
means they have authority. Secondary legal materials consist of related scientific books and
research results and tertiary legal materials such as dictionaries, encyclopedias, internet, and
so on.
The method of collecting legal materials is through literature study, by studying legal
materials, exploring principles, norms, rules from laws and regulations, court decisions,
agreements and doctrines (teachings). Legal materials were analyzed descriptively, using
inductive logic. The legal material is described to obtain a systematic explanation (Marzuki,
2021). The description is carried out to determine the content or meaning of the legal material
according to the theme of this research problem. From the legal materials that have been
collected, both those obtained from the results of library research and cases that occurred in the
field, a qualitative descriptive analysis is then carried out, namely an analysis that describes the
actual situation regarding certain facts.
3. Results and Discussion
3.1. Forest Fire Management Reformulation
Reformulation of Forest Fire Management Regulations emphasizes the impact of forest
fires, forest fires can cause disruption of daily activities. Forest fires can also cause health
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problems, from a health point of view, the biomass smoke that comes out as a result of forest
fires contains various dangerous components. The fires have also resulted in the loss of a
number of livelihoods for communities in and around the forest. A number of people who have
been depending on forest products for their lives are unable to carry out their activities. The
smoke generated from the fire more or less interfered with his activities which automatically
also affected his income.
There are quite a number of regulations regarding the prohibition of burning forests and
land. There is a legal basis regarding forest fires in Indonesia, including policies that can be
carried out by Indonesia in overcoming the problem of forest fires and haze, namely: first is
the status quo policy, the status quo policy is basically forest fires in Indonesia where the
Government tries to maintain a conducive situation. with the laws and regulations governing
forest conservation (Sumardi & Widyawati, 2004). Several policies implemented by the
Government of Indonesia in order to prevent forest fires and forest management, policies
undertaken by the Government in forest management to prevent forest and land fires, especially
in the territory of Indonesia, can be seen in Table 1 (see the Appendix) .
Efforts to tackle transboundary haze pollution are a form of environmental cooperation
that has been intensively implemented in ASEAN in recent years. At the initiative of the
Government of Indonesia, the establishment of a special forum at the Minister of Environment
level for the problem of transboundary haze pollution has been initiated. Malaysia, Singapore
and Thailand. The five countries agreed to hold regular meetings three times a year, in order to
intensively monitor the condition of smoke pollution and determine countermeasures. The
forum which was formed based on Indonesia's initiative was actually to show the existence of
Indonesia, to show Indonesia's role in the eyes of the international community as a hazeproducing country and to show an accountability from Indonesia in the eyes of international
law. The author is of the opinion that in reformulating a legal provision, it must pay attention
to legal certainty in its implementation. Legal certainty in this case acts as a benchmark for
actions that may and may not be carried out in the reformulation of the legislation carried out.
In this case, the benchmark is contained in the provisions regarding the formation of laws and
regulations.
3.2. Forest Fire Management Policy Reformulation
The pattern of disaster management gets a new dimension with the issuance of Law no.
24/2007 which was followed by several related implementing regulations, namely Presidential
Regulation Number 08 of 2008 concerning the National Disaster Management Agency,
Government Regulation Number 21 of 2008 concerning the Implementation of Disaster
Management, Government Regulation Number 22 of 2008 concerning Funding and
Management of Disaster Assistance, and Government Regulations Number 23 of 2008
concerning the Participation of International Institutions and Foreign Non-Governmental
Organizations in Disaster Management. In addition, the Ministry of Home Affairs also issued
Regulation of the Minister of Home Affairs Number 46 of 2008 concerning Organizational
Guidelines and Work Procedures of Regional Disaster Management Agencies.
Following up on the above policies, the Regency Government established the Kendal
Regency BPBD through: Kendal Regency Regional Regulation Number 19 of 2011 concerning
the Organization and Work Procedures of Other Regional Institutions and the Kendal Regency
Civil Service Police Unit, Kendal Regency Regent Regulation Number 46 of 2011 concerning
the Elaboration of Main Duties Function Description Duties of Structural Positions and Work
Procedures at the Regional Disaster Management Agency of Kendal Regency, Law Number
24 of 2007 clearly states that disaster management is not just an emergency response action,
but includes all phases or stages in disaster management, pre-disaster: prevention, mitigation
and preparedness; and post-disaster: rehabilitation and reconstruction.
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Modification Policy, a modification policy is an alternative policy that modifies an
existing policy, either reducing or adding to an existing policy, but does not change it entirely.
Alternative policy modifications in the legal sector only add more comprehensive sanctions
and countermeasures to it. Then in the implementation of the modification policy, it adds
supervision to the existing law but is closely monitored. Next, the apparatus only carries out
strict supervision and sanctions without replacing professional personnel. In granting land
clearing permits, they still give HPH permits but will revoke them if they burn forests. The
criteria for punishment increase the penalty for fines, and in infrastructure it is still like the
status quo but coordinates with other parties. This modification policy has several advantages,
such as in infrastructure, with such a policy the costs incurred are cheaper, as well as the
apparatus so that the costs of forest fire prevention can be reduced. This modification policy
has many shortcomings, including the old policy, so that its effectiveness is feared as a policy
regarding the status quo (Tran, Ban, & Bhattacharyya, 2020).
New System Policy, the new system policy offers new policies to deal with forest fires,
as in the legal objective of the new policy offering a law prohibiting all types of land clearing
such as making a kind of SKB or Presidential Instructions such as in illegal logging. So that
the perpetrators of forest fires become a deterrent. The implementation of the new system
strengthens both supervision, implementation and management from the bureaucracy to those
concerned with forests. Furthermore, in the new system apparatus, it offers to recruit
professional officers, as well as giving sanctions to what is wrong and giving rewards to those
who excel. In the case of forest clearing permits, which do not give permission, all can only be
owned by the state, then the sanctions are the same as in the alternative to the forestry law,
namely making heavy prison sentences, as in illegal logging. Problems with facilities and
infrastructure in forest fire prevention must provide a new tool so that forest fires can be
handled quickly. The new system policy has many advantages including the law standing
firmly, permits tightened, clear implementation and strict sanctions and adequate
infrastructure. With this, forest fires in Indonesia can be quickly contained. However, the policy
regarding this new system has several drawbacks, namely it requires a large budget and requires
adaptation time for the stakeholders who run it.
3.3. Restitution for Victims of Crime as a New Mechanism
If the provisions in the Criminal Procedure Code are carefully observed, compensation
can be given to victims of criminal acts by looking at Article 98 paragraph (1) which states that
if an act that forms the basis of an indictment in an examination of a criminal case by a district
court causes harm to another person. , then the judge presiding over the trial at the request of
that person may decide to combine the lawsuit for compensation with the criminal case.
However, it turns out that there are several shortcomings of the Criminal Procedure Code
regarding the provision of this compensation. First, the filing procedure is not simple because
the claim for compensation can only be made through a claim for damages combined with an
examination of the principal criminal case. In addition, the process must be active, namely the
victim of a crime. He must frequently communicate with law enforcement officials to ensure
that the process of filing a claim for compensation will be accommodated by the public
prosecutor in his claim. This of course will cost the victim's time and money. Second, the form
of compensation given was only for material losses. The judge's decision is only limited to
granting that stipulates the reimbursement of costs that have been incurred by the aggrieved
party. This means that the amount of compensation is only the amount of the actual loss or
material loss. Outside of real losses, such as losses that are immaterial, cannot be submitted in
a case merger. If immaterial compensation is filed by the aggrieved party, the judge must
declare the claim unacceptable (niet onvankelijke or a decision stating that the lawsuit cannot
be accepted because it contains a formal defect).
89

The application for immaterial compensation can only be filed with a civil lawsuit
procedure which is a long and convoluted process. In addition to the Criminal Procedure Code,
the laws and regulations governing restitution for victims of criminal acts actually existed
before Law no. 13 of 2006 was formed. However, this provision is still limited to victims of
certain criminal acts, namely victims of gross violations of human rights and victims of
criminal acts of terrorism.
The application for immaterial compensation can only be filed with a civil lawsuit
procedure which is a long and convoluted process. In addition to the Criminal Procedure Code,
the laws and regulations governing restitution for victims of criminal acts actually existed
before Law no. 13 of 2006 was formed. However, this provision is still limited to victims of
certain criminal acts, namely victims of gross violations of human rights6 and victims of
criminal acts of terrorism. The lack of rules regarding restitution will certainly make it difficult
for victims of criminal acts who will apply for restitution. First, the victim does not know for
sure the damages that can be requested for restitution. Second, the victim does not know when
to submit the request for restitution: can the victim directly submit the request for restitution to
the LPSK immediately after the crime has occurred, or before the public prosecutor submits a
criminal charge, or before the judge makes a decision? Third, the victim does not know the
mechanism that can be taken if the perpetrator of the crime is unable or unwilling to pay the
compensation requested by the victim. The four victims also did not know the period of
payment of restitution from the perpetrator of the crime to himself since the judge's decision
which required the perpetrator to pay restitution to the victim had permanent legal force (Kim,
2013).
These various ambiguities could only be answered two years later when the government
issued Government Regulation No. 44 of 2008 concerning the Provision of Compensation,
Restitution, and Assistance to Witnesses and Victims (hereinafter abbreviated as PP No. 44 of
2008). In the PP it is stated that restitution is compensation given to the victim or his family by
the perpetrator or a third party, it can be in the form of returning property, payment of
compensation for loss or suffering, or reimbursement of costs for certain actions (Article 1,
point 5). An application for restitution is submitted by the victim, his family, or his proxies
with a special power of attorney in writing to the court through the LPSK (Article 20,
paragraphs (2) and (3)).
However, the specific rules regarding the new restitution are regulated in PP No. 44 of
2008 turned out to be problematic in practice. Many judges and prosecutors tend to prefer to
use the combined claim for compensation as regulated in Article 98 of the Criminal Procedure
Code because the procedural law is considered more certain, strong, and flexible than the
restitution mechanism in Law no. 13 of 2006 which is actually described in PP No. 44 of 2008.
Many law enforcement officers consider that the regulation of the restitution mechanism in PP
no. 44 of 2008 is not in line with the provisions in the Criminal Procedure Code so that it does
not have the power as under the Criminal Procedure Code. Therefore, the restitution
mechanism that should be used is the mechanism regulated by Article 98 of the Criminal
Procedure Code. Furthermore, because in the end the mechanism of Article 98 of the Criminal
Procedure Code is used, it is related to the scope of restitution in Law no. 13 of 2006 becomes
inapplicable. Provisions on restitution in Law no. 13 of 2006 has a more extensive scope, which
can be in the form of returning property, paying compensation for loss or suffering, or
reimbursement of costs for certain actions, while the provisions on compensation in the
Criminal Procedure Code only focus on real losses resulting from non-criminal acts. This
causes in practice, only material losses can be examined by the judge concerned. The claim for
compensation for the loss for the victim is considered immaterial, so to obtain the
compensation, the victim must use a civil law mechanism.
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On October 17, 2014, approximately eight years since the enactment of Law no. 13 of
2006, Law Number 31 of 2014 concerning Amendments to Law Number 13 of 2006
concerning Protection of Witnesses and Victims (hereinafter abbreviated as Law No. 31 of
2014) was passed. In the general explanation, it is stated that with the development of law in
society, there appear to be some significant weaknesses in the implementation of Law no. 13
of 2006 so that it is necessary to change the regulation regarding the protection of witnesses
and victims in the Law on Amendments to Law Number 13 of 2006 concerning the Protection
of Witnesses and Victims. In connection with the changes in the regulation, in terms of
restitution for victims of criminal acts, Law no. 31 of 2014 finally included the provisions
previously regulated in PP No. 44 of 2008. These provisions are contained in the following
article 7A.
If observed carefully, the provisions regarding restitution still contain a number of
problems. UU no. 31 of 2014 has indeed accommodated several provisions regarding the
mechanism for restitution for victims of criminal acts which were previously regulated in PP
No. 44 of 2008 so that it can be said that now these provisions are in line with the Criminal
Procedure Code. Thus, law enforcement officers can now be “forced” to use the restitution
mechanism regulated in Law no. 31 of 2014 which has more scope for restitution than the
Criminal Procedure Code because the provisions of the restitution mechanism now have the
same power as if regulated in the Criminal Procedure Code. However, in the law there is a new
provision that actually limits the granting of restitution rights for victims of criminal acts.
Article 7A paragraph (2) states that the crime as referred to in paragraph (1) is stipulated by an
LPSK Decree. This means that the right to obtain restitution cannot apply to all victims of
criminal acts.
The author is of the opinion, rather than harmonizing the provisions of the request for
restitution in Law no. 31 of 2014 with the provisions of the incorporation of compensation in
the Criminal Procedure Code, it would be better if the provisions of the request for restitution
contained in Law no. 31 of 2014 is accommodated by the Criminal Procedure Code because as
a formal law, the Criminal Procedure Code is the main guide and reference chosen by law
enforcement officials in carrying out their duties compared to provisions outside the Criminal
Procedure Code. In addition, by being regulated in the Criminal Procedure Code, the provisions
regarding restitution will be wider in scope and scope, not limited to certain criminal acts,
considering that restitution is regulated differently in various laws and regulations. If the
provisions regarding restitution for victims of criminal acts are only regulated in the Criminal
Procedure Code, then there will be a similar implementation mechanism by law enforcement
officers.
However, the Criminal Procedure Code must include provisions regarding coercion for
perpetrators of criminal acts to pay compensation to victims of criminal acts. By not stipulating
the force of coercion for perpetrators of criminal acts to pay compensation to victims, if the
perpetrators of criminal acts are unable or unwilling to pay restitution to victims, this will not
have legal consequences and will have any implications for the perpetrators. However, on the
other hand, this will certainly prevent victims of criminal acts from obtaining restitution.
Therefore, the amendment to the Criminal Procedure Code can also accommodate the
provisions regarding the compulsion to pay restitution as regulated in Law Number 21 of 2007
concerning the Eradication of the Crime of Trafficking in Persons.
The provisions regarding the compulsion to pay compensation are clearly different
from the provisions on the compulsion to pay restitution as regulated in Law no. 21 of 2007
because it emphasizes the compulsion to pay compensation for perpetrators of criminal acts if
the perpetrator tries to avoid (do not want) to pay compensation to the victim. The
compensation referred to in the 2012 Civil Procedure Bill is also in the form of compensation,
not restitution, although there are still many debates that arise about the correct definition of
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the two terms of compensation. However, the provisions in Article 133 of the 2012 Civil
Procedure Bill, in particular paragraph (3), can be used as a reference for making provisions
regarding the compulsion to pay restitution if the perpetrator of a crime does not want to pay
restitution. This is necessary so that the new Civil Procedure Code can be equipped with rules
for the protection of victims, particularly regarding restitution, which have not been regulated
in Law Number 8 of 1981 concerning the Code of Criminal Procedure.
In this provision, the mechanism for applying for restitution is carried out since the
victim reports the case he experienced to the local Indonesian National Police and is handled
by investigators together with the handling of the crime committed. The public prosecutor
informs the victim of his right to apply for restitution, then the public prosecutor conveys the
amount of loss suffered by the victim as a result of the criminal act of trafficking in persons
along with the claim. This mechanism does not eliminate the victim's right to file a claim for
her own loss. However, in the amendment to the Criminal Procedure Code, the concept of the
mechanism for submitting a request for restitution will be revised as follows: The mechanism
for submitting a restitution application is carried out since the victim reports the crime he has
experienced to the local Indonesian National Police and is handled by investigators along with
the handling of the crime committed. The investigator informs the victim of his right to apply
for restitution, then the investigator includes a description of the loss that the victim actually
suffered in the case file. After the case file is delegated by the investigator to the public
prosecutor, then the public prosecutor examines the case file.
In addition to these problems, it turns out that there is still one thing related to LPSK
that becomes an obstacle for victims of criminal acts to obtain their rights to restitution, namely
the unclear arrangement of parties or institutions authorized to execute the implementation of
restitution. Article 1 point 3 of Law no. 13 of 2006 states that the Witness and Victim Protection
Agency, hereinafter abbreviated as LPSK, is an institution that has the duty and authority to
provide protection and other rights to Witnesses and/or Victims as regulated in this law. Then
Article 12 states that LPSK is responsible for handling the provision of protection and
assistance to Witnesses and Victims based on their duties and authorities as regulated in this
law. In Law no. 13 of 2006 there is not a single article which states that one of the powers of
the LPSK is to carry out court decisions or judge decisions regarding restitution submitted by
victims of criminal acts through LPSK. PP No. 44 of 2008 which lays out provisions regarding
restitution for victims of criminal acts does not explicitly regulate the authority of LPSK to
carry out court decisions or judge decisions related to restitution.
Furthermore, in Law no. 31 of 2014, there is no change in the definition of LPSK.
However, in relation to restitution, this law adds a provision stating that in carrying out the
duties as referred to in Article 12, LPSK has the authority to evaluate compensation in
providing restitution and compensation (Article 12A, paragraph (1), letter j). This shows that
there is an additional authority for LPSK in terms of restitution for victims, but only in the form
of the authority to conduct an assessment of compensation in providing restitution. LPSK is
still not given the authority to implement court decisions or judges' decisions regarding requests
for restitution submitted by victims of criminal acts through these institutions (Sutrisno, 2011).
Regarding parties who are given the authority to carry out court decisions or judges'
decisions, the Criminal Procedure Code explicitly stipulates it in Article 6. Article 6, letter a of
the Criminal Procedure Code states that prosecutors are officials who are authorized by this
law to act as public prosecutors and implement court decisions that have obtained legal force.
permanent. Then Article 6, letter b of the Criminal Procedure Code states that the public
prosecutor is the prosecutor who is authorized by this law to carry out prosecutions and carry
out judges' decisions. The authority of the prosecutor as an executor is reaffirmed in Article 1,
points 1-221 and Article 3022 of Law Number 16 of 2004 concerning the Prosecutor’s Office
of the Republic of Indonesia (hereinafter abbreviated as Law No. 16 of 2004).
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Based on this explanation, it is clear that only the prosecutor’s office is authorized by
the state to carry out judges' decisions and court decisions that have permanent legal force, not
least in executing judges' decisions and court decisions on requests for restitution submitted by
victims. If the victim of a crime chooses to get the right to restitution through the procedure for
combining compensation and criminal cases in the Criminal Procedure Code, then the
execution of the criminal decision is clearly carried out by the prosecutor based on Article 270
of the Criminal Procedure Code. In the Law on the Protection of Witnesses and Victims, there
is indeed no article that states directly that it is the prosecutor who has the authority to execute
the judge's decision or court decision on the request for restitution submitted by the victim.
However, given that there is not a single provision in the Law on the Protection of Witnesses
and Victims which states that LPSK has the authority to execute requests for restitution
submitted by victims of criminal acts, based on the Criminal Procedure Code and Law no. 16
of 2004, it is the Public Prosecutor who has the authority to carry out judges’ decisions and
court decisions on the application for restitution.
In addition, LPSK is an institution that was newly formed on August 8, 2008 as the
implementation of one of the mandates contained in Law no. 13 of 2006 which requires the
establishment of a witness and victim protection agency no later than a year after the law is
enacted. The law expressly states that LPSK is an independent institution in the sense that it is
an independent institution without interference from any party.
With regard to the right to restitution for victims of criminal acts, both considerations
deserve to be reconsidered, especially considering that LPSK does not have the authority to
carry out judges decisions and court decisions as the Indonesian Prosecutor Office. First, it is
believed that LPSK will definitely be better in terms of ability and performance, especially
with the distrust of the performance of several institutions including the Indonesian Attorney
General's Office. As previously explained, LPSK is a new institution which of course lacks
experience, especially in helping victims of criminal acts get their right to restitution (DW,
2019). This is clearly very different from the Indonesian Prosecutor Office, which is very
experienced in helping victims of criminal acts to obtain their right to restitution through
various procedures, for example the combined claim for compensation under the Criminal
Procedure Code or the restitution mechanism for victims of the crime of trafficking in persons.
which will be better in terms of ability and performance in helping victims of crime to get the
right to restitution when compared to LPSK.
Second, regarding the problem of a large burden of responsibility. With the LPSK
position being only in the national capital, it will certainly be a very heavy burden for LPSK to
reach victims of criminal acts throughout Indonesia. The burden is not only related to the
limited personnel, but also concerns the budget and inadequate infrastructure. Meanwhile, if
this is used as one of the prosecutor’s powers, it can be utilized and maximized with the position
of the prosecutor’s office spread throughout Indonesia. Especially if it is related to the
prosecutor’s authority in the field of prosecution, it will certainly make it easier to access and
coordinate with other law enforcement officers in the criminal justice system who have an
interest in fighting for the rights of victims of criminal acts.
4. Conclusion
The formulation of the right legal protection arrangements with the aim of ensuring
justice and legal certainty addressed to the people who are victims of forest and land fires must
be made in a balanced manner, not sharp down and blunt up. These regulations must be made
taking into account the rights and obligations as well as the dignity and worth of the community
as victims of forest and land fires. These rights are based on Human Rights (HAM) which
recognizes the basic human right to be able to live in a good and healthy environment.
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Technically, this regulation must contain regulations regarding the type and amount of loss that
can be requested by the victim of a crime, the procedure for filing the compensation, and
specific benchmarks or criteria for victims who can be given restitution. Provisions regarding
the provision of restitution must also include those responsible for activities that require forest
fires to be burned, not only limited to the perpetrators of the crime of forest burning. This
restitution payment does not eliminate criminal sanctions for perpetrators and those in charge
of forest burning activities as well as administrative sanctions in the form of administrative
fines and revocation of the company’s business license.
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Appendix
Table 1. Laws and Regulations regarding Forest and Land Fires
No.

Regulation

1.

Law 41 of 1999 on Forestry

2.

Law 19 of 2004 concerning
Stipulation of Government
Regulations in Lieu of Law
Number
1
of
2004
concerning Amendments to
Law Number 41 of 1999
concerning Forestry into
Laws

Links to forest and land fires

Stakeholders

Explain the concept of protection in the
forestry sector and the prohibition of burning
forests.
Article 80 paragraph (1): basically that the
party who is charged with the obligation to
pay compensation is the person responsible
for the act

Government
and Regional)

(Central

Government
and Regional)

(Central

Currently it has been
changed to Law Number 11
of 2020 concerning Job
Creation

3

Law no. 31 of 2014
concerning Witness and
Victim Protection Agency
(LPSK)

Article 7A of the Witness and Victim
Protection Law, the party charged with the
responsibility to pay compensation is the
perpetrator
Article 69 paragraph 1 letter (h) (Prohibition
of burning forests)

4

Law 32 of 2009 concerning
Environmental
Protection
and Management

Article 84 paragraph (3) reads that a lawsuit
through the court can only be taken if the
effort to settle the dispute outside the chosen
court is declared unsuccessful by one or the
parties to the dispute.
Article 85 paragraph (1) reads that the
settlement of environmental disputes outside
the court is carried out to reach an agreement
on point a. namely the form and amount of
compensation.
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Article 87 paragraph (1) reads “Every person
in charge of a business and/or activity who
commits an unlawful act in the form of
environmental pollution and/or destruction
that causes harm to other people or the
environment
is
obligated
to
pay
compensation and/or take certain actions.”
These articles are not related to the issue of
compensation for the rights of the victims of
forest and land fires or environmental crimes,
only stipulating compensation to the state.

5.

Law 39 of 2014 concerning
Plantations

Article 56 paragraphs 1-3 explain the
prohibition of land clearing by burning for
plantation activities

Government
(Central
and Regional), Private
(Plantation/Industrial
Plantation Forest), and
Customary
Law
Communities

6.

Law 18 of 2013 concerning
Prevention and Eradication
of Forest Destruction

Explain about the prohibition of forest
destruction following with the aim of
conserving forests as the foundation of
survival, especially in reducing the impact of
global climate change

Government
(Central
and
Regional)
and
Community

8.

Law 24 of 2007 concerning
Disaster Management

Explain the government's responsibilities in
disaster management, including forest and
land fires.

Government
(Central
and Regional) through
National Agency for
Disaster
Management
(BNPB) and National
Agency for Regional
Disaster
Management
(BPBD) and Private
(National
and
International NGOs).

9.

Presidential Instruction 11 of
2015 concerning Improving
Forest and Land Fire Control

Contains instructions to leaders of central
institutions and regional leaders to improve
the control of forest and land fires through
prevention, suppression and post-karhutla
handling.

Relevant Ministries and
Institutions

10.

Presidential Instruction 3 of
2020
concerning
Management of Forest and
Land Fires

Dividing the authority of Ministries and
Institutions in handling forest and land fires.

Relevant Ministries and
Institutions

11.

Government Regulation (PP)
71 of 2014 concerning
Protection and Management
of Peat Ecosystems

12.

PP 21 of 2008 concerning the
Implementation of Disaster
Management

13.

Minister of Environment and
Forestry
P.32/MenLHK/Setjen/Kum.

Defining a degraded peat ecosystem can
refer to the groundwater table that is more
than 0.4 m below the peat surface. It is also
explained that the determination of the
protection of the peat ecosystem
Explaining disaster management activities
including the establishment of development
policies that pose a risk of disaster, disaster
prevention activities, emergency response,
and rehabilitation. He also explained that the
authority to administer disaster management
in emergency response situations is the
responsibility of BNPB.
Explaining the operations of the forest and
land fires control organization which
includes duties and functions, reporting and
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Government (through the
Ministry of Environment
and Forestry)

Government
(Central
and Regional) through
BNPB and BPBD

KLHK,
Government

Regional

1/3/2016 concerning Forest
and Land Fire Control

14.

15.

16.

Minister of Environment and
Forestry
P.8/MenLHK/Setjen/Kum.1/
3/2018
concerning
Procedures for Field Checks
on Hotspot Information
and/or Information on Forest
and Land Fires
Minister of Environment
Regulation No. 7 of 2014
concerning Environmental
Losses Due to Pollution
and/or
Environmental
Damage

Explain the procedure
hotspots/fires in the field

for

checking

17.

18.

South Sumatra Provincial
Regulation Number 8 of
2016 concerning Forest
and/or Land Fire Control
Gubernatorial
Regulation
No. 9 of 2020 concerning
Standard Procedures for
Determining the Status of a
Disaster Emergency and the
Command of the Riau
Province Land and Forest
Fire Control Task Force

KLHK,
Government

Regional

KLHK,
Government

Regional

Provincial Government,
Regency/City
Government,
Meteorology
Climatology
and
Geophysics
Council
(BMKG),
BPBD,
Agency
for
the
Assessment
and
Application
of
Technology
(BPPT),
KLHK,
Indonesian
National Army (TNI),
Indonesian
National
Police (Polri).

Riau Province Regional
Regulation Number 1 of
2019 concerning Technical
Guidelines for Forest and/or
Land Fire Management

Jambi Province Regional
Regulation Number 2 of
2016 concerning Prevention
and Control of Forest and
Land Fires

19.

monitoring flow for forest and land fires, to
financing.

Provincial Government,
Regency/City
Government,
BMKG,
BPBD, BPPT*, KLHK,
TNI, Polri.
Provincial Government,
Regency/City
Government,
BMKG,
BPBD, BPPT*, KLHK,
TNI, Polri.

In the Appendix, it is explained about the
technical operational criteria used in
determining the status of a disaster and the
chain of command in handling forest and
land fires in Riau Province.
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Provincial Government,
Regency/City
Government,
BMKG,
BPBD, BPPT*, KLHK,
TNI, Polri.
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Abstract

Digitalization is reshaping the country's future economic viability. Many countries
invest in developing digital entrepreneurs to accelerate economic growth.
This study aims first to determine the role of Egyptian private higher education (HE)
in developing digital entrepreneurs (DE). Second, explore the institutional governance and
strategy of the private universities via the three higher educational constructs, namely the
university vision, mission, and core value; the educational environment; and the university's
digital social media use as an influencer factor in the development of digital entrepreneurs.
The methodology of the paper applies both qualitative and quantitative methodologies.
It began with a series of semi-structured interview questions posed to a group of undergraduate
students, followed by a quantitative investigation. This research highlights the existing
difficulties and prospects of DE in Egyptian higher education. Finally, provide
recommendations to decision-makers and educators on how to speed up DE.
Keywords: Digital еducation, higher education, entrepreneurship, education
JEL Codes: C13, O47

Introduction
The concept of digital entrepreneurship has been in the research for a few decades, an
intense focus was given to the correlation between higher education and DE. Entrepreneurship
becoming one of the most important economic drivers known in the modern economy as a
catalyst in economic growth, fighting poverty, and the potential for business sustainability.
From the main drives in the support of energy economies. DE as a sub-category of
entrepreneurship comes with endless possibilities and opportunities for creating products and
services.
Egypt's young and ambitious government has established strategic intentions in terms
of government digitalization as part of its efforts to better integrate into globalisation. The
health sector, financial sector, government affairs sector, industrial sector, and education sector
have all shown signs of alignment. Universities, on the one hand, have converted to an online
mode in an instant once the pandemic was announced, employing what was already installed
and enabled in technology to accommodate students in various disciplines of study. During the
crisis, the HE sector made a remarkable transformation, propelling HE ambitions to the next
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level of technology enablement and support. An online survey was issued to undergraduate
students in private Egyptian universities to serve the purpose of this article. The sample size
was 250 students during the period from January till March 2021. By bridging the gap between
diverse entrepreneurship education programmes in business schools and digital entrepreneurs,
this study adds to the body of knowledge (DE). The findings provide insight into the current
situation as well as the urge to use digital technology in entrepreneurship education
programmes to help the country flourish.
This paper has for objective to study the Egyptian DE readiness and impact through the
experience of its current undergraduate students. While DE is a multi-dimension study we shall
only focus in this paper on three organizational constructs. Literature support that for
universities to enable DE it must originally be embedded it is governance and leadership. By
which we mean strategic plan and intent. For that purpose we try to assess the Egyptian HE for
enabling DE in Egypt by analyzing from students' perceptions the impact of i) the university
vision, mission, and core values; ii) the university environment and iii) the university’s digital
social media performance. The goal of the article is to understand the current capabilities of
HE in comparison to this worldwide opportunity, given the importance of DE in the future of
the country's economy. Most importantly, make recommendations to the higher education
industry as a practical roadmap for future DE generations. The following is how the paper is
constructed for that purpose: it starts with a literation review on understanding what is
entrepreneurship and its collaboration with education; followed by a larger focus on the DE
concept and its needs in HE; next, the role of DE in economic activities is highlighted; followed
by a section explaining the roles of the Egyptian government to accelerate DE in HE; finally,
the findings are discussed.
Literature review
The HE sector is recognised in the literature as the catalyst of change and society
development. The most impact cultural impact factor and with a responsibility to search and
answer for social problems and solutions. It is accordingly expected from HE to support the
undergraduate by enabling them to match the needs of future opportunities. Hence, if DE is the
future of economic growth and stability in the global environment, it is expected that HE, all
around the world, Egypt not an exception, needs to prepare the future grades with the hard and
soft skills necessary to integrate DE.
From entrepreneurship to digital entrepreneurship in higher education
The persistent global economic situation has dramatically shaped the global business
creating new trends in terms of global competition, social and customer powers, corporate
rightsizing, and reengineering all of which became both push and pull reasons for
entrepreneurship as a concept. Entrepreneurship then became one of the most promising
economic drivers to answers to many of the global economic challenges and problems
particularly in the emerging countries (Christensen, Hang, Chai, & Subramanian, 2010;
Kimmitt, Hardman, Stricker, & Ketterson, 2019; Soluk, Kammerlander, & Darwin, 2021) but
as well as in the developing countries (Postigo & Tamborini, 2004; Sutter et al., 2019; Si,
Ahlstrom, Wei, & Cullen, 2019).
Consequently, increased interest from both policymakers as well as educational
institutions has been invested in entrepreneurship (Gorman, Hanlon, & King, 1997;
Jeyalakshmi, & Meenakumari, 2015). There are hundreds of definitions of the concept, we
refer to the work by Rao and Sri (2019) in which he offers not only a number of the most
referred to definitions in literature but he also presents them in a timeline of the concept's
evolution which we summarise and represent in Table 1 below:
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Table 1. Entrepreneurship definition evolution
Year

Author

2004

Jones & English

1990

Chandler

1985

Peter Drucker

1934

Schumpeter

Definition

 It is the process of giving individuals the prospect that enables them to
identify profitable opportunistic ventures and the needed application of
knowledge, skills, and attitudes to initiate action to enter into the venter
 It is observed that entrepreneurship is dealing with uncertainty, making a
distinction between risk, which can be calculated and uncertainties that
cannot be overcome
 It is a systematic innovation that consists of a purposeful and organizational
search for changes, and a systematic analysis of the opportunities such
changes might offer for economic development and social innovation. An
entrepreneur is a person who is willing to risk his capital and other resources
in a new business venture. From which he expects substantial rewards if not
immediately, then in the foreseeable future.
 It is the bearer of the mechanism for change and economic development, and
entrepreneurship is the undertaking of new ideas and a new mix that is
innovations

Source: Rao and Sri (2019)

Despite the timeline of 1934 to 2004, all attempts to define entrepreneurship have
common keywords and notions embedded, among which we can highlight: its positive
correlation with the economic outcome; another positive correlation with the concept of
innovation; it is central to risk management; it is fundamentally based on entrepreneurship
knowledge, skills, and learning. Because the concept is always changing, it is also worth noting
a more recent definition. It is more associated with the new business environment
characteristics, although it is fundamentally the same.
Entrepreneurship is defined as a transversal key competence applicable by individuals
and groups, including existing organisations, across all spheres alike: "Entrepreneurship is
when you act on opportunities and ideas and transform them into value for others," according
to Gibb and Haskin, 2018.
The value that is created can be financial, cultural, or social” Two key aspects of the
definition proposed are that entrepreneurship applies both to individuals and organisations and
that it concerns the innovative, forward-looking and value-creating utilization of resources.”
We can add to the analysis of this definition also the novelty of understanding entrepreneurship
relations to society and culture not only to economy and finance. While the concept has
established very clearly its importance for the future of economies, a major literature debate is
still unsettled arguing if entrepreneurship is born or acquired? Several others argue that
entrepreneurship is born (Morris, Kuratko, & Schindehutte, 2001); while others insist that with
the right education, training and professional experience entrepreneurship can be acquired
(Drucker, 1985; Gorman, Hanlon, & King, 1997; Cheng, Chan, & Mahmood, 2009; Othman
& Nasrudin, 2016).
In support of the above debate, this study refers to the work by Lackéus & Middleton,
(2015). which offers a consolidated presentation of the reasons for the relevance and
importance of entrepreneurship education. Which infer that knowledge and learning are not
only the foundation for creating entrepreneurs but most importantly developing a supportive
society and organizational culture that can host entrepreneurship. Hence education is at the
heart of establishing the concept of entrepreneurship as well as the developmental tool in the
formation of entrepreneurs.
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Does literature show what is expected from education to be the catalyst it is expected
to be in support of entrepreneurship? In a try to answer this question we refer to the work by
Rao, 2019, he consolidated the education “activities aiming to foster entrepreneurship mindset,
attitude and skills” to enable “idea generation, start-up, growth and innovation” which we
summarize in a table (2) below:
Table 2. Education and entrepreneurship relationship
Activity

Objective

1

Provide meaningful
graduate education
methodology

To make youth self-reliant and subsequently encourage them to be
independent and confident with the concept of self-employment

2

Provide graduates with
training and support

To help them establish a career in small and medium-sized businesses,
through professional training or ideas incubators

3

Provide graduates with soft
skills

To ensure that the graduates possess the human behaviour needed to
support entrepreneurship

4

Provide graduates with risk
management education

To make uncertainty management possible and relatively easy

Source: Prasanthi and Bhaskara (2019)

Education can provide graduates with the necessary knowledge in business,
management, strategic management, project management, risk management, and other
business disciplines; it can improve human behaviour by teaching methodology and soft skills
such as teamwork, communication, leadership, problem-solving, and critical thinking; and it
can improve performance by providing the appropriate training and professional exposure. All
of this supports the notion that entrepreneurship is a form of education and learning.
The concept of entrepreneurship continued to expand as digital technology became
more prevalent. Without a doubt, significant technology startups have dominated the corporate
spotlight in recent decades. Hundreds of billions of dollars have been successfully spent on
entrepreneurship digital inventions such as Facebook, Google, and Amazon, to name a few. As
a result, academic research has discovered a growing interest in DE research. While
entrepreneurship was already an interdisciplinary field of study, DE brought in new disciplines
such as information systems (Du, Pan, Zhou & Ouyang, 2018); ii) innovation (Nambisan,
Siegel, & Kenney, 2018); iii) policy (Nambisan, Wright, & Feldman, 2019); and iv) strategy
(Autio, Nambisan, Thomas, & Wright, 2018; Sahut, Iandoli, & Teulon, 2021)
In the digital era, it makes use of digital technologies to create and conduct business"
(Rippa, & Secundo, 2019). This implies that digital entrepreneurship education is a subclass of
entrepreneurship education that makes use of digital technologies while imparting
entrepreneurship knowledge and skills.
It is urgent to enable graduates with both hard and soft skills. Hard skills as defined by
Shakir (2009): are “as related to technical and practical skills that can be observed, quantified
and measured”. And soft skills as defined as: “the behavioural skills needed in the organisation
to apply hard skills and knowledge”. Higher education is responsible for the development of
soft skills and equipping students with an array of behavioural tools, (Humsona & Yuliani,
2018; Hytti & O’Gorman 2004; Toding & Venesaar, 2018). The most significant hurdles for
entrepreneurship education are the barriers to realising the full potential of developing digital
and smart technologies, beginning with a fundamental understanding of their potential
significance. In this context, digital and smart technologies have garnered more attention in
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recent years in business and management practice, to provide products or services that are more
competitive, sustainable, and provide optimal value to the parties involved (Salman, 2022).
The concept of digital technologies is a result of three distinct but related elements:
digital artefacts, digital infrastructure, and digital platforms. A digital artefact can be defined
as a digital component, application, or media content that is part of a new product (or service)
and offers a specific functionality or value to the end-user. Digital infrastructure is defined as
digital technology tools and systems that offer communication, collaboration, and or
computing capabilities (Nambisan, 2017). Infrastructure can be defined in general as the basic
physical and organizational structures needed for the operation of a society or organization.
Digital infrastructure such as cloud computing, data analytics, online communities, social
media, 3D printing, and digital maker spaces can support the business process and the supply
chain activities of companies. For example, 3D printing, also known as “additive
manufacturing” or “rapid prototyping”, is the printing of solid, physical 3D objects. Drawing
on computer-aided design (CAD) files, 3D printing makes it possible to build physical models,
prototypes, patterns, tooling components, or production parts. Digital technologies as
composed of digital artefacts, digital infrastructure, and digital platforms could represent the
basis of the digital transformation of entrepreneurial learning processes within universities and
higher education institutions.
Further challenges more specific to DE entrepreneurship in general in HE can be
summarised by creating research measurements to assess the effectiveness of entrepreneurship,
the content and practices of entrepreneurship education, the quality of entrepreneurship
instructors, accepting entrepreneurship education in university, creating a general corpus of
knowledge, effectiveness in teaching methods and the learning needs of entrepreneurs who are
working in line with the life cycle of a business that is currently underway, (Jami & Gökdeniz,
2020). Recent studies show that the reason why female participation in entrepreneurship is
limited can be explained by the fact that education still needs to be linked to work prospects,
(Salman, Rashdan & Amr, 2020).
Universities are supposed to generate graduates who possess the necessary skills and
knowledge to find work. They are also required to be highly specific in delivering the education
and methods that would allow future generations to sustainably stimulate economic growth.
Education is at the heart of DE principles, according to the preceding literature. We may
conclude from the literature review that higher education has an important role in
entrepreneurship and, as a result, DE. For institutions to support and teach DE, they must be
not only technologically advanced but also strategically aligned with the Digitalisation concept.
Again, we don't just mean automation; we mean universities embracing Digitalisation as a basic
component of their constitutions. Its strategic plan is integrated by its governance and
leadership. Beyond these compositions, there is, of course, the need to develop a roadmap to
address the aforementioned issues, which include material, teachers, technique, and integration
into a real-world philosophy.
Researchers emphasise the importance of Research & Development, a well-educated
workforce, and solid economic policies are all significant factors in recruiting new business
and boosting economic growth (Salman, 2016). In this regard, decision-makers must enhance
and raise the funding allocated to research and development to accelerate technological
progress As well, financial assistance funds and subsidies are the pillars to assist businesses.
Role of DE in economic activities
Information communication technology (ICT) is commonly employed to include
landline telephones (smartphones, websites, artificial intelligence) computer technology, radio,
television, and evolving digital technologies. The particular challenges and reliance on ICTs
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are important (Hull, Hung, Hair, Perotti, & DeMartino, 2007; Onetti, Zucchella, Jones, &
McDougall-Covin, 2012). New digital enterprise prospects in terms of mode of entry, a system
of development payment / into meme seizure, and stakeholder relations management (Beckman
& Essig, 2012). While the number of small digital enterprises in developing countries increases
relative to advanced economies, "until now academic research has skimmed the surface of
how" it is being developed and run. Based on resource scarcity constraints, African countries
are an emerging market for small, digital enterprises. With one of the world's fastest rates of
internet usage, there are chances for digital businesses all around Africa (Gathege & Moraa,
2013; World Bank, 2014).
Apart from the information gap, the focus is on digital business, which is technically
crucial in the creation of new contractors' businesses. "The techniques used to develop
entrepreneurs are frequently influenced by elements such as the industry sector, competence,
institutional characteristics of the national economy, and the viewpoints and knowledge of the
entrepreneurs" (Beckman & Essig, 2012; Ghobakhloo & Tang, 2013). This shows that to be a
great digital entrepreneur, you'll need more than just business abilities.
The link between digital enterprise and entrepreneurial digital abilities (EDS) is a mix
of the entrepreneurial capabilities inherent in a digital entrepreneurial option and the strategic
decision after entry (Bachev & Manolov, 2007; Marvel, 2013) as well as ICT skills (Ashurst,
Cragg, & Herring, 2012). These qualities include awareness and interpersonal skills, which are
linked to entrepreneur techniques and business practices (Bianchi, Glavas, & Mathews, 2017;
Mitchelmore & Rowley, 2013).
If we focus on Africa for its particular context, the resource-scarce realities of Africa's
economy, the impact of entrepreneurial choices and strategic decisions on the growth and
operation of digital firms as a contextual effect on entrepreneurial behaviour may be proved.
EDS is a combination of entrepreneurial and ICT abilities that are inherent in a digital
entrepreneurial choice, as well as the strategic decision made after the entry into the market
(Marvel, 2013; Ashurst et al., 2012). These characteristics include awareness and interpersonal
skills, both of which are tied to entrepreneur techniques and practices (Bianchi et al., 2017;
Mitchelmore & Rowley, 2013). The context of Africa's economy is one of a scarcity of
resources, as indicated by the outcomes of entrepreneurial and strategic efforts. The impact of
entrepreneurial choices and strategic decisions (Autio, Kenney, Mustar, Siegel, & Wright,
2014) on the growth and operation of digital enterprises as a contextual effect on
entrepreneurial behaviour may be demonstrated in the resource-scarce reality of Africa's
economy.
The role of the Egyptian Government role to accelerating DE in HE
The new Digital era that the world is approaching is holding many keys for
development and sustainability that could create new fields, jobs, and chances for the business
world and markets in Egypt. Moreover, Digitalisation also was one of the factors that helped
the business and economic world in Egypt to nourish and blossom as the use of technology and
later the ICTs has created many new opportunities in analyzing the 17 sustainable development
goals with their sub-goals and requirements it is been found that financial inclusion is necessary
for achieving at least seven of the seventeen goals. Due to the importance of financial inclusion
and how financial literacy help give females a better chance of entrepreneurship and
employability this indicator has been essential for the study and as the governments have been
pushing for financial literacy.
Many graduate students engaged in entrepreneurial activities in Egypt lack the
knowledge and skills required to establish a business because they have not obtained any
formal entrepreneurship education (Sheta, 2012). Starting a business may be beyond the scope
of some people's life experiences. They may reside in an area where there are few entrepreneurs
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or where entrepreneurship has low visibility. They may, on the other hand, have family or
friends who have established their firm, or they may live in an environment where
entrepreneurship is high-profile and receives a lot of positive press.
According to Hill et al. (2022), the proportion of adults running an established firm fell
from 2019 to 2020, then rose in 2021; for six economies, the opposite was true (dropping in
2020, rising in 2021). There were ten economies in which EBO was higher in 2021 than it was
in 2019, however, most of the differences were minor (only Egypt, Qatar, and the Republic of
Korea saw increases of more than 1% of adults in their economy). Between 2019 and 2021, the
proportion of adults who own a business declined in the majority of economies. Zaazou &
Abdou (2021) show that the covid-19 pushes many entrepreneurs to boost their business using
a digital platform to survive. Moreover, the availability of technology, the bulk of micro and
small businesses in low-income countries rely on global supply networks, which has affected
many small-scale enterprises, particularly after the devaluation. Furthermore, innovation is
used by just a small number of businesses (Salman, 2022). This involves the development of
new intellectual property systems, as well as national intellectual property rules and processes,
to make the creation and protection of intellectual property easier at the national level.
Fostering these activities increases a country's ability to produce economically valuable real
estate assets.
Methodology
The researchers considered conducting an exploratory study via an online survey with
both closed and open-ended questions. Following that, a quantitative study to provide new
insights and explanations to previously overlooked ideas through conceptual tools that allow a
researcher to ask specific questions to study the chosen sample through active involvement,
which allows a researcher to put themselves in another's shoes and see things from their
perspective (Reiter, 2017).
The fieldwork focused on a group of undergraduate students from Egypt's private
higher education sector. A total of 250 students took part in the survey. The literature provides
us with a collection of questions that reflect the impact of HE on DE in Egypt, with a particular
focus on the factors we have chosen.
The study's goal is to highlight the need for training undergraduate students to prepare
them for careers as DEs. As a first stage, the questionnaire focuses on "universities vision, goal,
core values," "education environment," and "digital social media." The questionnaire is divided
into two parts, the first of which was assessed using Guttman-scaled items. To further the
study's goal, questions aim to provide respondents who agree with the supplied statement a
"Yes" if it was satisfactory toward DE, and a "No" if it was not. It's a method for determining
how a statement relates to the construct of interest. The three educational constructs were: first,
university institutional vision, mission, and core values; second education environment; and
third digital social media.
This research paper is attempting to assess the role of the HE private sector in
developing DE in Egypt, the timeline is during the Covid19 pandemic. The research questions
are: Does Egypt's present HE private sector support DE? And Is Egypt's existing HE private
sector facilitating DE?
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Figure 1. Conceptual Framework for the relationship between HE and DE

University:
vision, mission,
& core values

Digital
technology
factor

The education
environment

Digital
enterpreneureship

The university
digital social
media

Source: Constructed by authors

The digital entrepreneurs’ role is accelerated via the digital tools which are based on
the university, the education environment and the digital social media.
Table 3. Description of the three educational constructs
The Terms
University vision,
mission, core values

The education
environment

Digital social media

Descriptive Definitions

Express the stimulus to boost the university’s capacity and future. This composes
the knowledge triangle of education, research, and business to form the DE
environment.
Display the innovative practices and learnings to increase awareness and
understanding of the DE activities and achievements via active engagement with
external stakeholders.
Show the different digital content (text, graphics, pictures, audio, videos) that can be
transmitted over the internet or computer networks.

Source: Thavikulwat, Anderson, Cannon, & Malik, (1998).

Table4. Section-1 survey items
University vision, mission, core values

1- I believe that my university has a vision for setting the direction to promote digital entrepreneurship in Egypt.
2- I believe that my university has a mission for creative thought, to enable digital entrepreneurship to thrive
in Egypt.
3- I believe that my university has core values to help students live up to their potential as successful digital
entrepreneurs in Egypt.
Education environment

4- My University prepares me for my digital career through active engagement with external stakeholders
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5- My university provides me with the internet and mobile broadband as utilities to develop the digital
entrepreneurial environment.
6- My University is opening new opportunities for digital start-ups.

Digital social media

7- During studies I learned that internet-based social media is the key to digital entrepreneurship.
8- I have learned that digitized content requires digital literacy across multiple mobile devices.
9- I have learned that making connections across geographical borders may lead to maximizing digital
opportunities.
Role of educators to foster DE

10- Why is it important to foster digital entrepreneur DE in the context of higher education for moving towards
“Boost Egypt's economy"? How?
Source: Thavikulwat et a.l (1998).

Analysis and Quantification of the Measurement Model
The results reported in the following sections present respondents’ reactions based on
the questionnaire.
Descriptive study
The results show that the responses from the sample represent 45% female and 55%,
male. The sample included the following universities: Arab Academy for Science Technology
& Maritime Transport (AASTMT), American University in Cairo (AUC), Future University
(FUE), German University in Cairo (GUC), October University for Modern Sciences and Arts
(MSA), and New GIZA. The survey was distributed to six students of Egyptian private
universities, and the percentage of universities in the sample was as follows. Each of the six
universities accounted for between 10% and 20% of the total sample size, (See Figure 2).
Figure 2. Represent the participant’s student in the survey

10%

18%

20%

17%

20%

AAST

AUC

15%

FUE

GUC

MSA

NEW GIZA

Source: researcher calculation

Section-1 (Q1, Q2, Q3): The institutional vision, mission, core values
Of the 150 responses to this section, 74% indicated that they do not believe their
institution has a vision in setting the direction to promote digital entrepreneurship in Egypt
(Q1), and 69% indicated that they do not believe their institution has a mission for creative
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thought, to enable digital entrepreneurship to thrive in Egypt (Q2), and 66% indicated that they
do not believe their institution has core values to help students live up to their potential for
successful digital entrepreneurs in Egypt (Q3). The result is shown in the following Figure 3.
Figure 3. The findings for survey items Q1, Q2, Q3

Q1

26%

NO

NO

Q2

31%

NO

Q3

34%

74%
69%
YES

66%

YES
0%

100%

YES
0% 50% 100%

0% 50% 100%

Source: researcher calculation

Irrespective of the digital opportunities needed by the graduate students, if the
institution does not possess a specific concentration on and promotion of DE in the context of
undergraduate Programs, then the digital opportunities gap of the graduate students will not
be bridged.
Section-1 (Q4, Q5, Q6): Academic environment
As was the case with the results of the “institutional vision, mission, core values”, and
indeed perhaps a consequence, “the academic environment” does not prepare the respondents
for their digital career through active engagement with external stakeholders (61%), do not
provide the respondents with the internet and mobile broadband as utilities to develop the
digital entrepreneurial environment (63%), and is not opening new opportunities to digital
start-ups (49%). The result are shown in the following Figure 4.
Figure 4. The findings for survey items Q4, Q5, Q6
NO

Q4

39%

NO

61%
YES

NO

63%
YES

0% 50% 100%

Q5

37%

51%

Q6

49%
YES

0% 50% 100%

48% 50% 52%

Source: researcher calculation

In addition to this, digital connectivity, digital literacy, innovation, and knowledge
hubs are critical to sharing knowledge and may provide support for maximizing digital
opportunities.
Section-1 (Q7, Q8, Q9): Digital media
“Digital media” is receiving strong positive attention from the respondents. Of the 150
responses to this section, the majority of respondents confirmed that they have learned that
internet-based social media is the key to digital entrepreneurship (87%), that digitized content
requires digital literacy across multiple mobile devices (85%), and making connections across
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geographical borders may lead to maximizing digital opportunities 82%). The result are shown
in the following Figure 5.
Figure 5. The findings for survey items Q7, Q8, Q9
NO

Q7

13%

NO

87%
YES
50% 100%

NO

Q9

18%

85%
YES

0%

Q8

15%

82%
YES

0% 50% 100%

0%

50% 100%

Source: researcher calculation

The findings reveal that incorporating the “digital media” into learning created
awareness and prepared the respondents for the digital opportunities where connections across
geographical are in place. The level of strong positive reactions brings a more practical insight
into the reality that the majority of the graduate students are as digitalized as might be assumed
for the “millennial generation”.
Equally important is to encourage Egyptian universities to make DE a key priority for
the education agenda, by providing “digital media” training with other stakeholders on the
campus to launch specific initiatives to develop effective programs and processes for EE, such
as forums and events, DE centres, curriculum development, global exchange networks,
competitions and awards that focus on “digital media”.
Section-2 (Q10, Q11, Q12):
DE in the context of HEIs for moving towards “Making Egypt digitalis”
The respondents were asked to rank these areas in order of significance to interpret the
results of the three educational constructs in this study. The most crucial factor is “digital
media.” This finding demonstrates that the advantages of employing digital technology are
important to undergraduate students. This indicates that all respondents believe “digital media”
is the most appealing idea for gaining faster and greater access to maximising digital chances
in the expanding trend of digital technology. This result serves to raise awareness of “digital
media's” digital needs, which may lead to the DE ecosystem's business community, public
sector, and other players supporting the development of course materials (books, cases, online
games, video, etc.) not only for EE but also for personal development as a future digital
entrepreneur.
“Academic atmosphere” has the second-highest ranking, which is not surprising. This
outcome can be interpreted in terms of the EE system in Egyptian undergraduate programmes,
which may cover all faculties and disciplines to promote the application of “learning by doing”
through project-based learning, internships, and consulting with external stakeholders. This
finding demonstrates the importance of graduate students' viewpoints in building a clear
framework of intended DE results through the development of individual abilities, attitudes,
and mindsets. The “academic environment” is less appealing than "digital media," as evidenced
by this outcome.
Although the “institutional vision, mission, and core values” are intended to be the most
important organisational building blocks, the creative force shaping long-term strategic plans
and agendas, and the catalyst of academic environment choices when undertaking
entrepreneurial initiatives to improve the state of Egyptian universities, the findings reveal that
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this educational construct is ranked last. This condition indicates that future research should
dig deeper into this finding, utilising this study's early investigation as a starting point to figure
out what happened to the “institutional vision, mission, and core values.”
The responses to survey items Q1, Q2, and Q3, as shown in Figure 4, provide some
clues. This high percentage score suggests that respondents require more clarity, which should
be based on a broad set of outcomes rather than limited measurements such as the replication
of initiatives that are ineffective and waste time and money with little to no impact. This also
implies that top-management and departmental leaders' internal support and dedication
demonstrate how a clear strategic focus on DE – integrating research, teaching, and practical
activities – allows for the development of a specialised infrastructure for DE over time.
Having discussed the interpretation of the ranks to those three educational constructs,
the author moves to review the personal comments regarding the respondents’ views of DE
associated with EE (Q10, Q11, and Q12). Table 6 presents the quotes which illustrate some
thoughts of the respondents.
Table 6. The results of Q10, Q11, and Q12
Survey items

The narratives provided by respondents

Q10 - What

 To create a dynamic and competitive digital business environment, affordable,
dependable, high-speed broadband infrastructure is needed.
 More cross-industry collaboration between universities, governments, and corporations.
 Locally, regionally, and globally, innovation agendas serve as a springboard for success.
 Student-based digital businesses can apply for R&D grants and incentives.
 A crowdfunding platform that will make it easier for students to raise funds and expand
their digital businesses.
 Student-run digital businesses are protected.
 A level of technological awareness that enables students to know new technologies that
will transform and shape the digital business model, allowing them to try new things or
do things differently, as well as develop new products and services, delivery methods,
and ways of communicating with suppliers, customers, and employees.
 Because DE provides more options for graduate students, but because I am unfamiliar
with this form of education,
 Because DE prepares students in higher education for a future career in the digital realm.
 Assisting students in higher education with their studies.
 Students at the tertiary level should take heart from encouraging developments in the
establishment of a dedicated DE programme across Egypt's higher education
institutions.
 I'll have a variety of interactions with various government bodies, and this can help startups with digital businesses reduce the administrative burden that comes with complex
bureaucracy.
 Students at the higher level of education will contact a wide range of participants in their
local ecosystem, as well as with people from other countries.
 In my point of view, “digitalis” needs to be investing in and growing the students’ startups pool from seed stage investment through developing affordable solutions that allow
businesses to capture every sale as soon as they go live online.
 I think, what is important is how the HEIs promote “digitalis” to the world to show how
strong an ecosystem the HEIs have and how good the digital opportunities are to start a
digital business here in Egypt.
 For me, DE may level the playing field in certain sectors, creating digital opportunities
to work from remote areas, at different hours, from the home or on the go.

makes a
successful DE at
the HEIs in
Egypt?

Q11 -Why is it
important to
foster DE in the
context of HEIs
for moving
towards
“Making Egypt
digitalis”?

Q12- Do you
have any
opinions or
suggestions to
add?
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 As the cloud and big data continue to gain importance, having access to the skills of
digital entrepreneurs will become ever more important.
 HEIs, government and business leaders throughout Egypt should make DE a priority to
encourage and support the students-based digital business to make full use of the latest
digital technologies and realize the associated economic benefits.
 DE associated with EE at HEIs in Egypt should be a long-term commitment, not one
that starts and then stops a few years later.
 I believe the best way to learn DE is from successful digital entrepreneurs who have
done something like what you dream of doing
Source: authors’ survey results

In summary, the results of this section raise debate if and how the current level and
adoption of digital technologies in HE at the undergraduate programs in Egyptian universities
prepares graduate students to adapt, take on new roles, and maximise digital opportunities in
an increasingly digitalized marketplace?
Conclusions and contributions
We are suggesting here two angles for our conclusion, direct results conclusion as well
as indirect observation conclusion.
On one hand, with regards to the original question, as it is presented in the results HE
is Egypt in terms of the factors that were explored are still underdeveloped and not up to the
expectation levels of the students, accordingly they are not delivering the impact factor needed
from the HE for Egypt DE ambitious.
On the other hand, from indirect observation, as research, we have noticed a sense of
maturity among the undergraduates participating in the survey. In terms of entrepreneurship
concept understanding, importance, and transferability. This supports, that while the direct
factors under study in this paper are not delivering yet the required impact factor, other
education-related factors created this maturity among the students. This requires further
research and investigation.
From the experience that we have gained both from the literature review and the fieldwork conducted with the particularity of the Egyptian private HE sector and in light of the
government's overall interest in digitalisation and entrepreneurship as a larger context and a
future getting ready for these generations here are the recommendations that we would like to
offer to HE sector in Egypt to enhance on the DE contributions:
1. Work on overcoming the above-listed challenges from developing and offering the
appropriate courses with the right methodology, finding and training instructors with the needs
of entrepreneurship methodology in teaching and evaluation, creating entrepreneurship centres
or incubators inside the universities for students to experiment, support in initial funding (direct
from the university or indirect from government funds) to encourage and push ideas beyond
the paper framework;
2. All educational levels, from primary students to PhD candidates, the methodologies
that rely on enhancing autonomy and students' independence;
3. Reconsider the evaluation system in a way that reinforces and rewards creativity and
innovation Enable a centre that creates a direct link between students and entrepreneurs as an
open channel for training, consulting, observation, project evaluation, real-life experience, and
exposure;
4. Further simulate research in entrepreneurship, particularly in the master's and
doctoral degree;
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5. Building partnerships with entrepreneurship support bodies: GNO, governmental or
private;
6. Opening a direct reporting relationship with the government and policy-makers to
provide them with policy and decision-makers results and ways of improvement.
To conclude, a lot is expected from universities. From leadership and governance that
supports DE to enabling organizational capacity in terms of funding, people and incentive,
preparing and supporting your young entrepreneurs, integrating digital transformation in the
life of the university (student, system, administration, and staff), knowledge enhancing with
your collaboration international bodies partnering most important consistently measuring
impact and enhance strategy as they go. All these are the large ambitious implication for
institutional change on a nationwide level.
Research Limitation and Future Research
The above research has only explored the institutional factors (as mentioned above)
which exclude a lot of other factors and dimensions, such as the elements listed in the DE
challenges above in table (5), all these need to be explored and assessed as an integrated part
of the Egypt overall strategy towards DE. The size of the sample if larger will also create further
results sustainability. Similar research is needed in the public universities sector, it is the most
important in Egypt of students enrollment number making their results of extreme value for the
governmental plans. We are focusing on entrepreneurship education in HE, while we can also
start the entrepreneurship education integration at a much younger age at the school level. Most
importantly, regardless of the results, is to be able to study young graduates that are
entrepreneurs, the study of their journey can only improve our recommendation on both
education and policy levels for better results. All these venues and limitations are an
opportunity for further and future research.
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Abstract

The study researches a set of problems regarding the role of the Labour Inspectorate
in its capacity as a supervisory authority on compliance with labour legislation in Bulgaria. In
view of the objectives they have set, the authors trace back in logical sequence the historical
development of the supervisory authority and its current regulations. The study performs an
up- to- date normative analysis of the main legal tools for exercising control of compliance
with labour legislation. Based on the research, summaries and conclusions of practical
importance are formulated so that the legal framework may be updated.
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Introduction
Control and supervision of the compliance with labour legislation is a specific activity
of the state in order to ensure legality at the various stages of the appearance and development
of employment relationships. Its importance directly relates to the ensuring of stability in the
application and exercising of labour rights and obligations of the parties in the employment
relationship in a manner that ensures stability, justice, security and legality. In this connection
the study is definitely topical, as it places in the field of doctrinal studies the regulatory analysis
through the prism of the regulations’ relevance and adaptability to the new social realities.
Beyond a shadow of doubt, employment relationships evolve in an environment of serious
social challenges, with processes of digitalization radically transforming classical employment
institutions, which are adapting to the new forms of work and the various ways of exercising
and performing workforce. All of the above also calls for a certain update of the control
mechanisms, so that they are adequate as a means of guaranteeing the right to work and its
associated subjective labour rights.
In order to examine and assess the adequacy of the state’s response, in its role of a
supervisory mechanism of compliance with labour law regulations, the authors review, in a
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logical and historical sequence, the creation and functioning of the Labour Inspectorate as well
as the current controls it uses. This aim is set both among the research tasks, and the internal
structure of the current study. The said study is limited as a subject matter, on the one hand
because of the volume of the present text, but on the other – because of the fact that the study
is actually part of a larger scale monographic research under a project intended as a doctrinal
analysis of the overall state control of compliance with labour legislation in its legal and
economic aspects.
The results presented in the present study are part of a research performed by the
authors, as members of the team of a national scientific project NPI № 43/2020 on the topic of
“Legal and Economic Aspects of State Control of Compliance with Labour Legislation“.
The aim of the present work is to analyze the peculiarities and the essence of the Labour
Inspectorate (LI) as a specialized authority, in view of its historical development, current
regulations, and the specifics of the legal tools for exercising control of compliance with labour
legislation.
The object of research is the normative regulation of control of the compliance with
labour legislation in the section dedicated to the Labour Inspectorate.
To achieve the said objectives, the authors have formulated the following research
tasks:
1. To put forward and summarize chronologically the separate stages in the historical
development of the LI as a specialized control authority corresponding to the social
processes in Bulgaria.
2. To analyze the present legal framework pertaining to the LI’s peculiar functions,
competences and control mechanisms.
3. To summarize the applied tools and mechanisms for exercising controlling authority.
4. To formulate generalized conclusions about the work of the Labour Inspectorate and
the update of its regulatory framework.
Research methodology is based on the combined use of common scientific methods –
analysis, synthesis, induction and deduction, accompanied by methods pertaining to legal
research – normative analysis, comparative legal analysis, as well as historical and system
analyses.
Content is consistent with the applicable legislation as of April 2022.
1. Historical roots
Control of compliance with labour legislation guarantees observance of the
constitutional right to work. Its significance for the branch of labour law is undeniable. On the
one hand, control can be viewed as ushering in the appearance and differentiation of an
independent legal branch, and on the other – as an activity that ensures the observance of the
rights between the subjects of the employment relationship. The institution of control
undergoes a genesis of development which is invariably associated with the authority this
specific activity is assigned to. Control was initiated in the years after the liberation of Bulgaria
when the economic foundations of the third Bulgarian state were laid. In the 1890s the need
was seen for the “establishment of the inspection of labour in factories and any other
workshops” – p. 9 in the First programme of the Bulgarian Social Democratic Party (BSDP)4
in 1892.5
From a terminology point, over the years of development of this institution, labour
In 1891 Bulgarian Workers’ Social Democratic Party was created. And 1904 saw the beginning of the first trade
unions in Bulgaria: The Common Workers’ Trade Union and the Free Workers’ Common Union.
5
See Bulgarian Communist Party (BCP). Documents of the central governing bodies, tome 1. Sofia, 1972, p. 39–
40
4
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legislation has used a number of terms – “labour safety control”, “supervision over the
execution of the Labour Code (LC)” and the expression currently adopted: control of
compliance with labour legislation, which features in the LC – chapter nineteen “Control of
compliance with labour legislation and administrative and criminal liability for its violation”
(Andreeva & Yolova, 2011, p. 32).
In view of the object of the present study, the emphasis in the historical analysis will
be placed on tracing back the development of the authority implementing control.
Laying the foundations and the following development of Bulgarian Labour Law is
closely related to the setting up and regulations of the Labour Inspectorate. A decree of Prince
Ferdinand of 3November 1907 marked the beginning of the Labour Inspectorate 6. According
to the decree, the inspectorate is to perform functions pertaining to application of laws,
regulations and ordinances concerning “instruction, commerce, crafts and workers’
protection.” Having analyzed the norms we can conclude that at its initial stage the authority
had both executive and controlling characteristics. At the same time, its role for the protection
of worker’s rights is clearly and definitively outlined. It is precisely the systemic structure of
this body of authority that underlies the protective function of the emerging branch of labour
law in Bulgaria in the post-liberation period. When juxtaposed to the European norms of the
period, Bulgarian labour inspection clearly emulates the French model of a state inspection of
labour. In Europe at the time there were two models for state control authority regarding
compliance with labour law regulations and labour protection – a French one and an English
one. Respectively, the French model is associated with the establishment and the activity of a
general labour inspectorate covering all industrial branches and activities, whereas the English
one envisages various specialized inspectiorates according to the specifics of individual
economic branches7.
An important step in the development of control, and, simultaneously, labour legislation
is the passing of the first Bulgarian law on the safety and hygiene of labour in 1917.8 This law,
besides its significance as a regulation of social relationships in an important historical period,
also contributes to stability; it is worth noting that it was only repealed as late as 1951, when
the first codified act in the field of labour law – the Labour Code of 1951 was adopted. Control
of compliance with this act was assigned to the Labour Inspectorate under the Ministry of
Agriculture and Trade.
These acts are the foundation stones of the first period in the development of control,
as well as the building of the regulations of the labour law branch. The said stage can be defined
as a capitalist one in as much as it reflects the existing social relationships regarding legislation
and the need to impose acts pertaining to labour protection and control of compliance.
The second period is linked to that of the country’s socialist development after 1944.
In 1949 Bulgaria ratified Convention № 81 of the International Labour Organization
about the labour inspectorate. The aim is to synchronize national regulations with the
international principles and norms in the field of control. It is worth noting that until then,
despite the lack of an overall structure of labour law sources, Bulgaria does have a wellestablished tradition of control on work activity.
In the first years after 1944, there can be seen inconsistencies between regulations and
the new real-life social relationships that gain ground. Quite untypical for the previous
development of control was the so called “worker’s control” initiated and introduced by the
Law of Labour Inspectorate in Bulgaria – confirmed by a decree № 182 by Prince Ferdinand І, of 03.11.1907
(publ. State Gazette issue 238/1907 )
7
Linspecion du travail – sa mission, ses methodes. Geneve: BIT, 1971, р. 1 – 2.
8
Law on hygiene and labour safety – approved by a decree № 25 by Prince Ferdinand I of 01.06.1917 (publ.SG,
issue 129/1917р amended)
6
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Bulgarian Communist Party. Over the period 1944 - 1947 this control was exercised by the
Fatherland Front committees (1944), “factory commissions” (1945), and “prof-committees”
(after April 1945). On the one hand this kind of control aims to decentralize control and
counteract state control performed by labour inspectors, and on the other – political
commitment of control functions.
Workers’ control encompasses the normal course of the labour process, financial
reporting of economic activity, compliance with labour legislation on the part of the private
employers and other. The regulatory base of this type of control consists of: The law on
establishment of reconciliation commissions regarding the interpretation and application of
collective labour agreements (SG, №102, 1946) and in the Ordinance for regulating the
relationships between prof-committees and employers in industrial enterprises.
In 1951 a change occurred in the affiliation of the control organization, and namely –
health and safety control functions were imputed to Bulgarian trade unions 9. This act
recognizes the role of the trade unions in the building of labour law and the control of
compliance with its regulations, with the process heavily influenced by Soviet practices
(Aleksandrov, 1959, p. 132)10. The same year also saw the closure of the Ministry of Labour
and Social Care11.
In 1966 the law was passed on the Labour Health Supervisory Inspectorate at the
Councils of Ministers (publ. SG issue 52/1966). In 1973, respectively – the Act of assigning
Bulgarian trade unions control on labour protection (publ. SG 53/1973)
The new Labour Code of 1986 in art. 399, par. 1 stipulates that trade unions exercise
overall control on compliance with labour legislation in all branches and activities (publ. SG
issues 26 and 27/1986, amended)
The third period relates to the democratic changes in the country and begins in 1989.
Having in mind the newly adopted fourth Bulgarian constitution, respectively the new norms
regulating labour performance in the conditions of market economy, the need occurs for
reconsidering the control functions regarding compliance with labour legislation, and above all
– the organization of the particular authority.
Thus in 1991 the State Labour Inspectorate at the Ministry of Labour and Social
Policy12 was established. In 1992 the newly-created inspectorate was imputed with control
functions concerning health and safety at work13. The same year the said authority was
transformed into a General Labour Inspectorate14, and consequently in 2000 - into an Executive
Agency General Labour Inspectorate (EA GLI) under the labour and social policy minister. In
2002 the Executive agency “General Labour Inspectorate” was assigned the specialized control
activity regarding encouragement of employment15. In the following year, 2003, the specialized
control activity was amended with control of compliance with legislation connected with civil
service (control is exercised by state inspectors)16. Later this activity is redirected to the
Ministry of State Administration (SG, issue 54 of 2006). In 2010 the specialized control on
compliance with legislation referring to civil service and the obligations of parties in
employment relationship was assigned to the Executive Agency “General Labour
9

The Labour Code repeals the Law on hygiene and labour safety of 1917.
In 1933 the Soviet Union closed the Commissariate of labour and the functions of control of compliance with
labour legislation were taken over by the Supreme All-union Central Trade Union Council.
11
A Law on repealing all laws passed before 9.09.1944, (publ.SG issue 93/1951)
12
Decree of the Council of Ministers(DCM) № 193 of 02.10.1991 (publ. SG issue 83/1991, amended)
13
Law on amending the Labour Code. With the amendment in art.399 the state resumes control on compliance
with labour legislation (publ. SG,issue 100/1992 .)
14
DCM № 92 of 26.05.2000 (publ. SG issue 44/2000).
15
Decree № 35 of CM for amendment of the Structural Regulations of the EA “GLI” (publ. SG 19/2002.).
16
Decree № 77 of CM, SG, issue 36/2004.
10
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Inspectorate”. In accordance with art. 6 of Convention 81 of the International Labour
Organization (ILO), labour inspectors are civil servants.
Control of compliance with labour legislation is an act of power and over the years this
power was exercised by competent authorities. In view of the change in the social relationships
over the different historical periods there can also be observed a change in the affiliation of the
authorities exercising control, a certain dynamic in the work itself. As a type of administrative
control this particular control is characterized by its power-exercising character and the
executive and administrative powers of the bodies authorized with control execution.
2. Current legal framework of the Labour Inspectorate
As a centralized authority on performing specialized external control, the Executive
Agency General Labour Inspectorate is regulated in acts of various nature and specifics, which,
being structured in the hierarchy of the legal framework, can be identified at several basic level
as follows:
1. Within the general submission to the principles and philosophy of ILO’s Convention
81 regarding labour inspectorate.
2. Systemic definition of the nature and competences related to executing external control
within the general codified employment act – LC, where within the overall legal
framework is situated and implemented the position of centralized control of
compliance with labour legislation.
3. Specified regulations, directly relatable to and complementing certain aspects of labour
performance, the common framework of control competences, in particular – the
Labour Inspection Act and the Health and Safe Work Conditions Act (HSWCA).
4. Structural regulations of EA General Labour Inspectorate as major administrative and
organizational by-laws.
This system of acts presents the overall picture of an unfolded and internally consistent
legal regulation that identifies the nature, the application, as well as the measures and tools for
control impact aiming effectiveness and legality in the initiation and development of
employment relationships. In the above –mentioned aspects a consistent approach is developed
so that a specialized form is established which is external to the organization but which
safeguards fair and decent working conditions. The form of control also provides various
penalizing methods in case of illegality, whereas at the same time it upgrades on the principles
of an individual’s freedom to exercise their right to work and the subjective labour rights
therein (Banov, 2020a, pp. 59-83).
The basic aspects of regulation, upgraded and also further developed in the present
ordinances of particular acts are to be found in the principles and philosophy of IOL’s
Convention 81 regarding labour inspectorates. It was first presented at the 30th session of the
General conference of the International Labour Organization in Geneva, Switzerland on 11July
1933 and came into force on 7 April 1950. Bulgaria ratified it with a Decree № 745 of the
Presidium of the Grand National Assembly of 31 August 1949 (SG, issue 207 of 1949) and it
came into force on 29 December 1950.
Control inspectorate’s main fields of activity are described in art.3 of the Convention
in the aspects concerning the application of the legal regulations on work conditions and
workers’ protection at work, providing information and technical advice to employers and
employees about the most efficient methods of compliance with regulations, how to signalize
competent authorities regarding mistakes or abuse which are beyond existing legal regulations.
Also described are the possibilities to take measures regarding the obligation of the respective
authorities to notify the inspectorate of any occupational accidents and occupational diseases
according to the circumstances and under the conditions prescribed by the national legislation.
It is explicitly stipulated that the Labour Inspectorate is under the supervision and control of
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the executive power, therefore in principle its activity must be consistent with the overall
administrative practice of the member state.
In terms of the basics of implementing control, there are outlined the inspectors’
authorities which are also to be reciprocated by the ratifying state as well, taking into
consideration the peculiarities of the respective national legislation. In particular these come
down to the right of the controlling authorities involved to: freely enter, without preliminary
notice, at any time of day or night, into any enterprise placed under the Inspectorate control, to
enter premises in the daytime, as long as there is sufficient evidence to suppose they are subject
to Inspectorate control; to research, check and investigate should it be deemed necessary
considering the need for compliance with employment regulations. Inspectors can interrogate,
either on their own, or in the presence of employer’s witnesses, or that of the staff. Inspectors
can familiarize themselves with registers and documents, whose maintenance is prescribed by
legislation on work conditions.
In implementing their competences and above all in finding irregularities, inspectors
are authorized to take direct measures to eliminate the faults found in equipment, in the
structure or methods of work for which there is enough evidence to believe they can be health
or safety hazards, but also to issue prescriptions on improvement of work conditions or demand
that such be issued. They can also prescribe urgent measures that are to be taken immediately,
should there be immediate danger for workers’ health and safety.
A general regulation, though somewhat fragmentary and scarce in terms of text volume,
of the Executive Agency “General Labour Inspectorate” is provided in the LC, chapter 19
‘Control of compliance with labour legislation and administrative and criminal liability for its
violation’, Section I. Control of compliance with labour legislation (Title amended - SG, issue
25 of 2001, in force since 31.03.2001), art. 399 – 412. Pursuant to Article 399, par. 1 – 3
 Overall control of compliance with labour legislation in all branches and activities,
including payment of unpaid wages and compensation upon termination of employment
contract,
 Specialized control activity regarding compliance with legislation concerning the
performance of civil service and the rights and obligations of the parties in employment
relationship where it is absolutely forbidden for a person with a direct or indirect interest in the
controlled object’s activity to exercise such control.
Also directly reciprocated in texts and further updated according to the specifics of
national regulations and the overall administrative activity are the control bodies’ authorities
envisaged in the Convention. In this sense and under art.402, par. 1 LC inspectors have the
right to:
1. at any time visit ministries, other departments, enterprises and places where work is
performed, premises used by employees, as well as demand from all persons present on
the premises to identify themselves with an ID document;
2. require from the employer or the official responsible for appointments, explanations,
information and submission of all necessary documents, papers and certified copies of
the above related to exercising control;
3. get directly informed by employees on any question pertaining to exercising control, as
well as demand from them to declare in writing work- related facts and circumstances,
performing civil service respectively, including data referring to remuneration;
4. collect samples, specimens or other similar items for laboratory analysis, use technical
devices and equipment, do measurements of working environment factors, in
connection with the control over the performed labour activity;
5. identify reasons for and circumstances of occupational accidents that occurred.
Decisive powers regarding the legality and fairness of hiring are those of the inspectors
about the observance of the registration mode of the concluded employment contracts and
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declaring the existence of an employment relationship. Thus should there be revealed that
labour performance has occurred without concluding an employment contract (art. 405а LC),
the existence of an employment relationship, established by means of the admissible evidences,
is declared with a resolution issued by the control authorities of the Labour Inspectorate. The
decree also defines the date the employment relationship is initiated. Based on the resolution,
control authorities prescribe to the employer to offer the employee to sign an employment
contract, as either of the date of the occurrence of the employment relationship, or the date the
resolution was issued.
In cases where parties do not conclude an employment contract the resolution replaces
the said contract and it is considered concluded for an indefinite time with a 5-day working
week and 8-hour working day.
In hypotheses of violated registration regime it is envisaged that the Executive Agency
“General Labour Inspectorate” informs the National Revenue Agency of an official deletion of
a notification sent about a concluded employment contract, when an employer or an official
has failed to fulfill in due time a mandatory prescription in force, according to art. 404, par. 1,
p. 11 or in the cases of art. 404, par. 5. In turn, the National Revenue Agency provides control
authorities with the necessary tax and insurance information for the purposes of control of
compliance with labour legislation and legislation on civil service.
To further develop and apply the Convention principles, the LC envisages a number of
measures and mechanisms of control impact. Situations where they are applied vary widely in
as much as they concern not only the direct violations found, but also cases of prevention and
suspension of labour legislation violations, violation of civil service legislation as well as
prevention and removal of resulting harmful effects. Besides, apart from the control authorities
and their initiative hereby, these measures are also taken by authorities exercising external and
internal department control, in particular other state authorities implementing general and
specialized control on compliance with labour legislation by virtue of law or according to an
act of the Council of Ministers, respectively ministers themselves, heads of other organization,
as well as local government bodies who exercise control of compliance with labour legislation
by specialized authorities of their own.
Should any violations be found, either direct measures are to be taken, making use of
various methods of direct intervention, or mandatory prescriptions are to be issued for
employers, user enterprises, appointment officials or officials responsible for elimination of
violations of labour legislation, legislation regulating civil service, including regulations
concerning the obligations of providing social services to employees, as well as obligations to
inform and consult employees pursuant to LC and to the Act of informing and consulting
workers in multinational companies, business groups and European companies, as well as
elimination of irregularities in health and safety provision. Prescriptions may concern a wide
range of aspects of activity, including the introduction of a special regime of safe work under
circumstances of serious and immediate danger for workers’ life and safety, elimination of an
irregularity associated with entering a smaller sum in the payroll, than the sum the employer
actually paid, for amendment of the employment contract that was concluded as a part-time
one into a full time contract, for sending notification of a concluded employment contract when
the lawful deadline was not met, for payment of unpaid wages and compensations upon
termination of employment relationships.
A specified form of control referring to the Labour Inspectorate (LI) is the control under
the Labour Inspection Act (LIA) (Aleksandrov, 2017, pp. 13-17) (Aleksandrov, 2016, pp. 1015). Pursuant to the text of art. 4 labour inspecting is a large- scale control including control of
compliance with employment and insurance legislation and specialized control under the Law
on Encouragement of Employment and the Health and Safe Work Conditions Act. In this sense
paragraph 1 of the Tax Proceedings Code (TPC) also defines labour inspection as an activity,
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implemented by an extensive system of control bodies at various levels, intended to find out
and impose conformity between the legislative requirements and their application in places
where labour or training is performed (Banov, 2020b, p. 370). Labour inspection is carried out
independently or in cooperation with executive bodies or specialized administrative structures
of theirs, including inspectors, civil servants, and/ or other authorized persons in the Executive
Agency “General Labour Inspectorate”. A main form of control under the Labour Inspection
Law is the joint inspections performed following an order by the Minister of labour and social
policy or an official authorized by them and performed in accordance with the National
Program for Labour Inspection, demanded by the Council of Ministers and assigned by the
prosecuting authorities, proposed by the National Council of Work Conditions, in response to
complaints and signals about violations of legislation, as well as in cases of factory accidents
and occupational accidents resulting in death and injury of more than three workers or offences
rightfully suspected to be likely to cause disability.
A special report is produced about joined inspection results, where the report contains
findings, the prescriptions given and the measures taken to seek administrative and criminal
liability. The report is consequently submitted to the Labour and Social Policy minister with a
copy to the management of the control authorities who carried out the inspection.
At the by-law level the most essential organizational act regulating the structure and
competences of the Agency is its Structural Regulations. Organizationally, the agency is an
independent legal entity supported by the budget of the Ministry of labour and social policy.
The agency is organized as general and specialized administration and is structured as a
Headquarters and 28 territorial directorates “Labour Inspectorate” with a total personnel of 492
full- time positions. The headquarters includes general administration directorates, the
Directorate- general “Labour Inspection” as well as the directorates of “Legal provision of
inspection activity” and “International labour migration” and individual positions.
Specialized administration is organized in the directorates of “Legal provision of
inspection activity”, “International labour migration” and a Directorate – general “Labour
inspection” with 28 territorial subdivisions –Labour Inspectorate directorates located in the
district administrative centres.
In view of further upgrading the acts into such of higher legal force, the LI is to operate
by:
1. exercising overall control of compliance with labour legislation in all branches and
activities;
2. exercising specialized control of compliance with the Health and Safety Work
Conditions Act, the Law on Encouragement of Employment, the Law on Labour
Migration and Labour Mobility, legislation on performance of civil service and the
rights and obligations of the parties in the employment relationship, as well as other
legal regulations, should the law require it;
3. providing information and technical advice to employers and employees about the most
effective methods of compliance with labour legislation, about legislation regulating
health and safety conditions of work and other regulations of which the control is
assigned to the Agency by virtue of law;
4. exercising the right provided by the Commercial Act to file a claim for opening
insolvency proceedings of a trader regarding due and unfulfilled for over two months
obligations to the said trader’s employees.
5. informing competent authorities about established incompleteness and irregularities in
the existing labour legislation.
The structural regulations envisage two main forms of operation and control – planned
and unplanned inspection. Pursuant to art. 18 par. 1 and art. 19, plant inspection is carried out
according to annual plans for directorates’ activity in order to fulfill the programs and measures
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defined in the annual plan of the Agency’s operations. Unplanned inspection takes place either
at the initiative of the executive director, the heads of directorates of specialized administration
and the inspectors’ discretion, or at the initiative of subjects outside the particular structure –
by order of the minister of labour and social policy, by order of court, the prosecution, the
authorities performing pre-trial criminal proceedings, workers’ claims and signals on issues of
employment relationships, employees organizations, as well as media information, claims and
signals of the appointment authorities, heads of administrative structure inspectorates and trade
unions or complaints by civil servants and in order to find out the reasons for accidents
occurring at work.
In the implementation of competences upon finding violation a further development
has been envisaged of the concrete framework of the LC (art. 21, par. 4), and namely, that
inspectors should apply the coercive administrative measures provided in the regulations, issue
decrees according to art. 405a of the Labour Code for declaring the existence of an employment
relationship, draw up an act for finding an administrative violation and initiate administrative
criminal proceedings, as well as give oral orders in case of established administrative violation
that can be eliminated in the course of the inspection.
The legal regulations we have examined in terms of the hierarchy of acts enable us to
make certain conclusions. On the one hand, provided Convention frameworks are consistently
complied with, there is a certain further development of the national legal regulations regarding
the powers and forms of control impact. Simultaneously, there is a lasting trend of continuous
improvement and upgrading of regulations, in harmony with the new social relationships and
the peculiarities of hiring and implementing labour. Every single act, at its respective level
complements and further develops its preceding ones and thus establishes an overall, complete
and essentially consistent legal regulation. On the other hand, there is strict adherence to the
hierarchy of control functions in the total structure and system of the general and specialized
national administration. Synchronous forms of joint control operation have been found, while
fortunately the operative independence of the Inspectorate has been preserved and so has the
outstanding significance of this authority as a centralized external control authority regarding
compliance with labour legislation.
3. Coercive administrative measures as a main legal instrument for exercising
control of compliance with labour legislation
This country has its traditions in the regulation of the right to work, as well as in the
control of compliance with labour rights. Regardless of the numerous legislative changes over
the different historical, social and political periods in the restoration of Bulgarian state from
1878 to these days, this country has adhered to the international obligations it has assumed with
regard to observing essential social rights, as is the right to work (Dimitrova, 2021, pp. 192202).
The peculiarity of legal regulation of control of compliance with labour legislation is
defined by the sources of labour law as a major branch in the national legal system. Among the
legislative acts directly intended to regulate state control on observing rights, the Labour Code
occupies a central place. Since its adoption in 1986 it has undergone dozens of amendments,
including these relating to the regulations on control of compliance with labour legislation.
The Executive Agency “General Labour Inspectorate” (EA GLI) within the
responsibilities of the minister of labour and social policy performs overall control of the
application of and compliance with labour legislation (art. 399, par. 1 of LC). The Agency is
a department in the system of executive power that does not have the rank of a ministry and is
structured into a Headquarters and 28 district directorates.
Control of compliance with labour legislation is a specific part of the state’s managerial
activity performed by a specialized administrative authority – EA GLI. The aim of this control
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activity is to ensure legal development of employment relationships, which is possible
exclusively by means of really applying labour legislation.
The EA GLI’s administrative control includes performing inspections and applying
coercive administrative measures (CAM) on the part of the control authorities. In case
violations of labour legislation are revealed as results of control, the LC also envisages
imposing administrative penalties, though the administrative-and- criminal liability is not part
of the control, but rather a jurisdictional activity (Balabanova, 2004 , p. 79).
The essence of CAM, their basic characteristics and types have been studied in our legal
doctrine (Lazarov, 2017, p. 15-235), but have been examined in a much too general manner,
as simply a type of administrative coercion and only their general characteristics as
administrative legal institutions have been considered. (Dermendzhiev, Kostov, & Hrusanov,
2010, p. 362-370). There are no in-depth independent studies dedicated to CAM about the
prevention and elimination of violations of labour legislation. In as much as certain authors do
mention controls of compliance, they only dwell in the general issues of labour law (Mrachkov,
2018, p. 955-968).
In this sense research on the CAM imposed by the labour inspectorate is certainly
insufficient. Administrative coercion in labour law has its own characteristics which have to
be analyzed independently. This calls for the need for research on the subject, partly in view
of filling in the doctrinal scarcity and partly it is of practical importance to facilitate labour
inspectors in their control activity.
CAM are a basic instrument for prevention and elimination of violations of labour
legislation. This type of administrative coercion does not have the character of a sanction. No
administrative-and-criminal liability is implemented through the application of administrative
coercion and no administrative penalty is imposed, as the said coercion does not entail
unfavourable legal consequences for its addressees and does not aim to reform and improve
them. This measure of administrative coercion represents external psychological impact on its
addressee. The immediate goal is to put an end of the labour legislation violation and to
stimulate the person in question to voluntarily perform their obligations resulting from their
status as an employer or appointment official.
In their legal essence CAM are a set of activities and instruments competent control
authorities use. On the one hand CAM are aimed at prevention and elimination of such
violations, and on the other – at the prevention and elimination of the harmful effects resulting
from them (art. 22 of the Administrative violations and Penalties Act). Unlike administrative
sanctions which are only imposed in cases of administrative offences performed, CAM may be
applied both when administrative violations have been carried out, and as a preventive measure
should there be a direct and immediate danger of such violations. In order to apply this measure
it is enough that any of the legal facts listed in the hypothesis of art. 404 par. 1 of the LC has
occurred in the objective reality. The employer need not have intentionally violated, by their
action or inaction, the regulations of the labour legislation, or be guilty of failing to fulfill
certain obligations. Whereas, to impose an administrative penalty as a general rule, it is
necessary that the offence is guiltily performed, i.e. not only an objective but a subjective aspect
of the respective violation is available.
In view of the above, CAM for the prevention and elimination of violations of labour
legislation are not means of implementing administrative responsibility of the employer or
appointment officials. They act as a warning, as they have preventive character. They protect
not only the addressee (the employee) but also the object of violation (the right to work, i.e. the
rights resulting from performing labour). To apply these measures it is sufficient that the
offence is illegal, as they are applied regardless of guilt.
Violations of the regulations on employment relationships may be revealed in various
wrongful acts and affect a wide range of aspects pertaining to the subjective rights of
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employees. This turns CAM into an effective tool for preventing violations of labour
legislation. The kinds of CAM for prevention and elimination of labour legislation, as well as
the prevention and elimination of their harmful effects, are established and described in detail
in art. 404, par. 1 of the LC:
 Mandatory prescriptions;
 Stopping the commissioning of buildings, machines and facilities, production and sites;
 Stopping an enterprise’s operations;
 Stopping the execution of illegal decisions or orders issued by employers, appointment
authorities or officials;
 Dismissal of employees owing to their lack of required qualifications or their not being
acquainted with the rules for healthy and safe work conditions;
 Introduction of a special regime of safe work in case a serious immediate danger arises
for the life and health of workers if it is impossible to stop hazardous machines.
In their legal nature the acts through which CAM are applied according to the LC are
individual administrative acts although the legislator uses the term “prescription”. In the
hypothesis of art. 404, par. 1 of the LC the prescription is an individual administrative act, yet
in certain court acts it is assumed that a prescription is equivalent to CAM17. This is imprecise
– the act of CAM imposition should not be considered the same as the measure itself.
Mandatory prescriptions possess the characteristics of individual administrative acts, whereas
the CAM imposed with these acts can vary depending on their purpose – preventive,
eliminative or restorative (Lazarov, 2000, p. 231).
The effectiveness of CAM as a means of eliminating the revealed labour legislation
violations can be assessed from the content of the Annual Reports of the EA GLI. The table
below shows the number of CAM imposed for the years 2019, 2020 and 2021, with 95% of
them amounting to mandatory prescriptions to be executed by employers18.
Table 1. Results from the control activity of EA GLI regarding the application of CAM
year

2019
2020
2021

Inspections

Enterprises

carried out

inspected

40 216
37 145
40 788

31 412
29 919
33 177

Labour

CAM applied

Penal decrees issued

legislation

and agreements

violations found

concluded

171 826
153 760
187 712

164 538
147 556
181 323

9 109
7 577
8 544

Source: Prepared by the author (Summary reports on EA GLI control activity, accessible at:
https://www.gli.government.bg/bg/taxonomy/list/371)

Summarized reports on the control activity of EA GLI unequivocally show that the
CAM applied are tens of times as many as the penalty orders issued. This definitely supports
the effectiveness of CAM as a means of control on the prevention and elimination of violations
of labour legislation. Seeking administrative criminal liability from employers or appointment
authorities is the other form of impact when there are violations of the labour legislation. Such
liability is sought from persons who fail to duly fulfill the prescriptions given, repeat the same
violations again and create obstacles for the control authorities to do their job.
The imposition of CAM always occurs by means of a new independent administrative
act, which generates for its addressees individual obligations that must be fulfilled and their
Definition № 1542 of 20.07.2021on an adm.case № 1247/2021 by the Administrative court - Burgas; Court
ruling № 1114of 20.06.2017 on adm. and crim.case. № 1125/2017of the Administrative court - Burgas
18
Annual reports on the activity of EA GLI, accessible at: https://www.gli.government.bg/bg/taxonomy/term/370
17
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execution is initiated by coercion. These measures are not applied arbitrarily, they have to be
subjected to the principle of legality, and consequently they are to be applied solely in cases
explicitly described in a law or decree. The said measures must be imposed in a manner and
order prescribed by the legal regulation and are to be in congruence with the particular offence
and the particular eventual or real damaging effects. CAM are only to be imposed by the
administrative authorities pointed in the legal norm (Dimitrova, Mateeva, & Dimitrova, 2020,
p. 95).
In this sense mandatory prescriptions under art. 404, par. 1 of the LC must be enacted
by a competent authority (Directorate “Labour Inspectorate”), after an inspection has been
performed and facts and circumstances have been clarified in compliance with articles 35 - 36
of the Administrative Procedure Code. Mandatory prescriptions have to be issued in the form
prescribed by law, with the particular factual and legal grounds for producing them. Given that
administrative production regulations and substantive provisions of the law have been
complied with, and the lawful objective has been considered, it is assumed that issued
mandatory prescriptions are legal19.
Further on, the acts with which CAM are imposed must be motivated. It is emphasized
in the court practice that in the Labour Code there are two aspects of meaning in these measures
- on the one hand they have a suspensive effect, aiming to discontinue a particular act which in
itself is an administrative offence, and on the other – they are of preventive and deterring
character, aiming to prevent the possibility for the perpetrator to commit other similar
violations. Correspondingly, the mandatory prescriptions given during the control operation of
the “Labour Inspectorate” Directorate have to be concrete, clear and unequivocal. Should a
given prescription be too general, it generates ambiguities and does not meet the requirements
of art. 59, par. 2, p. 5 of the Administrative Procedure Code (APC) and this practically prevents
the possibility of its execution. Therefore, it is imperative that the prescription describes the
particular activities the employer must perform in order to be considered that the necessary
organization has been created for ensuring effective control, as well as the violations that have
been performed in the organization of work which are to be eliminated. This means that the
individual administrative acts which impose CAM under art. 404, par. 1 of the LC have to be
motivated20.
The above also poses the question of observance the requirements for CAM lawfulness.
As Cam are objectivized in the issuance of mandatory prescriptions, which in turn are
administrative acts under art. 21, par. 1 of the APC, the legal guarantee for ensuring their lawful
application is the provided possibility for challenging them. Under art. 404, par. 1 of the LC
CAM may be appealed in the order of APC (art. 405 of the LC).
Mandatory prescription is an individual administrative acts, consequently it can be
appealed by the employer or the appointment authority to a higher administrative authority or
in court. What is important to take into consideration, however, is appealing does not stop the
execution of CAM (art. 405, sentence 2 of the LC) (Bogomilova, 2013, p. 58-65).
Administrative appeal is a means of exercising administrative control by the
immediately superior administrative body. In the particular case the competent authority is the
Executive Officer of the EA GLI. The deadline for pronouncement is two weeks from receiving
the correspondence (arg. in art. 97, par. 1 of the APC). The competent authority shall issue a
reasoned decision with which: it declares the contested act null and void; cancels the contested
act in whole or in part as unlawful or inexpedient; or dismisses the complaint. In case the
executive director fails to come with pronouncement within the two week term since receiving

19
20

Decision № 12381 of 03.12.2021 on adm.case. № 7758/2021., VІ dept. Of the Supreme Adm.Court.
Decision № 1230 of 01.02.2021 on adm. Case№11163/2020, VІ dept. of SAC.
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the correspondence, the legality of the administrative act may be contested in court via the
administrative authority which issued the act (art. 95, par. 5 of APC).
However, labour inspectors’ mandatory prescriptions may also be challenged directly
in court, even if the possibilities for administrative challenge have not been exhausted (arg.
from art. 148 of APC). CAM imposed by the “Labour Inspectorate” Directorate, as well as the
decisions of EA GLI’s executive director are appealed to administrative courts (arg. from
art.132 of APC). The appeal is filed through the authority issuing the act to the respective
administrative court (arg. from art. 152, par. 1 of APC). The court decision is rendered within
a month of the final hearing. In the decision the courtа declares null and void, cancels in whole
or in part or amends the contested act, or rejects the challenge (art. 172, par. 1 and 2 of APC).
The decision of the first instance is subject of cassation appeal to the Supreme Administrative
Court.
In summary, a conclusion can be drawn that CAM are an efficient tool for prevention
of the violations of workers’ labour rights. The provision of art. 405, sentence 2 of the LC,
which states that the appeal does not stop the execution of CAM, also contributes to the
effectiveness of administrative coercion, imposed under the Labour Code. By means of the
Labour Inspectorate acts active impact is sought for the protection of violated labour rights so
as to guarantee workers’ lawful interests. It is the legislator’s will to bring speed in the
elimination of labour legislation violations in view of the social significance of regulated legal
relations. Administrative productions of such importance require speed and immediate
execution of law enforcement measures21.
In view of the insufficient number of publications and the unsatisfactory research on
CAM as a main legal tool for exercising control of compliance with labour legislation, the
author hopes to bring light to the questions examined so as to make a valuable contribution to
the legal doctrine. In turn, filling the doctrinal gap will help the correct understanding of the
norms and their application in the practice of control authorities.
Conclusion
On the basis of the performed historical and present-day normative analysis, the
following conclusions can be formulated:
1. Control of compliance with labour legislation arises and evolves along with the
development of the social relations in Bulgaria after the liberation. The progress of control is
interrelated with the dynamic of the economic relations, as well as the development of the legal
branch of labour law.
2. The current regulation of the centralized control authority presents an unfolded,
complementary and consistent system of provisions, established in normative acts of various
nature and legal force. In their entirety, these formulate a comprehensive regulation, adequate
in terms of the preservation of the fundamental legal principles and regulations of control
impact, but also adjustable enough to the new challenges facing social and classical
employment relationships.
3. CAM are an efficient means of control to prevent and discontinue violations of the
labour law. Their effectiveness is also supported by the provision of art. 405 of the LC, under
which the appeal does not stop CAM execution. On the one hand, the performed analysis of
the peculiarities of administrative coercion applied in the area of labour law adds valuable
content to the legal doctrine, and, on the other – the authors hope to facilitate labour inspectors
in their control activity.

21

Definition № 10764 of 04.09.2018 on adm.case № 10425/2018, VІ dept.SAC.
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