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Editorial preface

The geopolitical and global economic realignment that has taken place in recent years has created
a new situation in many respects. As a result, our previous perceptions of our environment and
the world have changed and are changing. The process of transforming the space of power has
only just begun and is far from complete. It is hardly wrong to say that positive and negative events
will continue to transform the force field. There are a number of political and economic policy
factors that hinder clarity. It is for the future to address these.

As the studies in this year's second English-language issue of our journal show, these changes will
affect not only the positions, dependencies, economic, social and ecological sustainability of
countries in the division of labour, but also the well-being and prosperity of those living in the
centres and peripheries.

Sustainability, which is in the public interest, is a key condition for this. The studies in the current
issue of our journal provide contributions to this process and its consequences (without claiming
to be exhaustive).

Miskolc, June 2024

Prof. Dr. Gyorgy Kocziszky
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TANULMANYOK / STUDIES

Levente Horvith*
BRI and the changing world order

China celebrating the 10 anniversary of the Belt and Road Initiative what was born as an
economical cooperation, but after 10 years we can realize that the BRI is more than that.
Capitalizing on their political and economic achievements in the 21st century, Asian countries are
calling for a new world order. We are witnessing the emergence of a new multipolar and
multicultural world order, but little has been said about the structure of this new system. China
can offer many countries a new alternative for cooperation, thanks to the success of the Belt and
Road Initiative, which can be seen as a framework for a new world order. In my study, through
an analysis of China's vision of world order and a look beyond Western thinking, I examine
whether the Belt and Road can indeed be the foundation of a new world order.

Keywords: China, Belt and Road Initiative, world order
JEL code: F02

https://doi.org/10.32976/stratfuz.2024.13

1. Introduction

In recent years, we have heard from Chinese and Russian leaders on many platforms that the world
needs a harmonious, multipolar world order that should not be run by one country or a single small
community. Asian countries reject hegemony and constantly promote peaceful dialogue and joint
cooperation. Although it is only in the last few years that we have often read in Western media
about Chinese and Russian leaders' statements to this effect, in fact, the discourse in Asian
countries has covered this for decades; however, until now there has been no economically and
politically strong country or community that could adequately represent this idea on international
platforms. So why do we hear about it only in the recent years?

At the beginning of the 21st century, a new world order is emerging as Asian countries gain
economic strength and rise. The last 500 years have been characterised by Western dominance,
with the United States of America, after World War |1, being the only country to emerge from the
conflict unscathed in terms of territory, and at the time producing 60% of the world's GNP. It
defined its leadership role on the basis of its own domestic political experience. After the Cold
War, as the first and only global power, it was even more dominant when it came to shaping the
new world order. The US was a leader in four crucial areas of global power: military, economic,
technological and cultural. It was present in different parts of the world through its dominance of
these four areas, extending its influence to parts of Asia that had hitherto been independent thereof.
Part of the American system are global organisations such as the IMF or the World Bank, which
represent global interests, and which were in fact created at the initiative of the United States
following the Bretton Woods Conference in 1944, and which are - in reality - under American
influence. So the world's affairs are decided in Washington, "and that is where the power game
has to be played, and played according to America's domestic rules" (Brzezinski, 2017, p. 48).
Today, however, "in the favourite phrases of historians, ‘the expansion of the West’ ended and
‘the revolt against the West” began [...] Western power declined relative to the power of other
civilisations [..] the international system expanded beyond the West and became

! Director of the Eurasia Center of John von Neumann University, former Consul General of Hungary in
Shanghai, horvath.levente@nje.hu
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multicivilisational” (Huntington, 2019, p. 71). The 500-year Atlantic era of Western dominance
is coming to an end, culminating in unipolar, hegemonic ruling following the Cold War.

In the 21st century, China's economic rise helped it become the second largest economy in the
world, and it launched the Belt and Road Initiative in 2013, based on mutual benefits, peaceful
coexistence and respect for each other. In the past 10 years, more than 151 countries and 32
international organisations have joined the Chinese initiative, bringing a new kind of connectivity
and cooperation to international politics, which could even serve as the framework for the new
world order that is currently taking shape.

In this study, | examine China's vision of world order, the emergence of the Belt and Road
Initiative and its place and role in the new world order.

2. World order
In 1877, the notion of the Western world order was articulated eloquently by Janos Arany as
below:
In the past the warring nations
Did not follow any precept:
The strong plundered what he could, and
Everything he looted, he kept.

That has changed now, as the world has
A more legalistic flavour:
When the strong now do some mischief
They confer and — vote in favour.

We can see, in the past 150 years there is no change in the world order, the superpowers are
deciding about the world order. But what is world order exactly?

In international politics, and even today, the phrase world order is frequently used, with no general
definition and with many different interpretations and uses, taking the meaning of world order as
evidence. According to The Encyclopaedia of Diplomacy (Baba, 2018), world order is defined
differently from different perspectives:

1. "world order is identified with norms that regulate relations between states on a global
scale, norms that are largely absent or not respected";

2. “other approaches emphasise the subordination of global processes to physical, natural
laws, spiritual and moral values, and the interests of power".

3. "The representatives of the legal-normative approach seek ways and means to create a
just and regulated world order that does not yet exist,

4. according to the descriptive, pragmatic approach of economic and political science,
world order is — at any given time — an interdependent set of world economic, political
and ecological systems, ideas and cultures operating in a given period."

In addition to these approaches, the encyclopaedia also distinguishes between unipolar, bipolar
and multipolar world orders, which give new meaning to the term.

There is no single definition of world order in international literature, but Henry Kissinger's World
Order, in which he explores and discusses the ideas of world order over 430 pages, is certainly
outstanding. According to Kissinger (2015), the world order we usually talk about is in fact the
system established in the context of the Peace of Westphalia in 1648. Kissinger, however, could
not provide an exact formulation of world order, and this paper does not attempt to do so either.
Defining world order is not easy, because looking at world history, it is only by the end of the 20th
century and the beginning of the 21st century that we can say that the world has become fully
globalised — in Marshall McLuhan's (2001, p. 45) words, a “global village". Throughout world
history, some civilisations, or even continents, have built up separate systems independent of one
another, and regional “world orders” have emerged. In fact, the Peace of Westphalia also became
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the set of rules of the world's great powers at the time, and not all civilisations and regions across
the globe took part in the 30-year war.

As | mentioned above, there is no single concept of world order, thus it is worth examining what
notions of and ideas around world order have developed in other regions and civilisations, and
how they view them. Given the relevance of the study — and the volume of constraints — | will
present the Chinese definition of world order.

3. China and the world order

In the course of world history, various civilisations were initially completely separated in space
and time, then around 1500 BC, neighbouring civilisations began to “meet”, but even in the 10th
century AD, it took hundreds of years for ideas and technology to move from civilisation to
civilisation (Huntington, 2019, pp. 63-64). Throughout its 5,000-year history, China developed
"far away" from other civilisations, isolated by natural borders. The Chinese Empire saw the
people beyond its borders as “barbarians”, as it was economically, politically and socially more
advanced and more organised. Unlike Western civilisation, China had no colonial intentions.
Chinese naval fleets led by Chinese admiral Zheng He had already sailed across Southeast Asia
in the early 1400s, reaching as far as Africa. But the Chinese ships did not sail the seas with
colonial intentions, China did not make territorial claims on foreign countries, but proclaimed a
China-centred world, and foreign people had to acknowledge the sovereignty of the Chinese
emperor (Kissinger, 2017, p. 27). Throughout history, until its "encounter" with Western
civilisation in the 19th century, China saw itself as the centre of the world. Its Chinese name

(Zhong Guo - #[E — Middle Country) is the origin of the name Middle Kingdom. China also

expected the surrounding people and countries to regard China as the centre of the world and the
emperor as the Son of Heaven (Ye, 1998, p. 4).

China’s 150 years of humiliation, which Brzezinski (2017) called a historical aberration in his
book The Grand Chessboard, began after the violent emergence of the West. The blame for these
150 years of humiliation is borne by Great Britain because of the Opium War; Japan because of
the predatory wars in the late 19th and mid-20th centuries; Russia because of protracted
encroachment on Chinese territories in the North and the Soviet-Chinese estrangement; and, lastly,
America because, through its Asian presence and support of Japan, it stood in the way of China's
external aspirations (Brzezinski, 2017, p. 223). The four great powers showed China that there is
another world order, one of global scale, beyond the China-centred world order, whose rules are
based on Western culture (Horvath, 2022).

By the 1940s, China had achieved reunification with a strong central power, foreign powers had
been ousted and, in 1949, the People's Republic of China was established, which then regained its
rightful place in the world under the policies of the "Chinese Dream" and the "Chinese
Renaissance", since from 0 AD until the advent of the West, China accounted for 20-30% of the
world economy (Figure 1).
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Figure 1 The development of the world economy from 0 AD to present day
Source: own editing based on Angus Maddison’s The World Economy - Historical Statistics and
the World Bank database

By the 21st century, as can be seen in Figure 1, China had become the second largest economy in

the world. According to Justin Yifu Lin (#%& %, 1952-), Chinese economist and former World

Bank Vice President, China has an increasing role and responsibility in the world economy, but
the rules of the game of the current US-dominated world order were laid down after World War
1. From the perspective of Beijing, China is entitled to a much greater say in shaping the world
order than it currently has, given its economic achievements and global economic responsibilities,
which is why China has launched the One Belt, One Road initiative (Li et al., 2020, pp. 3-5). In
addition, of course, there were and are a number of macroeconomic factors that have contributed
to China's emergence as a globalisation leader.

As China's economic and political strength grows, its voice is also becoming more audible in the
international political arena. Unlike in the past, Chinese diplomats are increasingly speaking out
in defence of their country, but without interfering in the internal politics of other countries, and
as a result they are often labelled "aggressive" or "war wolves" in Western media, even though
this is a far cry from the Western diplomats' statements that we have become accustomed to in
recent decades.

While China's vision for the world and a new multipolar world order has been increasingly heard
on international platforms in recent years, it is not in fact a "recent”" development. Looking at
Chinese and Western archival footage and writings, we can see that since the founding of the
People's Republic of China, there have been continuous proposals for a new world order, the
framework for which has already been outlined. These are presented below.

4. Chinese world order

In his book The Religion of China: Confucianism and Taoism, German sociologist Max Weber
(1915) defined Confucian rationalism as a rational adaptation to the world — in contrast to the
Western concept of rational control of the world.
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Since the founding of the People's Republic of China, China’s international relations have also
been constantly changing, depending on the international situation. According to Wang (2019), it
can be seen as going through four phases: initially, it moved from a policy of "leaning to one side"
towards independence, then it gained a more serious role for itself by becoming a nuclear power,
the third phase is when it returned to the UN, by which time it had become a political and military
superpower, and finally, thanks to the success of the "reform and opening-up" policy, it became
one of the leaders in economic terms, thus becoming a real superpower (Wang, 2019, p. 16).
Throughout this time, however, the position of the People's Republic of China has remained
unchanged: a new world order must be established. The framework for this had been set over the
past 70 years.

4.1. ""Five Principles of Peaceful Coexistence"
In 1949, the foreign policy guidelines promulgated by Mao Zedong at the founding of the People’s
Republic already included peaceful coexistence, but it was on 31 December 1953 that Chinese
Premier Zhou Enlai first elaborated on peaceful coexistence in the form of five principles at a
reception for an Indian delegation, and then signed a joint declaration of agreement on the five
principles with India on 28 June 1954 and with Myanmar on 29 June 1954 (MFA, 2023):

1. mutual respect for each other's territorial integrity and sovereignty;

2. mutual non-aggression;

3. mutual non-interference in each other's internal affairs;

4. equality and cooperation for mutual benefit; and

5. peaceful coexistence.
Peaceful coexistence actually originated in Chinese culture, and if we look at Chinese history, we
can see that although these five principles were not stated at the time, they were also preached by
ancient Chinese strategists and philosophers. The works of Laozi, Confucius, Mozi and many
other Chinese sages have a strong anti-war and pro-peace stance. In his work Tao Te Ching, Laozi
writes explicitly about peaceful coexistence, mutual respect and harmonious relations (Horvath,
2022).
Although the "Five Principles of Peaceful Coexistence™ initially applied to Sino-Indian relations,
China later extended these to its foreign relations with other countries, and in 1955 they were
presented at the Afro-Asian Conference in Bandung.
On the 60th anniversary of the Five Principles of Peaceful Coexistence (28 June 2014), Chinese
President Xi Jinping highlighted in his speech that having been tested by the evolution of
international relations over the past six decades, "the Five Principles of Peaceful Coexistence”, as
open and inclusive principles of international law, embody the values of sovereignty, justice,
democracy and rule of law (PRC, 2014).

4.2. The Bandung Conference

On 18 April 1955, the Afro-Asian conference, co-convened by India, Indonesia, Myanmar, Sri
Lanka and Pakistan, began in Bandung, Indonesia. The conference was attended by 29 Asian and
African countries that were not part of either of the post-World War Il Cold War or bipolar world
order blocs and were fighting for their own independence. It was the first international Afro-Asian
conference without the participation of a colonising country.

A year before the conference, China had separately proclaimed the "Five Principles of Peaceful
Coexistence" with India and Myanmar, the two founding countries of the Bandung Conference,
and China was, therefore, invited to the conference, represented by Premier Zhou Enlai. The
Western bloc tried to prevent Chinese participation, with an unsuccessful bomb attack on the
Chinese prime minister (Zhang, 2015).

A 10-point declaration was issued at the conference, in which the signatories reaffirmed the ideas
contained in the UN Charter: respect for the sovereignty of nations, respect for the rules of
international law, non-violent and peaceful resolution of conflicts, respect for human rights, the
elimination of racial discrimination, cooperation based on mutual benefit, non-interference in each
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other's internal affairs, etc., i.e. building on China's “Five Principles of Peaceful Coexistence”, an
expanded 10-point set of principles for international relations was established, thus proclaiming a
framework for a new world order.

4.3. “Three worlds" theory

Mao Zedong's “three worlds” theory was presented by Deng Xiaoping at the 1974 UN General
Assembly, and divided the world into three parts, as follows (Deng, 1974):

- The "first world" comprises the two superpowers, the US and the Soviet Union, which
want to gain hegemonic power, control the developing countries of Asia, South America
and Africa and intimidate less developed countries.

- The "second world" means the developed countries.

- And the "third world" includes developing countries in Asia, South America and Africa.

In fact, with the "three worlds" theory, China hoped to establish a new system of relations in which
it positioned itself as the leader of the third world. Deng also argued that the main threat to
international peace and security is posed by the hegemonic ambitions of the great powers (Bartha-
Rigo, 2018, p. 67).

4.4. Policy of “reform and opening-up"

In the context of the "reform and opening-up™ policy announced by Deng Xiaoping in 1978, Deng
addressed the idea of a new world order in several speeches. On 4 March 1985, he told a gathering
of foreign leaders that "the outstanding issue in the world today, the global strategic issue, is peace
and development. The question of peace is an East-West issue, while the question of development
is a North-South issue. This can all be summed up in the four words: East, West, North, South.
The North-South problem is the central issue" (Deng, 1993, p. 105). Deng believed that the
economic gap between the North and the South was the source of the unrest, and that it was all
based on an "inadequate world order"”, and that a new world order must be established based on
the "Five Principles of Peaceful Coexistence" (Deng, 1993, p. 93).

4.5. ""Harmonious world"

In April 2005, Chinese Head of State Hu Jintao announced the concept of a "harmonious world"
in his speech at the Jakarta Afro-Asian Conference and in September 2005 at the UN
Headquarters, where he said that countries should "promote peaceful coexistence, equal dialogue,
development and prosperity among different cultures, and jointly build a harmonious world
together".

On 1 July 2005, during Hu Jintao's visit to Russia, he and Putin issued a joint declaration on the
international system for the 21st century, which already included the "harmonious world" that the
two countries would work together with other countries to establish.

5. The Belt and Road Initiative

In 2013, China launched the One Belt, One Road (initially called One Belt, One Road (OBOR),
later renamed BRI) initiative, which is based on a Chinese vision of a common, peaceful, win-win
cooperation.

Prior to the announcement of the BRI, President Xi Jinping had already been advocating a new
world order on various platforms: "One must not cling to the Cold War mentality or zero-sum?
game thinking since the times have changed. We must keep pace with new trends in the 21st
century” (Xi, 2017, p. 305).

In his speeches following his inauguration, President Xi Jinping spoke of peaceful development,
mutually beneficial cooperation, harmony, close cooperation among nations, win-win situations,
the equality and independence of nations and the new world order, laying the foundation for his
speech entitled "Promote Friendship between Our People and Work Together to Build a Bright

Future" (BAIA AR KIE H B3R 3) given on 7 September 2013 at Nazarbayev University

during his official visit to Kazakhstan. It was the first time that the Chinese head of state had
spoken about the Silk Road Economic Belt concept: "To forge closer economic ties, deepen

2 Zero-sum, meaning that as much as one wins, the other loses.
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cooperation and expand development space in the Eurasian region, we should take an innovative
approach and jointly build an ‘economic belt along the Silk Road’” (Xi, 2017, p. 324).

At the time, President Xi Jinping even outlined the five pillars of the future One Belt, One Road
initiative:

- "First, we need to step up policy communication.

Countries should have full discussions on development strategies and policy response,
work out plans and measures for advancing regional cooperation through consultation in
the spirit of seeking common ground while reserving differences, and give the policy and
legal ‘green light’ to regional economic integration" (Xi, 2017, p. 324).

- "Second, we need to improve road connectivity.

[...] We will actively discuss the best way to improve cross-border transportation
infrastructure and work towards a transportation network connecting East Asia, West
Asia and South Asia to facilitate economic development and travel in the region™” (Xi,
2017, p. 324).

- "Third, we need to promote unimpeded trade.

The proposed ‘economic belt along the Silk Road’ is inhabited by close to 3 billion people
and represents the biggest market in the world with unparalleled potential. The potential
for trade and investment cooperation between the relevant countries is enormous. We
should discuss a proper arrangement for trade and investment facilitation, remove trade
barriers, reduce trade and investment costs, increase the speed and quality of regional
economic flows and achieve win--win progress in the region” (Xi, 2017, pp. 324-325).

- "Fourth, we need to enhance monetary circulation.

If our region can realise local currency convertibility and settlement under current and
capital accounts, it will significantly lower circulation costs, increase our ability to fend
off financial risks and make our region more economically competitive throughout the
world" (Xi, 2015, p. 325).

- "Fifth, we need to increase understanding between our people™ (Xi, 2017, p. 324).
"Amity between the people holds the key to good relations between states. To have
productive cooperation in the above--mentioned areas, we need the support of our people.
We should encourage more friendly exchanges between our people to enhance mutual
understanding and traditional friendship and build strong public support and a solid social
foundation for regional cooperation™ (Xi, 2017, p. 325).

One month later, on 3 October 2013, President Xi Jinping paid an official visit to Indonesia to
attend the Asia-Pacific Economic Cooperation (APEC) meeting. He also outlined the concept of
the Maritime Silk Road in his speech to the People’s Representative Council of Indonesia on

Building a China-ASEAN Shared Future Together (¥ F 1% # [E- 7R 8B dn a2 [F1£): "Southeast
Asia has since ancient times been an important hub along the ancient Maritime Silk Road. China
will strengthen maritime cooperation with ASEAN countries to make good use of the China-
ASEAN Maritime Cooperation Fund set up by the Chinese government and vigorously develop
maritime partnership in a joint effort to build the Maritime Silk Road of the 21st century." He also
proposed the establishment of the Asian Infrastructure Bank (Xi, 2017, pp. 327-328).

In November 2013, the 3rd Plenary Session of the Central Committee of the Communist Party of
China (CPC), elected at the 18th Congress of the CPC, adopted the Decision of the Central
Committee of the Communist Party of China on Some Major Issues Concerning Comprehensively
Deepening the Reform, which, among many other important decisions, stated that it would support
and strengthen the construction of the Silk Road Economic Belt and the Maritime Silk
Roadinfrastructure. At the annual Central Economic Work Conference in December, Premier Xi
Jinping again called for support for the two concepts and urged the preparation of strategic plans.
In March 2014, Prime Minister Li Kegiang highlighted in his summary of the government's annual
work that one of the government's most important tasks is to plan silk road programmes (CICIR,
2018, p. 4).

11
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6. Belt and Road Initiative and a new world order

The Belt and Road Initiative, also known as the New Silk Road, was based on the ancient Silk
Road, which in fact also changed the world order of the time. At that time, civilisations lived in
isolation, but with the advent of silk roads, trade between countries began, and cultural and
religious ideas and beliefs were “on the move”. Thus, the interconnection of the separate "world
islands", their merging into one world, began.

The launch of the Belt and Road Initiative has also had a major impact in connecting the Eurasian
countries. Eurasian connectivity has been initiated by other countries in the past, and the idea of
building an infrastructure system is not far removed from the ideas of European countries, as the
Trans-Asian Railway, a single freight rail network linking Europe and Asia over 14,000
kilometres, was established in 1960. The EU then launched the TRACECA (Transport Corridor
Europe, Caucasus, Asia) project in 1995, which serves to link the EU with China by bypassing
Russia. TRACECA is a multilateral programme with 12 countries in addition to the EU Member
States, and has five working groups dealing with maritime transport, air transport, road and rail,
transport security and transport infrastructure.

However, as China has embarked on the largest economic multilateral cooperation of the 21st
century with the One Belt, One Road initiative, it is seen in Western eyes as a very serious,
aggressive geopolitical aspiration, because in Western geopolitical thinking — as the “father” of
geopolitics, Mackinder, put it in his 1904 lecture — the political consolidation of the Eurasian
continent (continental consolidation), i.e. the unification of the “core area” under the control of
one power and the acquisition of control over the world's resources, is a threat (Gaddis, 2018).
The BRI, in the eyes of the West, is precisely the kind of "continental consolidation™ that could
challenge the Atlantic era, dominated by the maritime powers of the past 500 years.

The United States does not support or participate in the Chinese initiative for geopolitical reasons,
as Eurasia is the main geopolitical space for the US, and its global primacy directly depends on
how it can maintain its dominance in Eurasia as a whole (Brzezinski, 2017, p. 51). The concern
of the United States is that China, by building its infrastructure network abroad, could gain
geopolitical power in Eurasia similar to that held by the United States in North America vis-a-vis
Canada and Mexico. China's geopolitical isolation from the mainland is disappearing. Moreover,
in the second half of the 20th century, the motivation for US infrastructure investments was the
construction of military bases, meaning that the US believes that China is preparing to gain
geopolitical power and build military bases (Péti, 2017, pp. 23-24). Viktor Orban, Prime Minister
of Hungary, described this attitude in his 2023 Tusvanyos speech, as follows: "Experience shows
that the dominant great power tends to see itself as more benevolent and better-intentioned than it
really is, and attributes malice to its challenger more often than is — or should be — justified.
Consequently, the starting point for each opposing party is not the intentions of the counterpart,
but its capabilities: not what the counterpart wants to do, but what it is capable of doing."

By the 21st century, China has become the second strongest economy in the world, and as a result,
it has established economic ties with almost every country in the world, and Chinese capital and
trade are everywhere, similar to other major economic powers. However, with the Belt and Road
Initiative, China has introduced a new win-win mentality into international politics, instead of the
Western zero-sum mentality.

In addition, the Belt and Road Initiative contains the ideas of former leaders of the People's
Republic of China on world order, such as the "Five Principles of Peaceful Coexistence",
"harmonious world", etc. The five pillars of the Chinese initiative also present a framework for
the development of a new international order, different from the current Western-dominated world
order:

- Political relations. With the Belt and Road Initiative, the Chinese state did not create a
unilateral Chinese policy, but a common platform where participating states can discuss
and negotiate as equals on the future development of countries, regions and the world.
To make this even more clear, a BRI Forum has also been held every two years since
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2017, welcoming heads of state from participating countries to discuss opportunities
together. China is also engaged in a number of multilateral and bilateral negotiations on
cooperation with different countries and regions.

According to official Chinese rhetoric, China does not want to impose a world order of
its own devising and design on other countries, but rather a system based on common
discussion, win-win cooperation and common development.

Infrastructural connectivity. Throughout world history, we have often seen that
building adequate infrastructure is the basis of trade and other economic cooperation.
Ancient cities flourished with the development of trade routes, and likewise disappeared
with the decline thereof. The railways and ports built during the industrial revolution also
gave a big boost to globalisation. In today's globalised world, it is even more striking that
developed cities are located along trade routes. However, these routes were created at
sea, and 90% of trade is still carried by sea. The Chinese initiative also involves the
mainland countries of the Eurasian region in trade through new rail, highway and other
infrastructure investments, thus supporting and assisting in their economic strengthening
and development.

Trade relations. Free trade is one of the foundations of globalisation, with trade and
investment being two of the most important elements of economic growth for countries.
Free trade removes barriers to trade. In addition, investment in foreign countries also
supports job creation for local populations, and trade also serves to raise living standards
for people. Throughout history, there are many Western examples of free-trade
cooperation, the usefulness of which David Ricardo wrote about in his book On the
Principles of Political Economy and Taxation as early as the beginning of the 19th
century. Thus, the Western world is already familiar with and supports the idea.
Financial integrity. Strong financial cooperation between countries is needed to create
a stable financial environment, to support international trade by reducing costs and to
deal with emerging economic crises. History has seen many examples of financial
cooperation and the creation of international financial institutions, including the IMF,
World Bank, EBRD, Asian Development Bank, among others, reflecting the importance
of financial cooperation between countries. The European Union reached the highest
level of financial integration in 1999 when it created a monetary union with a single
currency, the euro. The Belt and Road Initiative has also created a new international
financial institution, the Asian Infrastructure Investment Bank (AlIB), to support
infrastructure investment and connectivity under the Chinese initiative.

Cultural connectivity. The basis of good international cooperation is that the countries
involved in cooperation understand each other's culture, way of thinking and value
system. Without these, the parties cannot be expected to agree or compromise on certain
issues. In diplomacy, too, more emphasis must be placed on cultural events and cultural
diplomacy, through which international relations and international trade can be
strengthened. Furthermore, the idea of a "harmonious world", which is about cooperation
and mutual respect between civilisations, is also reflected in the pillar of "cultural
connectivity".

7. Summary

Although at the end of the 20th century the Western world urged China to accept and adapt to the
rules of the international order, today, with China's rise to power, China's rise is viewed differently,
the Belt and Road Initiative is perceived as a colonialist military operation and China's other
multilateral relationships are seen as a threat.

China as the Middle Kingdom in Western thinking is understood as China's desire to be the
hegemonic ruler of the world. Moreover, the Western mindset is that Chinese foreign economic
and foreign policy actions are very similar to the instruments of past Western colonialism.
Moreover, in Western tradition, especially in its left-wing, post-Marxist tendency, hierarchy is in
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itself an immoral and harmful feature. According to the radical egalitarian view, which is often a
feature of critical disciplines, hierarchies of all kinds are sharply opposed to equality, which has a
positive and absolute value. In other words, in this view, hierarchical international relations,
whether stable, peaceful, harmonious or beneficial to many, are inherently illegitimate because of
their hierarchical nature. By contrast, international relations based on equality, whatever their
flaws in practice, are inherently legitimate because of their egalitarian underpinnings. The West
judges Chinese thinking based on its own historical, social and political development. However,
this is not necessarily the right approach, as the Asian country has developed in a completely
different environment over the past 5,000 years, and Western terminology cannot be applied to
Chinese thinking one-to-one. To understand Chinese geopolitical thinking, we also need to
understand China's historical, cultural and social development.

If we abandon the mindset of the past 500 years of the Atlantic era and look at the relations
between civilisations from "above, from a distance”, if we look at the foreign and domestic
policies of different regions in perspective, if we leave the "Western glasses” through which we
look at international politics, we can see, that, in addition to Western civilisation, there are at least
seven and, according to some researchers, as many as 13 other civilisations in the world, each with
a history, social and cultural development and religion completely different to that of the West,
and each with a different vision of international relations, ideologies and world order. The West,
as the current leading civilisation, naturally insists on its autocracy; it cannot and will not give up
its primacy. Other civilisations, however, have become economically empowered, have, in
Huntington's words, "rebelled" and are calling for a new multipolar world order. The knowledge
and study of civilisations is also important because, if we look at which countries could be the
dominant players in the new multipolar world order (China, Russia, India, Iran, Brazil, etc.), we
can see that each has a different civilisation (Figure 2).

W Westem
Orthodox

[ 1stamic

B Afican

[ Latin American
W Sinic

[53 Hindu

[ Buddhist

D Japanese

Figure 2 Civilisations of the world

Source: Huntington (2019)

So far, we have only read about proposals from different countries for a new world order, but not
about the framework for a new world order itself. This is where China took a step forward by
launching the Belt and Road Initiative 10 years ago in 2013, which could be the framework for a
new world order. As we have seen in the study, it introduced alternative foreign-policy thinking
to that of the West, based on the "Five Principles of Peaceful Coexistence". In addition, Western
zero-sum cooperation has been replaced by cooperation based on mutual benefits. Demonstrating
long-term Chinese thinking, a lengthy strategy has been used to build China's international
relations, consolidated in the current Belt and Road Initiative. Although the Chinese initiative does
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not have specific targets — how many investments, of what amount, how much trade, etc. should
be achieved within the programme — it can provide a framework alternative for an appropriate
world order for the world, but especially for non-Western civilisations or non-aligned countries.
In international politics, we see with increasing frequency that the Chinese initiative, unlike the
Western one, is better received by the various countries: an increasing number of nations are
joining the BRICS cooperation, the Belt and Road Initiative, and an increasing number of
countries are saying that they do not want to take sides, they want to have good relations with both
Western and Chinese countries. This thinking is supported by the Chinese initiative, but rejected
by the West, which is pushing for blocks.

This year marks the 10th anniversary of the Belt and Road Initiative, which is being established
against a strong Western headwind — US-China trade war, sanctions, etc. It has already made great
strides in the past 10 years, but it will take many years or decades to determine whether or not it
will actually be the framework for a new world order, because the transformation of the world
order requires more than a year or two. In any case, it can be concluded that the Belt and Road
Initiative can offer a suitable alternative to the framework of a new multipolar world order.
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Beijing Forest Carbon Storage Potential Capacity

Forests serve as a crucial carbon reservoir. Therefore, optimizing forest carbon storage is a
pathway towards achieving carbon neutrality. In this study, the Forest Simulation Optimization
System (FSOS) was used to simulate the carbon storage in Beijing forests over 250 years (2018-
2268). It was found that under the no management scenario, carbon storage fluctuates with the
natural growth and death of trees, with peaks of more than 90 million tons. It proves that forests
have a strong capacity of carbon storage. In the management scenario, harvest trees and make
them into furniture, total carbon storage is high and maintains a stable level of 108 million tons.
This is almost 1.6 times higher than in the no management scenario on average. In addition, the
growth rate of carbon storage is fastest in the middle-aged forest and the near-mature forest.
Therefore, in order to optimize the carbon sequestration benefits of forests, the forestry sector
must pay attention to the age structure of forests in the future. Based on the results of this study,
recommendations were made to optimize carbon storage in Beijing forests and to integrate forest
managements of Beijing forests into regional economic and environmental planning.

Keywords: carbon storage; forest management; FSOS model.
JEL code: Q54

https://doi.org/10.32976/stratfuz.2024.14

1.INTRODUCTION

Rising levels of atmospheric carbon dioxide (CO-) and the resulting greenhouse effect have caused
global climate change. As one of the four major carbon reservoirs, the terrestrial ecosystem plays
a major role in regulating the concentration of atmospheric CO (Liu et al. 2012). Forests are the
main body of the terrestrial ecosystem, and a crucial part of the global carbon cycle (Daigneault
and Favero 2021). Approximately 80% of above-ground carbon storage, and 40% of underground
biological carbon storage are in the forests (Wang et al. 2015). Effective use of forest carbon sinks
can significantly mitigate climate change (Liu and Wu 2017) and bring economic benefits under
good forest governance (Lin and Ge 2019).

To combat climate change, China has proposed to become carbon neutral by 2060. In order to
increase forest carbon storage and achieve carbon neutrality on schedule, Beijing has carried out
afforestation activities to promote the growth of forest resources reserves (Ren et al. 2023). In this
context, it is of great significance to evaluate and optimize forest carbon storage in Beijing for
forest management and urban development.

2.LITERATURE REVIEW

Scholars around the world have evaluated and analyzed forest carbon storage, which reflects the
important role of forest carbon sequestration (Tu et al. 2023). Jiang et al. evaluated and analyzed
the carbon storage of forest ecosystems in Beijing mountain area, and compared the total carbon
storage performance of different stand types (Jiang et al. 2019). Chen et al. measured the forest
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carbon storage in the Greater Khingan Mountains and assessed the forest carbon sequestration
potential (Chen et al. 2022). Jo et al. and Nowak et al. investigated the forests of Seoul city Park
and American city respectively, quantified the carbon storage and sequestration capacity of
forests, and confirmed the importance of urban forests in climate change (Jo et al. 2019; Nowak
et al. 2013). The results of these studies reflect the strong carbon sequestration capacity of forests.
However, their discussions and studies on practical forest management plans are still insufficient.
Studies have shown that sustainable forest management leads to enhanced carbon storage, for
example, effective management, and diversified tree species (Robert et al. 2022). Bishnu et al.
showed that regular management effectively protects ecologically significant tree species in
Nepal's subtropical forest when compared with other management approaches (Bishnu et al.
2019). Roth et al. pointed out that potential for future carbon accumulation in the soil was higher
in uncut forests and retention-cuts than in clear-cuts in boreal Scots pine (Roth et al. 2023).
Composition of tree species has direct and indirect impact on carbon storage (Jia et al. 2022). The
direct impact is that different tree species have different carbon storage capacity through their
growth rates, wood density and mortality rates (Sugiyama et al. 2024). Tree species diversity also
has a direct impact on carbon storage, for example, it has a positive impact on above-ground
carbon storage (Rius et al. 2023; Wei et al. 2023). The indirect impact is that tree species diversity
can increase carbon storage through multiple factors such as stem density, functional diversity and
functional dominance of species (Rius et al. 2023; Wondimu et al. 2021). As for Beijing, the tree
species with the largest carbon storage and the largest carbon density is poplar (Ren et al. 2023).
It is well known that the carbon storage level of a forest is related to its area, timber volume, tree
species, and age classes. However, optimization of forests’ carbon storage in Beijing remains
challenging.

To optimize forest carbon storage and establish a scientific forest management model, it is
essential to consider tree species characteristics and optimize the age structure of the forest through
timely and rational harvesting (Zheng et al. 2019). Traditional methods for calculating timber
harvest volume include area-based harvesting, maturity-based methods, and second age formula
methods (Wu et al. 2022). However, these methods have certain limitations when applied to the
complex environment of forests. For example, formula-based methods may struggle to deal with
mixed forests, and different methods may yield significantly different results (Dai et al. 2020).
Forest simulation optimization system (FSOS) (SFSCCP 2022; Liu 2000) fully considers the age
structure, tree species composition, and evolution of forests. It has been applied in the province of
British Columbia in Canada and in the Changbai Mountain region of China, achieving good results
(Liu et al. 2012; Liu and Han 2009; Liu et al. 2000). FSOS can effectively address forest carbon
storage optimization issues, such as determination of forest cutting volume (Wu et al. 2022; Dai
et al. 2020).

This research focuses on the optimization of the carbon storage capacity in Beijing. Different
management scenarios were analyzed, and the carbon storage was estimated using FSOS. The
results can be used by the Forestry and Grassland Administration for management practices and
forest management in Beijing, optimizing its carbon storage capacity and contributing to broader
goals of carbon neutrality and sustainable development, and mitigating the impacts of climate
change.

3.METHODOLOGY AND DATA

3.1 FSOS model

FSOS (Liu et al. 2000) was used in this study to simulate carbon storage over 250 years.
Simulation was designed for 250 years, considering the lifespan of platycladus orientalis is 140
years, the start year is 2018.

The input information include: (1) Tree species, area distributions of tree species in Beijing
forests. (2) Tree species growth parameters. (3) Parameters require to calculate carbon storage.
All data are described in Section 3.2. Forest stands were generated according to this information.
Two different management scenarios were set.
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FSOS utilizes these parameters as initial values to generate timber volume and carbon storage over
250 years of each forest stand under the two scenarios with the simulated annealing algorithm (Liu
et al. 2000). Output information include: (1) Timber volume of each and all forest stand in each
year in the 250-year study period. (2) Carbon storage of each and all forest stand in each year in
the 250-year study period.

For scenario two, to optimize forest carbon storage, FSOS was used to simulate multiple times.
The objective function is carbon storage of each stand. Control variables are harvest time and
harvest percentage.

3.2 Data sources and data processing

3.2.1 Tree species parameters

According to the Twelfth Five-Year Plan Survey Statistical Report of Beijing Forest
Resource Planning and Design Survey (BFSDI 2016), nine dominant tree species in Beijing forests
were selected. They are platycladus orientalis, larch, Chinese pine, toothed oak, birch, populus
davidiana, black locust, poplar,and broad-leaf tree. However, other tree species in terms of market
value or carbon storage capacity were not considered. The growth parameters of these species are
from Biomass and Its Allocation of Forest Ecosystems in China (Luo et al. 2013), shown in (Table
1). The carbon storage parameters of tree species are from Forest Management Carbon Storage
Project Methodology (SFAC 2014), shown in (Table 2).

Table 1 Growth parameters of the nine dominant tree species

Tree species MAI TMax MValue
platycladus orientalis 0.4735 80 3
larch 2.3992 60 3
Chinese pine 1.1166 30 3
toothed oak 0.8384 60 3
birch 1.6637 40 3
populus davidiana 1.4959 30 3
black locust 1.8010 18 3
poplar 1.4959 30 3
broad-leaf tree 1.3643 60 3

Source: Biomass and Its Allocation of Forest Ecosystems in China (Luo et al. 2013).
MAI: Maximum Mean Annual Increment (m3/year).

TMax: The age when a stand reaches the maximum Mean Annual Increment (years).
MValue: A constant for timber volume, usually equaling 3.

Table 2 Carbon storage parameters of tree species

Dead wood/

Und d/ .
ndergroun forest biomass

Biomass carbon Litter carbon
above-ground

Tree species Trunk density

content content . . carbon storage
biomass ratio .
ratio

platycladus 0.510 0.37 0.220 0.021 0.478
orientalis

larch 0.521 0.37 0.212 0.021 0.490

Chinese pine 0.521 0.37 0.251 0.021 0.360

toothed oak 0.5 0.37 0.292 0.021 0.676

birch 0.491 0.37 0.248 0.021 0.541

populus 0.496 0.37 0.227 0.021 0.378
davidiana

black locust 0.497 0.37 0.261 0.021 0.598
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poplar 0.496 0.37 0.227 0.021 0.378
broad-leaf tree 0.490 0.37 0.370 0.021 0.482

Equation of percentage of litter
Equation of above-ground biomass  biomass to above-ground biomass

T . (Bas) and accumulation (V) (LI%) and above-ground biomass
ree species Bag—a*V (Brree acs)
LI% = c*ed*BTREE _AGB
Parameter a Parameter b Parameter ¢ Parameter d
platycladus 1.985 0.794 3.76 -0.005
orientalis
larch 1.642 0.802 67.413 -0.014
Chinese pine 2.632 0.697 24.827 -0.023
toothed oak 1.341 0.896 7.732 -0.005
birch 1.076 0.902 6.978 -0.004
populus davidiana 0.943 0.871 12.311 -0.007
black locust 3.322 0.687 6.978 -0.004
poplar 0.943 0.871 12.311 -0.007
broad-leaf tree 3.322 0.687 6.978 -0.004

Source: Forest Management Carbon Storage Project Methodology (SFAC 2014).

3.2.2 Establishing forest stands

Each forest stand has the same tree species and age group. Five age groups were considered,
young, middle-aged, near-mature, mature and over-mature. The Five age groups for the nine tree
species (Table 1) were obtained from the Regulations for age-class and age-group division of main
tree-species and were shown in (Table 3) (SFAC 2017). Each stand’s age was then set. With nine
tree species and five age groups, there are 45 forest stands.

Table 3 Classification of five age groups of the nine tree species
Young Middle-aged Near-mature Mature Over-mature

Tree species

stand stand stand stand stand
pé?fé’ﬁ{:ﬂgs <60 61-100 101-120  121-160 >161
larch <40 41-60 61-80 81-120 >121
Chinese pine <30 31-50 51-60 61-80 >81
toothed oak <40 41-60 61-80 81-120 >121
birch <30 31-50 51-60 61-80 >81
d‘;ﬁ’/f’;g’rfa <20 21-30 31-40 41-60 >61
black locust <10 11-15 16-20 21-30 >31
poplar <20 21-30 31-40 41-60 >61
broad-leaf tree <40 41-60 61-80 81-120 >121

Source: the Regulations for age-class and age-group division of main tree-species (SFAC 2017).

3.2.3 Polygon generation

The area of each forest stand is different. According to the Twelfth Five-Year Plan Survey
Statistical Report of Beijing Forest Resource Planning and Design Survey (BFSDI 2016), the area
of each forest stand in 2018 was obtained and was shown in (Table 4). Thus, virtual polygons for
each forest stand were created, the area of each polygon is 10 hectares. The smaller polygon size
will result more accurate analysis and longer calculation time. Areas less than 10 hectares are also
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considered as one polygon. For example, the area of young birch (Stand 1) is 87009.48 hectares,
consisting of 8,701 polygons.

Table 4 Area distributions of dominant tree species in Beijing forests (hm?).

Tree species Young Middle-aged Near-mature Mature Over-mature
P stand stand stand stand stand
platycladus — g769 4g 35012.38 13111.02 10578.21 3277.75

orientalis
larch 9899.83 3983.66 1491.76 1203.58 372.94
Chinese pine  78426.60 31558.65 11817.71 9534.741 2954.43
toothed oak 1187197'9 47803.95 17901.05 14442.90 4475.26
birch 12715.37 5116.63 1916.02 1545.88 479.00
populus 13532.79 5445.56 2039.19 1645.25 509.80
davidiana

black locust ~ 17710.70 7126.74 2668.74 2153.18 667.18

poplar 63531.45 25564.88 9573.23 7723.86 2393.31
brofr‘i:eaf 52496.32 21124.38 7910.41 6382.26 1977.60

Source: Beijing Forest Survey and Design Institute, Twelfth Five-Year Plan Survey Statistical
Report of Beijing Forest Resource Planning and Design Survey (BFSDI 2016).

3.2.4 Setting management scenarios

To optimize forest carbon storage, two management scenarios were devised. Scenario 1 is the no
management scenario. When trees grow to over-maturity, they will die, at which point the stored
carbon will be reduced. At the same time the same tree species will be planted. Scenario 2 is the
management scenario. Trees are harvested when they are going to natural succession, and new
trees are planted at the same time. The harvested trees will be used for wood products and every
wood product has its own lifespan. The carbon will be stored in the wood product and will be
released after the lifespan.Furniture is the only wood product considered in this research, and its
lifespan is 30 years. Based on Regulations for age-class and age-group division of main tree-
species (SFAC 2017), the succession ages of the nine tree species are shown in (Table 5).

Table 5 The succession ages of the nine tree species (year)

Tree species Natural age of death Harvest age Wood product  Lifespan
platycladus orientalis 140-165 140-165 furniture 30
larch 100-125 100-125 furniture 30
Chinese pine 70-85 70-85 furniture 30
toothed oak 100-125 100-125 furniture 30
birch 70-85 70-85 furniture 30
populus davidiana 50-65 50-65 furniture 30
black locust 25-35 25-35 furniture 30
poplar 50-65 50-65 furniture 30
broad-leaf tree 100-125 100-125 furniture 30

Source: Regulations for age-class and age-group division of main tree-species (SFAC 2017).

3.RESULTS AND DISCUSSION
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3.1 Comparison of timber volume of two scenarios

(Figure 1) illustrates timber volume over 250 years. In the no management scenario, at the
beginning (2018), the timber volume was 33 million cubic meters. As trees naturally grow and
mature, the timber volume increases and will reach 52 million cubic meters in 2068. From the
year 2068, many trees will go to succession, and the timber volume will decline to 25 million
cubic meters. Then, newly planted trees grow, allowing timber volume to continue to increase.
The variation of timber volume is large.

In the management scenario, timber volume was similar to the no management scenario in the
first 50 years (2018-2068), but significantly different over the next 200 years. Because some trees
were harvested to make wood products before death, and the results of this study count not only
the timber volume in the forests, but also the additional timber volume stored in harvested trees.
After the wood products reach their life, their own accumulation will be reduced, so the timber
volume will not grow indefinitely. The amount of a single harvest is 25% of the trees that have
reached harvest age. Over the next 200 years (2068-2268), timber volume in the management
scenario was higher than in the no management scenario because new trees of the same species
were planted in time after deforestation. Since then, although the timber volume has fluctuated
slightly, it has remained roughly at the same level, at about 56 million cubic meters. Because the
forest is harvested in time, the timber volume in the management scenario is higher and more
stable than that in the no management scenario, which is suitable for long-term management.
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Figure 1 Comparison of timber volume of two scenarios from 2018 to 2268
Source: own work based on FSOS

3.2 Comparison of carbon storage of two scenarios

(Figure 2) illustrates carbon storage over 250 years. In the no management scenario, as trees
naturally grow and mature, the carbon storage increases and exceeds 92 million tons. The trees
will then succession, and carbon stocks will gradually decline, falling to a minimum of 44 million
tons in 2133, and gradually rising to a peak of 94 million tons in 2248. The variation of carbon
storage is large. Over the course of 115 years, the increase in carbon storage is about 50 million
tons, with a growth rate of about 113.6%. It indicates that forests have a strong capacity for carbon
sequestration, mainly through trees’ growth.

In the management scenario, carbon storage was similar to the no management scenario in the
first 50 years (2018-2068). However, over the next 200 years (2068-2268), carbon storage in the
management scenario was higher than in the no management scenario because some trees were
harvested and new trees of the same species were planted in time. As new trees and trees that have
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not yet reached harvest age continue to grow, forest carbon storage continues to increase. At the
same time, the harvested trees are made into furniture, and the carbon is stored in this furniture. If
this additional carbon storage is added, the total carbon storage reaches and remains at 108 million
tons. Therefore, over the long term, on average, the carbon storage in the management scenario is
almost 1.6 times greater than that in the no management scenario. In the long term, in management
scenario, forests create greater value in terms of carbon sequestration. The longer the period, the
greater the value relative to the no management scenario. The management of forests is necessary
for more and more stable carbon storage.
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Figure 2 Comparison of carbon (CO,) storage of two scenarios from 2018 to 2268
Source: own work based on FSOS

3.3 Carbon storage of platycladus orientalis
Taking young platycladus orientalis (Stand 1) as an example, under the management scenario, the
timber volume and carbon storage of Stand 1 are shown in (Figure 3) and (Figure 4), respectively.
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Figure 3 Young platycladus orientalis (Stand 1) timber volume in 200 years
Source: own work based on FSOS

23



Eszak-magyarorszagi Stratégiai Fiizetek XXI. évf. ¢ 2024 0 2

Cabon(t/ha)

100

S0

80

70

60

40

30

20

0w il
1] 20 40 60 80 100 120 140 160 180 200

—&— Aboveground biomass CO:(t/ha) —+—Underground biomass COx(t/ha) Dead wood CO:(tfha)

—— Litter CO:(t/ha) Soil organic matter CO:(t/ha)

Figure 4 Young platycladus orientalis (Stand 1) carbon (CO3) storage in 200 years
Source: own work based on FSOS

At the beginning, because Stand 1 is a young forest stand, its timber volume and carbon storage
are both very low. Then, its timber volume and carbon storage continue to increase with increasing
age till maturity (121-160 years). The timber volume and carbon storage continue to increase
slowly, reaching their maximum values at the same time in 200 years, reaching 60 m? per hectare
of timber volume which is equivalent to 120 tons per hectare of carbon storage.

Among the five carbon pools, the carbon storage of above-ground biomass is the largest, followed
by litter, with much lower values in dead wood, soil organic matter, and underground biomass.
All five pools exhibited the same trends of carbon storage, gradually increasing until the trees
over-mature, and then leveling off.

For different growth stages, the growth rates of timber volume and carbon storage of forests are
different. The growth rate is the fastest in the middle-aged forest and the near-mature forest, the
slowest in the over-mature forest, followed by the mature forest. Therefore, in order to optimize
the carbon sequestration benefits of forests, the forestry sector must pay attention to the age
structure of forests in the future. Reasonable cutting can adjust the age group structure of forest
well, which is helpful to optimize carbon storage.

For other stands, under the management scenario, timber volume and carbon storage also
gradually increase and then remain stable. Due to the different tree species and different initial
age of trees in each forest stand, the time to reach a stable timber volume and carbon storage is
different.

The result of this study should be reasonable. On the one hand, the results show that Beijing forests
can store more than 90 million tons of carbon at most, which proves that Beijing forests have a
strong carbon sequestration capacity, which is consistent with the results of Jiang et al. and Ren
et al. (Jiang et al. 2019; Ren et al. 2023), and other studies on forest carbon storage capacity have
also reached similar conclusions (Jo et al. 2019; Nowak et al. 2013). On the other hand, the results
obtained by the simulation show that harvesting is an influential factor that significantly affects
forest carbon storage, which is consistent with the results of Straus et al. and Roth et al.(Straus et
al. 2023; Roth et al. 2023). The results also show that age group influences carbon storage, and
middle-aged forests make the greatest contribution to carbon storage, which is consistent with the
conclusion of Li et al. (Li et al. 2023). Other studies using FSOS to analyze forest management
have reached similar conclusions (Wu et al. 2022; Dai et al. 2020). In addition, in this study, the
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strategy of harvesting forests and making wood products can achieve sustainable carbon storage
and optimize forest carbon storage.

There are a few limitations in the results of this study. We only analyzed the carbon storage
capacities in this study and believe that the management scenarios can produce a lot of wood and
have greater socioeconomic capacities. Further studies are needed to explore more different
management scenarios with socioeconomic capacities and other ecological capacities. For
example, our research studies carbon storage in furniture made from harvested trees, but there are
many wood products that can be made, and future studies could include the effects of more
different wood products. In addition, Our study considers long-term management, with a study
period of 250 years, which fails to think about the effect of climate change on the selected tree
species during 250 years. Further study is needed to include the growth and yield changes caused
by climate changes.

4.CONCLUSIONS AND RECOMMENDATIONS

In this study, two different management scenarios were analyzed to predict forest carbon storage
over 250 years based on the tree species composition and age groups of Beijing forests.

In the no management scenario, forest carbon storage reaches a peak of 94 million tons, and
reaches a low of 44 million tons. In the management scenario, forest is harvested to make furniture,
to maintain the total carbon storage at a stable level of 108 million tons throughout the rest of the
study period of 250 years. Between the two scenarios, the management scenario yields a 60%
higher and more stable forest carbon storage. Further, the management strategy will generate
significant economic and environmental benefits to the region. The case study was carried out for
Beijing forests. However, the approach could be applicable in other region in and out of China to
optimize carbon storage thus to curb atmospheric CO; levels and climate change.

Based on the above research, the following recommendations are put forward:

Firstly, optimizing tree species. The results show that most tree species grow fastest when they
are young and have high carbon sequestration rates. Therefore, it is suggested that Beijing plant
more fast-growing valuable species to increase its carbon sequestration capacity, select proper
silvicultural methods to maintain the heathy forests.

Secondly, adopting a proactive and dynamic forest management strategy. Forest carbon storage is
related to the age of trees, as demonstrated in this study. When the forest ages, over-mature trees
need to be replaced. Considering that natural events such as wildfires and extreme droughts are
inevitable, cutting and replacing over-mature or dead trees should be scheduled based on the status
of each forest, utilizing technological innovations such as remote sensing and other tools. Those
proactive, dynamic, science-based, and data driven management approaches will lead to a higher
level of carbon reserves while protecting the ecosystem and the environment.

Thirdly, developing a comprehensive approach of forest management, carbon storage, product
utilization, and economical benefit. Forest products are a valuable resource. Products of some tree
species could yield a high market price. This should be considered when selecting tree species in
addition to carbon storage. Further, the forest product output should be incorporated into regional
economic planning to promote effective utilization. Overall, active and effective forest
management is a win-win-win situation for the ecosystem, the environment, and the economy.
Fourthly, managing forest with long-term strategies. Long-term strategic forest planning and
carbon storage strategies are important for the national carbon-neutral strategies. The study was
conducted over a period of 250 years, and the results show that forest carbon stocks under the
management scenario are about 1.3 times greater and more stable over the long term than under
the no management scenario. Therefore, forest management should be viewed in terms of long-
term development.
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Levente Kovics® —Janos Miiller'®
Chinese and Hungarian Financial Relations

Banking and financial relations sometimes precede, sometimes follow, but in all cases reinforce
economic and political cooperation. This is also the case between China and Hungary. China,
which is increasingly assuming its role as a world power, is - for obvious pragmatic reasons -
open towards the Central and Eastern European countries wedged between Asia and Western
Europe. It is doing so along traditional Chinese trade routes, as part of the ‘One Belt, One Road'
programme. In this programme, Hungary can build on its known Eastern origins, its deeper
understanding of different political systems, and its multifaceted personal relationships to
establish successful economic and political cooperation with the financial sector playing its part.

Keywords: fianancial relations, China, Hungary
JEL code: Q54
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As the Chinese saying goes, ‘a journey of a thousand miles begins with a single step'. It is fair to
say that today these relations are excellent and unique in the Central and Eastern European region.
The question is where did this development start, what was the 'first step' and what milestones
have brought us here.

Prior signs of financial relations in the socialist era

In modern history, there have been three prominent factors in the development of bilateral
relations. Although it is not the subject of our analysis, it is worth mentioning that political
relations between the two countries were unproblematic and good even during the time when
Hungary was part of the Soviet bloc. Against this background, geopolitical interests have evolved
in such a way that the two countries have become mutually interested in developing economic and
financial ties, which started to develop at an accelerating pace in the early years of the previous
decade.

The first factor was the experience gained during the preparation and implementation of economic
reforms in the late 1970s and early 1980s. Hungary was at the forefront among the former socialist
countries in this respect. The decade-long achievements, experiences, benefits and pitfalls of the
reforms launched in 1968 were instrumental for China in planning the reforms it embarked on in
the early 1980s.

Prior signs of financial relations over the past decades

The following is a brief overview of the cornerstones of relationship building over the past two
decades, its background and the stages of development that have facilitated it. China experienced
years of dynamic, double-digit economic growth as a result of the steady implementation of the
economic reform introduced in 1984, with a large inflow of foreign working capital to a lesser
extent and of modern technology to a greater extent. However, the sources of this extensive
economic growth were exhausted during the global financial crisis of 2007-2009.

Ensuring sustainable economic growth became a central goal of Chinese economic policy. A key
objective was to redirect the substantial industrial surplus capacity accumulated over decades of
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working capital and technology inflows abroad. To this end, the Chinese government announced
a major opening to external markets. The economic, commercial and financial conditions to
achieve this target were established. The programme of the "One Belt, One Road" strategy was
drawn up and announced. This provided the contractual and infrastructural conditions that allowed
and continue to allow Chinese goods to flow westwards. Land transport of goods was ensured
through Central Asia and Central-Eastern Europe to Western Europe, i.e. to the European Union's
markets (Green Route), or by sea through South-East Asia and South Asia to Africa and again to
Europe (Blue Route).

At the same time began the reinforcement and the dynamic expansion of international financial
and economic relations. This included opening up business relations, increasing direct investment
overseas, and reassessing global economic relations. In this development process, China naturally
prioritised the expansion of economic and trade relations with Europe and the European Union.
In this framework, the role of the Central and Eastern European region took on geopolitical
importance given that it is ultimately the intersection of the two pillars of the One Belt, One Road
strategy, i.e. the Silk Road and the Blue Road.

In parallel with China's growth, Hungary also entered a promising phase of economic development
in the late 1990s and early 2000s (Pasztor 2020). Overcoming the negative impact of the political
and economic transition of the 1990s, Hungary started to build favourable international economic
and trade relations and consequently became eligible to join the European Union (Pénzest et al
2014). The Hungarian banking system also underwent significant changes during this period, with
the privatisation of banks starting in the mid-1990s and major international banks, mainly from
Western Europe, emerging as the most important players on the Hungarian banking market.

Recent financial and banking contacts

Within the framework of events described above, the opening of a subsidiary bank by the Bank of
China (BoC) in Hungary in 2003 was a significant milestone in the development of Sino-
Hungarian financial relations. In that year, it was already known to China that Hungary would join
the European Union in 2004.

The presence of the BoC in Hungary played a pioneering role in the development of Sino-
Hungarian financial relations. As one of China's largest banks, it became acquainted with the
operational conditions and business potential of a European bank. In its 2013 business objectives,
the bank already emphasised that the Budapest-based bank could become a financial hub for the
Central and Eastern European region through domestic and international business interactions. It
has the potential to become part of the "going global" Chinese economic policy, which assists
large and medium-sized enterprises in financing foreign investments and business partnerships.
This experience and insight led to the decision by the bank's headquarters in Beijing to establish
the precence of the BoC in Central and Eastern Europe, on the basis of which the bank's regional
strategy was developed. Accordingly, the Hungarian subsidiary bank was registered under two
categories: Bank of China Limited Hungarian Branch and Bank of China (Hungary) Close Ltd.
The regional headquarters is in charge of the supervision and management of the Czech, Austrian
and Serbian banking interests. This classification, which covers two operational areas, was
registered in April 2020.

In our review above, we have highlighted the presence of the BoC in Hungary because the BoC
and the strategic decision of the Hungary-based bank to become a regional centre was indeed a
milestone in the development of Sino-Hungarian financial relations. In view of these
developments, it is not a mere coincidence that the first official visit of the Secretary General of
the China Banking Association, Mr. Yang Zaiping, to Hungary took place in the same year,
October 2013. During our meetings and discussions, we were mutually convinced that there are
very concrete opportunities for cooperation between the two banking associations. We identified
the first steps to be taken to benefit our banking communities.
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Following that first meeting, our business contacts became regular. Based on the statement of our
common goals and objectives, the two banking associations signed a Memorandum of
Understanding in 2015. Under the Memorandum, the CBA and the MBSZ (Hungarian Banking
Association) established strong communication links and exchanged expertise of mutual interest,
which further strengthened mutual understanding between the two institutions and deepened
financial cooperation. All these developments established a solid basis for intensified cooperation,
with the CBA and the MBSZ agreeing to develop and expand bilateral cooperation. This enabled
the two associations to build a common platform for communication and cooperation between
financial institutions in China and Hungary.

Having mutually experienced the rapid and positive development of our business relationship, we
renewed the Memorandum between the two banking associations in 2016. In it, we confirmed our
mutual commitment to expand bilateral relations. Our common aim is to share best practices in
the areas of financial regulation and supervision, digital and FinTech innovation and the
development of green financing. Our new and mutually agreed core mission is to support and
share economic expertise to improve financial awareness and financial education.

Hungary has traditionally been at the forefront of handling cashflow and payments as well as
innovative digital solutions in the Central and Eastern European region (Fiiredi, 2021). Given the
excellent economic, political and financial relations and Hungary’s aforementioned leading role,
the Chinese and Hungarian central banks reached significant agreements which turned Hungary
into a regional renminbi clearing centre. The robust financial ties had a beneficial impact on real
economic relations between China and the Central and Eastern European region, as well as on the
significance of renminbi in international economic dynamics. Key milestones in this positive trend
include:

e In 2013, Hungary signed a renminbi swap agreement with the People's Bank of China
(PBOC) which helped further improve trade relations between the two countries and
played an instrumental role in reducing financial stability risks.

e In addition to the signing of the swap agreement, in 2015 the Hungarian Central Bank
announced the launch of the Renminbi Programme (JRP) and the Budapest Renminbi
Initiative, which aims to expand Hungary's investment opportunities and resources.

e Hungary was the first country in the region to be granted stock exchange and interbank
bond market investment opportunity on the Chinese market, with a country quota of
RMB 50 billion.

e After Poland (2016), Hungary was the second country in the region to have sold one
billion yuan worth of Panda bonds on the Chinese market. The Hungarian bond was the
first bond made available to other Asian investors through Bond Connect.

e  Another important development was the signing of a cooperation agreement between the
Central Bank of Hungary and the China Banking and Insurance Regulatory Commission
in 2024,

A further important factor in the above achievements is that Hungary also offers the Chinese
fiancial market significant opportunities in terms of financial and financing infrastructure. The
Central Bank of China and the Hungarian Central Bank formally announced on 2 October 2015
that the Bank of China Hungary will be authorised to open the RMB Clearing Centre in the
country. As the Bank of China Hungary operates within a regional framework and mandate, the
RMB Clearing Centre in Budapest can be accessed all across the Central European region. This
is a significant move, as Hungary has now also been granted this authorisation, following Hong
Kong, Taiwan, Paris, Frankfurt, Sydney and Kuala Lumpur.

In addition to the traditionally strong relations between our countries, the "One Belt, One Road
Initiative", later known as the "Belt and Road Initiative" and Hungary's "Eastern Opening
Strategy" have presented historic opportunities. This was largely motivated by the economic and
financial challenges posed by the 2008 global financial crisis.
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All of this proves that a number of positive factors helped the Hungarian Banking Association to
become a founding member of the Asian Financial Cooperation Association. The Hungarian
Banking Association was an active participant and contributor in the preparatory process of the
establishment of the Association. It has been present at multiple meetings and conferences, such
as the Boao Forum held in London and Hainan, at subsequent meetings in Beijing and Shanghai,
and finally the Founding General Meeting that formally established the AFCA in July 2017. This
occasion was an especially memorable event for the Hungarian Banking Association, as its
Secretary General Levente Kovacs was elected as a member and one of the Vice-Presidents of the
Executive Board. The General Meeting approved the AFCA Statutes and the operational
framework was established. The national and international network developed dynamically.
Advisory cooperation committees were formed to support operations in which the Hungarian
Banking Association is an active contributor. Janos Miiller is Deputy Advisory Director of the
Banking Association for the Cooperation Committee of Executive Economists and he is also Vice-
Chairman of the Belt and Road Cooperation Committee.

The AFCA Statutes state that it is an open and not a political or governmental association, the
purpose of which is to promote cooperation between financial institutions and to reinforce
international financial relations. Since its inception, it has grown to become one of the world's
foremost international financial organisations, with some 120 member banks, financial institutions
and banking associations.

In line with our commitment to the successful development of the AFCA, we organised the first
international conference "AFCA CEE Financial Summit Forum - New Chapter of Asia - Europe
Financial Cooperation” in Budapest in November 2017. The event was a major success with
participants from more than 20 countries and five continents. The timing was also convenient as
the sixth China - CEE Premier Summit was taking place at the same time. At our meeting in
November 2017, we signed a significant document as the first European banking association,
entitled "Memorandum of Understanding on Strengthening the Asia-Europe Financial
Cooperation”, which marked another milestone for our future cooperation. "The signing of the
memorandum is beneficial for the AFCA, with the support of the MBS, in order to pave the way
for its economic ties with Central and Eastern Europe, create a platform to promote financial
cooperation between Asia and Europe and effectively pursue the development of the Belt and
Road strategy. The implementation of this objective will enable the achievement of the ultimate
goal, i.e. the bridge-building role of the financial cooperation between Asia and Europe,"” states
the document.

The objectives of this document were therefore to establish a regular networking mechanism for
financial cooperation in Asia and Europe, to develop the conditions for joint representation of
interests, and to support the Hungarian Banking Association in its role as a bridge for financial
cooperation in Asia and Europe. It is however to be noted that the Memorandum, albeit concluded
between the AFCA and the Hungarian Banking Association, goes far beyond that. Following the
signing of the Memorandum, the Hungarian Banking Association praised the importance of the
Summit in these terms:

"At this regional conference, the first to be held in Europe outside Asia, we have demonstrated
that the AFCA principles of openness, connectivity, greater cooperation, collaboration and shared
benefits can work well in practice. The two-day conference included a number of important
events: a Board of Directors and Supervisory Board meeting, a plenary session, a high-level
financial executives' forum. As previously mentioned, the importance of the special conference
was that it was made an official part of the 16+1 Summit, with Hungary as the host country, with
the participation of the Prime Ministers of sixteen Central and Eastern European countries and the
Prime Ministers of China. This high-profile international event has in itself helped to create a
platform to promote financial cooperation between Asia and Europe and better serve the
development of the Belt and Road Initiative. It has also highlighted the recognition that we have
a common interest in building financial relations between Asia and the Central and Eastern
European region.” (Kovéacs 2017)
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Minister of Finance Mihaly Varga welcomed the Finance Summit with the following words:

"As Hungary's Minister of Finance, it is a great honour to welcome the representatives of the
countries that have joined the Asian Financial Cooperation Association, in Budapest. | am very
pleased that today we have concluded a cooperation agreement between the AFCA and the
Hungarian Banking Association. This indicates that the AFCA has decided to regard Hungary as
a bridge to Europe. | hope and believe that, much like the Bank of China Clearing House, this
initiative will be successful. The facts show that Sino-Hungarian financial and economic relations
have been reinforced, driven by mutual trust. Optimally, the financial developments will
contribute to the growth of the real economy. As Henry Ford once said, "The greatest use of capital
is not to make more money, but to use money to do more to improve lives." (Varga 2017)
Following the remarkable year of 2017 discussed above, the expansion and the strengthening of
banking relations between Hungary and China continued. The Hungarian Development Bank and
the China Development Bank (CDB) signed a cooperation agreement in 2018. As a result of this
cooperation, the China Development Bank opened an independent representative office in
Budapest in 2022. Its significance was further enhanced by the fact that the "Austrian Operations
Group" of the China Development Bank is a Budapest-based team, which coordinates the bank's
Austrian and Hungarian interests.

Another important milestone in our bilateral banking and financial relations was the opening
ceremony of a branch of the China Construction Bank (CCB) in Budapest in April 2023. It is
ranked as the world's second largest financial institution by assets. Speaking at the opening
ceremony, Mihaly Patai, Deputy Governor of the Hungarian Central Bank, said, "The opening of
a new branch is a result of the increasingly close interconnection between the Hungarian and
Chinese financial systems. The Bank of China already established itself in Hungary in 2013. The
Central Bank is playing an active role in strengthening financial relations between the two
countries, and the CCB's representation in Hungary will further enhance the successful
cooperation."”

Undoubtedly, the new branch will contribute to the further expansion of Sino-Hungarian
economic, financial and trade relations by opening up new development opportunities and helping
Hungarian companies enter the Chinese market and attract Chinese investment. Another important
step in the development of our banking relations was the opening of an OTP Bank Representative
Office in China in 2014.

Finally, the international conference on the occasion of the 35th anniversary of the founding of
the Hungarian Banking Association held on 10 May 2024 and attended by the President of the
Chinese Banking Association provided an opportunity to further strengthen our bilateral relations.
In his welcome speech, Mr Zhou Genggiang praised our relationship: "Today we celebrate the
HBA's unwavering commitment to promoting ethical practices, fostering collaboration, and
enhancing the overall health of our banking sectors, just like the missions that CBA has. The
strong partnership between our two Associations has been a testament to the shared values we
uphold and the mutual benefits we derive from our collaboration. We are looking forward to our
continued cooperation in the future.”

Conclusion

Promoting pragmatic, government-led cooperation and translating it into economic relations
requires banking support (Kuttor, 2022). The banking sector of both countries have a role to play
in this respect. The Hungarian banking sector, with the support of the Hungarian Banking
Association, has assumed an active part in building bilateral economic relations. The emergence
of Asian banks in Hungary and their becoming a regional hub is an exceptional achievement,
which demanded the personal involvement, efforts and commitment of Chinese and Hungarian
bankers, in addition to the political will.
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Zoltin Bartha'!
China’s grand strategy within 21st-century megatrends

The main aim of this study is to identify possible components of China’s grand strategy and check
how they can influence global megatrends. Based on a literature review, four grand strategy
components are identified: 1) building up military power, 2) consolidating power at the
peripheries and pushing for more control over disputed territories, 3) expanding economic
influence through the Belt and Road Initiative, and 4) establishing new standards in digital
technologies and promoting cyber sovereignty. These strategic tools can directly affect the
following megatrends that are commonly mentioned in the literature: shift of economic power,
emerging markets, new economic order, digitalisation; globalisation; deglobalization, trade
reduction, diversity of governance, trust in the political system; and scarce resources. Using data
taken from Google Trends it is shown that in the 2004-2023 period the trends of Chinese grand
strategy terms correlate most with terms that represent the following three megatrends:
digitalisation, globalisation, and scarce resources.

Keywords: China, foresight, grand strategy, megatrends, narrative analysis
JEL code: J11
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Introduction

Grand strategy was one of the terms used to describe the strategic actions of the great powers
during the Cold War in the second half of the 20" century (Gaddis, 2005). Grand strategies have
four constituent components: the articulation of national interests; the identification of threats to
the country; the development of ways to address the threats; and the mobilisation of resources to
achieve the goals (Goddard & Krebs, 2015). After 2010, more and more Western observers started
seeing China as a threat (Bracken et al., 2021), and this shift in opinion has generated a lot of
writing on the Chinese grand strategy.
It is not entirely clear whether China has a grand strategy and if yes, what it is (Doshi, 2021), but
with the country’s rising power and influence it is safe to assume that any Chinese strategic goal
can have a global impact. This study focuses on these potential global impacts from a megatrends
perspective. Megatrends represent high-impact, long-term shifts in social and environmental
systems. The concept is used in foresight to establish the trends that gradually express themselves
and over which the planner has little or no control (Ilbury & Sunter, 2001). If some components
of the Chinese grand strategy can be foreseen, and they indeed have a global impact, these
components can manifest themselves as potential megatrends. While the strategy itself is not a
megatrend, since it is controlled and can be changed by decision makers, it can create global shifts,
especially if it is sustained for a long period of time.
This study aims to answer the following two questions:

- Are there any megatrends in the literature that could be related to China’s grand strategy?

- What impact the components of the Chinese grand strategy had on the global narrative,

and what other trends do they coincide with?

In order to answer these question, a thorough literature review is conducted on two topics: China’s
grand strategy, to identify the potential strategic goals of the country and their characteristics; and
megatrends, to uncover the trends that most experts regard as crucial. The review is followed by
a narrative analysis using Google Trends as a tool. The analysis shows the narrative trends of the
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most important components associated with the Chinese strategic goals, and I also check how
these trends are correlated to the narrative trends of crucial megatrends.

This study on the one hand, helps experts interested in China to learn about the embeddedness of
Chinese grand strategic goals in global megatrends, and it also helps to identify components of
this strategy that had the greatest impact on the global narrative. On the other hand, the study
provides guidance to experts involved in foresight to better understand how China can potentially
influence the current megatrends.

Literature review

The review section focuses on two separate concepts. First, it introduces the concept of grand
strategy and identifies possible components of the Chinese grand strategy. Second, it discusses the
literature of megatrends with the intention of uncovering the ones that are most mentioned by
experts.

Grand strategy

Blagden (2021) adopting a structural-realist approach notes that states exist in an anarchic
international system, therefore the survival of the state and the maximisation of security is the
number one goal that is necessary to fulfil any other interests of the citizens. Blagden calls this
security-maximisation strategy realpolitik. As Goddard & Krebs (2015) show, the articulation of
national interests and the identification of the threats to the country are the first two components
of a grand strategy. According to Mokry (2023) national interests can be constructed from six
elements: 1) defending the country’s territory, political system, and citizens; 2) expanding the
country’s economic relations; 3) aiming at global governance; 4) offering global public goods; 5)
controlling the region; and 6) promoting the country’s values.

Grand strategy is a comprehensive, long-term plan that describes how a country wants to achieve
its major objectives (Mastro, 2022). It is a set of objectives and the means to achieve them, where
both the means and the objectives span from national security items to economic issues (Bracken
et al., 2021). Bracken et al. (2021) also add that while most countries have short- and medium-
term objectives (e.g., economic growth, building international relations), the design of a grand
strategy requires a clear definition of long-term goals, and a linked set of measures that help to
integrate efforts in many different fields. Doshi (2021) also emphasises the integrated nature of
the grand strategy. According to him, the grand strategy is intentional, coordinated, and
implemented over multiple means (statecraft, and military, economic and political).

The design of a grand strategy is therefore a complex task. Grand strategy goes beyond behaviour,
and principles, it requires long-term objectives and a deliberate, detailed plan (Silove, 2018).
Because of its complexity most countries, even most great powers usually don’t have a grand
strategy (Doshi, 2021). Does China have one? According to Doshi (2021), experts are divided
over this question. One group (Doshi calls them “believers”) is convinced that China already
devised its grand strategy to become a hegemon power; the other group (the “sceptics”) is still not
convinced about it. While the United States has its own explicit grand strategy statement (US
National Security Strategy Report), it is unknown whether China has such a document. But
Bracken et al. (2021) show that China has elaborate sector strategies: detailed social goals, foreign
policy objectives, a manufacturing strategy, an education modernisation plan, a cyber security
strategy, and a rural revitalisation strategy. The assumption of a grand strategy would mean that
these sector strategies were designed to serve the same long-term objectives.

What these long-term objectives could be? According to Mastro (2022), the starting point is the
Chinese Communist Party (CCP) whose main objective is to perpetuate its rule over the country.
The CCP’s way to achieve legitimacy is to deliver on key promises (Mastro, 2022), and the sector
strategies represent these promises and the means to achieve them. Doshi (2021) quotes Evan
Osnos on what the believers see as the Chinese grand strategy: “China is preparing to shape the
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twenty-first century, much as the U.S. shaped the twentieth” (Osnos, 2020). A country may choose
different paths to revise the world order; it may opt for a strategy that is based on the already
existing institutions, it could seek for a rules-based revolution, it can exit the already existing
institutional world order, or it can opt for hegemonic violence (Goddard, 2018). Mastro (2022)
suggests that China’s choice is the second one (rules-based revolution), which means that the
country tries to maximise its influence over the existing institutional order, but it is also open to
creating new institutions when the former strategy is not effective enough.

According to Doshi (2021), there are two main ways in which a rising state can peacefully displace
the hegemon power: first, blunt the hegemon’s control, and then build forms of control over others.
Until now, China executed this displacement strategy in three stages: first, blunt American power
over China (1989-2008); second, build the foundation of regional hegemony in Asia (2008-2016);
and third, the expansion of these two strategies to the global scene (Doshi, 2021). Bracken et al.
(2021) also conclude that China’s strategy changed over the years. Between 1979 and 2008 China
proceeded cautiously while trying to hide its capabilities. The financial crisis prompted the
Chinese leaders that America is weaker, and so the country became more open about its
aspirations.

Experts typically mention the same means by which China aims to achieve its long-term
objectives:

- Building up military power, initially started as an asymmetric strategy (building on own
strength and trying to exploit the weaknesses of the adversary) (Bracken et al., 2021).

- Consolidating power at the peripheries (like Tibet or Hong Kong) and pushing for more
control over disputed territories in the South China Sea, and East China Sea (Mastro,
2022).

- Expanding economic influence through the Belt and Road Initiative (BRI) (Mandelbaum
& Weiffen, 2023), a project that involves more than 130 countries and allocated more
than 1 trillion USD worth of investments (Mastro, 2022).

- Establishing new standards especially in areas of technology where China is equal to or
even ahead of the West (space exploration, cybersecurity, 5G communication) (Bracken
et al., 2021; Mastro, 2022). The promotion of cyber sovereignty is seen by many as an
attempt to promote autocracy around the world (Mandelbaum & Weiffen, 2023; Mastro,
2022).

Megatrends

The term ‘megatrend’ was coined by John Naisbitt. His 1990 book that he co-authored with
Patricia Aburdene defines megatrends as large social, economic, political, and technological
changes that are slow to form, and once in place, they influence us for some time (a decade or
even longer) (J. Naisbitt & Aburdene, 1990). According to Batt (2018) “a megatrend is a
significant long-term shift in environmental, economic and social conditions that defines our
future world and the pace of change” (Batt, 2018, p. 1). “Megatrends are global changes in
individual, social and technological structures which are thought to have a major impact on the
futures markets” (Hessel, 2014, p. 99). They are “gradual yet powerful trajectories of change that
will at some point express themselves with explosive force and throw companies, individuals and
societies into freefall” (Hajkowicz, 2015, p. 1). Its course is similar to the product life curve, so
we can distinguish introductory, growth, maturity and decline stages, and the "mega" nature of the
trend is determined by the length, spectrum and depth of the impact (Malik & Janowska, 2018).

Some approaches define the term by setting the criteria for megatrends (Linthorst & De Waal,
2020; Vukanovi¢, 2018). These criteria typically focus on four aspects: time span, geographic
scope, scope of affected systems and certainty of occurrence. The time span of megatrends is long:
10-15 years (J. Naisbitt & Aburdene, 1990), 20 years (Utikal & Woth, 2015), or even 50 years
(Galinska, 2018). Additionally, megatrends are gradual shifts that are slow to form (Hajkowicz,
2015; J. Naisbitt & Aburdene, 1990), and their impact is hard to assess because they often coincide
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with short-term phenomena (Von Groddeck & Schwarz, 2013). The geographic scope of
megatrends is very large, authors usually describe it as global (Jeflea et al., 2022; Vukanovi¢,
2018). A megatrend affects social, economic and environmental systems at the same time, its
impact is complex and consists of a mixture of different influences (Hajkowicz, 2015; Horvath et
al., 2022; Malik & Janowska, 2018; Mittelstaedt et al., 2014). According to the majority of authors,
the probability of the occurrence of a megatrend is high, so the examination of megatrends is
sharply separated from the low-probability effects, e.g. from research on the black swan
phenomenon (Taleb, 2007). Megatrends can help decision makers to better prepare for a seemingly
unpredictable future (Hajdua, 2013).

Based on the four criteria, a megatrend represents social (determined by human interactions) or
natural shifts, which exert their effects with relatively high certainty over a long period of time
(decades), in a broad (global) geographic environment and on a broad spectrum (in a way that
affects several systems). Certainty is weakened by the slow and gradual formation and also by the
complexity of the trajectory.

To prepare my study, I reviewed the literature of the last 10 years. I included 19 works from the
period 2014-23. Some of the selected works were meta-studies that summarize the results of many
other authors (Retief et al., 2016 combine 6 reports; Linthorst & De Waal, 2020 162; Jeflea et al.,
2022 840). These are the most important megatrends of the 215 century according to the reviewed
studies:

- New globalisation - power shift; Environmental crisis; Individualisation and value
pluralism; Digital age; Demographic change; Technological convergence (Vielmetter &
Sell, 2014).

- Demographic change - ageing; Individualization - specialisation; Social and cultural
disparities; Reorganization of healthcare systems; Changes to gender roles; New patterns
of mobility (Hessel, 2014).

- Growing demand for scarce resources; Climate and biodiversity challenge; Accelerating
technological change; Growing societal expectations for services, experiences; Emerging
economies; Digitalisation; Ageing population (Hajkowicz, 2015).

- Emerging markets, consumption; Ageing population; New international economic order;
Megacities; Emerging manufacturing hubs; Debt crisis; Trade dilemma (Biswas, 2016).

- Rapidly changing demographics; Rapid urbanization; Accelerating technological
innovation; Power shifts; Resource scarcity; Climate change; Global health risks;
Continuing economic growth; Ecosystem pressure; Increasing environmental pollution;
Diversifying approaches to governance; Individualism; Economic interconnectedness;
Public debt; Entrepreneurship rising; Technological convergence (Retief et al., 2016).

- Technology revolution; Biotechnology; Migration; Urbanisation; Social structures;
Connected world; Shifting values; Transforming energy; Multi-polar worldview;
Economic activity; Mobility; Global limits (Lustig & Ringland, 2018).

- Climate change; Health; Consumerism; Big data; Tech; Globalisation; Individualism;
Wealth redistribution; Uncertainty and inequality (IPSOS, 2019).

- Digitalisation; Globalisation; Multi centric world; Democracy crisis (D. Naisbitt &
Naisbitt, 2019).

- Globalisation; Digitalisation; Automation; Urbanisation; Migration; Ageing; Climate
change; Resource scarcity (OECD, 2019).

- Individualism; Fluid gender identity; Instant knowledge vs. Wisdom; Revival of simpler
experiences; Experience delivered by humans; Attention wealth; Purporse first in
company operation; Big data access-ownership; Privacy vs tech (Bhargava, 2020).

- Climate change; Ageing; Globalisation; Financial capitalism; Technological change; De-
globalisation (Boschetto Doorly, 2020).

- Speed of technological advancement; Flexible employment; Skills mismatch;
Sustainable work; Globalisation; Ageing - workforce composition; Increasing inequality;
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Environment; Economic power shift; Urbanisation; Cross-border migration; Resource
scarcity; Individualism (Linthorst & De Waal, 2020).

- Demographic trends and ageing; Urbanisation; Gender roles, women; Access to
education; Health challenges; Household debt; Income inequality; Climate change;
Environmental degradation; Eroding human security; Fragmenting trade; Environment;
Public debt; Powerful firms; Internet of things; Automation; Artificial intelligence; New
materials; Virtual reality (National Intelligence Council, 2021).

- Globalisation - Interconnectedness; Digitisation; Open access learning; Millennial and
Gen Z expectations; Individualisation; Mental Health; Environmental awareness (Hieker
& Pringle, 2021).

- Deglobalization and self-sufficiency; A New Cold War; Financial instability; End od easy
money; Debt crisis; Al threat to work and consumption-based economy; Climate change;
Demographic crisis (Roubini, 2022).

- Communication technology; Inequity; Individualisation; Shared experiences; Faith in
political system; New world order; Hate on the rise; Missing middle; Tribes vs. Nations;
End of privacy; Polarised science; Population redistribution; Al in entertainment;
Gender; Cashless economy & universal basic income; Climate; Shopping; New luxury
(Salzman, 2022).

- Digitalisation, internet of things, smart city; Artificial intelligence, automation;
Urbanisation; Education, higher education; Big data; Globalisation; Climate change,
sustainability; Autonomous vehicles (Jeflea et al., 2022).

- Globalisation; Integration; Democratisation (Lebedeva & Kuznetsov, 2022).

- Digitalisation; Urbanization; Globalisation; Climate change; Automation; Mobility;
Global health; Ageing population; Emerging markets; Sustainability (Haluza &
Jungwirth, 2023).

Many of these megatrends are not easily comparable. While different authors may use the same
term to tag the megatrend, the description can be different (e.g., when writing about demographic
changes, some authors emphasize the diverging paths of Africa and other continents, others
primarily focus on ageing, and there are studies that mostly discuss urbanisation trends), Some
studies discuss the same trends under one umbrella, others interpret them as separate megatrends
(e.g., climate change, sustainability and the scarcity of resources). Table I summarises the
megatrends that were most frequently mentioned in the surveyed literature.

Table 1. The most frequently mentioned megatrends
Megatrend No. of mentions
Shift of economic power, Emerging markets, New economic order 11
Digitalisation 11
Climate change 11
Demographic crisis 11
Globalisation

Accelerating technological innovation, Technological cohesion
Increasing individualism

Rapid urbanisation

Health challenge, Mental health

Socio-economic inequalities

Debt crisis, Indebtedness of households, Increase in public debt
Artificial Intelligence

Migration

Deglobalization, Trade reduction

Diversity of governance, Trust in the political system
Automation
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New patterns of mobility
Scarce resources
Increasing environmental pollution, Reduction of biodiversity
Gender roles
Big data
Spread of consumerism
Environmental awareness
Change in education, Open access learning
Source: author’s own work

WWIWW AP

Data and methods

This study seeks to answer whether and how the elements of the Chinese grand strategy are
connected to megatrends, and whether the grand strategy had any impact on global megatrends
narratives. The first question is answered by comparing the literature review results on Chinese
grand strategy and megatrends.
Answering the second question requires a trend analysis. I used the Google Trends database
(https://trends.google.com/trends/explore?date=all&hl=en) to get quantifiable data on the
frequency of terms whose narrative is connected to the two objects of analysis (grand strategy and
megatrends). Google Trends provides aggregated data on the frequency of searches of any term
that was entered to their search engine. Data is available from 2004 on a monthly basis, although
the method was refined several times over the two-decade period. My calculations are based on
the non-real time data, which means that the time period considered is 1 January 2004 and 12
November 2023. Google provides a monthly value for every search term; I used the mean of the
12 months (11 in case of 2023) to get a frequency figure for every year. Both country-level and
worldwide data is available, this research uses the latter.
Google Trends normalises the data by calculating the search interest for a term as a proportion of
all searches on all topics on Google. The normalised data are indexed to a 0-100 scale, where 100
represents the highest search interest for the period selected. The dataset I used therefore can only
compare trends, the figures of different search terms are not comparable to each other (e.g., the
frequency value of ‘South China Sea’ and ‘climate change’ is around 14 in 2023, but the actual
search interest for climate change is magnitudes larger) (Rogers, 2016).
I collected and calculated yearly frequency data for 12 terms. The first three are meant to measure
the narratives about China’s grand strategy, the rest represent narratives about megatrends:
South China Sea
Belt and road initiative
Cyber sovereignty
Globalisation
Deglobalisation
Economic world order
Digitalisation
Climate change
. Demographic crisis

10. Debt crisis

11. Forms of government

12. Scarce resources
To check the connection between terms describing the grand strategy and different megatrends, I
compare the 12 time series. Several methods can be used to detect similarities between two time
series. In this analysis, the important aspect of similarity is that two lines start to rise or fall at
roughly the same time. When the detection of the combined rise and fall is an important goal
(Bartha & Molnar, 2016), the use of the Pearson correlation coefficient is the most appropriate
(Bader, 2021). The higher the value of the correlation coefficient, the more similar the two curves

N~ WNE
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are to each other, indicating that the narratives about the two phenomena coincide. A negative
correlations indicates that when one of the terms is on the rise, the other begins to decline.

Results and discussion

Table 2 evaluates the most frequently mentioned megatrends from the Chinese grand strategy
perspective. It splits megatrends into three categories: driver, influencer, and impacted.
Megatrends in the driver category are strongly affected by the Chinese grand strategy. The
megatrends with the influencer tag can be influenced by Chinese developments simply because
China is a major player in fields that contribute to the trend (e.g., tackling climate change is
typically not categorised as part of the grand strategy, but China still has influence over it as the
world’s largest polluter (Myllyvirta & Qin, 2023). The impacted category refers to megatrends
that have significant impact on China.

Table 2. The most common megatrends and their connection to China and the Chinese grand
strategy (Driver column)
Megatrend Driver Influencer | Impacted
Shift of economic power, Emerging markets, New v
economic order
Digitalisation Y
Climate change Y
Demographic crisis Y
Globalisation Y
Accelerating technological innovation, Technological
cohesion
Increasing individualism
Rapid urbanisation
Health challenge, Mental health
Socio-economic inequalities
Debt crisis, Indebtedness of households, Increase in
public debt
Artificial Intelligence Y
Migration
Deglobalization, Trade reduction
Diversity of governance, Trust in the political system
Automation
New patterns of mobility
Scarce resources Y
Increasing environmental pollution, Reduction of
biodiversity
Gender roles Y
Big data Y
Spread of consumerism
Environmental awareness
Change in education, Open access learning
Source: author’s own work
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I will only focus on the Driver column of Table 2. If indeed it is China’s ultimate goal to replace
the USA as the hegemon power (Doshi, 2021), the country is a direct driver of the ‘Shift of
economic power, Emerging markets, New economic order’ megatrend, and this aim is directly
connected to the ‘Globalisation’ and ‘Deglobalisation, Trade reduction’ megatrends, too. China is
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actively seeking to establish new standards in the areas connected to the digitalisation realm
(Bracken et al., 2021; Mastro, 2022), while propagating the idea of digital sovereignty
(Mandelbaum & Weiffen, 2023). These strategic moves make China an influencer of the
‘Digitalisation’ and the ‘Diversity of governance, Trust in the political system’ megatrends.
China’s experience in controlling the cyberspace helps to increase the government’s control over
the narrative, therefore the technology, if made available for other countries, can contribute to the
strengthening of autocratic regimes. Finally, as Mastro (2022) highlights it, around half of China’s
crude oil imports (the world’s largest energy importer) go through the Malacca straight, making
the country vulnerable in the South China Sea and beyond. Access to scarce resources, such as
crude oil (but rare earth elements, too (Zou et al., 2022) connects the ‘Scarce resources’ megatrend
to the Chinese grand strategy.

I picked three terms that are meant to represent the most important components of the grand
strategy in a narrative analysis: first, ‘South China Sea’ as this area seems to be a focus point in
the Chinese national security strategy, and it is closely connected to the secure access to scarce
resources, too; and the BRI and ‘cyber sovereignty’, because these are the most commonly
mentioned grand tools of China’s grand strategy. Figure 1 shows the search interests of these
terms. Both the ‘South China Sea’ and the BRI seems to have peaked in the second part of the
2010s, while ‘Cyber sovereignty’ has been rising steadily (the frequency values for this term are
lower, because some large outliers were removed from the beginning of the period, 2004-2006).

35
30
25
20
15

10

South China Sea == «= Belt and road initiative «e«ee«<* Cyber sovereignty

Figure 1. The narrative trends about the key elements of China’s grand strategy
Source: author’s own calculations based on Google Trends data

I also checked the Pearson correlation coefficients between the time series of these three grand
strategy terms, and 9 other megatrends terms (7able 3). The table only includes coefficients if the
correlation was significant at 5% level. ‘South China Sea’ is only correlated with ‘Globalisation’
and ‘Digitalisation’, which means that searches for these terms had a similar trend. ‘Belt and Road
Initiative’ is correlated with ‘Digitalisation’ (strongest), ‘Scarce resources’, ‘Climate change’, and
‘Globalisation’ (weakest). Finally, ‘Cyber sovereignty’ is correlated to almost all investigated
areas: ‘Digitalisation’ (strongest), ‘Climate change’, ‘Deglobalisation’, ‘Scarce resource’,
‘Economic world order’ (strong), ‘Demographic crisis’, and ‘Globalisation’ (weakest).

Table 3. The significant Pearson correlation coefficients of the three grand strategy terms
| Megatrend | SCS | BRI | CS |
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Globalisation -0,491 -0,574 -0,474
Deglobalisation 0,759
Economic world order 0,726
Digitalisation 0,494 0,768 0,785
Climate change 0,559 0,781
Demographic crisis 0,597
Debt crisis

Forms of governments

Scarce resources 0,607 0,734

Note: SCS = South China Sea; BRI = Belt and Road Initiative; CS = cyber sovereignty
Source: author’s own calculations based on Google Trends data

10 of the 13 significant correlations (these are shown in italics in 7able 3) are detected with Driver
category megatrends, which I earlier identified as ones that can be strongly affected by the Chinese
grand strategy. This can be interpreted as a sign of China, and China’s grand strategy having an
impact on the global narrative.

Conclusion

This study identifies four possible components of China’s grand strategy: 1) building up military
power, 2) consolidating power at the peripheries and pushing for more control over disputed
territories, 3) expanding economic influence through the BRI, and 4) establishing new standards
in digital technologies and promoting cyber sovereignty. I claim that these grand strategy
components can act as drivers of the following megatrends: 1) Shift of economic power, Emerging
markets, New economic order; 2) Digitalisation; 3) Globalisation; 4) Deglobalization, Trade
reduction; 5) Diversity of governance, Trust in the political system; and 6) Scarce resources.

I pick the terms ‘South China Sea’, BRI, and ‘Cyber sovereignty’ as measures of the global
narrative about the Chinese grand strategy. Using Google Trends data for the 2004-2023 period, I
show that the narrative on the first two has peaked in the second part of the 2010s, while ‘Cyber
sovereignty’ has been steadily rising. I also check whether these trends coincide with narratives
about megatrends. I find that most of the significant correlations are with terms (namely:
globalisation, deglobalisation, economic world order, digitalisation, and scarce resources) that
represent megatrends which can be driven by decisions related to the grand strategy. This can be
interpreted as a sign of China, and China’s grand strategy having an impact on the global narrative.
Two megatrend terms, globalisation and digitalisation are correlated with all three measures of
Chinese grand strategy. Scarce resources are correlated with two of them (BRI and Cyber
sovereignty). These represent the three megatrends whose narrative is most closely connected to
narratives about China’s grand strategy.

The quantitative part of this study is based on a trend analysis using Google Trends data. This
quantitative part is speculative. It identifies some terms with the components of China’s grand
strategy, other terms with megatrends, and checks if the time series showing search interests for
these terms are correlated or not. A significant correlation between two terms shows that the trends
of two narratives (manifested in the form of search interest in Google’s search engine) coincide.
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Déra Gyarmati-Szijj*? — Péter Rada®®
Strategic autonomy of the EU in the light of CSDP and the changing world order

The development of the European Union’s activity as a security actor is closely linked to the need
for global capacity for action in this domain, with a clearly “softer” role definition than NATO,
which is derived from a collective security concept. The aim of this study is to identify how and
under what circumstances the European Union’s self~definition in the field of security and defense
policy has evolved, how it has attempted to make the EU be present in the changing world order
as an independent actor asserting its strategic autonomy with a specific voice. The paper looks
back not only on the development of the EU security and defense policy, but also highlights the
two decades of Hungarian operational involvement in it. Our central assumption is that the
strengthening of the EU’s strategic autonomy, in which CSDP is one of the core instruments,
cannot be avoided amid the challenges of the modern era if the EU wants to preserve its
competitiveness and adaptive responsiveness.

Keywords: EU, CSDP, world order, strategic autonomy
JEL Classification: B00, B20, B27, F00, F50, F51

https://doi.org/10.32976/stratfuz.2024.17

Introduction

The European Union’s worldwide competitiveness is perceived as a mechanism for ensuring
security, where a rapid transition towards digitalization and environmental sustainability will
assume a pivotal position. The attainment of this objective through a “fair, equitable, and
inclusive” approach is expected to contribute to the enhancement of the social aspect, so
successfully tackling the demographic obstacles that Europe is currently confronting. This will
have a particularly significant influence in the post-Covid era compared to previous periods.
Despite the prevalence of contradicting ideas about the world order like the end of history
(Fukuyama 1993), the clash of civilizations (Huntington 2015), or the post-American world
(Zakaria 2011), Russia’s armed aggression against Ukraine ended the post-Cold War period.
However, the current state of the international order and the necessary preparations and
adaptations that the European Union, including Hungary, must undertake remain rather
ambiguous.

The current strategy of the presidency trio places greater emphasis on strengthening the EU as a
global and autonomous actor, where the EU aspires to be a proactive and resolute entity in the
realm of security and defense policy. This entails implementing a well-balanced trade policy and
enhancing all aspects of security. This strategic objective extends beyond safeguarding the EU’s
interests and implementing policy solutions (only) based on values.'4

The incorporation of a comprehensive security approach as a prevailing strategy is not a novel
aspect within a trio’s agenda. The notion of Europe aiming to augment its global capabilities has
long been ingrained in the European Union’s shared position and mindset in matters pertaining to
security and defense policy. The current security (self-)perception of security is influenced by
decades of policy development, debate, external or internal crises. This perception has been further
strengthened by the establishment of the EU’s commaon security and defense policy, as well as the

12 Security policy analyst, international coordinator at the Budapest Metropolitan University.

13 Vice Rector for International Affairs at the Budapest Metropolitan University, PhD in political sciences
and habilitation in public administration sciences.

14 Program of the Council (10597/2023): https://data.consilium.europa.eu/doc/document/ST-10597-2023-

INIT/hu/pdf
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increasing impact of the migration crisis, the global Covid pandemic, and the war in Europe’s
neighborhood.

The main aim of this paper is to examine the security and defense strategy of the EU partly in
relation to Hungary’s two decades of membership, with a particular focus on Hungary’s role
within the broader framework of the Common Security and Defence strategy (CSDP). There is a
longstanding necessity to enhance and strengthen the shared structure for collaboration in foreign
and security policy; however, the concept of integrating a military strategy has already opened up
questions related to sovereignty. This study is predicated on the premise that in order for the EU
to sustain its competitiveness and adaptability within the evolving global landscape, it is
imperative to enhance its strategic autonomy. The EU is a postmodern liberal political body,
nonetheless, it appears imperative to enhance its ability to adhere to a pragmatic framework of
power, which is the realm of realism. These skills are evidently present in the idea of creation of
the CSDP and are a direct consequence of it.

Liberal World Order and the question of strategic autonomy

Under the influence of external challenges, the history of European integration has plunged
cyclical questions on the agenda, such as how one of the major beneficiaries of the liberal world
order, the EU, can turn from a political dwarf of an economic giant to a real global power. This is
not negligible in that the EU relied on the security shield provided by the United States during
every external security crisis, and without Washington, it has not been able to act effectively even
in conflicts in Europe or in its neighborhood. See for instance the war in Yugoslavia which
eventually led to the birth of the European security policy The subsequent security and defense
policy attitude, and understandably the immediate inclusion of the “peace dividend” (Rockoff
1998) after the end of the Cold War and the use the money instead of defense for economic and
social developments, seemed logical from an internal policy point of view in a rules-based and
predictable international order, eventually driven, maintained and protected by the liberal foreign
policy interest of the United States.

Today, however, the “liberal world order” faces undeniably serious questions about its existence,
its basic logic, its functioning. Russia and China have gradually challenged the limits in recent
years, with critical voices growing in the United States and even in the EU, but a real alternative
is not on the horizon and a liberal order based on rules that contain realist elements continues to
determine international relations. Countries adjust to order because it is in their immediate interest
(at least in the short term) or because there is no other way to adjust, and order itself reduces
uncertainty so that the world of realistic uncontrolled anarchy does not become a reality.

This paper, as stated in the introduction, does not aim to comprehensively analyze all aspects of
strategic autonomy. Instead, it specifically focuses on the military and defense dimensions of
autonomy. In relation to strategic autonomy, significant quandaries emerge, including the question
of how the EU can possess the capacity to autonomously make choices, particularly when its
suitability for upholding a zone of peace and stability (Rada-Nyilas 2023) inside its own continent
is subject to scrutiny. Subsequently, it would demonstrate the EU’s credibility to make
independent decisions on a global scale, which had implications for the global order.'

The history of European integration has raised recurring questions due to external constraints.
These questions include how the EU, which has greatly benefited from the liberal international
order, can transform from a politically insignificant economic powerhouse into a significant
worldwide political player. The significance of this matter lies in the fact — as mentioned above —
that the EU heavily depended on the security protection offered by the United States throughout
any foreign political crises. Without the presence of Washington, the EU would be unable to
adequately respond to military conflicts.

15 The compulsory force of the international system is one of the central elements of Kenneth Waltz's
classical neo-structural realism theory (Waltz 2010).
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The topic of the New World Order has garnered significant attention in the realm of international
literature. However, it is imperative to establish a clear definition of global order within the
framework of the international liberal order. This paper does not aim to elucidate the theoretical
distinction between the concepts of global order and international order. When referring to the
phrase liberal international order(s) in the current context, it is important to note that the theoretical
definitions of international system by John Ikenberry (2020) or Robert Kagan (2022) might serve
as a point of reference. The ideals of collaboration, free commerce, the universality of human
rights, and peaceful cohabitation are considered to be the ,,pillars” of the liberal international order
in this particular scenario. In our understanding, world order may be seen as a global regulatory
concept that compels participants within the international system to behave accordingly,
regardless of their lack of alignment with liberal values.® The conceptual foundation of the liberal
world order, as well as all practical issues, lies in the inherent human inclination to reside within
predictable limits. Immanuel Kant’s treatise on “Zum ewigen Frieden” (Kant 1998) is inherently
idealistic and has implications for liberal international relations. Arthur Schoppenhauer (2009), a
proponent of Kantian philosophy, further developed this idea by embracing the theory of order,
which is independent of human activity and assumes its all-determining logic. The obligatory
framework is established by the policymakers of the liberal global order and the participants of
the order are unable to disregard it. The manifestation of surrealism®’ is evident here: there is a
paradigmatic framework established and managed by the ,West,” of which the EU clearly
constitutes a component, but for the perpetuation of this framework in alignment with liberal
values, it is imperative that agenda-makers, particularly the EU, enhance its efficacy by the
incorporation of classical power categories that may be understood in a pragmatic manner. That
is to maintain a liberal order the agenda setter needs to be realist. Envisioning the latter is a
challenging task that necessitates a genuine strategic autonomy, extending beyond mere
philosophical deliberations.®

The world order refers to the structural framework that maintains equilibrium by facilitating the
reorganization of foreign policy goals and motives of individual players via the process of
compromise. In the event that the equilibrium is disturbed or perceived by the involved parties, a
process of repositioning is undertaken with the objective of mitigating any adverse consequences
that may arise from the alteration in the global arrangement for the respective actor. Nevertheless,
any action that alters the equilibrium might exacerbate the participants’ feeling of insecurity, so
generating a rapid detrimental cycle that will challenge the core principles of the system. The
legitimacy of the world order is derived from the adherence of its players to its rules, despite their
diverse intentions, perceptions, and interests. This adherence is rooted in the belief that the order’s
laws are less detrimental to their safety and well-being compared to the uncertain post-liberal
world. This assertion posits that the dynamics of change have become more pronounced among
international actors. However, it raises the question of whether the equilibrium can be altered
without substantial disruptions, such as a direct confrontation between China and the United
States. The equilibrium was undeniably disrupted in 2022, and the conflict in Ukraine is more
indicative than a result of this. Each actor in the sequence possesses pessimistic expectations that
they endeavor to modify. The restoration of order by the United States is likely to elicit adverse
reactions not only in China but also throughout the global South. Simultaneously, in the event that
Washington maintains a state of inactivity, it also amplifies the level of uncertainty and
concurrently undermines the credibility of the order. It is in the EU’s best interest to reinstate the
equilibrium, while it would be advantageous to possess autonomous capabilities in the event that
this outcome is not achieved.

16 See a deeper argument related to this very question in: Pongracz, Rada 2023.; or Rada, Varga 2023.

17 See for more explanation and details: Rada 2023.; Rada-Stepper 2023.

18 This is reflected in the study of the State of the Union speech by the President of the European
Commission, Ursula von der Leyen. The term “strategic autonomy” appears much more often than before
and is interestingly associated not with defense policy but with economic and technological challenges.
See: European Commission 2023.
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The existing body of research consistently demonstrates®® that the Russian aggression has
engendered a geopolitical landscape for the EU that is unprecedented in Europe since the Cold
War, and in certain aspects, even comparable to the Second World War. Putin’s endeavors to
establish an empire and colonize Ukraine necessitate the EU to possess the capacity to engage in
politically cohesive thinking on strategic matters. This would include expediting decision-making
processes and perhaps reinforcing some federal, imperialistic traits, which critics argue are
undesirable. Nevertheless, the presence of a strategically independent EU does not ensure that the
EU will remain exempt from global wars, even if the imperative for enhanced security necessitates
it. By increasing the degree of economic concentration and prosperity inside the EU would not be
excluded from potential conflicts like as those between the United States and China. For instance,
following a two-year period of conflict in Ukraine, the European Union is projected to incur
expenses exceeding €200 billion. Furthermore, implementing a set of sanctions on China and
addressing its worldwide economic repercussions would result in more severe outcomes (Sikorski
2023, 75).

From the EU’s standpoint, there exists a scarcity of thorough studies that have been undertaken to
examine the systemic changes associated with the conflict in Ukraine. In relation to the EU, the
assertions pertaining to the United States concerning the alteration in the ,,liberal world order” and
its ramifications are typically accurate. It is imperative to differentiate between the perspectives
held by Europeans, namely the European liberal worldview, regarding the global landscape, the
principles embodied by the EU, and the actualities that have emerged as a consequence of a
conflict on the continent. The initiation of the Russian neocolonialist set of actions did not
commence in the year 2022. As early as 2007, President Putin expressed his aspiration to
reconstruct a more efficient and contemporary Soviet Union during his address at the Munich
Security Forum?, even if many did not want to understand it. This ambitious foreign policy,
characterized by territorial expansion, was exemplified by the military intervention in Georgia in
2008, the annexation of Crimea in 2014, and the occupation of eastern Ukrainian territories in the
same year. The EU, in conjunction with the United States, did not offer a definitive ,,imperial”
reaction, which, according to certain interpretations, might have been seen as a vulnerability from
Putin’s perspective and a concession that is acceptable from the standpoint of the Western world
and the global order may be the new status gou. In order to mitigate any misinterpretations, it has
become imperative for the EU to establish precise delineations of its ,,zone of influence”. This
entails expediting the expansion efforts in the Western Balkans and Eastern Europe. The EU’s
credibility in strategic affairs is contingent upon its unity and its ability to effectively deepen
alongside enlargement. In light of the growing competition between the United States and China,
it is conceivable that Washington may exert greater pressure on the EU to enhance its defense
capabilities. This could potentially manifest as an expectation, albeit not explicitly articulated, for
the EU to address European security challenges, including those posed by Russia and the post-
war reconstruction of Ukraine.

The interpretation of a world governed by power politics and self-help poses challenges within
the framework of European liberal ideology, which is primarily characterized by a cooperative
mindset. The act of aggression by Russia, in isolation, does not alter the existing global order.
However, it does prompt inquiries on the strategic position that Russia would be deemed valuable
in the context of a Sino-American struggle or conflict. Implementing a potential future embargo
against China would result in a severe economic crisis inside the European Union, underscoring
the need of avoiding the initiation of a new kind of Cold War. It is imperative to acknowledge
inside the European Union that Russia will continue to exert influence beyond the conclusion of
the conflict, and full isolation is unattainable due to several factors, such as the energy challenge.
The protracted conflict and subsequent post-conflict rehabilitation are expected to have a greater
impact on the European Union’s economy compared to the United States. Therefore, it is

19 See detailed description in: Rada 2023.
20 See the full speech: URL: https://www.youtube.com/watch?v=hQ58Yv6kP44
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imperative for the EU to expeditiously bring an end to the war. European integration has
progressed with the support of U.S. security assurances. However, in a revised global
arrangement, it may not be practical to solely depend on U.S. guarantees. Therefore, it is not
surprising that the potential for strategic autonomy is a key focus in visions regarding the future
of the EU. EU leaders face a challenging situation as they must navigate the perceived shifts in
the global order, the pressing European interests, the indispensability of certain values, and the
vulnerability of EU citizens to extreme challenges such as economic hardships, energy insecurity,
and the psychological burden of the risk of war escalation.

The EU’s growing focus on enhancing autonomous defense capabilities in the last ten years may
be attributed to deliberate efforts, as evidenced by the Treaty of Lisbon (Koller 2012), which
established the framework for differentiated integration. However, the EU’s defense development
and opportunity measures have not yet resulted in tangible capacity-building. The concept of EU
combat groups has been in existence for over two decades, with the first planning of the first
combat group beginning in 2007. However, no combat group has been deployed since.?* The
permanent structured cooperation, which is legally established under the Lisbon Treaty, was
initiated in 2017 by the EU member states who expressed interest. Despite the adoption of the
strategic compass in 2022%, which was already war-conscious, and the establishment of the
European Peace Facility, the EU would face significant challenges in deterring a revisionist power
due to the resurgence of Russian aggression and traditional warfare in Europe. The support of the
United States is crucial in this regard. European unity must not only build institutional frameworks
for defense capabilities, but also effectively implement them in order to enhance credibility, which
is an essential prerequisite. Regarding crucial issues for the future global arrangement, such as
post-war collaboration with Russia and China, there is a lack of a cohesive European stance. The
EU Member States, as a whole, pursue their own foreign policy goals, which undermines the
efficacy of the EU’s foreign policy (Sikorski, 2023: 70).

The first comprehensive German national security strategy presented in June 2023 can be seen as
a significant milestone from the standpoint of European strategic autonomous thinking. Although
it may not be the document itself, critics argue that it effectively combines theoretical issue-
specific security challenges with practical defense policy issues. One significant interpretation of
the National Security Strategy is that Germany envisions a future wherein it assumes a significant
role in promoting peace, security, and prosperity within a free yet multipolar international order.
This vision is envisioned by Germany, both independently and through the enhancement of its
autonomous capabilities. Germany envisions a scenario wherein it operates within the existing
liberal world order” and the institutional security framework established by NATO and the
European Union. Furthermore, Germany envisions a close alliance with the United States and a
partnership with China.

Milestones in the development of the European security and defence policy — a road to the
Lisbon Treaty and its reforms

The roots of a European defence identity that led to the formulation and institutionalization of a
unified European defense vision originated from diverse efforts in the political, economic, and
ideological wayfinding after WWII. A special focus on security-related issues and security policy
as an important theme on the agenda has been presented even in the earliest stages of European
integration, and so, security policy issues have been developing organically together with the
processes of economic cooperation and political cohesion. These changes were often accompanied
by fierce political debates, especially between Great Britain and France, peaked in the historical

21 see further information: EU Rapid Deployment Capacity. European Union External Action. URL:
https://www.eeas.europa.eu/eeas/eu-rapid-deployment-capacity-0_en

22 See further information: Permanent Structured Cooperation (PESCO). URL:
https://www.pesco.europa.eu/about/
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speech in Zurich in the year 1946 about the necessity of a “United States of Europe”; but these
debates also resulted in the construction of the common foreign and security policy (CFSP) pillar
with the Treaty of Maastricht and afterward, the remarkable, innovative measures of the Treaty of
Lisbon in 2009, the starting period of a new common security and defence policy (CSDP).

In 1952, the French proposal for the creation of the European Defense Community, widely known
and referred as the Pleven Plan, was formulated following the idealism of NATO, which was
established in 1949 with the Brussels Pact, as an organization that guarantees the security of the
North Atlantic allied partners by traditional military means. The Pleven plan originally envisioned
a supranational security policy cooperation forum and a military decision-making structure, as
well as an executive council operating with unanimous decision-making procedures, which called
for the coordination of the foreign and defense policies of the participating members and would
have been provided opportunities to a strictly controlled re-armament of the German armed forces
and its involvement in military decision-making. In parallel, Pleven also initiated the
establishment of the European Political Cooperation, which was envisioned as a federative
institution above its participating nations. Finally, all of these federation efforts have failed,
neither the European Political Cooperation nor the European Defense Community worked in
practice (Galik, 2008). Nevertheless, forward-looking visions supported the birth of the Western
European Union (WEU) in 1954 and this institutional — as a “complementary” of NATO — can be
considered a practical and ideological “forerunner” of the EU CSDP frameworks we know these
days.

However, WEU with its classic, intergovernmental decision-making process started to work in the
shadow of NATO from its very beginning: both the concern about the duplication of defence
policy tasks and skepticism due to its institutional weakness were echoed by critics. Nevertheless,
the essence and spirituality represented by WEU were handed over due to the so-called Petersherg
tasks which considered military tasks with the scope and nature of humanitarian actions,
disarmament, and peacekeeping and peacemaking tasks. The Petersberg Declaration signed by the
Council of Ministers of the Western European Union in 1992 stated that the main activities
implemented by WEU shall focus primarily on humanitarian and evacuation tasks, conflict
prevention and peacekeeping, crisis management operations, reconciliation, disarmament-related
tasks, as well as reconstruction, military training tasks after armed conflicts, instead of traditional
military means and activities. Undertaking these dedicated tasks not only narrowed the path of
institutional self-definition but also fixed the attitude towards NATO. The nature and scope of the
EU’s former and current civilian missions and military operations mirror these tenets of
commitment.

Tasks of the WEU were incorporated into the agenda of the European Council summits held in
Cologne and Helsinki in 1999 and this step forward promoted the issue and importance of a more
coherent European defence community. The European Security and Defence Policy (ESDP) was
named as a new framework and action toolkit, and it was also aimed in the strategic document of
the Helsinki Headline Goal that by 2003, a rapid reaction force based on multinational
contributions shall be established to be capable of intervening as a crisis management force even
in the neighborhood of Europe, in line with the Petersberg tasks and this moment called to life the
concept known today as the EU Battlegroups.

The strengthening and better visibility of the European defense identity were also enhanced by the
fact that Javier Solana, formerly Secretary General of NATO, became the ,,face” of the Common
Foreign and Security Policy (CFSP) and the ESDP in a dual-hatted role. On one hand, his
appointment as High Representative for the CFSP tasks in 1999 strengthened the Common
Foreign and Security Policy as an independent pillar of the EU. At the same time, in that year, he
was also entrusted with the position of Secretary General of the WEU by the member states
intending to gradually transfer WEU tasks into the framework of the ESDP. While the WEU
technically functioned until 2011, its significance diminished rapidly due to the changes
mentioned earlier.
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The experience of the Balkan wars, the Kosovo crisis in 1999, and the following years of
peacebuilding and restoration, also served as crucial incentives for the operational capabilities of
the Hungarian Defence Forces, accompanied by the incorporation of WEU tasks into the working
portfolio of Solana, referred to as the nickname of “Mr. CFSP”. Member states declared EU’s
priorities for civilian crisis management in Santa Maria da Feira in 2000, summarized in the
document of the Civilian Headline Goal. By the year 2003, EU’s first security strategy, the
European Security Strategy was also published. Furthermore, the first crisis management
operations were launched in the same year in Macedonia (Concordia, Proxima) and in the
Democratic Republic of the Congo (Artemis). (Lindstrom, 2013)

Thus, the characteristic profile of the EU security and defence policy began to take shape by the
mid-2000s, and in parallel, the participation of the Hungarian Defence Forces in military
operations abroad started, primarily within NATO and later, after the accession to it, within the
EU.

The Treaty of Lisbon (2009) is handled as the most significant and legally noteworthy

development in the history of European defence identity. With this treaty, the European Union
acquired an independent legal personality, consolidating the previous three pillars. The term
European Security and Defence Policy was replaced by the Common Security and Defence Policy
(CSDP), reflecting a greater solidarity among member states. Among several significant
institutional changes, the position of High Representative/Vice President of the European
Commission (HR/VP) was established as the permanent president of the Foreign Affairs Council.
The first politician appointed to this position was H.E. Catherine Ashton from the U.K.
Furthermore, a professional staff was created within the European External Action Service
(EEAS), the EU’s diplomatic body, responsible for the policy planning and central monitoring of
CSDP and CSDP-actions.
The Treaty of Lisbon significantly enhances member states’ commitment toward mutual
assistance and defence. The so-called solidarity clause enables “The Union and its Member States
shall act jointly in a spirit of solidarity if a Member State is the object of a terrorist attack or the
victim of a natural or man-made disaster. The Union shall mobilise all the instruments at its
disposal, including the military resources made available by the Member States to [....] assist a
Member State in its territory, at the request of its political authorities, in the event of a natural or
man-made disaster.” (Article 222 of the TFEU). On the other hand, the mutual defence clause
(Article 42(7) TEU) imposes obligations to assist a potentially attacked member state. This clause
provides that if a Member State is the victim of armed aggression on its territory, the other Member
States must aid and assist it by all the means in their power, starting with diplomatic support to
technical assistance and military and civilian crisis management tools. However, the clause
stipulates that NATO remains the primary guarantor of collective defense. Last, but not least, the
Treaty of Lisbon also provides a framework for enhancing the defence capabilities of member
states, coordinating their procurements and their military operational and civilian mission
participation, by establishing the Permanent Structured Cooperation (PESCO). Due to PESCO,
member states can voluntarily initiate joint projects, research, and acquisitions and set joint
capability development goals. National goals and strategies follow and reflect those common and
coordinated directives articulated by all member states. PESCO is based on member states’
commitment to fulfilling their obligations.

After the Treaty of Lisbon and Hungarian contribution to common defense

The development and practical implementation of the EU CSDP have always been permeated by
and continue to be defined by the demand for a comprehensive (integrated) approach, which has
a central impact on the EU’s consideration of crisis management: practically, it reflects that
member states share their best practices both for prevention of a conflict and for a lessons-learned
base. For example, member states share their situational awareness reports and security analyses
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with each other (preventional intention), and they also adopt common political, strategic
framework documents to apply coordinated efforts and follow integrated directives during the
mission planning and implementation of tasks, or the allocation of different responsibilities in the
field of a mission is also based on national commitments and capabilities; member states carry out
operational tasks on their specific capabilities, equipment, and willingness. Essentially, we can
summarize that this lofty, nice expression and message behind comprehensiveness encompasses
a coordinated, strategic method of planning and implementation, derived from a common EU
toolkit and the coordinated use of national crisis management resources and capabilities along EU
strategic objectives.

Since the beginning of the first operations in 2003, a total of 40 CSDP military operations and
civilian missions have been carried out, across three continents. These days, there are 9 ongoing
military operations and 13 civilian missions under the auspices of the EU, with 4000 personnel
serving in them. Military operations can be represented by training missions (-TM), advisory
missions (-AM), and capacity-building missions (-CAP) aiming to develop and strengthen the
autonomous defence capabilities, mechanisms and institutional background of the host nation.
Ongoing military missions are the following: EUFOR Althea in Bosnia-Herzegovina; EUMPM
Niger; EUNAVFOR MED Irini - maritime operation; EUNAVFOR Somalia; EUTM Mali;
EUTM Mozambique; EUTM Somalia; EUTM RCA - Central African Republic; EUMAM
Ukraine).

Civilian missions focus on advisory activities, capacity-building, and supporting those efforts
which relate to the security sector reform (SSR) or rule of law (-LEX), including border assistance
missions (-BAM). Recent civilian missions are the EUAM Irag; EUAM RCA; EUAM Ukraine;
EUBAM Libya; EUBAM Rafah; EUCAP Sahel Mali; EUCAP Somalia; EULEX Kosovo; EUM
Armenia; EUMM Georgia; EUPOL COPPS - Palestine, rule of law and police mission; EU RACC
Sahel; EUPM Moldova).

EU’s integrated approach is particularly presented in the complex capacity-building goals in the
Sahel region: the EUTM Somalia launched in 2013, the EUCAP Sahel Mali initiated in 2014, and
the EU involvement in the Central African Republic started in 2016 are characterized by
coordinated efforts of military, police, and civilian forces, as well as multidimensional capacity-
building and advisory activities (supporting the host nation’s background institutions at various
levels in the military, civilian defense, education, and public administration sectors). The EEAS
strives to implement these tasks in a way that the partial results and successes of each mission may
complement and amplify the effects of the other mission.

According to the abovementioned details and approach, it is evident that EU’s crisis management
,credo” — the spectrum of the different crisis management tasks as well as the implementation —
is characterized by a unique, ,,Security-Development Nexus”, which strongly relies on a
coordinated work with national authorities and other international organizations acting in the
mission field. This is particularly visible in correlation with the EU engagement and cooperation
with the UN and the African Union, both in terms of high-level political engagement and practical
joint work on the spot. The legal basis of CSDP missions’ mandate, so the legitimacy of them is
usually enabled by the decision of UN Security Council, and mutual operational support with
individual regional organizations (e.g. collaboration of EUTM Mali and UN MINUSMA) can also
be realized in specific tasks (Boguslawska, 2013). The EU’s supportive action, including
operational, financial, and development assistance - for example, the support provided to
AMISOM under Operation Atalanta or the African Peace Facility financial instrument established
to support the AU - complements traditional forms of military/civilian crisis management and
regular political dialogues.

A well-known example of operational cooperation with NATO is represented by the joint
participation in Boshia and Herzegovina, via the EUFOR Althea mission. EUFOR Althea, in
which the largest contingent of Hungarian troops with 400 soldiers serves and is commanded by
a Hungarian chief, is operating according to the so-called Berlin Plus agreement. Concluded and
signed in 2002, this agreement allows the EU to utilize and take advantage of NATO’s planning
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capabilities and intelligence assets for CSDP operations and missions, while it also provides a
specific role for the Deputy Supreme Allied Commander Europe (DSACEUR) of NATO. The
first practical example of launching a Berlin Plus operation was the Concordia in 2003, and in the
year of 2004, after nine years of the NATO IFOR/SFOR commitment, NATO transferred all of
its operational responsibilities to the newly launched EUFOR Althea. Upon the launch of EUFOR
Althea, new parallel elements were introduced within NATO command structures: DSACEUR
oversees the military execution of Althea, while the EU Operational Headquarters (OHQ) supports
this work (Ujhazy, 2014). The appointment of the Hungarian Major General Dr. Laszl6 Sticz as
operational commander includes high-level and continuous coordination between EU and NATO
military cells.

As mentioned earlier, the initial and also current operational activities of the Hungarian Defence
Forces are closely attached to the military involvement in the Western Balkan region.
Furthermore, the current rotation of the Hungarian contingent within EUFOR is enriched with
new responsibilities and tasks: air search and rescue capability, as well as air evacuation
capabilities, have been involved as added responsibility areas. Additionally, there is a staff
increase in the field of explosive ordnance disposal (EOD), military medical support, and logistics.
The Arab Spring and the migration crisis of 2015 also had impacts on the directions of the
Hungarian Defence Forces’ deployment within the EU framework and on the tenets of political
decision-making. With the operational ambition of the HDF - to offer 1000 soldiers serving abroad
simultaneously - currently, close to 800 of our soldiers serve in 14 countries on 3 continents, across
9 different missions. As of the summer of 2023, 22% of the total foreign operational force served
within the EU framework. Since the launch of the EUTM Somalia mission until their withdrawal
in February 2019, Hungarian soldiers have been serving (on average, 4 personnel), and following
their withdrawal, the Hungarian contingent gradually increased in size in EUTM Mali, from 7 to
21 personnel (Szasz, 2019). (In addition, Hungary joined the Takuba combat force in Mali in 2022,
which is a French-led operation.) Hungarian soldiers are also present in smaller numbers in the
EUMM Georgia mission and the EUNAVFOR Irini operation. (The would-be military
participation in Chad, which has received considerable media attention and harsh criticism, shall
be initiated upon individual request of the host nation, and not launched within the EU framework;
the first contingent would have been expected to be deployed in the spring of 2024.)

The framework of this study does not allow for a detailed presentation of the EU’s civilian crisis
management capabilities and Hungary’s role in CSDP civilian missions, even though the
formulation of the Civilian Headline Goal document closely followed the publication of the
Helsinki Headline Goal, and EU civilian crisis management became institutionalized rapidly after
the Kosovo crisis in 1999, with the launch of the EUPM mission in 2003. Currently, the review
of the Civilian Headline Goal is ongoing, and the publication of the new framework strategy is
expected this year. It is also worth emphasizing that the accession of Central European states to
the EU in 2004 had a significant impact on the nature of EU civilian crisis management, as these
countries became directly adjacent to regions deeply affected by organized crime, instability, and
corruption (such as Bosnhia and Herzegovina, Ukraine, Turkey, Belarus, and Russia). Naturally,
this had an impact on the requirements and tasks of EU civilian crisis management, as evidenced
by events such as the Euromaidan protests in 2014 and the mass migration events in 2015.
According to Csaba Németh’s assessment, the significance of Central and Eastern European
member states in EU civilian crisis management is considerable; however, these countries have
not yet fully utilized their potential. Therefore, it could be crucial for the future of civilian crisis
management to what extent the member states that joined the EU after May 1, 2004, will
participate in EU civilian crisis management activities. (Németh, 2017.)

Current global challenges and the Hungarian Presidency

Hungary takes over the Presidency as of 1%tof July 2024, and it is expected to be accompanied by

tense political debates. However, this situation shall provide an opportunity for Hungary to
improve its policy reputation within the EU with a pragmatic approach to certain EU policies
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(,,honest broker”). However, the working groups coordinated by the newly established Ministry
for European Union Affairs generally face a challenging task, as Hungary takes over the
presidency from its Belgian partners amidst preparations for the negotiations on the next seven-
year, long-term budget, and right after the European Parliamentary elections in June. The
Hungarian presidency will also be a little bit shorter and more concentrated (with the substantive
part lasting 4.5 months), which may result in additional challenges. The intention for the Western
Balkans enlargement will be a prominent topic again, but given the shadow of the Russian-
Ukrainian war, improvement in the deadlock concerning the accession of Bosnia-Herzegovina,
Ukraine, and Moldova is hardly expected.

The chapter ,,Promoting Europe’s Interests and Values in the World” (V.) enlists the necessity of
comprehensive assistance to Ukraine, consistent promotion of EU enlargement, and the European
Political Community as a global actor, particularly in terms of energy security and flexible
resilience and responsiveness to any crisis, along with the Global Gateway strategy and its nine
strategic orientations. The role of EU global partners is also discussed in this context. As a special
focus on security and defence policy, the Trio defined the priorities of the EU-UN strategic
partnership — in line with the overview of the experience of the Security-Development Nexus),
and on the other hand, it is committed to the consistent implementation of the third joint
declaration signed between the EU and NATO in January 2023. The preparation for the next
strategic period, covering the years 2024-2029, and the formulation of substantive proposals for
the development of the CSDP are also (tentative) goals, especially in the context of the post-Covid
period and events in Ukraine. The trio shall cope with no less important policy tasks than the
strategic review of PESCO and the midterm review of the European Defence Fund - which are
expected to spark intense debates among member states. The presidency period may also involve
a review of the Council decision on the establishment of the European Peace Facility (EPF).
Regarding the development of EU defence capabilities, there is a focus on identifying and
addressing capability shortfalls, strengthening the EU’s defense technological and industrial base.
Defining the rules for joint defense procurement is aimed at enhancing the EU’s military
capabilities, which actively includes cyber diplomacy and the application of hybrid warfare tools.
The EEAS currently foresees the strengthening of the CSDP until the period ends in 2030, and so,
the Strategic Compass focuses on four main areas to be developed within this timeframe (act,
invest, partner, secure). As HR/VP Joseph Borrell expressed after the adoption of the strategic
vision in 2022, the European Union must learn how to speak the language of power and effective
advocacy, and there is a ,,quantum leap” both in the physical dimensions and practical
implementation of capability development. Therefore, it shall be presumed that the general aim of
the Hungarian presidency will be in correlation with an active assistance to the implementation of
the strategy and the work of the EEAS with all possible means which might strengthen the (more)
unified European defence cooperation as a central endeavor.

The renascent idea of establishing an EU Rapid Deployment Capacity (RDC) (act) refers to
providing a 5000-strong rapid response force by 2025, as well as to developing the capability for
the EU to get ready to launch a fully equipped CSDP mission with 200 personnel within 30 days.
The improvement of the EPF financial framework to becoming as flexible as possible also aims
to ensure a more coordinated, faster, and mutually reinforced, efficient planning, deployment, and
implementation of operational tasks, especially in the Sahel region, in the Strait of Hormuz, and
the Horn of Africa. It is hard not to notice that the active commitment of the Hungarian foreign-
and defence policy in the Sahel region is prominently emphasized and it reflects the emphasis on
addressing and solving problems at the local level — and this reflects the strategic directions of the
EEAS. Therefore, the Hungarian presidency is expected to coordinate member states’ discussions
on the readiness of the RDC and prioritize engagements in the Sahel region (and in the Western
Balkans). Assigning financial support to these tasks will also remain an unavoidable topics.

The Strategic Compass emphasizes that the establishment of a Single Intelligence Analysis
Capacity is essential in order to strengthen a strategic culture in the sectors of cyberspace and
outer space (secure) - through the EU Hybrid Toolbox to coordinate member states’ military and
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civilian cyber defense capabilities and the adoption of the new Cyber Resilience Act. The EU
Satellite Centre is assigned to play a prominent role in this process, but the establishment of the
European Infrastructure of Security Operations Centres is also formulated as a future goal, which
would significantly contribute to enhancing the cyber capabilities of CSDP missions.

The work carried out by the European Defence Technological and Industrial Base (EDTIB) is also
a key focus to cover and bridge strategic capability gaps and prioritize the reduction of
technological and industrial dependencies. Promoting synergy in defense capabilities and
supporting defense-industrial cooperation (invest) could also be topics for the Hungarian EU
presidency. This is already assumed in connection with the PESCO review, and moreover, the
prominent emergence of Hungarian defense industry investments alone implies that the issue
could serve as a reference point in the presidency’s action plan.

In terms of partnerships (partner), in addition to the importance of regional partners, cooperation
with bilateral partners must also be considered, especially with like-minded countries such as the
USA, Canada, Norway, the United Kingdom, or Japan. Within the framework of CSDP operations
and missions, the EU seeks to encourage the targeted involvement of Western Balkan, African,
Asian, and Latin American partners (tailored partnership) in crisis management tasks aimed at
enhancing security in their regions. Regarding China, the strategic documents go beyond defining
it as an economic competitor and recognize that the EU can only find solutions to many global
challenges with China’s involvement, especially in the areas of climate change and sustainable
development.

Climate change and the ,,green”, sustainability-related factors of CSDP actions are much more
prominently featured in EU communication compared to the previous decade. Promoting energy
efficiency in CSDP operations and missions, minimizing the ecological footprint of EU
operational forces, and prioritizing green technologies and sustainable digitalization solutions will
increasingly come to the fore in crisis management. Therefore, further analysis of this thematic
issue may worth, even in terms of the Hungarian Defense Forces’ mission preparation for the era
by 2030.

Generally, the EU continues to focus on complex crises and crisis management, and so, the
improvement of comprehensive response capabilities. What we can see now is a significant shift
in emphasis from the traditional physical domains (land, air, maritime) to a broader and more
sophisticated space, incorporating hybrid methods that require special expertise and tools to
manage/tame, if not control. Thus, the consistency of EU CSDP efforts must be ensured through
the coordinated efforts of the HR/VP, the various CSDP actors, and member states’ defence
ministers.

Conclusions

Given the challenges highlighted in the paper and the proposed methodologies, the issue remains
unresolved: can a more robust, expansive, and effective EU be achieved simultaneously? What
are the implications of this for Hungary and its defense policy?

The ongoing conflict in our neighbourhood is a significant obstacle but it has the potential to
influence the allocation of resources, the timing of defense-industrial cooperation, and the level
engagement from member states. The EU is intrinsically impractical, making it very challenging
to respond to a crisis characterized by power dynamics and stringent security factors that
necessitate a comprehensive and pragmatic political study. While there is general agreement
among EU member states regarding the significance of the war in Ukraine and that Russia is the
aggressor, and sanctions have been approved by all countries, it is important to note that realistic
and pragmatic perspectives are not commonly heard. Instead, Brussels often expresses strong
criticism within the framework of liberal and typical ideological perspectives. However, it is
important to recognize that, based on our current perspective and liberal ideologies, we have
effectively eliminated the potential for significant, conventional conflicts, such as hybrid and civil
wars, to occur in Europe during the post-Soviet Union era.
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The Scholzean shift in Russian relations on the EU level has occurred amid a changing
international order that has changed the international equilibrium but is undergoing changes. The
majority of the European public now perceives Russia as either an adversary or a menace. The
EU-Russia ties may undergo a process of normalization, but they will not persist at the same level
as they were before to 2022 or earlier.

From a European perspective, the optimal global arrangement entails the expansion of political
and diplomatic spheres, ensuring that the United States maintains the distinctive and intimate
alliance. In a context characterized by economic openness and mutual interdependence, which
aligns with the liberal foundations of the EU, a significant concern arises regarding the
preservation of the American alliance’s credibility. This is particularly relevant if the EU does not
possess the right to unconditionally endorse the geopolitical aspirations of the United States, even
if such aspirations are partially directed towards maintaining a ,,liberal world order”? that is
agreeable to the EU. Resolving the political conundrum of determining the duration and level of
intimate relations with China becomes challenging when China poses a threat to the global order
and the United States. Furthermore, it is important to note that the EU faces a predicament wherein
it is unable to relinquish its relationship with Russia.
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Biljana Gutic-Bjelica?*

A Unique European Governance Structure — Office of the High Representative
in Bosnia and Herzegovina
Basis of Its Legitimacy and Controversial Accountability

In order to assess the successes and failures of Bosnia and Herzegovina's (BiH) challenging road
towards a fully functional democratic state aiming at membership in the European Union (EU),
this paper examines the state-building process in BiH, and the transition from the post-Dayton
political development, the work of the interim, ad-hoc political institution of the Office of the High
Representative (OHR) in BiH, as well as the justification — if any - of its future existence
and operation. Guided by the coordination dilemma, the research question of this
paper is a reflection on the challenges of self-enforcing democratic institutions and how the OHR
substitutes for it. This paper claims that the original purpose of the Dayton Peace Agreement
(DPA) was to create a powerful yet limited institution of the OHR, one that is to be given sufficient
power to institute behaviour, but is prevented from abusing its power. However, this purpose
deviated in the years that followed the signing of the DPA, creating and institution which doings
resemble liberal imperialism. The hypothesis of the paper is that the OHR has been abusing its
power and that it is time to close it because it is no more a substitute for the self-enforcing
democratic institutions. This paper claims that the problem of political officials’ lack of respect
for the political and economic rights of citizens they administer, as investigated by Weingast, is
one of the central features of the operation of the OHR in BiH. The novelty of the paper lies in the
attempt to test if OHR could be a case that could serve as a very good field to test Weingast's
model (1997).

Keywords: Bosnia and Herzegovina, The Dayton Peace Agreement, Office of High
Representative, Peace Implementation Council, the Constitution.
JEL Code: R59

https://doi.org/10.32976/stratfuz.2024.18

Introduction

In 1990s, with the start of the dissolution of the former Socialist Federal Republic of Yugoslavia
(SFRY), Bosnia and Herzegovina (hereinafter referred to as: BiH), one of the six Yugoslav
republics, embarked on a transition from socialism to democracy only to get embroiled into the
most devastating of the wars (1992-1995) of the Yugoslav succession.

Following an internationally brokered peace settlement (the Dayton Peace Agreement) that put an
end to the civil, inter-ethnic and inter-religious war, the country started its transition towards
becoming a stable and viable state. The country was established as a confederal union (Sumatra,
2007), with majority of competences shared between its two sub-states (Tepsi¢, 2017) known as
entities, the Republic of Srpska (RS), with majority of Serbs living there, and the Federation of
Bosnia and Herzegovina (FBiH), with majority of Bosniaks (Bosnian Muslims) and Croats living
there. The post-war political, cultural, economic society in BiH built itself on divisions that existed
during the civil war 1992-1995, constituted ‘around the fixed and unyielding social boundaries of
ethnicity’ (Sisk, 2008% as quoted in Tepsi¢ et. Dzuverovié, 2018:28).

24 phD Student, Corvinus University of Budapest, Doctoral School for International Relations and Political
Science

% Sisk, T. D. (2008). Power sharing after civil wars: matching problems to solutions. In J. Darby & R. Mac
Ginty (Eds), Contemporary Peacemaking: Conflict, Peace Processes and Post-War Reconstruction (pp.
195-209). Basingstoke, UK: Palgrave Macmillan.
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Twenty-five years after the signing of the 1995 Dayton Peace Agreement (DPA), BiH is still under
the extensive control of the Office of the High Representative (OHR), an international institution
set up to support the country’s peace implementation process (Lancaster, 2024).

Guided by the coordination dilemma, the research question of this paper is a reflection on the
challenges of self-enforcing democratic institutions and how the OHR substitutes for it. This paper
claims that the original purpose of the DPA was to create a powerful yet limited institution of the
OHR, one that is to be given sufficient power to institute behaviour, but is prevented from abusing
its power.

The hypothesis of the paper is that the OHR has been abusing its power and that it is time to close
it because it is no more a substitute for the self-enforcing democratic institutions. Simultaneously,
the OHR is undermining the establishment of democracy in BiH (Bochsler et all, 2020;
Majstorovi¢ 20072 and Gilbert 2012%" as quoted in Tepsi¢, 2024).

The OHR is an ad hoc international institution (Jovanovié¢, 2013) responsible for overseeing the
implementation of the civilian aspects of the Peace Agreement ending the war in Bosnia and
Herzegovina. The function of the High Representative was established in accordance with the
DPA (Annex 10 of the DPA)%,

The subject of the not only mere existence but also of the very dominance of the OHR in the
political landscape of Bosnia and Herzegovina almost thirty years after the civil war that the
country experienced, put the light on dangers of too deep and too wide foreign factor meddling
into internal affairs of a country that is considered a sovereign one. For example, the position
given by the European Commission for Democracy Through Law, so-called “Venice
Commission”, in its Opinion on the Constitutional Situation in Bosnia and Herzegovina and the
Powers of the High Representative (issued in Venice on 11 March 2005) (Gali¢ et Woelk, 2023),
also stipulated that the OHR is incompatible with the sovereignty of the state, which status is a
precondition for the state to be eligible candidate for the EU membership (paragraph 90, p. 22).
The current processes of the High Representative’s (HR) law imposition completely bypassing
the democratic institutions of Bosnia and Herzegovina, putting on trial some of its legally and
lawfully elected leaders (e.g. Milorad Dodik, President of the Republic of Srpska - RS), not only
stirred controversies but created an open opposition of leaders and parties — but also the public -
of two out of three Constituent peoples in BiH, Serbs and Croats. On the other side, Bosniak
leaders give their full support to the HR’s actions, possibly finding the OHR’s decisions a useful
tool in reaching those goals that could not be reached by means of fair play and democratic
processes and procedures (“continuation of war by other means”, as Paddy Ashdown described it;
see Chandler 2006%°, as quoted in Tepsi¢, 2024:28).

BiH is a full member of the United Nations, Council of Europe, and as of 21 March 2024%, an
official candidate for accession to the European Union, a member of all the regional initiatives
and plenty of organisations in the global fora. And yet, the most powerful politician, who actually
it is not since the shortcoming of his election, is a former German agriculture minister, Christian
Schmidt3!, This fact creates yet another source of instability on the BiH political scene, but also
creates divisions among the Permanent Members of the UN Security Council, since two member

26 Majstorovi¢, D. (2007) “Construction of Europeanization in the High Representative’s discourse in
Bosnia and Herzegovina“, Discourse & Society, 18(5): pp. 627-651.

27 Gilbert, A. (2012) “Legitimacy Matters: Managing the Democratization Paradox of Foreign State-Building
in Bosnia-Herzegovina”, Sudost-Europa: Zeitschrift fur Politik und Gesellschaft, 60 (4): pp. 483-496.

28 Available at: https://www.osce.org/files/f/documents/e/0/126173.pdf

29 Chandler, D. (2006) “State-Building in Bosnia: The Limits of ‘Informal Trusteeship’”, International
Journal of Peace Studies, 11 (1): pp. 17-38.

30 https://europeanwesternbalkans.com/2024/03/22/eu-agrees-to-open-accession-talks-with-bosnia-and-
herzegovina/

31 His predecessors were: Valentin Inzko (2009-2021); Miroslav Laj¢ak (2007-2009), Christian Schwarz
Schilling (2006-2007), Paddy Ashdown (2002-2006), Wolfgang Petrisch (1999-2002), Carlos Westendorp

(1997-1999), Carl Bildt (1995-1997).
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states out of five, do not recognize Mr. Schmidt as the HR. This problem will be explained in more
detail in the Conclusion of this paper.

Actuality of this subject have been presented to the academic public even before, in the works of
Banning, Cox, Frani¢, Petrovi¢, McCann, Zaum, Martin and others (as listed below), but still it
seems to be not clear or present enough among the academicians, politicians or public opinion of
Europe, let alone of the world. Therefore, the logic behind this paper is to put some light to it, and
to also continue the string of authors who already critically wrote about the OHR, and to test if
OHR could be a case that could serve as a very good field to test Weingast’s model (1997).

In his paper titled ,,The Political Foundations of Democracy and the Rule of Law* (1997), Barry
R. Weingast investigated the problem of political officials’ lack of respect for the political and
economic rights of citizens. This paper claims that the problem investigated by Weingast is one
of the central features of the operation of the OHR in BiH. Since the High Representative is not
being elected by citizens of Bosnia and Herzegovina, for him/her, there is no incentive or
motivation to serve them. Rather, motivation to serve is directed to those who elect and pay the
person elected as the HR, and those are the PIC countries.

Furthermore, considering the fact that the last of alleged HR — Christian Schmidt — was not elected
and approved by two out of five UN Security Council permanent members (Russia and China),
and the PIC is ignoring the fact, this paper also claims that the OHR is a geopolitical tool in the
hands of the West against the influence and presence of the East in Bosnia and Herzegovina. The
dominance of the Western countries over the Eastern countries in BiH and the region of the
Western Balkans in general — aimed at through all the decisions and measures taken by the OHR
in accelerated pace, especially since July 202132 - show the goal of the West to diminish
importance and Dayton competences of the Republic of Srpska, in order to pull in the remaining
part of the Western Balkans (BiH and the Republic of Serbia) into the NATO, pulling out Russian
presence and cut out the region from the China’s Silk Belt and Road Initiative, known as BRI®.
Weingast was also guided by the coordination dilemma, searching for the Nash equilibrium where
no party (in this case, the OHR) has interest to transgress the limits of its power and consequently,
actors (citizens, and in case of BiH, domestic political officials) have no incentive to challenge the
transgression.

In BiH, depending on the target and scope of transgression and challenging of the transgression
by either side in BiH, the Nash equilibrium has not been acquired.

The Dayton Peace Agreement (DPA)

The civil, inter-ethnic war lasted from 1992-1995 bringing loss of around 100.000 human lives
(Zwierzchowski and Tabeau, 2010%* as quoted in Kari¢ et Mihi¢, 2020; Tepsi¢ et Dzuverovié,
2018), economy devastation, inter-ethnic loss of trust and — among the political elites - quite
opposite vision of the future of the country.

The DPA, initialled in Dayton on 21 November, 1995 and signed in Paris on 14 December, 1995,
created BiH as we now know it - a decentralised union of two entities with a high level of
independence, both with their own governments and a large number of responsibilities that were
omitted at the level of joint institutions (Gilbert, 2017).

One of these entities came to be the Republic of Srpska (RS), extending over 49% of the territory
of BiH. The other entity, Federation of Bosnia Herzegovina (FBiH) is extending through 51% of
the territory of BiH.

32.0n 23 July 2021, just two weeks before he ended his mandate, former HR Valentin Inzko imposed the
Law on Ban on Genocide Denial, which set jail terms for anyone who ,,publicly condones, denies, grossly
trivialises or tries to justify war crimes committed in BiH, including Srebrenica.

33 Both BiH and Serbia signed the MoU to become an official BRI country.

#nttps://www.icty.org/x/file/ About/OTP/War_Demographics/en/bih_casualty_undercount_conf paper_100201.pdf
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The DPA as an international treaty (Gilbert, 2017), primarily ended the war in BiH, and then
determined its constitutional arrangements. The Constitution of BiH is given in Annex 4 of the
adopted DPA. The signing of the DPA was performed simultaneously by leaders of the main
constitutive ethnic groups in BiH (Serbs, Croats and Bosniaks), representatives of the
international community, and leaders of the Republic of Serbia and the Republic of Croatia (two
neighbouring countries), in the capacity of guarantors of the DPA.

According to Milorad Dodik, president of the RS, the DPA allocated 11% of competences to the
level of joint institutions of Bosnia and Herzegovina, 83% belong to the entities respectively, and
the rest, around 6%, belong to the Bréko District.

Annex 10 of the Dayton Peace Agreement stipulates that the then Republic of Bosnia and
Herzegovina (nowadays Bosnia and Herzegovina — BiH), the Republic of Croatia, the then Federal
Republic of Yugoslavia (which later separated into the Republic of Serbia, and Montenegro), as
well as the BiH entities, the Federation of Bosnia and Herzegovina and the Republic of Srpska,
have the status of Parties.

The Parties agreed in Article I, paragraph 2, that “Due to the complexity they face, the Parties
request the appointment of a High Representative, who will be appointed in accordance with
relevant United Nations Security Council resolutions, to facilitate the parties’ efforts and
coordinate the activities of organisations and agencies engaged in the civilian aspect of the peace
settlement by carrying out the tasks entrusted to it by the resolution of the United Nations Security
Council, as set out below”®.

The quoted provision of Annex 10 prescribes the procedure for how and which body appoints the
High Representative. Also, the aforementioned states clearly and unequivocally that the Security
Council of the UN is the only body authorised to issue a relevant resolution on High
Representative possible nomination provided that the Parties referred to in Article I, paragraph 2
of Annex 10 to the DPA in BiH have submitted an agreed request to it (Baros, 2010).

It is of the highest importance to follow and respect all the stipulated provisions and procedures,
and by doing so to avoid any possible questioning regarding integrity and authority of a person
nominated for that position.

The aforementioned is very important because a German diplomat — Christian Schmidt - currently
acting as the High Representative for Bosnia and Herzegovina did not undergo the prescribed
procedure since he did not get approval of two out of five permanent Security Council Member
States — Russia and China (Gali¢ et Woelk, 2023).

The observance of the DPA military provisions was then to be supervised by a multinational
Implementation Force (IFOR). In 1996, IFOR was replaced by the NATO-led Stabilisation Force
(SFOR) which in turn was replaced in 2004 by the EU-led multidimensional stabilisation force
(EUFOR ALTHEA) (Chandler, 2006; Belloni, 2007; Gilbert, 2012; Kappler, 2013, as quoted in
Tepsi¢ et Dzuverovi¢, 2018:30).

General Information about the OHR

Under Annex 10 of the DPA, the OHR has the status of a diplomatic mission to Bosnhia and
Herzegovina. It is made up of diplomats seconded by the governments of the PIC countries,
international staff hired directly, and national staff from Bosnia and Herzegovina.

It is important to add that the PIC — Peace implementation Council, was established at the London
Conference held on December 8 and 9, 1995, after the negotiations between the Parties were

35 Annex 10 to the DPA.
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finalised. The PIC comprises 55 countries® and agencies that are supposed to support the peace
process in BiH%,

However, Serb officials in BiH claim that the PIC is a “self-proclaimed body” which was not
foreseen by the DPA (Chandler, 2007 as quoted in Baros, 2010:3) and whose decisions are
therefore not binding anyone in BiH (statement of Milorad Dodik on 7 June 2022, while being a
Serb Member of the BiH Presidency)3. The statement of Zeljka Cvijanovi¢ dated 14 November
2019, while being a President of the Republic of Srpska, “pointed out that the conclusions of the
PIK have been stereotyped for a number of years, and always directed against what the Republic
of Srpska is doing”%°.

This paper also claims that the PIC, although retroactively approved by the UN Security Council
Resolution 1031 of December 1995 (McCann, 2007), was the first of many deviations from the
original DPA since this body took on the supreme role above the OHR, something the DPA did
not stipulate (Zaum, 2006). Also, the use of the so-called “Bonn powers”, that would be explained
in following chapters, challenged legitimacy of the OHR (Knaus et. Martin, 2003; Sumantra,
2005; Jovanovi¢, 2013), while pointing to its lack of accountability (McCann, 2007; Zaum, 2006)
as the main set-back of this body.

Mandate

Article 11.9 of Annex 10 of the Dayton Peace Agreement directs the High Representative
to monitor the implementation of the peace agreement giving guidance to domestic political actors
while respecting their autonomy (my emphasis) (Baros, 2010).

The main tasks conferred to the OHR by the DPA included the monitoring
of the implementation of civil codes, coordination and mobilisation of the international actors
involved in the implementation process, liaising with the international military forces in BiH, as
well as reporting to the PIC, the UN, and other involved actors (Petrovi¢, 2019; Knaus et. Martin,
2003).

However, the mandate evolved from the aforementioned role stated in the Article 11.9 of Annex
10 of the DPA to the following:

‘The Order further confirms that any proceeding instituted before any Court... which challenges
[my] decisions sanctioning individuals ...enacted by me, will be inadmissible, unless... I
expressly give my prior consent.

3 PIC Members and Participants: Albania, Austria, Belgium, Bosnia and Herzegovina, Bulgaria, Canada,
China (resigned in May 2000), Croatia, Czech Republic, Denmark, Egypt, Federal Republic of Yugoslavia
(now the republics of Serbia and Montenegro), Finland, France, Germany, Greece, Hungary, Ireland, Italy,
Japan, Jordan, Luxembourg, Malaysia, Morocco, Netherlands, North Macedonia, Norway, Oman, Pakistan,
Poland, Portugal, Romania, Russian Federation, Saudi Arabia, Slovak Republic, Slovenia, Spain, Sweden,
Switzerland, Turkey, Ukraine, United Kingdom and United States of America; the High Representative,
Brcko Arbitration Panel (dissolved in 1999 after the Final Award was issued), Council of Europe, European
Bank for Reconstruction and Development (EBRD), European Commission, International Committee of the
Red Cross (ICRC), International Criminal Tribunal for the former Yugoslavia (ICTY), International
Monetary Fund (IMF), North Atlantic Treaty Organisation (NATO), Organisation for Security and Co-
operation in Europe (OSCE), United Nations (UN), UN High Commissioner for Human Rights (UNHCHR),
UN High Commissioner for Refugees (UNHCR), UN Transitional Administration of Eastern Slavonia
(UNTAES; disbanded in January 1998) and the World Bank.

$"The Russian Federation, in an official letter addressed to the High Representative on 28 July 2021,
announced that it would no longer participate in the meetings of the PIC Steering Board under the
chairmanship of the High Representative. In another official letter sent to the OHR on 17 February 2022, the
Russian Federation announced that it had suspended its participation in the financing of the OHR. Available
at: https://www.ohr.int/international-community-in-bih/peace-implementation-council/

38 https:/lat.rtrs.tv/vijesti/vijest.php?id=476052

39 https:/lat.rtrs.tv/vijesti/vijest.php?id=358195
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The Decision of the Court does not affect [my] decisions...and individuals who have been banned
from public life by such decisions.

Moreover, any step taken by any institution or authority... to establish any domestic mechanism
to review... my decisions will be considered an attempt to undermine...me.

This Order comes into immediate effect’...

Order Concerning Implementation of Constitutional Court Decision AP-953/05 of 23/03/07
(Baros, 2010).

The “Bonn Powers” of the OHR — the most controversial feature of its functioning

Although the governing principle of the OHR’s engagement in Bosnia and Herzegovina is the
concept of domestic responsibility which calls on the officials and citizens of Bosnia and
Herzegovina to take responsibility for the peace process and the problems that their country
encounters (Gilbert, 2017), this concept was hugely abused after the Conference in Bonn, held in
December 1997, when the PIC requested the High Representative to remove from office public
officials democratically elected, and to impose laws as the HR sees fit if Bosnia and Herzegovina’s
legislative bodies fail to do so (Peace Implementation Council 1997)%. Introduction of the “Bonn
Powers” proved the OHR as the highest legislative and executive authority in the country (Knaus
et. Martin, 2003; Gali¢ et. Woelk, 2023).

However, the use of the Bonn Powers has not gone without criticism (Lancaster, 2024) coming
from political scientists and academia and also from domestic politicians, mostly Serbs** and
recently Croats as well*2, On the other side, on many occasions, Bosniak politicians gave full
support to the HR*® decisions (Szewczyk, 2010) and even requested the use of the Bonn powers
(Knaus et Martin, 2005; Beglerovi¢, 2022; Tepsi¢, 2024; Pehar, 2012), or even to set-up BiH as a
full protectorate, as requested by several Bosniak intellectuals (Gilbert, 2017:1).

In July 2003, the European Stability Initiative published Open Letter raising its voice against the
so-called ,,Bonn Powers* claiming that they ,,were hurting the country’s European future* (Baros,
2010:3), claiming also that ,,the ,,Bonn powers* are incompatible with international efforts to build
democracy and the rule of law* (Baros, 2010:4; Gali¢ et. Woelk, 2023).

One of the most controversial of all the High Representatives was Paddy Ashdown (his mandate
lasted from 2002-2006), whose performance of duty was described as the one of “raj” and
“vigorous despot” (Jovanovi¢, 2013:18; Knaus et. Martin, 2003:69). Pehar (2012:5) considers
High Representative in BiH as a “premodern sovereign with unlimited rights and no responsibility,
who practices tyranny in a subtle and sophisticated form” (as translated and quoted in TepSié,
2024:29), while the director of the European Stability Initiative described his office as ‘imperial’
(Szewczyk, 2010:31).

40 Available at https://www.ohr.int/pic-bonn-conclusions/ under the title ‘Bosnia and Herzegovina 1998:
Self-sustaining Structures, Conclusions'.

41 https://banjaluka.net/stevandic-kriza-u-bih-pocela-zbog-nepostovanja-rezolucija-savjeta-bezbjednosti/
https://www.nezavisne.com/novosti/bih/Cvijanovic-BiH-na-ivici-propasti-OHR-instrument-za-generisanje-
Kriza/784388

https://www.glassrpske.com/cir/novosti/vijesti_dana/smit-sprovodi-drzavni-udar/485643
https://www.glassrpske.com/cir/novosti/vijesti_dana/nesic-kristijan-smit-je-najveca-nesreca-koja-je-
zadesila-bih/486354

42 hitps://raport.ba/kristo-pred-varhelyijem-optuzila-ohr-nicim-izazvani-su-ugrozili-parlamentarnu-vecinu-
na-nivou-bih/

43 https://www.nezavisne.com/novosti/bih/Konakovic-0-odluci-Smita-Vezi-konja-gdje-ti-aga-aze/827111 ,
statement of the current minister of Foreign Affairs of BiH on the HR decision on the Law on Election.
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Criticism referring to the OHR operations

According to Cox (2001), the mandate of the High Representative needs to be limited, since it was
not to be a direct authority over either civilian or military actors, and no authority within the
domestic constitutional sphere. Another deficiency lies in the fact that the “Bonn Powers” are
being understood as unlimited authority to impose laws at any constitutional level, and to dismiss
elected representatives, political party officers and public officials (Cox, 2001; Knaus et. Martin,
2003; Sumantra, 2005).

As McCann (2007) points out, the OHR was established in BiH on the basis of the formal request
and consent of all the Parties to the DPA (Baros, 2010). However, the same consent was not given
to the use of the “Bonn powers” (Zaum, 2006).

Furthermore, McCann (2007) observes that international political administration bodies are more
common after the Cold War (Heathershaw, 2012; Paris and Sisk, 2007; Toal and Dahlman, 2011;
Zaum, 2012, as all quoted in Gilbert, 2017:417; Tepsi¢ et. Dzuverovi¢, 2018).

Hypothetically, those bodies may be understood as geopolitical tools of the unipolarity and
supremacy of the West over the territories that used to be considered as the former USSR sphere
of interest (the Western Balkans, Cambodia, East Timor, Afghanistan).

McCann (2007), as well as Pehar (2012), underlines the lack of accountability (both upward — e.
g. toward some international agency, or downward — toward the citizens it administers) as the
main deficiency of the OHR. It is also the main paradox since the purpose of its existence and
operation is to implement democratic principles and procedures while the OHR itself is lacking
the same (Gilbert, 2017).

Knaus and Martin (2003), as well as Majstorovi¢ (2007) question the lack of limits on the authority
for the OHR, and also express their concern over the fact that the OHR is actually interpreting and
determining its own mandate without being accountable to any of the official institutions of higher
level. This is especially obvious in the context of the OHR’s decisions regarding dismissal of
politicians and imposition of legislation and new institutions, and none of which is scrutinised or
questioned by external authority. As in Gali¢ et Woelk (2023) “former High Representative Carlos
Westendorp explicitly stated: “T have the authority to interpret my own authority” (Gali¢ et Woelk,
2023:452).

Apart from the policy of imposition of decisions based on the “Bonn Powers”, politicians from
the RS entity often see the OHR as a supporter of Bosniak’s elite “continuation of war by other
means”, as Paddy Ashdown described it. This statement of Paddy Ashdown actually reflects the
controversy of the BiH political scene, and according to domestic Serb politicians, it is actually
the main logic behind attempts of the Bosniak political leaders* and academia (MerdZanovi¢,
2016 as quoted in Beglerovi¢, 2022) to change the DPA and establish new governance system,
BiH without entities. Those Bosnhiak attempts were underpinned by some of international
agencies, such as ICG* with its ‘radical and subversive critique of the fundamentals of the Dayton'
(Sumatra, 2005:325). No sanctions of the OHR have ever been imposed towards them?,

4 Haris Silajdzi¢, Party for BiH (SBiH) campaigned in Bosnian elections on the slogan ‘Bosnia Without
Entities’. Also, one of leading Bosniak parties, the SDA (Party for Democratic Action), in its Program
Declaration adopted on 14 October 2023 and available at
https://sda.ba/assets/docs/Programska_deklaracija_8_Kongres.pdf also foresees BiH without entities.

45 1CG — International Crises Group - a policy advocacy group based in Brussels

46 “While the segregationist Serb Radical Party (SRS) was banned in BiH at this time for its ‘anti-Dayton
stance’ no sanctions were imposed on the SBiH. Just before the November 2000 elections Richard Holbrooke
appeared in Bosnia and called for the proscription of the Serb Democratic Party (SDS), the largest party in
the RS” (as given in Sumatra 2005:334).
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Decisions of the High Representative based on the “Bonn powers”

Previous HR, Valentin Inzko speaking before the UN Security Council in May 2019, informed
that during the period of 1997 - 2019, High Representatives (HRs) had used the Bonn Powers 958
times to impose decisions upon BiH (Vrbeti¢, 2024).

By means of those OHR’s impositions published mostly as press-releases on the OHR website
(Majstorovi¢, 2007), the DPA itself was changed by creation of a total of nine ministries in the
Council of Ministers of BiH, whereas the original DPA had envisaged only three ministries
(Vrbeti¢, 2024). There also were attempts of the BiH Constitution changes, as described and
explained in the paper authored by Milorad Dodik, leading political figure in the Republic of
Srpska®’.

Besides imposing hundreds of laws and constitutional amendments, the HRs fired hundreds of
democratically elected officials without due process. Obviously, a serious attempt has been made
to change the legality of the main pillars of the statehood of Bosnia and Herzegovina but also an
“attack” to competences of the entities and “correction” of the electoral body democratic will and
election results. The true nature of the category of imposition of decisions has been best described
by one of the HRs, Carlos Westendorp’s (whose HR mandate lasted from (1997-1999), statement
to Wall Street Journal: ‘Yes, this disregards the principles of sovereignty, but so what? This is not
the moment for post-colonial sensitivity [. . .]. The problems of the region will only be solved
when we have introduced a general respect for democracy and the rule of law’ (Westendorp, May
1999, quoted in Chandler, 2000:201 and re-quoted in Majstorovi¢, 2007:629).

Even Paddy Ashdown, the fourth HR, who himself removed 60 Bosnian Serb politicians from
office in 2003 only (Jovanovi¢, 2013), described unlimited powers invested in the OHR as ‘near
imperialism’ (Glover, 2002 as quoted in Tepsié¢ et. DZzuverovi¢, 2019:36) and on 22 August 2012,
that HR has "powers that ought to make any liberal blush."*®

Weingast's problem of coordination in (the BiH) political context

As early as 1997, just two years after the end of the war and establishment of the Office of the
High Representative to BiH, Barry Weingast, American political scientist and economist, political
scientist, marks the main concerns of some societies, in which BiH fits as well, and that is how
political officials should limit their behaviour for the sake of citizens and stability of democracy.
In his paper “The Political Foundations of Democracy and the Rule of Law”, published in 1997,
Weingast claims that the road to stable democracy is limitations put on government, where a
citizen does feel that their leader/sovereign does not transgress the rights that citizens consider as
their basic rights.

So, ina democracy, a sovereign will be careful on limiting his actions within the boundaries where
they can be sure of the support of the citizenry, because being aware that any transgression can
leave them without the necessary support. Absence of support can be displayed at the very next
elections, and any sovereign will take care to govern their actions. But the question this paper
deals with is what if the sovereign is not the one being elected by the citizenry of a state, they
govern but by an external elite determined to fulfil its interests and values and not those of the
citizenry? As put in Knaus et Martin (2003:61) ,,in BiH, outsiders actually set that agenda, impose
it, and punish with sanctions those who refuse to implement it (italics given in the Knaus et
Martin's original).

And this is the very problem with Bosnia and Herzegovina. Because, obviously, not
democratically elected domestic leaders but external elites govern political, social and economic
processes in Bosnia and Herzegovina (Gali¢ et Woelk, 2023).

47 European Stability Initiative: https://www.esiweb.org/pdf/esi_worstinclass_reactions_id_3.pdf
48 hitps://www.libdemvoice.org/paddy-ashdown-whats-wrong-with-the-world-and-what-we-need-to-do-
about-it-29907.html

67


https://www.esiweb.org/pdf/esi_worstinclass_reactions_id_3.pdf
https://www.libdemvoice.org/paddy-ashdown-whats-wrong-with-the-world-and-what-we-need-to-do-about-it-29907.html
https://www.libdemvoice.org/paddy-ashdown-whats-wrong-with-the-world-and-what-we-need-to-do-about-it-29907.html

Eszak-magyarorszagi Stratégiai Fiizetek XXI. évf. ¢ 2024 0 2

As put in Hudson (2003), “while the west talks of its commitment to democracy, in fact actual
power in Bosnia lies in the hands of non-elected, non-citizens acting in the interests of western
creditors and investors” (Hudson, 2003:105). Following the Hudson's logic, western creditors and
investors belong to the elite in BiH, and putting it into the Weingast model, this paper claims that
this elite is seeking its values and interests satisfied, and ethnic division of the BiH society helps
them keep resolution of the coordination dilemma about the appropriate role of the state
unreachable in BiH.

Those who oppose this hypothesis would ask how it is then possible to have the same model of
the society — consociationalism — successful in another society where ethnic divisions have also
been present for a long time of history, but where their coordination problems have been resolved.
Lijphart (1968)*, as quoted in Weingast (1997) is studying the case of Dutch consociationalism
that fits the model.

But the response of this paper is that the Dutch did not have a bloody civil war in their recent
history, and that their model did not have a sovereign outside their political landscape, no foreign
official acting as a sovereign giving advantage to the interests of foreign elites before the domestic
ones.

Weingast sees mutual dependence between the concepts of democratic stability and the rule of
law. He claims that democracy is a form of limited government, where political officials observe
limits on their behavior. Thise limits are abiding by election results and respect for political rights
of citizens.

As this paper understands, limited government is what is also known as check and balances
(distribution of power), stipulated with the DPA which forsaw three main types of power: judicial,
legislative and executive, as distributed at the level of joint BiH institutitions, entity level and
municipal, i.e. cantonal level. However, presence and operation of the OHR, since disrespectful
towards the DPA by monopolizing the power in BiH, creates instability of democracy in BiH.

Bosnia and Herzegovina as fitting the Model 2 of Weingast's

As Weingast puts it: “Model 2 adds two political elements to the problem of transgressions. First,
the sovereign need not transgress against all citizens simultaneously. Second, transgressions have
distributional implications: When the sovereign transgresses against one group, he shares some of
the benefits with the other group in exchange for their support. For example, violating one group's
right of representation may allow the other a greater share of legislative benefits” (Weingast,
1997:248).

The previous statement of Weingast’s is a good example of the BiH political scene functioning,
and it will be explained in more detail in the next chapter. When HR transgresses against the rights
of Serbs in BiH, Bosniaks usually applaud to those HR's imposed decisions, as could be seen from
the examples given earlier in this paper. In that way, Bosniak elite gets the benefit through critics
and measures addressed towards Serbs and offers their support to the operation of the OHR. The
OHR also gets the benefit of silencing voices that are opposing the OHR's methods and operation.
Since the OHR does not transgress what Bosniak elite believes to be their fundamental rights, they
give the OHR sufficient support that help it remain in power.

This paper will allocate roles of the aforementioned Model 2 by Weingast as follows: the
Sovereign (S) will be High Representative. Instead of citizenry divided into two
ethnic/economic/social groups, as explained in the Weingast, in the case of Bosnia and
Herzegovina we will study transgressions against 1) two entities that make the state union of BiH
— the Republic of Srpska (with majority of Serbs living there) and the Federation of Bosnia and
Herzegovina (with majority of Boshiaks (Boshian Muslims) and Croats living there). Also, the
Weingast model will be applied to explain relation 2) between the HR and Bosniaks and Croats
in the entity of the Federation of Bosnia and Herzegovina.

4 Lijphart, A. (1968). The Politics of Accommodation. Published by Berkeley: University of California Press.

68



Eszak-magyarorszagi Stratégiai Fiizetek XXI. évf. ¢ 2024 0 2

1) Weingast Model 2 applied to transgression of the HR towards the Republic of Srpska

The main focus of this part of the paper will be on the decision of the OHR made in accordance
with the so-called “Bonn powers”, especially in the category referring to removals and
suspensions from office. This category is of interest because it shows full disrespect for one of
elementary democratic processes and manifestation of democracy — free and fair elections. If we
rely on the work of Robert Dahl, as researched and explained in Elklit et. Svensson (1997),
“freedom includes elements relating to voters’ opportunity to participate in the election without
coercion or restrictions of any kind” (Elklit et. Svensson, 1997:35), and “fairness is equal
treatment of all” ((Elklit et. Svensson, 1997:35).

Therefore, the OHR is depriving citizens of the Republic of Srpska of their freedom to choose one
politician over another by the very motion of removing elected officials coming from the RS from
their functions and even suspending them from taking any future offices. Following the logic of
Elklit et. Svensson’s (1997), by the coercion on display in this example of the OHR mode of
operation, the absence of choice that citizens of the RS are subjected to, “will have negative
consequences for their own and their families’ safety, welfare and dignity” (Elklit et. Svensson,
1997:35).

Similarly, Joseph Raz®® suggests that ,,a system where individuals are denied to exercise any
choices because they are constrained by absolute authority cannot be legitimate* (as quoted in
Zaum, 2006:6)
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Figure 1. Number of suspended individuals by respective HR
Source: author’s own work

50 Joseph Raz, 'Introduction’, in Joseph Raz (ed.), Authority (New York: New York University Press, 1990),
pp.12-14.
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As shown in the diagrams, the entity of the Republic of Srpska was the target of substantive
changes of its leaders although those were democratically elected by citizens of the Republic of
Srpska. Not only at the level of the Republic of Srpska but also those representing interests of the
Republic of Srpska in the joint BiH institutions. Although it cannot be said that ethnic affiliation
only of the suspended individuals was the logic behind the decisions made in this context, it is
obvious that those numerous removals and suspensions from office caused that majority of
experienced politicians and other experts were completely removed from the political and
professional scene in the Republic of Srpska (Majstorovi¢, 2007). Those individuals never
received any kind of compensation neither from the OHR, nor the state union of BiH. They never
got any kind of “trial”, they were simply removed as the HR felt it fit and satisfying the purpose
and interests of external and foreign elites. If we take into account the claim of Besley (2005) that
“who is picked for public office is instrumental to adopting a credible policy stance” (Besley,
2005:45), it helps to further understand the gravity of the imposed measures to political officials
from the RS and the RS and BiH political landscape. Their suspension and removal were enforced
simply by publishing the decisions on the website of the OHR, and since those decisions were
imposed and not adopted through democratic BiH institutions, there was no legal remedy against
them (Gali¢ et Woelk, 2023).

So, transgression with the political element added against both entities, gave rise to acquiescing.
However, high scope of attack against the Republic of Srpska, produced high support to the HR's
actions and measures expressed from the other entity (the Federation of BiH). This support was
obvious in political statements and speeches of the Federation of BiH leaders, but also the citizens
who in all the polls broadcasted in BiH applauded the use of the Bonn-powers of the HR against
the Republic of Srpska politicians and leaders. For years, the Government as well as the National
Assembly of the Republic of Srpska acquiesced all those invasive measures that significantly
changed its political landscape and the space to politically manoeuvre, representing an asymmetric
equilibrium.

The moment the Republic of Srpska started to challenge the HR's decisions® (especially in the
light of lack of stipulated procedures of nomination, as in the case of Christian Schmidt), those
decisions again targeting the DPA (as the product and agreement of the political elites) and the

51 According to Weingast, an equilibrium is a set of strategies such that no player has an incentive to deviate.
In this case, asymmetric means that S attacks both entities, but only one challenges the Sovereign decisions,
while the other acquiesces.
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Constitution of BiH, as in the case of the “state/entity property”, retaliation of the OHR and the
foreign external elites (the PIC) show the new level of attack to the political future of the president
of the Republic of Srpska, Milorad Dodik, as the main opponent to decisions of the OHR.

This relation of deep disagreement and non-recognition of each other's status between the OHR
and the Republic of Srpska was widely declared during the Session of the Security Council of the
UN held on 30 April 2024 starting at 4 pm New York local time (i.e.10 pm CET)®%2.

By securing the support emanated from the Federation of BiH, its political leaders and the public,
the OHR succeeds in transgressing towards the Republic of Srpska, its political leaders and the
public, and surviving, as foreseen by the Weingast model.

Following the logic of Weingast, the equilibrium in the relation between the OHR and BiH's
entities should have the following “scenario”:

OHR: If either Republic of Srpska or Federation of BiH has ever accepted any transgression, the
OHR should transgress against both entities or not transgress at all (the same and equal treatment
at all times).

Republic of Srpska: If the Federation of BiH has challenged every previous transgression by the
OHR, then the Republic of Srpska should also challenge if the OHR uses the Bonn powers and
accept otherwise. If the Federation of BiH has accepted a previous transgression by the OHR, then
the Republic of Srpska should accept every time.

Federation of BiH: If the Republic of Srpska has challenged every previous transgression by the
OHR, then the Federation should challenge too if the OHR transgresses and accept otherwise. If
the Republic of Srpska has accepted a previous transgression by the OHR, its institutions, leaders
and public opinion, then the Federation of BiH should accept the OHR transgression every time.
However, in BiH we have the asymmetric equilibrium caused by one entity challenging an OHR
transgression while the other is accepting it. The reason for this is cooperation of one the BiH
entities (Federation of BiH) supporting the decisions of the OHR against the other BiH entity (the
Republic of Srpska), in order to gain political payoffs which would not be gained by the strict
implementation of the Dayton Peace Agreement.

2) Weingast Model 2 applied to transgression of the HR towards Croats in the Federation of
BiH

According to both the DPA and the Constitution of BiH, Bosnia and Herzegovina has a three-
member collective Presidency, composed of three representatives of each of the ethnic
constitutional peoples in BiH.

For Croats in BiH, the election of the Croat Member of the Presidency is especially sensitive issue,
since their position has been that a person representing Croats is the person who is a Croat by his
ethnicity (the current Croat member, Zeljko Komsi¢), but that his politics and statements align to
those of Bosniaks.

The Croatian position on this issue is that Zeljko Komsi¢ is being elected to this high function for
numerous consecutive terms because Bosniaks vote for him against another Croat who actually
has support of Croats in BiH, and would follow politics that is not aligned to the Bosniaks’ one.
All the proposals of the Election Law that came from the Croat side were rejected by the Bosniak
elite. In the end, the HR imposed the amendments in Decision Enacting the Law on Amendments
to the Election Law of Bosnia and Herzegovina, published on the website on 26 March 2024 (three
days after the decision of the EU Council that BiH should start accession negotiation), as well as
its Corrigenda, published on 2 April 20245, This imposition bypassed both the Council of
Ministers and Parliament Assembly of Boshia and Herzegovina.

52 https://press.un.org/en/2024/sc15688.doc.htm
5 https://www.ohr.int/cat/hrs-decisions/decisions-relating-to-state-symbols-state-level-matters-and-const-
issues/

71


https://press.un.org/en/2024/sc15688.doc.htm
https://www.ohr.int/cat/hrs-decisions/decisions-relating-to-state-symbols-state-level-matters-and-const-issues/
https://www.ohr.int/cat/hrs-decisions/decisions-relating-to-state-symbols-state-level-matters-and-const-issues/

Eszak-magyarorszagi Stratégiai Fiizetek XXI. évf. ¢ 2024 0 2

Those two decisions contain total of 114 amendments of the Election Law of Boshia and
Herzegovina, which constitutes 70% of changes of the Law®*, while the Legal Office within the
Council of Ministers issued the Opinion that amendments to any law may be accepted only if they
constitute up to 50% of the content of the Law.

In this concrete example, the conclusion can be reached that political parties, as well as two major
ethnic peoples residing in the entity of the Federation of BiH, are facing the massive coordination
problem. This problem was caused by the fact that the positions and interests of citizens and ethnic
political parties differ, meaning that violations of the rights of Croats may benefit Bosniaks. The
Croats' reaction (challenging) to the transgression of the OHR should be self-enforcing, meaning
of such a scale and quality that the OHR would restrain itself from transgressing.

Also, each of the challenges mentioned above have one major precondition, be it the social
consensus. The construction of a consensus about limits to be put on the actions and transgressions
of the OHR, means that citizens targeted by the OHR transgressions should agree not only on “a
set of actions that trigger their reaction” (Weingast, 1997:251), but also on the very transgressions
that undermine their civil/lhuman/economic/political rights. The current political narrative in BiH
adopted the new terminology stating that any problem recognized as such a transgression actually
represents the “red lines” in political theatre in BiH as a whole, as well as its two entities.

Conclusion

Immediately after the 1992-1995 civil war, the Office of the High Representative, seemed to be a
necessary tool of the international community in state-building of BiH.

However, this paper claims that it has metamorphosed into the institution instigating the
coordination dilemma within the BiH society which cannot agree on the limits of the OHR.
Existing ethnic divisions in BiH impede resolution of the coordination dilemma about the
appropriate role of the OHR. Opposite interests and values of three constituent BiH ethnic groups
create asymmetric equilibria where one group of citizens (Bosniaks) form a sort of coalition with
the OHR against remaining citizens (Serbs and Croats). This coalition undermines the
social trust and questions the democratic stability.

Furthermore, additional problem arising around the operation of the OHR is the issue of authority.
According to Zaum (2006:4-5), the conclusion is derived that there is a clash between the current
HR, Mr. Schmidt, who is in authority but is not authority himself. Zaum (2006:4) claims that in
order to exercise their political authority, an individual/body needs to be legitimate, and since Mr.
Schmidt was not elected in accordance with the DPA (Annex 10 of the DPA), there are opposite
views within international community, but in BiH as well regarding legality of his occupying the
position as well as regarding his decisions. Also, according to Zaum, “authority entails the right
to be obeyed within the scope of its rules. This right to obedience emphasises voluntary submission
to the commands of an authority, and distinguishes authority clearly from other forms of power,
such as coercion or persuasion® (Zaum, 2006:5). This condition obviously is not in force in BiH
any more. Those claiming that Mr. Schmidt is nit legally and lawfully elected HR (Serbs in BiH)
claim that he has not authority and that disobedience towards his decisions is in place.
Consequently, HR Schmidt relies on coercion and persuasion, as tools unimaginable in a sovereign
state.

Therefore, the conclusion derived is that the OHR metamorphosed into an international supra-
authority governing BiH while simultaneously undermining the sovereignty of the country that is
supposed to start its process of negotiation for the full EU membership.

Bosnia and Herzegovina also proves one other hypothesis of Weingast which is that deep ethnic
divisions and attempts of BiH political elites to gain some benefits while other two constituent
peoples in BiH are facing losses and setbacks caused by the OHR transgression of their rights.

54 https://www.srna.rs/sr/novost/1198451/nesic:-bih-nema-izborni-zakon
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List of Abbreviations:

BiH — Bosnia and Herzegovina

FBiH — Federation of Bosnia and Herzegovina (entity in BiH)
DPA — Dayton Peace Agreement

HR — High Representative

ICG - International Crisis Group (ICG)

OHR - Office of High Representative

PIC — Peace Implementation Council

RS — Republic of Srpska (entity in BiH)
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Kinga Szabé *°
Platforms and trust as two columns of sharing economy

In the past two decades, economic models based on platform-based sharing, driven by the IT
revolution, have caused a fundamental shift in traditional business practice, global capitalism,
and societal values. The platform, along with all its features, has taken over the role of the
organizational form since they have brought together strangers with under-utilized capacities and
belongings, with those who need them without looking for ownership. The entire economic
ecosystem - marketing techniques, business practices, supply chains, and consumption habits -
has undergone a significant transformation. Consumer behavior is changing rapidly, and
consumers are looking for appropriate and efficient access to goods and services through the
Internet, without the financial, emotional, and logistical burdens of ownership. The radius of trust
which was initially confined to family, friends, and local communities; now encompasses
strangers who do not speak a common language and who are in different countries. Trust driven
by Digital Identity (DI) and Trust and Reputation Information (TRI) have enabled what was
considered unbelievable or even impossible some years ago. Further expansion and deepening of
trust, based on new technologies combined with the international legal framework, has the
potential to rewrite modern capitalism and societal values. This paper introduces the role of
platforms in the evolution of the sharing economy, the role of trust in promoting such platforms,
and the role of well-designed platforms in fostering and nurturing trust which is essential for
promoting and sustaining sharing economy models.

Keywords: Sharing economy, platforms, Digital Identity, trust in sharing economy, reputation
information
JEL code: R59

https://doi.org/10.32976/stratfuz.2024.19

Introduction

Generally, if we have a critical look, sharing economy is not a wholly new concept since it has
existed in human civilizations for thousands of years in different forms. A good example not from
the not-so-distant past, there were agricultural practices where the crop from the land was shared
among the family members yearly rather than dividing the plot ownership. Another similar case
is renting hotel accommodation, or an apartment is an example of sharing economy. In this case
the buyer, rather than acquiring the ownership of the property, prefers to gain limited rights of use,
which is based on time and space. A very simple practice of sharing economy in everyday life
before the widespread of the Internet is the access to books in public libraries (Ozanne and
Ballentine 2010). There is a well-built system of libraries, which regulates access to books and
this form of sharing economy is very well spread all over the world. According to Chen (2009),
the concept of a museum is also based on the sharing economy because in this case the customer,
rather than owning the art pieces, acquires a right to visit the museum and to enjoy the beauty of
the art pieces. There are many cases in the world where houses and apartments are owned on a
time-sharing basis and such apartments are available to the owner only for a specific period, for
example one month or two weeks a year; so that many different owners can have the right to use
it for one month or two weeks each. Strictly speaking the concept of cooperative societies and
associations can also qualify to be part of the sharing economy and under this concept, several
individuals pool their resources and share the benefits. Club membership is yet another good
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example of sharing economy which has been in existence for centuries (Botsman and Rogers,
2010).

In recent times, there have been multiple explanations for the growth of sharing economy models.
As stated by Chen (2009) and Marx (2011) ownership is no longer the ultimate representation of
consumer need. During the last decade, we have seen a rise in access systems in the marketplace
that go beyond conventional forms of access based on ownership because ownership and
attachment are becoming increasingly loose, porous, and liquid. Modernity characterizes the
current social conditions in which social structures and institutions are increasingly unstable and
are undergoing change therefore, they cannot serve as frames of reference for human actions and
long-term life strategies (Bauman, 2007). Gradually, institutions, people, information, and places
considered solid during the last century have tended to dematerialize and liquidize (Ritzer, 2010).
Equally, customer identity and ethics are also becoming fluid and liquid since values are
constantly changing. Emotional, social, and cultural ownership inserted in a property is becoming
flexible, temporary, and liquid, therefore access has emerged to manage the challenges of a liquid
society. (Bardhi, Eckhardt, and Arnould, 2012).

Theoretically, the sharing economy is an umbrella term involving a variety of consumer options
since the concept and the definition of sharing economy are not yet fully clarified in the literature
and there is no agreement on the use of the term “sharing economy”. The present model of the
sharing economy has emerged during the last two decades which is based on shared use of physical
or human resources. IT platforms have transformed with the expansion of the Internet and digital
applications the very concept of the sharing economy infusing a new life into this ancient concept.
According to Botsman & Rogers (2011), the sharing economy has also been referred to as
‘collaborative consumption’ or ‘collaborative economy’ which is defined as a socio-economic
model which is based on the shared use of under-used commodities. Botsman & Rogers (2011)
further argue that such a collaborative system counters the wastage and underutilization of
resources associated with the unequal distribution of wealth and resources. Belk says (2007) that
the action of sharing involves “the act and process of distributing what is ours to others for their
use and the act and process of receiving or taking something from others for our use”. Moreover,
Belk (2014) defines collaborative consumption as “people coordinating the acquisition and
distribution of a resource for a fee or other non-monetary compensation like bartering, trading,
and swapping.” Bardhi and Eckhardt (2012) further argue that the sharing economy is more like
an access economy as the sharing aspect in this context is only secondary, and is market-mediated
by an intermediary firm. According to Sundarajan (2016), the sharing economy is crowd-based
capitalism since there is a transfer of ownership through on-demand access.

According to the Harvard Business Review the word ‘sharing economy’ is a misnomer and ‘access
economy’ has been suggested by Harvard Business Review (2015) as the correct word for sharing
economy. Some other researchers call it an on-demand economy (Jaconi, 2014) or gig economy
(Wilson, 2017), and other scholars prefer to call it a platform economy. Hence, coming up with a
complete and final definition of sharing economy that reflects a consensus, or a common usage is
nearly impossible. Given great conceptual diversity in defining its boundaries, it is also debatable
whether the use of public parks, public libraries, and traditional bed and breakfast services form
part of the modern concept of sharing economy or not.

The economic development since the industrial revolution, extensive growth in human population
in the last two centuries, and the concept of welfare society born in the 20th century have brought
to life a consumer society with excessive consumption and fast depletion of natural resources,
which has been leading to serious environmental problems. Sharing economy could offer a
possible solution for the preservation of natural resources and for the reduction of waste and the
carbon footprint. The exchange, lending, or renting of underutilized goods and services to people
can give the same benefits as those of ownership without putting extra burden on natural resources
or the environment therefore, the sharing economy directly promotes the model of sustainable
development. Moreover, the sharing economy offers a kind of answer to sustainability and hyper-
consumption and encompasses multiple social dimensions such as those involving values,
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practices and consumption habits, environmental awareness, quality of life, technological
development, and economic and social perspectives. The fundamental base of the sharing
economy is not the financial transactions but the collaboration among people regarding the usage
of underutilized goods and services, which results in a mutual advantage for both parties that are
involved in the sharing.

Theoretical background

We humans are social animals (Aronson, 2007) driven by a need to belong; what Brooks (2011)
refers to as "an urge to merge." Therefore, sharing is as old as humanity itself and examples of the
sharing economy can be seen in ancient times in activities such as hunting, fishing, farming, and
these practices evolved into tribal or community behaviours, activities, and rules. Public
institutions such as baths, libraries, transportation, parks, hotels, and similar practices exemplify
the sharing economy in recent history. The sharing economy has undergone significant
transformation in the 21st century with the advent of the Internet, mobile devices, mobile
applications, and technology platforms. Global business models have appeared, driven by peer-
to-peer (P2P) or consumer-to-consumer (C2C) Internet platforms, information systems, and social
media, which are based on real-time interactions. The rapid growth of information technology and
various online platforms has introduced what we call the "sharing economy" (SE). This new
business model focuses on the sharing of resources, means, and assets over time and the exchange
of goods and services, which are in contrast with traditional business models of opening stores,
hiring employees, and selling products directly to consumers.

Modern concepts in the sharing economy

The current concept of the sharing economy was formed thanks to several factors, including
economic stagnation, economic crises, the weakening of the desire for ownership, the reduction
of disposable income due to the development of innovative sharing concepts, thanks to the
availability of new technological tools and platforms, increasing unemployment, urbanization, and
environmental protection aspects. (Ogilvy, 2010). This development has led to a model in which
consumption is based on time, space, or a fixed price. Consumers choose access-based
consumption when they cannot afford items or do not want to own them due to maintenance,
space, cost, or other reasons. In market-mediated cases of access, consumers are often willing to
pay a premium for the temporary use of an item. (Durgee, J., & O’Connor G., 1995). This indicates
that in access-based consumption, the relationship between the consumer and the object shifts
from ownership to access. (Snare, F., 1972).

According to various studies, although properties still exist, they are less likely to be exchanged
in the traditional market. (Rifkin, J., 2014). Consumers increasingly seek access to assets and
prefer to pay for the experience of limited and temporary access instead of buying and owning
real estate and assets. According to the researchers, ownership is no longer the ultimate expression
of consumer desire because access systems that go beyond traditional forms of access have
proliferated on the market in the last decade. (Chen, Y., 2009; Marx, P., 2011).

Modernity is characterized by current social conditions, where social structures and institutions
are increasingly unstable and undergoing significant changes, rendering them ineffective as a
frame of reference for human actions and long-term life strategies. (Bauman, Z., 2007).
Institutions, people, objects, information, and places that were considered solid and permanent in
the last century are increasingly dematerialized and liquidated. (Ritzer, G., 2010). Likewise,
consumer identity and ethics have become malleable and transient. Values are constantly
changing, and the emotional, social, and cultural property embedded in property has become
flexible and transitory, that’s why access has emerged to address the challenges of a liquid society.
(Bardhi, F., Eckhardt, G.M., & Arnould, E. J., 2012).
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The increasing acquisition and maintenance costs associated with ownership, coupled with the
instability of social relations and the uncertainty of the labor market, have made ownership a less
accessible and more precarious way of consumption than it was before. (Cheshire, L., Walters, P.,
& Rosenblatt, T., 2010). Consequently, many question the need for ownership when the benefits
can be enjoyed at a fraction of the cost and without the hassles of access, storage, and maintenance.
As urban density becomes a growing concern due to the re-urbanization movement and sustainable
development, apartments and condominiums have proliferated in city centers. These urban
environments offer an alternative to the long commutes and car dependency typical of suburban
life. At the same time, they also create new challenges that the sharing economy can handle.
Unlike earlier information or technology-based businesses, sharing-based businesses rely on a
critical mass of providers and consumers who are close to each other or other services, creating
value through proximity benefits. (Leinberger, C. B., 2007; Davidson, N. M. & Infranca J.J., 2016)
Uber, for example, efficiently transports people from one common area to another, minimizing
the need for idling and parking. The driver picks up a passenger at a nearby location and, after
dropping them off, picks up another passenger from the same area, virtually eliminating the need
for idling or parking. This system also eliminates the need for the passenger to navigate heavy
traffic, as would be necessary in the case of self-driving.

Sharing Economy on Platforms

The act is not new since sharing has been part of human society since ancient times and bartering
systems and communal ways of life have existed for centuries (Belk 2010; Sundararajan 2016;).
However, the nature of sharing has changed significantly, especially in recent years, with the
emergence of the sharing economy how sharing widely occurs nowadays between like-minded
strangers who overlap on a willingness to trust strangers. The concept of the sharing economy
has received a widespread notion in recent years after an intense discussion of sharing and
economic collaboration came to light (Cheng 2016) and it has become a significant third
alternative business model to traditional business-to-business (B2B) and business-to-consumer
(B2C) models. This new approach to value creation brought new opportunities and challenges for
businesses. The present form of the sharing economy can be traced back to the 2008 financial
crisis when people sought alternatives to traditional ownership models due to financial constraints.
Individuals began to prefer temporary access to goods and services, instead of owning objects
directly, they wanted to use them as a service. The change in consumer behavior was driven by
the need for affordability and flexibility during uncertain economic and social conditions. The
sharing economy has facilitated this change by providing online platforms where individuals can
connect and engage in economic exchange without the need for traditional ownership. The online
platforms host a sharing society where the distance between individuals and desired objects is
bridged through digital interactions. The growth of the sharing economy means a major change in
the consumption and exchange of goods and services, which reflects changing social values and
economic realities.

Price Waterhouse Cooper (PwC) describes the sharing economy as an emerging ecosystem that
makes money out of underutilized assets, favoring renting, leasing, or offering micro-skills in
exchange for access or money (PwC, 2015). The rapid growth of the Internet, IT technology and
applications, mobile technologies, and areas such as Big Data, and Atrtificial Intelligence (Al)
have given new strength and energy to platform-based sharing economic models (Wirtz et al.,
2019). These cost-effective alternatives have fulfilled a wide range of consumer needs, including
accommodation for short and long stays, transportation -local and long distance, equipment rentals,
office rentals, event management, supply of meals, sports facilities, entertainment, and even personal
loans. Various companies like Uber, Ola, Turo, Airbnb, HomeAway, Eatwith and Swiggy are
companies of the sharing economy catering to various consumer needs. The sharing economy has
been widespread all over the world and has become a major economic force globally, according
to recent research, sharing startups have raised more than $15 billion in venture capital by early
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2015, with the top 17 sharing companies each worth more than 1 billion (USD) and employing
more than 60,000 people (Venture Beat, 2015). Price Waterhouse Cooper (PwC) estimates that
global revenue from sharing in key sectors (travel, car sharing, finance, staffing, music, and video
streaming) will grow from $15 billion in 2015 to $335 billion by 2025 (PwC, 2015). Researchers
mention that the sharing economy is growing faster than major tech companies like Facebook,
Google, and Yahoo combined (Growth Business, 2017), which has led to an explosion of sharing
economy startups.

Although sharing has historical roots, its current form has been brought to life by digital platforms
and other large-scale mediating technologies. The Internet, digitization, smartphones, IT
applications, and platforms help the search for a partner between those who have idle wealth and
the capacity to rent, sell, or share and those who need it. People use these platforms and mobile
applications on a real-time basis to access rooms, cars, dining, rides, and entertainment. The
effects of the sharing economy extend beyond the financial and business areas since they add
value to unused, idle assets, provide stable income for the elderly, enable social interactions,
reduce carbon footprint, and provide cost-effective goods and services to lower-income segments
of society (Acquier, A., Daudigeos, T. & Pinkse, J., 2017.). As McLaren and Agyeman put it, the
sharing economy has awakened the potential to transform business practices, empower previously
powerless people, save resources, and promote social connections (McLaren & Agyeman, 2015).
The emergence and growth of the sharing economy not only overturned traditional business
models but also the regulatory frameworks governing the business sector (Shueh, 2014).
Furthermore, it has also challenged the mainstream well-established industries such as hotels,
vehicle sales, restaurants, home appliance manufacturing, and entertainment by providing
convenient and cost-effective access to resources without the financial and economic burden of
ownership. The sharing economy is defined as an economic model in which technology makes it
easier for people to get what they need from each other (Owyang, 2015; Maycotte, 2015) so that
the societal, economic, and technological forces are firmly in place to drive the sharing economy.
As the sharing economy becomes more popular, people discover more and more the benefits of
peer-to-peer exchange of goods and services (Maycotte, 2015).

Platforms have an innovative and leading role in organizing businesses, creating networks and
communities, and facilitating participation in the sharing economy. The increase in the use of
platforms has made it possible for many startups to form and join the sharing economy movement.
Companies are stimulated by these platforms to develop new techniques and methods to integrate
suppliers and customers into their value-creation processes to enhance the success of new business
models and service concepts. eBay is a good example since as a sharing platform allows
individuals to become retailers from their homes. Likewise, other platforms and sharing sites allow
individuals to act as car rental companies, rental agencies, boutique hotels, and ad-hoc taxi
operators, successfully turning unused, idle capacity into productive assets. The sharing model
operates exceptionally well for items or services that are expensive to purchase and widely owned
by individuals who do not fully utilize them (The Economist, 2013), therefore the use of platforms
opens new opportunities for innovative startups and novel business models.

Asset sharing has been possible for many years, but transaction costs have often made sharing
expensive and problematic. However, the global spread of the Internet and smartphones has
substantially reduced the transaction costs related to sharing and making sharing easier than ever
before. Today, the sharing economy is considered a very vital, significant element of the modern
economy and innovation, which is driven by the rapid growth of new digital technologies,
Artificial Intelligence (Al), and Big Data, as well as the evolution of consumer preferences and
consumption patterns, and which brings together consumers and producers includes new forms of
interaction between them. The innovative products or services characteristic of the sharing
economy typically operate in the cloud and use technologies such as Big Data and Artificial
Intelligence (Giones and Brem, 2017) such as Airbnb and Uber.

The sharing economy is a distinctive form of digital entrepreneurship facilitated by the Internet
and digital technologies (e.g. cloud-based services, different types of applications, peer-to-peer
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platforms) that deals with both physical and intangible digital goods and services (Giones and
Brem, 2017; Cheng, 2016). An excellent example of this is Uber, where drivers deliver a physical
product, but the main part of service provision is digitally organized (Sussan and Acs, 2017). The
case of Airbnb is similar, since Airbnb uses digital processes to connect consumers looking for
accommodation with providers, ultimately providing a non-digital accommodation service.

The new business models emerging in the sharing economy fundamentally rely on efficient and
scalable technology that enables large-scale networks to be created and matched with the goods
or services they offer or demand (May, Konigsson, & Holmstrom, 2017; Botsman & Rogers,
2011; Allen, 2017). These technologies facilitate direct transactions between people and connect
individuals in unprecedented ways (Caldieraro et al., 2018). The success of companies operating
in the sharing economy is often closely related to the technologies on which they run (Frenken,
2017). In the scientific literature, access to sharing economy platforms can be divided into three
major categories: (a) Slice Capacity: This refers to the division of ownership of assets, such as a
car or an apartment, into smaller units of time. (b) Aggregate capacity: Here assets that were
individually too small to be significant are aggregated into something tangible, reliable, and
consistent. (c) Open capacity: This refers to opening excess capacity, as in the case of Google
Maps, for others to create new services or products.

The tools and services offered through sharing economy platforms are incredibly diverse, catering
to a wide range of customer needs, from transportation alternatives to accommodation,
transportation services, personal property sales, sports and entertainment, and more, therefore it is
very difficult to systemize them. Platforms such as Airbnb, HomeAway, XiaoZhu, and onefinestay
are popular among travellers looking for accommodation, from budget-conscious individuals to
luxury consumers to business travellers. Ride-sharing platforms such as Uber, Lyft, BlaBlaCar,
Grab, and Ola offer an alternative to traditional taxi services, offering convenient and often more
cost-effective transportation options in the cities. Including transportation and accommaodation,
sharing economy platforms present a wealth of services such as EatWith and MealSharing
platforms allowing individuals to experience home-cooked meals with local hosts, personalizing
dining experiences. RentMyWardrobe and DesignerShare allow users to share their wardrobes
with fashion fanatics close to them, contributing to the sustainability and affordability of fashion.
The rise of sharing economy platforms has disrupted traditional industries previously dominated
by companies such as hotels, taxi companies, and restaurants. The sharing economy has also
generated unique and unusual services like BorrowMyDoggy, which brings together dog lovers
to share the responsibility of caring for their pets. The exchange of tools and services through
online sharing platforms is beneficial for both service providers and users because owners and
service providers can earn revenue from unused assets, while users can flexibly access assets or
services only when they are needed, resulting in more efficient resource allocation and cost
savings.

Trust in Digital Identity (DI) on platforms

Digital identity has become a cornerstone of modern interaction, especially in the sharing
economy, which can foster trust in an unknown situation. It builds trust in unclear situations by
providing a comprehensive online footprint of entities - be they individuals, platforms, or products
- over time. The global spread of the Internet and digital technologies has expanded the
possibilities of online interaction and communication, which necessitates a reliable digital identity
system.

There are three key elements in any sharing economy transaction: the person, the product, and the
platform (3P). While the person as the decision maker bearing the consequences is crucial, the
platform facilitating the transaction and the products or services offered are equally important.
Digital identity includes an organization's accumulated online footprint, which reflects the
organization's reputation and trustworthiness, which are based on past interactions and feedback.
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Online reviews play a significant role in establishing a good reputed digital identity since these
reviews are a form of computer-based communication that results from users sharing their
experiences and ratings over time, which can be considered as an information source about prior
consumer experiences and help to separate different service characteristics that influence user
perception (Siering et al., 2018). Moreover, online reviews are often seen as more useful because
they convey actual on-the-ground experiences (Cheng et al., 2019) than standardized information
such as safety guarantees and certifications.

Text feedback is increasingly popular due to its rich quality content because it provides detailed
information about users' perceptions, preferences, and behaviour. According to researchers, online
reviews considerably influence the purchasing decisions of other users (Matzat et al., 2012).
General digital identity has a more precise meaning in the sharing economy because it is shaped
by the interplay of information shared by users about their peers and the performance of the
platform. This reputation-building information is vital to any sharing economy platform since it
underscores the importance of trust and transparency in facilitating successful interactions.
User-generated content (UGC) plays a crucial role in the sharing economy by transforming it into
statistical syntheses, which are known as Reputation Scores or Trust and Reputation Information
(TRI). These scores result from user reviews and ratings, typically on a scale of 1-5 or 1-10, which
are often supplemented with additional questions and comments. This kind of feedback and
review, which users and suppliers give is now a general and standard practice in the sharing
economy, with platforms such as Uber, Airbnb, and Booking.com prominently displaying these
scores to build trust and guide consumer behaviour.

Uber, for example, collects ratings from both drivers and passengers, asking about various aspects
of the service such as punctuality, price, driver behaviour, and car cleanliness. Similarly, platforms
such as Airbnb and Booking.com ask users to provide detailed feedback on accommodations and
services because these ratings are then used to calculate and display Reputation Scores, which
help potential users make well-built decisions and moreover promote trust in the platform.

Such reviews are even more critical in specialized contexts such as long-distance car sharing or
accommodation services since no one wants to travel a long way with an unreliable driver or stay
in an unsafe or unsanitary accommodation. Therefore, customer reviews are a key factor in
decision-making for choosing these services such as Hungary's Oszkar for car sharing and Airbnb
for accommodation. Trust, which is essential for users to make confident decisions is increased
by positive reviews and high Reputation Scores.

Trust is a crucial element of any business transaction, but it is especially important in the sharing
economy since the presence of trust mitigates uncertainty in a complex and unfamiliar business
environment and reduces perceived financial and security risks. Platforms can create a safer and
more reliable ecosystem for their users and drive more transactions and lasting engagement when
they effectively manage and display trust and reputation information (TRI).

It is a common practice among Internet users that they often see multiple sources before finalizing
their decisions and many platforms offer comparative price studies, allowing prospective buyers
to weigh their options. Price, services, and trust are the main factors, which are combined into a
single package before the order is placed, therefore the buyer's expectation that the other party
adheres to the stated agreement is crucial. Likewise, the party offering the service on the platform
expects users to adhere to contractual terms, which reinforces the importance of mutual trust.
Therefore, the concept of peer-to-peer trust mediated by platforms is key to the sharing economy.
The trust affects not only peers on the demand and supply side but also platform providers. These
expanded networks of trust, facilitated by digital mechanisms, have made "stranger sharing"
increasingly viable. The success and proliferation of IT platforms indicate that digitally generated
trust reputation information (TRI) is effective in fostering consumer trust and confidence. Without
the intentional creation of digital trust, the sharing economy might not have developed the way it
has.

Digital identity (DI) and trust reputation information (TRI) are now an integral part of not only
sharing economy platforms but also the broader advertising strategies of the e-commerce industry.
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These digital trust-building mechanisms help alleviate the uncertainty inherent in transactions
involving strangers, thereby encouraging more interaction and increasing the sense of security. As
a result, platforms like Uber, Airbnb, and various e-commerce sites rely heavily on user reviews,
ratings, and comparison information to build and maintain trust among their users.

This multi-stakeholder trust system guarantees that both buyers and providers can engage in
transactions with confidence, knowing that a trusted digital trust framework is behind their
interactions, which has enabled a new era of stranger sharing, where individuals can seamlessly
connect and transact with others, relying on the solid trust mechanisms these platforms create.

Conclusion

The sharing economy promotes a change in consumption habits towards more sustainable and
responsible practices since it encourages individuals to think over their attitudes to ownership and
consumption, meanwhile emphasizing the importance of shared consumption and community
engagement. By sharing resources, individuals can not only cut down their environmental
footprint but also improve their overall quality of life.

Sharing, which can be an alternative to private ownership, involves the voluntary borrowing,
sharing, and use of commonly owned resources. The concept of sharing extends beyond physical
objects such as houses and cars to more abstract resources such as knowledge and relationships.
According to Frenken and Schor (2017), the roots of the sharing economy go back to the 1990s,
when internet sites such as eBay and Craigslist made it easy to remarket goods and marked the
beginning of the "sharing economy". Sharing can also be seen as a means of promoting social
relations and enabling production, not just consumption, which has been highlighted by Frenken
and Schor (2017) including examples such as coworking spaces, where individuals share their
tools or space to facilitate a joint workplace.

The economic impact of the sharing economy is still a matter of debate, but it has grown
substantially and has resulted the billions of dollars.

Companies operating in the sharing economy have expanded their online presence by supporting
community involvement in recent years, which has transformed consumption patterns by offering
lower costs and higher quality perceived by consumers through digital platforms. According to
Botsman and Rogers (2011), the key elements of the sharing economy are digital platforms.

The sharing economy from the point of view of sustainability serves as a path towards alternative
economic models that differ from traditional economic models, which are fueled by growing
environmental awareness and the widespread availability of the Internet. Consequently, the
sharing economy offers an opportunity for businesses to appeal to environmentally conscious
consumers and thereby encourage new forms of consumption and consumer choice. It also
represents a social and economic change in the way people meet their needs.

Despite the sustainability potential inherent in the sharing economy, however, according to Barnes
and Mattsson (2016), economic and technological factors, rather than sustainability concerns, are
the primary drivers of the growth of community consumption. As a result, sustainability issues
may not currently be a driving force for many sharing economy businesses.

In summary, a sharing economy is defined as an economic system centered on the sharing of
resources, including products, services, space, money and knowledge, either through access or
transfer, and whether or not payment is involved.
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Travel footprint, or how responsibly and sustainably do professionals creating and providing
travel experiences behave?

In the 21st century, sustainability has become a prominent issue in the tourism sector. While
conscious and responsible consumer decisions are increasingly prioritized in our daily lives, the
question arises whether similar scrutiny is applied during leisure and business travel. In this
recent empirical research, these questions are examined in detail in the light of the travel habits
of tourism experts. The findings indicate that tourism professionals make more conscious
consumer decisions in their daily activities compared to when they engage in leisure or business
travel, where economic considerations tend to take precedence amidst today's macro-
environmental changes, alongside a preference for compressed experiences. We further
investigated the extent to which tourism professionals attending a professional conference on
sustainability behaved consciously and responsibly when choosing their mode of transportation
to attend the event. In this regard, we calculated their travel footprint, which is consumption-
based and solely based on the use of transportation modes. We introduced this indicator on a pilot
basis, with plans to apply it more extensively and over longer timeframes in the future, and to
compare it across different target groups. Our main findings that tourism professionals surveyed
in the research consider sustainability to be important and even prominent in their daily activities,
and less so in their business activities, only 11% of them consciously choose the means of
transport.

Keywords: sustainability, travel, ecological footprint
JEL codes: L83, 782

https://doi.org/10.32976/stratfuz.2024.20

Introduction

Our research group has been studying the travel habits of domestic consumers for several years
(2021, 2022, 2023) (Behringer et al., 2023). In our most recent study, we paid particular attention
to examining the travel habits of tourism experts, as well as the integration of sustainable attitudes
into their consumer decisions regarding destination and tourism service choices.

"Tourism is a powerful force for positive change when managed responsibly and sustainably,"
says Zurab Pololikashvili, the Secretary-General of the United Nations World Tourism
Organization®, The adoption of the Statistical Framework for Measuring the Sustainability of
Tourism represents a paradigm shift, going beyond GDP to measure what matters most to people
and the planet. Our research group aims to contribute to this noble cause and value creation; thus
we have set out to examine the perspective of responsible and sustainable management in this
study regarding the habits of creators of tourism services and comparing them. The survey of
travel habits of the experts was conducted on a sample of 74 individuals.

The methodological innovation of our research lies in the novel application of calculating travel
ecological footprints. Our respondents were participants of a conference held annually on a
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specific theme, organized around World Tourism Day, as recommended by the United Nations
World Tourism Organization (UN Tourism), and held on September 27, 2023. These participants
attended lectures and professional debates on sustainability topics. The professional event was
organized by the Budapest Metropolitan University/higher education institution with several
objectives, including joining World Tourism Day, presenting to the profession, drawing attention
to the responsibility of tourism organizations and businesses in producing conscious and
responsible tourism offerings, and initiating the measurement of participants' consumption-based
travel footprints.
In light of the above, our study seeks to answer the following questions:
e What role does sustainability and environmental consciousness play in the travel
decisions of tourism professionals?
o Is there any difference observed between the business travels of professionals, and their
conscious and responsible activities in their daily routines?
e What scale of travel footprint did the tourism professionals leave behind as a result of
their participation in a conference focused on sustainability?
The questionnaire survey was conducted in September 2023, during the preparation and follow-
up of the conference related to World Tourism Day. The conference aimed to highlight the
importance of sustainable and responsible tourism, so by querying the participating professionals,
we expected to gather relevant information regarding how theoretical interest in sustainable
tourism manifests in everyday travel decisions and the selection of holiday destinations. The
current study partially processes the questionnaire, focusing specifically on examining travel
related to the conference.

Sustainability Theory and Interpretation in Tourism

The concept of sustainability has increasingly come to the forefront in the field of tourism.
Tourism is a significant economic sector, yet it faces numerous environmental and social
challenges, being both a victim and a contributor. Research highlights the importance of
integrating environmental and economic components for sustainable development (Manea &
Cozea, 2022). Therefore, there is growing attention towards the theoretical foundations and
practical implementation of sustainable tourism, supported by various international organizations.
The 2023 World Tourism Day of the United Nations World Tourism Organization focused on
sustainable and responsible tourism, as well as promoting green and innovative investments
(UNWTO, 2023), underscoring the increasingly urgent need for solutions in this area. The
development of tourism can only occur on sustainable grounds through high-level collaboration
among stakeholders (Bhaskara & Filimonau, 2021). As the role of tourism in human life continues
to grow, sustainability is becoming unavoidable not only in everyday life but also in travel.
Environmental consciousness is an important factor in daily life, with the majority considering
themselves environmentally conscious (Maclnnes et al., 2022). However, the choice of eco-
friendly services in tourism remains relatively low (Lukacs et al., 2022). There are differences in
individual awareness based on education and social status (Muth, 2022; Kupi & Szemerédi, 2022),
emphasizing the role of education and social factors in reacting to climate change. Among
university students, there is openness to sustainability and recognition of its importance, but they
are reluctant to sacrifice convenience (Kéntor, 2022), highlighting the role of service providers in
offering products that inherently consider sustainability. Conversely, the older generation is more
conscientious about environmental sustainability and eco-conscious travel practices. They are
willing to make sacrifices and endure discomfort to protect the environment (Gonda & Raffay,
2021).

A study examining environmentally conscious tourism behaviour identified nine factors
influencing tourists' behaviour. These factors include knowledge (awareness of the environment),
attitude (inclination towards specific actions), values (long-lasting guiding principles), emotions
(positive and negative attitudes towards certain behaviors), personal and social norms (internal
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and external motivators), cognitive dissonance (harmony or conflict between attitudes and
behaviours), everyday environmental consciousness (escaping from the familiar environment
during travels), and habits, practices (routine behaviour during travels) (Hegediis et al., 2023).
Together, these factors determine to what extent a tourist is willing to behave in an
environmentally friendly manner.

To promote the sustainability of tourism, it is important for tourism providers and decision-makers
to consider these factors and implement measures that encourage environmentally friendly
behaviour. This may involve targeted educational programs, offering positive experiences that
consider natural and social environments, influencing social norms and habits, and introducing
incentives that promote sustainability. These measures form the basis for the sustainable
development of tourism.

Encouraging responsible behaviour among travellers is crucial in sustainable tourism. Various
initiatives and campaigns by tourism stakeholders aim to draw attention to the local environment
and culture, forming the basis for measures against mass tourism. These include engaging local
communities, preserving cultural heritage, and distributing economic benefits among the local
population. This provides an opportunity for local residents to participate in tourism, transforming
them from mere victims of its negative aspects into beneficiaries. Incorporating sustainable
practices into tourism experiences and offering sustainable options can encourage tourists to adopt
environmentally friendly behaviours. One such example is the "from producer to consumer"
strategy, which promotes regional cultural heritage through collaboration between local producers
and tourism service providers (Dankd, 2023).

It is also important to consider that efficiency problems arising from production processes and
technological deficiencies in tourist regions, as well as underemployment, limit the foundations
of sustainable development (Nguyen et al., 2024), which can only be supported by public policy
initiatives. Not only service providers, local residents, and tourists play significant roles, but also
the cooperation of all stakeholders and regional, national, and international regulatory and
strategic collaboration is necessary (Gdssling, 2012). Furthermore, it is important to introduce
sustainable technologies and innovations, for example, in accommodations and catering
establishments. This includes the use of renewable energy sources and the introduction of up-to-
date water and waste management solutions.

Although mass tourism still dominates the supply and demand within the tourism industry, there
is a growing number of people who recognize the negative environmental impacts of tourism and
strive to minimize or avoid them during their travels. The strengthening of environmentally
conscious consumer attitudes is expected to act as an incentive for tourism service providers to
adopt more environmentally friendly practices, which is particularly important for the long-term
sustainable development of tourism.

Travel Footprint Measurement

The Ecological Footprint (EF) is one of the best-known alternative economic indicators. Its
creation stemmed from the recognition that measuring economic performance solely in monetary
terms is insufficient from a sustainability perspective. According to the EF concept, the
consumption of any community can be expressed in terms of the land area required for the
production of goods and services (Kitzes et al., 2009). The concept of Ecological Footprint utilizes
six land-use categories: Cropland, Grazing land, Forest footprint, Fishing ground, Built-up land,
and Carbon footprint (Wackernagel & Beyers, 2019). This indicator can be used at both micro
and macro levels, with a general observation being that if something can be expressed in monetary
terms, its ecological footprint can also be interpreted. The Global Footprint Network calculates
the ecological footprint of countries annually and makes the data table used for this calculation
available (Galli et al., 2020). Similarly, several indicators with similar concepts have been
developed (carbon footprint, GHG footprint, water footprint, etc.), collectively referred to as the
"footprint family" in the literature (Harangozo et al., 2016).
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A common question arises as to why we should use the ecological footprint measurement method
if it is suitable for all purposes served by money. The literature argues that its use is primarily
justified because unlike money, the concept of "too much" is interpretable with the ecological
footprint, as biological capacity - the supply side of ecological footprint accounts - also represents
a natural limit to consumption (Toth & Szigeti, 2016). This represents the inherent advantage of
the ecological footprint over other types of footprint indicators. The ecological footprint is also at
the centre of interest for research methodological innovations (Kocsis, 2014).

The ecological footprint indicator faces numerous criticisms (Galli et al., 2019), with one of the
most significant being the delineation of the population. Therefore, calculating the ecological
footprint of the world or a physically distinct state (e.g., Australia) represents the least of the
problems. The freer the movement of the population somewhere, the greater the problem with
calculating the ecological footprint.

Travel Footprint Calculation

The calculation of the ecological footprint can fundamentally be approached in two ways. The
"bottom-up™ method involves measuring individual consumption (e.g., using consumption
diaries), while the "top-down" method relies on secondary statistical data (e.g., census databases)
(Harangozd et al., 2019). While the bottom-up method is extremely labour- and time-intensive,
the limitations of the top-down method stem from the characteristics of the secondary database.
Therefore, the two methods are often combined: available secondary datasets are utilized, and any
missing data are supplemented by primary data collection. With this approach, significantly more
accurate measurements can be achieved compared to the former. However, the problem with
applying a combined methodology is that individual approaches can significantly hinder the
comparability of different studies. The ecological footprint finds a wide range of applications
(Wackernagel & Beyers, 2019), and it is used in numerous applied research studies to quantify
environmental impacts, including travel-related footprints.

Characteristics of Travel Footprint Calculation:

¢ Innational-level calculations, resource use in the transportation sector is highlighted.

¢ In calculations from the consumption side, the travel footprint primarily appears in the
Carbon footprint among the six land-use categories (Rojas et al., 2022). In these
calculations, the travel footprint is mainly associated with the fuel consumption of
vehicles.

e An important methodological question is that the ecological footprint accounts only for
carbon dioxide emissions from fuel use, not other GHG emissions, thus underestimating
the true environmental impact.

e If investments are considered, the establishment of environmental infrastructure entails
significant environmental burdens (Jovér et al., 2023). Therefore, it is crucial to consider
the time frame for which our travel footprint-related recommendations apply. For
example, in the short term, examining existing infrastructure, traveling by train is almost
certainly more favourable than by car. However, in the long term, the construction of a
new railway line has a huge ecological footprint due to cement consumption; thus, both
technology and utilization need to be examined.

In our research, we primarily formulated short-term, consumer-oriented statements, which also
represent one limitation of the study.

Materials and Methods
In our primary research, we conducted direct data collection consistent with the research
objectives, using self-administered questionnaires in English and Hungarian. The survey was

conducted from September 27, 2023, to October 15, 2023. The questionnaire contained closed-
ended questions. The questionnaire consisted of three sections, of which our current research
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processed two parts. The first section included demographic questions. The respondents were
participants of a tourism conference (n=74), with two-thirds of the respondents being female
(66.2%), and over half (56.7%) aged between 36 and 55 years old. Additionally, more than half
of them (54%) were residents of Budapest.

In the second part of the questionnaire, participants were asked questions regarding their travel to
the conference. The questions focused on the primary and secondary modes of transportation and
the distance travelled. These questions laid the groundwork for calculating the ecological
footprint. When formulating the questionnaire questions, we took into account previous research
findings suggesting that asking for precise, data-intensive information significantly reduces
questionnaire completion rates (Harangozo & Szigeti, 2017). The calculation methodology was
adopted from our previous research (Kovacs et al., 2017), which we briefly outline below. Using
the DEFRA database (Table 1) for CO? conversion factors for different modes of transportation
and the distance travelled (Table 2), we estimated the direct carbon dioxide emissions associated
with the travel (Table 3). We then converted this into global hectares (the average biocapacity of
the Earth's surface) using the conversion factor provided by the Global Footprint Network (the
international organization responsible for calculating ecological footprints) (Lin et al., 2018). For
easier comprehension, we converted our results into global square meters (gsm), which is one-
thousandth of a global hectare. The questionnaire allowed participants to specify both primary and
secondary modes of transportation.

Table 1: Conversion Factors
CO? kg/passenger-km

Local public transportation (tram, metro) 0.02
Electric bicycle (assuming the smallest motorbike) 0.08
Bus 0.1
Train 0,03
Car (compact car) 0.132

Source: DEFRA, 2023

Table 2: Distance travelled

Modes of Primary mode = Number of Secondary Number of Total
transportation of participants mode of participants = distance
transportation using this = transportation = using this travelled
distance mode distance mode
travelled (km) travelled (km)
Local public 378 33 418 15 796
transportation
Train 630 7 60 4 690
Car 1223 29 30 4 1253
Pedestrian 5 1 5
Bus 26 1 12 2 38
Electric bicycle 4 1 4 2 8
Bicycle 38 2 4 2 42

Source: Own research
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In the second part of the questionnaire, respondents also received questions regarding
environmental consciousness and the awareness of choosing transportation modes.

Results

According to the results of the questionnaire, more than half of the conference participants arrived
from Budapest. In line with this, the majority of participants (31 individuals) travelled less than
10 km to the event (Figure 1). One surprising finding of our research, when comparing the results
of Table 2 and Figure 1, is that only 4 individuals arrived at the conference by bicycle, and even
fewer used electric bicycles. This is particularly surprising considering that the conference was
held in pleasant autumn weather, perfect for cycling. Upon further analysis of the responses, it is
noteworthy that more than one-third of respondents traveling less than 10 km arrived by car. The
high proportion of car arrivals can be explained by the fact that it is still a common travel habit
and behaviour for businesspeople to travel by car, which is more comfortable and currently a more

familiar attitude, especially among top executives, as reflected in their responses later on.

4 50% A

40% ]
30%
20%
10%

0% H I:l 1] I:l /1 1]

Less than Between Between Between Between Between More than
10km 10-25 km 26-50 km 51-100 km 101-150 151-200 200 km

\_ km km Y,
Figure 1: Percentage of Respondents' Travel to the Event
Source: Own research findings, edited by the authors

Based on Table 2, it can be seen that the majority of participants (48 individuals) used public
transportation as either their primary or secondary mode of transportation. However, the longest
distance travelled (1253 km) was by car. Half of the respondents chose their mode of
transportation out of habit when traveling to the conference (Figure 2).

11%
7%

50%

32%

@1 usually use this means of transport
@1 had the opportunity to use this
For convenience/whichever | felt like

Figure2: Reasons for Choosing the Mode of Transportation
Source: Own research findings, edited by the authors
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80% of the conference's travel footprint is caused by car travel (Table 3), despite the fact that one-
third of car users (33 individuals) shared the car with at least one fellow traveller.

Table 3: Conference Travel Footprint
A B=A/1000 D=C*10,000

C=B*0.338 E
Mode of CO?kg Co% EF gha EF gm? %
transportation
Local  public 15.9 0.0159 0.00538 53,8 8
transportation
Train 20.7 0.0207 0.00699 69,9 10
Car 165.4 0.1654 0.05590 559 80
Pedestrian 0 0 0 0 0
Bus 3.8 0.0038 0.00128 12.8 2
Electric bicycle 0.6 0.0006 0.00022 2.2 0
Bicycle 0 0 0 0 0
Total 0.06978 697.8

Source: Own calculation based on DEFRA database and Lin, 2018

Table 4: How much attention do you pay to sustainability aspects, environmentally conscious,
responsible behaviour?

During Business Travel Everyday Life

Response Number of = Distribution  of Number of Distribution  of

Options Respondents Responses Respondents Responses

6 =

t(:ompletely)
1 2 3% 0 0%
2 7 9% 1 1%
3 15 20% 8 11%
4 20 27% 21 28%
5 27 36% 28 38%
6 3 4% 16 22%

Source: Own research findings

Respondents pay more attention to sustainability and environmental aspects, as well as responsible
behaviour, during their everyday life, according to the results of Table 4.

Conclusions

Although tourism professionals surveyed in our research consider sustainability to be important
and even prominent in their daily activities, and less so in their business activities, only 11% of
them consciously choose the means of transport they use to arrive at the conference.

One methodological innovation of our study was to provide respondents the opportunity to
indicate a secondary mode of transportation in addition to their primary mode. This was done with
the aim of reducing information loss during the research. Out of the 74 experts who completed the
questionnaire, 29 took advantage of this option, which supports the notion that allowing for
secondary mode of transportation choices significantly brought us closer to understanding the real
travel characteristics.

Based on the research findings, it would be beneficial to initiate carpooling for the next conference
and encourage participants to use low-carbon emission transportation modes. This initiative could
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effectively demonstrate the commitment of the conference organizers to sustainability and
encourage conference participants towards more conscious choices.

Discussion

A limitation of the study is that it was conducted with a small sample of experts, so the results
cannot be generalized to a wider community. The thematic nature of the conference topic may
have influenced the respondents to provide responses to the questionnaire that were more
favourable than their actual preferences. According to the respondents themselves, the conference
had an impact on shaping their attitudes (Table 5). While this is advantageous in terms of the
conference's objectives, it should be taken into account when evaluating the results of the research.
Given that a high proportion of respondents, regardless of age, selected response option 'Yes, its
importance has (somewhat) increased for me', when asked ‘Did your opinion on sustainability
and environmental consciousness change based on the conference presentations?’, the authors
hypothesise that attending a conference on sustainability will have a positive impact on the travel
footprint of professionals in the future. Measuring this will be the subject of our next research at
our next tourism conference.

Table 5: Did your opinion on sustainability and environmental consciousness change based on
the conference presentations?
Below 25 Between 25 Between 36 Between 46 Between 56 | Over 65
years old and 35years and45years and55years and65years yearsold
old old old old
Yes, its 45% 25% 32% 30% 17% 34%
importance
has
increased
for me.

Yes, its 36% 58% 53% 50% 50% 0%
importance

has

somewhat

increased

for me.

My opinion 9% 17% 5% 15% 33% 33%
has not

changed

about it.

| consider 0% 0% 5% 0% 0% 0%
the  issue

less

important.

I cannot 10% 0% 5% 5% 0% 33%
comment

onit.

Total 100% 100% 100% 100% 100% 100%

Source: Own research findings

The questions regarding ecological footprint did not allow for precise calculation, only expert
estimation. It would be worthwhile to test in later stages of the research whether more precise
questioning significantly reduces willingness to complete the questionnaire.

The high willingness of car users to share the vehicle with a fellow traveller may be indicative of
environmental consciousness (Szigeti et al., 2019), but this requires further in-depth investigation.
Similarly, it is a question requiring further research to what extent the significant use of public
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transportation can be attributed to the participants' consciousness or whether the main factor in
their choice was the fact that the conference venue is located in direct proximity to one of the
major public transportation hubs in Budapest.

The calculation of the ecological footprint for the travel footprint is not standardised, so its
comparison with other studies is not meaningful. The literature on ecological footprint calculation
(Harangoz6-Szigeti, 2017) suggests that the results of the calculation should not be compared with
other research but used to assess own development. Accordingly, we plan to continue the research
this year, where we will have a comparable dataset.
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Ex-Post Territorial Impact Assessment of the European Union Funds Used in the 2014-2020
Programme Period

Since its accession to the European Union (2004), Hungary has been allocated a considerable
amount of EU funds intended to promote regional development and convergence. The first part of
this study reviews the literature dealing with the use of EU funds. Then a developed model of ex-
post impact assessments is presented. The validity of the model is examined based on the use of
the cohesion resources in the 2014-2020 planning period in Mezékdvesd District, Borsod-Abauij-
Zemplén County, Hungary. The results are presented in a spider-web diagram and quantified with
the help of an aggregate index.

Keywords: EU cohesion funds, complex index, impact assessment, Mezckovesd District.
Code: R11; R58
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1.Research objectives, basic questions and literature review

The documents of the European Union pay particular attention to reviewing the results (outputs)
related to the Community’s cohesion policy. This expectation is echoed in the documents of not
only the governmental organisations of the member states, but also of the European Court of
Auditors and the European Commission (EC, 2015, 2016). The need for reviewing the results is
also reflected in the analyses of some institutes (WIFO, 2009, 2020) and researchers (Alecke et
al, 2010; Allard et al, 2012; Kocziszky, 2006, 2009; Fier et al., 2005) dealing with the use of EU
funds, the European Regional Development Funds and the European Social Fund. However, the
need to carry out an impact assessment of the use of resources has only been formulated in recent
years. At the end of each planning period, both the donor (the EU) and the beneficiary are expected
to prepare an ex-post assessment of the use of funds at the project, programme and regional levels.
Apart from the positive impacts of the funds used, the analyses also draw the decision-makers’
attention to several negative impacts. The mid-term review conducted by the European Court of
Auditors also deals with this issue. The document highlighted that the developments financed by
the European Development Fund (ERDF) and the European Social Fund (ESF) are generally
output-oriented and the performance monitoring also follows this approach, however, mostly
without a thorough impact assessment of the results (ESF, 2018).
The need for carrying out an impact assessment was more clearly formulated in the 2014-2020
programme period. However, the relevant methodological recommendation was insufficient.
Based on the methodologies used, the studies published over the past decade can be classified into
four groups:
a) The verbal cause-and-effect chain analysis, which shows the potential causes and their
effects (Ishikawa diagram). Most analyses use this type of methodology (ERDF, 2015).
b) Descriptive statistical analysis (shift-share analysis), which compares the change in the
local weight of some social and economic interventions with similar processes in a larger
unit (county, region, country). (Batog et al., 2004).
c) Econometric methods, used for conducting multi-variable analysis based on
autoregressive or vector autoregressive models.
Potvorsky investigated the impact of state aid in 27 countries. The findings show that
state aid has a moderate effect on real growth rate and employment rate, whereas the
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subprime deferred value of the real growth rate has a favourable impact on state aid
(Potvorszky, 2016).

Spatial computable general equilibrium models (SCGE), which are the extended models
of economic models, are applied to investigate impacts of government and regional
interventions with special attention to the equilibrium criteria of the economy. In the
Hungarian literature Varga was the first to apply the spatial computable general
equilibrium model for the impact assessment of regional development policy (Varga,
2007; Janosi et al., 2010).

d) The combination of descriptive statistics and econometrics, which was used by Austrian
Institute of Economic Research (WIFQO) in 2020 to evaluate the effectiveness of the
cohesion fund resources in Austria when the country celebrated its 25™ anniversary of
accession to the EU (Mayerhofer et al., 2020).

The objective of this study is to conduct an impact assessment of the EU resources allocated to a
particular administrative unit (Mezbékovesd District) in the programming period 2014-2020.
Special attention is paid to the degree to which the state and local governments are engaged and
the application opportunities of enterprises and in particular to investments that

- increase the economic output of the area;

- improve the fulfilment of headline objectives related to territorial development (increase
in employment, economic development, market competitiveness, etc.);

- have a favourable impact on the well-being of people living in the area.

During the analysis, the study focused on the following questions:

- What impacts can generally be identified in the regions under investigation where EU
resources were used?

- How can an individual impact factor be quantified?

- How can an overview of social, economic and environmental impacts be provided?

First, this study presents a research model. Then the results and impacts of the development
resources allocated and used in the programme period 2014-2020 are analysed.

2. Research methodology and model

Impact can generally be defined as the intervention result of a specified change or influence on
someone or something. Based on this definition, regional development interventions influence the
living conditions of people residing in a specified area, the changes in economic, social and
environmental conditions, improve them and allow the conditions before and after the
interventions to be compared. It should be noted that in the majority of national regional
development documents the term ‘impact’ is used as a synonym for the term ‘outcome’.
While the beneficiary of the outcome is mostly a restricted group of people, the impact is
experienced at a community level. It is obvious that individual benefits do not automatically result
in benefits at a community level, which may lead to community protests against certain
developments.
Considering the aforementioned ideas, it can be claimed that impact is a complex concept that can
be measured both at regional (micro-, meso- and macrolevel) and sectoral levels in a net (direct)
and a gross (cumulative) form.
The weak point of impact assessments is that they fail to consider that changes are influenced not
only by external (exogenous), but also by internal (endogenous) factors, which can either
strengthen or weaken the consequences of external factors. The applied methodology and data
shortage may hinder the attempts to separate the latter.
The five steps of the analysis are as follows (Figure 1):

a) The characteristics of the region under investigation and the beneficiary projects (inputs)

were taken into account.
b) The output and impact indicators suitable for measuring regional interventions were
compared.
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€) The results (outputs) of the indicators of the beneficiary projects were quantified based
on the ex-post analysis (2014-2020).

d) The impacts (outcomes) generated by outputs were quantified.

e) Finally, general conclusions were summarised.

Characteristics Support
Development ks,
: p programmes, Implementation : Outputs Ex-post impacts
objectives 2
projects
Vision Ex-ante impacts Comparison

Figure 1: Logical process of the research
Source: authors’ elaboration
The first part of the research is exploratory. First, the collected data were systematised
and statistically processed, which allowed quantitative analyses to be conducted.

2.1 Input indicators of the model
When the input, output and impact indicators were compiled, the focus was on data
relevancy, availability, and interpretability at the territorial level. The input indicators
(in accordance with the quantification of the indicators on the output side) were classified
into four groups (Table 1):

Table 1: Input indicators of the model
Source: authors’ elaboration

Name of the main group Sources
Economic indicators Hungarian Central Statistical Office (HCSQ)
Social indicators Hungarian Central Statistical Office (HCSQ)
Environment indicators Hungarian Central Statistical Office (HCSQ)
Support indicators
- projects won Integrated Territorial Programme
- resources awarded

2.2 Output indicators of the model
The study investigated 12 output indicators belonging to the three main groups
(environment, economic, and social) of the model. (Table 2)

Table 2: Output indicators of the model
Source: authors’ own elaboration

Main group Name Interpretation Source

of the indicator of the indicator of the indicator
Proportion of dwellings | Proportion of dwellings in a | Hungarian Central
] supplied with public | specified settlement supplied with | Statistical Office
Environment | water (%) public water compared to the total | (HCSO)
dwellings
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Proportion of dwellings
connected to the public
sewage network (%)

Proportion of dwelling in a specified
settlement connected to the public
sewage network compared to the
total dwellings

Hungarian Central
Statistical Office
(HCSO)

(kg/capita)

Amount of public waste
per capita removed from
a specified settlement by
public utility company

Total amount of solid waste
generated in a specified settlement
and removed from the owner by
public utility company

Hungarian  Central
Statistical Office
(HCSO)

Amount of treated waste
per capita in a specified
settlement (kg/capita)

The proportion of the waste per
capita treated to recover materials or
energy in a specified settlement

Hungarian Central
Statistical Office
(HCSO)

GHGs emission (CO?

Annual emissions reduction in

Project portal

resources (MW)

equipment and appliances operating
on renewable energy sources

equivalent) GHGs of modernised facilities due
to the project
Renewable Total amount of energy produced by | Project portal

Renewed or

developed green areas

Renewed or newly developed green
areas and related natural or

Project portal

inhabitants

difference per thousand

inhabitants  joining and those
leavingthe specified settlement in a
given year, measured per thousand
inhabitants.

(m?) developed water areas from project
sources in a settlement
Number of crimes per | Data collection unit registered and | Hungarian Central
hundred thousand | used by investigative authorities ina | Statistical Office
inhabitants specified settlement (HCSO)
Demographic situation Number of children aged 0-14 per | Hungarian Central
Society hundred inhabitants aged 65 and | Statistical Office
over (HCSO)
Number of classes (years of
education) completed by inhabitants
over the age of 7 (class number)
Number of tax payers | Number of tax payers per thousand | Hungarian Central
per thousand inhabitants | inhabitants in specified a settlement | Statistical Office
(tax payer/thousand inhabitants) (HCSO)
Number of enterprises | Number of enterprises per thousand | Hungarian Central
per thousand inhabitants | inhabitants in a specified settlement | Statistical Office
(enterprise/thousand inhabitants) (HCSO)
Economy Earnings Income forming the tax base of | Hungarian Central
personal income tax per capita | Statistical Office
(thousand forint/capita) (HCSO)
Summary table
Gross migration | The difference between the rate of | Hungarian Central

Statistical Office
(HCSO)

Correlation studies verified that there is a cause-and-effect relationship between each indicator.

2.3 Impact indicators

The effects of development interventions can be evaluated on the basis of three aggregated indices:
economic sub-index, human development sub-index and environmental sub-index.
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a) A change in an economic impact expresses the impacts of structural and added-value
changes of the developments, which influence both inputs (labour force structure, etc.)
and outputs (export structure, etc.) (Kocziszky, 2011a).

In order to determine the partial index (GRI) of economic impacts for a given period, the
following relationship was used in the model:

GRI = [(fy x by) + (f2 x b2) + (f3 x b3)]/ 3

where:

f1 represents the primary sector,

f, = secondary sector ,

f; = tertiary sector,

f= employment rate of a specified sector,

b = gross nominal wage in a specified sector.

Considering the above, the index value can be determined as follows:
GRI (%) = GR(t1) / GR(to)

b) Change in the Human Development Index (HDI)
The Human Development Index is a summary measure of three factors (life expectancy,
education and income). As for the specified area, this can be calculated as follows (Liptak,

2017):
HDI = 31111 *Iz *I3 y

where HDI represents the Human Development Index,
11 = Number of children aged 0-14 per inhabitants aged 60 and over
I, =average education
I3 = income index forming the tax base of PIT per capita.

€) The model considers the results of changes in the form of an aggregated index and uses
seven indicators (number of dwellings supplied with public water, number of dwellings
connected to a public sewage network, amount of waste removed from a settlement, use
of renewable energy sources, size of green area):

The aggregated index can be determined in three steps. First, the individual values are
normalised by
Ih= (Xi*Xmin) / (Xmax* Xmin)

where

Xireflects the individual value of the specified settlement,

Xmin= minimal value,

Xmax = maximal value.

Then the indicator average can be calculated based on the normalised value:

X= (ixi) /n

i=1
In the third step the aggregated index value can be computed:

]= 7X1 *X2 *...*X']
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All three groups of indicators can be expressed as a percentage, which makes comparison of partial
results (sub-indices) in space and time easier. An aggregated index can be calculated from the
simple average of the three values, which allows a comprehensive evaluation of the development
interventions.

3. Ex-post impact assessment of territorial developments

In the programming period 2014-2020 the interventions from EU resources contributed to the
development of the area, the population retention capacity of the settlements, the transition to a
low-carbon economy, the improvement of the local community services and the development of
human resources. This study examines the impacts of these issues in detail: characteristics of the
given area; settlement development goals, activities, and resources; development outputs and
development impacts.

3.1 Administrative situation, location and characteristics of the area

As of 1 January 2013 new districts were re-established in Hungary, forming units that make up
the administrative level of the state administration, located between the settlement and country
levels (Act XCIlI of 2012). Thus, the Mez6kovesd District was formed, which is one of the 16
districts of Borsod-Abatj-Zemplén County.

e Regions

Borsod-Abauj-Zemplén
County

e ) N ~ Mez6kovesd District
Figure 2: Geographical position of Mezékovesd District
Source: authors’ own elaboration

A

After 1989, the economic, social and environmental conditions of the territory underwent
unfavourable transformations. Large-scale agriculture disappeared. Some of the medium-sized
companies that were displaced from the capital went bankrupt. As a result, Mez6kdvesd District
ranked only 93 (out of 175) in the national competitiveness ranking, ending up in the upper middle
position and scoring below the national average (Lengyel et al., 2015).

Before the programme period 2014-2020, the social situation of majority settlements in the area
had stagnated after the political reform. Both the economy and the economic infrastructure were
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underdeveloped and the regional potential was not utilised (such as the advantages arising from
the proximity of the motorway). Consequently, Government Decree 209/2014 (X1.26) qualified
this district as a beneficiary. (Since its calculated complex indicator was 41.32, it was ranked 86
out of 197 districts) (Government Decree 209/2014 (X1.26) on the classification of beneficiary
districts).

Although the competitiveness of the district is below the average, it can be easily accessed. The
electrified main railway line passes through Mez6kovesd. The 2x2-lane motorway M3 is only
1.5 km away from the town. Mezo6kdvesd is located only 45 km away from Miskolc, the seat of
Borsod-Abauj-Zemplén County, 132 km from Budapest, the capital of the country, 24 km from
Eger, the seat of Heves County, 107 km away from Debrecen, the seat of Hajda-Bihar County,
and 101 km away from Szolnok, the seat of Jasz-Nagykun-Szolnok County. Since the M3 and
M30 motorways were built, the accessibility of the central regions of the country has significantly
improved, which has positively affected the district as a whole. The nearest airports with
international traffic serving flights are Budapest Ferenc Liszt International Airport (150 km),
Debrecen Airport (110 km) and Kosice (135 km).

Mezokdvesd is a suburb of Borsod-Abatj-Zemplén County. This is the town where foreign capital
reaches the country while moving eastward.

The economy in Mez6kdvesd was dominated by machine manufacturing and metal processing
industries from 1970. After the privatisation period, a number of Hungarian-owned enterprises
were formed and Mezékdvesd also attracted foreign investors.

Even in 2010s arable farming was a dominant activity in the Mez6kovesd District. The production
of field crops like winter wheat and sunflower prevails. In addition, viticulture and winemaking
also play a significant role. Agricultural production areas are mostly dedicated to monoculture and
intensive farming, the ecological consequences of which can be detrimental in a number of ways.
Intensive cultivation practices involving the application of excessive amounts of fertilisers and
pesticides, deep ploughing and over-irrigation used in monoculture production leads to an
imbalanced diversity of the soil and increases its CO, emissions. The application of a combination
of crop rotation and land fallowing techniques ensures biodiversity, maintains soil fertility and
promotes the CO, storage capacity of the soil. As for the livestock sector, poultry farming
(production of broiler chickens, hatching eggs and eggs for consumption) dominates, while the
role of both beef cattle and hog farming is decreasing.

The tourism industry is a flagship sector in the Mez6kovesd District and due to its inter-sectoral
nature, its development is a significant source of revenue. Among the most popular tourist
attractions in the district are the spas: Zsory Thermal Bath and Spa in Mez6kovesd and the
Thermal Bath and Spa in Bogacs. Maty¢ folk traditions and embroidery also play a prominent
role.

The opportunities to break out of the development trap are very complex and affect both demand
and supply (Table 3).

Table 3: SWOT analysis of Mez6kovesd District
Source: authors’ own elaboration

STRENGTHS WEAKNESSES
- Available capital is limited.
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- Mez6kovesd District is on a growth path, | - The proportion of unskilled and
boasts active development and the adoption of underskilled labour force is high.
solutions offered by future technology during | - Demand is low.
infrastructural investments. - Entrepreneurial activity is low.

- Mezokovesd is the centre of human-
education, health, cultural and social
infrastructure of the area.

- It is connected to the M3 motorway.

- The settlement centres and community spaces
have been upgraded.

OPPORTUNITIES THREATS
- Making the product supply of the district more | - Decreasing and aging population (negative
diverse by designing new products specific to natural reproduction and migration
the district and offering already available ones; balance);
- Enhancing sustainable tourism development; - Emigration of young people and qualified
- Encouraging the start-up of goods- work force and increasing proportion of
producing/service micro-enterprises; dependents;
- Improving the standard of services based on | - Lack of joint actions;
the market needs; - Low willingness to establish regional
- Building energy-efficient systems in order to partnerships for cooperation at inter-
reduce overhead costs; professional and public levels.
- Applying incentive tools to encourage
investment;

- Connecting the district to the trans-European
network since it is located along the M3
motorway;

Making the district suitable for attracting and
maintaining industries that generate significant
added value;

- Developing service packages tailored to

individual needs.

3.2. Settlement development objectives, tendering activities and sources

As for the territorial development objectives for the 2014-2020 programme period, the main
objectives were as follows: to improve the quality of life, stop population aging, create a liveable
environment, decrease social tensions, improve the economic potential and performance of the
area and create a competitive economy.

In the investigated period, the intensity of support of the European Union programs varied. In the
Territorial and Settlement Development Operative Programs, the support amounted to 100%. The
beneficiaries could be primarily municipalities (in some cases civil organisations) and the advance
payments amounted to 100%. The beneficiaries of the Economic Development and Innovation
Operational Programs (EDIOP) were small and medium-sized enterprises SMEs, and support was
in the range of 50-70%.

Regional plans and programs, as well as output indicators, were assigned to each goal (Figure 3).
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Figure 3. Impact chain of implemented developments from EU sources
Source: authors’ own elaboration

Calls for proposal, project generation and data collection processes are complex and time
consuming. The steps are shown in Table 4.

calls for project project
proposal generation selection
project closure projec.l project
outputs completion - —
evaluationn
evaluation reporting

mid-term and
end-term
evaluation

Figure 4: The process from the call for tenders to the closing of program
Source: authors’ own elaboration

Project selection experiences

When the grant applications were submitted, the majority of the beneficiaries had minimal project
content both from a technical and budgetary points of view. It was not unusual that only the grant
agreements were signed, following which the actual technical and professional contents as well as
the budget were elaborated and the supporting documents were prepared. Upon the approval of
the project, beneficiaries faced difficulties and challenges in the implementation process
(including unsettled ownership rights, inaccurate technical content, feasibility risks of the planned
technical content, cost redesign, modifications of project elements due to incomplete preparation).
Any amendment requests had to be approved by the participating organisations, which made
further amendments necessary (major milestones in the progress report, transfers between budget
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lines, etc.). These were the reasons for discrepancies between the number of project ideas outlined
in the identification and submitting stages (Table 5).

Data of project selection in Mezékdvesd Number of projects in Mez8kovesd
District in 2014-2015 District
2014-2020

A
3

52

= HRDOP = EDIOP =TSDOP = Others =EDIOP =TSDOP = HRDOP

Figure 5: Distribution of project ideas (left) and submitted projects (right).
Source: authors’ own elaboration

The amendments made the preparation stage longer and the project implementation period shorter.
(The calls for proposal maximised the project preparation period to 18 months and the duration of
the project implementation to 18 months.)

The preparation time of 18 months was quite long for beneficiaries. However, small-scale projects
could have been implemented during this period.

The participating organisations and beneficiaries focused on closing the 2014-2020 HRDOP
projects in the second half of 2023, as they had to be completed by the end of December 2023.
Public procurement processes were longer comparable to the previous period, thus several issues
had to be clarified, which led to delays in project closure beyond the set deadline. Involving
planning councils and competent authorities in permitting procedures also prolonged the
preparation cycle.

The current regulatory environment does not impose strict reporting obligations. Beneficiaries are
expected to report only on whether the project remains fully consistent with the set key milestones.
However, both the county municipality and the state treasury would greatly benefit from
additional information if mandatory information on the progress of a specific project had to be
provided every quarter. This would be important because in the preparation phase of some
projects, beneficiaries and stakeholders could be informed in time either about the public
procurement that has been announced several times, or about the increased need for funds for the
investment. Thus, a territorial actor would have more possibilities for efficient intervention in time
and the project could start the implementation phase sooner. Territorial actors can intervene only
if they possess information supported by accurate data and can get access to this information in
time.

Grants awarded

Figure 6 illustrates the number of initiated, approved and implemented projects within the
Territorial and Settlement Development Operational Programme (TSDOP), Economic
Development and Innovation Operational Programme (EDIOP), and Human Resource
Development Operational Programme (HRDOP), as well as the allocated resources. In the case of
EDIOP applications, the amount of support in the implementation period. increased in parallel
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with the number of applications, while in the TSDOP and HRDOP cases, resources were scarce
in the implementation phase.

In the 2014-2020 programme period, the beneficiaries waited to initiate projects while the calls
for applications were open. Thus, they elaborated and submitted their development requests under
known conditions. In the case of EDIOP, there is a two-fold difference between the planning and
implementation phases, while in the case of TSDOP, there is almost a three-fold difference. On
the basis of the experience gained, it can be claimed that the main reason for waiting lies in the
unwillingness of companies to share their development ideas with other actors in the economy,
primarily in order to protect their market position. The reason why municipality projects were
prepared so slowly was a shortage of human resources.
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Figure 6: Number of identified and implemented projects and the amount of awarded support
(thousand HUF)
Source: authors’ own elaboration

Installation of solar energy systems was given high priority and projects with 50-79% intensity
received financial support. Lower aid intensity was granted to projects involved in complex info-
communication development, production capacity expansion or credit-product related projects.

3.3. Development outputs

The financial resources used by Borsod-Abatj-Zemplén County in the programme period 2014-
2020 amounted to HUF 133 billion. The funds allocated to the MezO6kévesd District was
proportionate to the population and accounted to HUF 1.55 billion/year. During seven years, this
amount was as high as HUF 10.88339 billion, which was supplemented by the cost increases
necessary to complete certain developments. This is summarised in Figure 7.
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Figure 7: Changes in economic, environmental and societal outputs
in the Mez6kovesd District in the EDIOP programme period 2014-2020
Source: authors’ own elaboration

Environmental outputs of developments

The proportion of dwellings supplied with public water at the beginning of the programme period
(2014) was already relatively high, 91.2%, which increased to 91.9% in 2020. A higher increase
(from 68.4% to 71.5%) was observed in the proportion of dwellings connected to the public
sewage water network (HCSO). The amount of public waste removed per capita from a specified
settlement also increased (it amounted to 274 kg in 2014 and to 405 kg in 2020) (HCSO). One of
the causes of this may be due to the increased demand for packaging materials of products during
the investigated period. Also, customers’ purchasing behaviour changed and there was a greater
demand for pre-packed products. In addition, the number of dwellings using municipal waste
collection services significantly increased.

The amount of treated waste recovered per capita increased from 4 kg to 171 kg over the seven
years (HCSO) due to a more eco-conscious consumer attitude towards selective waste collection.

Societal outputs of developments
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The number of crimes per hundred thousand inhabitants decreased in the district by one third,
from 2638 to 1821 cases (30% decrease) (HCSO). This is presumably due to the higher
employment rate, increased public security and decreased unemployment rate (Figure 8). This also
significantly contributes to the shift in the total migration difference in a positive direction.
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Figure 9: Number of registered job seekers on the closing date
Source: authors’ own elaboration based on the data of National Employment Service

The number of civil organisations operating in the area remained almost unchanged (Figure 9).
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Figure 9: Change in the number of civil organisations (2014-2020)
Source: General Assembly of B.-A.-Z. County (2023)

Economic outputs of developments
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The primary objective of EU project applications was to foster economic development. Local
governments would have been unable to make investments without EU financial resources
because they had only limited possibilities for savings.

When the use of resources was investigated, special attention was paid to technological
development and the purchase of equipment. In the 2014-2020 programme period the completed
projects had a favourable impact on entrepreneurial activities in the district.

The development of the district is ahead of the county data in terms of several indicators. EU funds
boosted economic recovery and resulted in increased entrepreneurial spirit, a higher number of
tax payers and a 75% increase in income forming the tax base of PIT per capita (Table 4).

Table 4: Changes in some indicators of
Borsod-Abatj-Zemplén County and the Mez6kovesd District (2014-2020)
Source: authors’ own elaboration

Income indicator Total migration
Density of public road |Number of taxpayers per|forming the tax base of| Number of enterprises difference per
network (km) thousand inhabitants PIT per inhabitant |per thousand inhabitants| thousand inhabitants
(thousand HUF) (thousandths)
Borsod- Borsod- Borsod- Borsod- Borsod-
Mezékovesd | Abaij- |Mezokovesd| Abauj- | Mezokovesd| Abatj- | Mezokdvesd | Abaij- | Mezdkiovesd | Abauj-
District Zemplén District Zemplén District |Zemplén| District Zemplén District |Zemplén
Country Country Country Country Country
2014 55.1 59.5 444 434 807 768 43 43 -6.9 -5.7
2015 55.1 59.4 449 442 862 827 44 44 -1.7 -5.7
2016 55.1 59.8 503 492 945 909 45 44 -2.9 -5
2017 55.2 59.7 499 488 1077 1031 48 47 0.1 -6.3
2018 58.8 60.6 494 488 1215 1162 52 51 1.2 -7.1
2019 62.2 61.5 488 484 1376 1307 58 56 2.1 -7.1
2020 58.9 61.3 476 476 1420 1374 61 59 4.4 -5.8

The gross migration difference of Borsod-Abatj-Zemplén County fluctuated between -5.0 and -
7.1, whereas in the MezOkovesd District it amounted to -6.9 in 2014. However, this difference
turns into a positive figure in 2017, and grows further (HCSO). The ability of the district to retain
its population and attract more people to the area was due to predictable developments, favourable
transport conditions, new investments and jobs creation (Figure 10).
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Figure 10: Evolution of development indicators in the Mezékovesd District
in the period 2014-2020
Source: authors’ own elaboration based on https://map.ksh.hu/timea
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Figure 11: Distribution of support intensity of TSDOP applications

in Mez6kovesd District in the 2014-2020 programme period
Project beneficiaries invested 56% of the granted EU resources in qualitative site development.
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Figure 12: Number of investments within EDIOP in Mezékévesd District (2014-2020)
Source: authors’ own elaboration based on https://www.palyazat.gov.hu/eredmenyek

About one fourth of EU funds were aimed at job creation and retention.

new or retained work place = created trainee place = no data

Figure 13: Number of jobs created in the Mezékovesd District within EDIOP (2014-2020)
Source: authors’ own elaboration based on https://www.palyazat.gov.hu/eredmenyek

= no data

utilisation of renewable energy

28 = purchase of IT equipment and systems

82
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for production

Figure 14. Number of purchased items of equipment within EDIOP (2014-2020)
Source: authors’ own elaboration based on  https://www.palyazat.gov.hu/eredmenyek
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Entrepreneurial activities are reflected in the fact that there were 43 enterprises/thousand in the
district in the 2014 figures, which is the same as the county average. As for the number of
enterprises in the Mezbkdvesd District, the settlements of Mezdkovesd (58), Bogacs (52),
Cserépfalu (48) and Biikkabrany (45) stand out, whereas in Négyes (17) and Csincse (11) the
number of enterprises was considerably lower.

Mérték
Mérték

i O 27
S o 0
= B 44

B 5/
= ij B 57

Figure 15: Number of enterprises per thousand inhabitants in districts of Borsod-Abauj-Zemplén
County in 2014 (left) and 2020 (right)
Source: https://map.ksh.hu/timea

The projects completed in the 2014-2020 period had a favourable impact on entrepreneurial
activities in the Mez6kovesd District, since there were 61 enterprises per thousand inhabitants in
2020, which was higher than both the county average (59) and the regional average (62).

As for the number of taxpayers per thousand inhabitants, Borsod-Abauj-Zemplén County (with
443 in 2014 and 485 in 2020) was below the regional average both in 2014 (434) and in 2021
(476). In terms of the number of taxpayers per thousand inhabitants in 2014, the Mezdkovesd
District (444 people) surpassed the regional indicator. However, differences within the district can
also be observed. The indicator is the highest in Cserépvaralja (580 people) and the lowest in Saly
(275 people). Data for 2021 shows that the number of taxpayers per thousand inhabitants in the
Mezokovesd District (485 people) grew in parallel with the regional average (483 people) and
surpassed the Borsod-Abauj-Zemplén County average (476 people). The differences between the
settlements within the district also changed in the investigated period, since the number of
taxpayers was the highest in Biikkabrany (538 people).

Since entrepreneurial activities grew in the Mezdkdvesd District, the number of taxpayers also

increased (Figure 16).and so did the indicator of income forming the tax base of PIT per thousand
inhabitants (Figure 17).
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Figure 16: Number of taxpayers per thousand inhabitants in the districts of Borsod-Abau;j-
Zemplén County in 2014 (left) and 2021 (right)
Source: https://map.ksh.hu/timea

The indicator of the income forming the tax base of PIT per thousand inhabitants also shows a
positive trend. In 2014 the district indicator (HUF 807,000) was higher than that of the country
(HUF 768,000). In 2021 the district indicator was HUF 1,591,000, while the county indicator was
only HUF 1,532,000 (Figure 17).

Figure 17: Income forming the tax base of PIT per permanent resident in the districts of Borsod-
Abatj-Zemplén County in 2014 (left) and 2021 (right)
Source: https://map.ksh.hu/timea
4. Results of the impact assessment

The outputs were used to investigate three impacts in the examined area. The weighed data of the
added values of employment and sectors were used to measure the economic structural impact.
The obtained results clearly show that the weight of the tertiary sector increases compared to
primary and secondary sectors. The human development index value increases because years of
schooling increase, the rate of early school leavers decrease, and gross incomes grow. The
developments resulted in a decreased environmental load due to the changes in the conditions of
infrastructure, waste collection and treatment (Table 5).
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Table 5: Evolution of impact sub-indices and aggregated indices of the developments in the
Mezékovesd District in the period 2014-2020
Source: authors’ own elaboration

Impact index Year
2014 2020
Economic impact sub-index 0.42 0.54
Human development impact sub-index 0.871 0.882
Environmental impact sub-index 0.231 0.349
Aggregated impact index 43.8 54.9

5. Conclusions

The current target system and the allocation mechanism of territorial development is basically
value-oriented, which may change in time and space. It makes a difference, however, whether the
assessment is limited to the results or the fund provider also wants to examine the complex social,
economic and environmental effects of the intervention.

This study uses an intermediate solution to deal with the challenges arising from the latter. Based
on the social, economic and environmental results of the territorial developments (14 indicators),
three impact sub-indicators (expressing the evolution of changes in economic structure, human
development and environmental load) were elaborated. The aggregate index created from three
sub-indices allows not only temporal but also spatial comparison. The spatial and aggregated
indices take into account direct impacts resulting from funding, but neglect indirect and spillover
impacts.

The validity of the model was tested by analysing the impacts of the developments in the
Mezo6kovesd District, Borsod-Abatj-Zemplén County, Hungary, in the EU funding programme
period 2014-2020.
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Human Resource Assessment and Sustainability - Investigating the Measurability of Human
Activity

Sustainability, as a complex set of goals, has many possible interpretations and approaches the
17 Sustainable Development Goals (SDGs) set out in the document have 169 sub-goals, of which
Goal 10 is "reduced inequalities”. There are 10 sub-goals linked to this goal, the first of which is
aimed at reducing income inequality. Employers have direct responsibility and considerable
leeway to develop fair wage systems. For HR professionals, the practical implementation of this
is @ major task, and their knowledge can therefore be a key factor in achieving SDG 10. In our
research, we sought to answer the question of what future HR professionals know about the
accounting measurability of human performance and how they assess its monetary valuation. In
our view, HR professionals who are aware of the issues of human performance measurement and
recognize the fundamental problems can play a significant role in meeting SDG 10. In our primary
research, we surveyed 448 undergraduate human resources students from early December 2022
to the end of January 2023 using an online questionnaire. The questionnaire contains closed and
open questions in addition to demographic data. Our research shows that the value of human
activity is not well expressed in monetary terms, which implies that wages and the value of work
are not closely related.

Keywords: sustainability, inequality, human resources
JEL-codes: D63, J01, J70
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Introduction

The social and environmental issues of sustainability are closely related to planning (Cruz and
Tan, 2022), methodological (Sharaai et al., 2022), decision-making (Tian et al., 2022), and
company analysis perspectives (Radacsi, 2021). Among the social issues of sustainability, the role
of communities is also prominent (Basri et al., 2022).

Work organization can be a key factor in sustainability efforts, and its absence, even with good
technical solutions, can lead to failure (Al Zarooni et al., 2022). Several studies have addressed
the question of how university students perceive sustainability issues, how involved they are in
the circular economy (Szigeti et al., 2023), or how they relate to sustainable business models
(Csutora et al., 2022).

One of the key questions related to sustainability is the issue of equality - inequality, which is also
included in the UN Sustainable Development Goals (SDGs) (Szennay et al., 2019). One important
manifestation of inequality is the disparity in wages and incomes. One of the fundamental issues
of ecological economics is the measurability of human activity in monetary terms, the conflict of
values (Kocsis, 2001).
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Our research focuses on the question of how well-informed university students are about the
interpretation and quantifiability of human capital, whether they agree with the practice of valuing
people and human activity in monetary terms, and how much they see the contradictions. In our
research, we interviewed undergraduate students enrolled in human resources studies. We
hypothesize that students are aware of the basics of both HR and accounting and can make a
nuanced assessment of the potential and limitations of these disciplines. The study is also of major
importance from a societal perspective, as future HR professionals can have a significant impact
on the achievement of sustainability goals to tackle inequalities.

Literature review

In the modern approach to human capital at companies, the concept of human capital and the
strategic approach to human resources have become increasingly common over the last two
decades.

Understanding human resources

The concept of human capital from the economic perspective derives historically from Beer and
colleagues (1984), who argued that people should be seen as corporate assets rather than a cost
and that they can form the basis of a company's competitive advantage by making the best use of
their capabilities.

The term human resources has its roots in management and represents how people are treated to
enable the effective utilization of their potential. The recognition that people create value for the
company through their knowledge and ability to work has required a new approach to managing
people.

In contrast to the previous administrative and resource-based approach to human resources, the
current one emphasizes its strategic and value-creating nature. In effect, the competitive advantage
of companies derives from how they acquire, develop, and use human capital in a way that is
specific to them.

In contrast to competitive advantage, the inadequate management of human capital is a risk for
the firm, i.e. losing a significant part of its wealth (Amit and Belcourt, 1999).

Strategic human resource management is an integrated approach that is an integral part of the
implementation of the business strategy and should be treated as a critical factor in which both
cost-effectiveness and efficiency are considered. It refers to policies, processes, and methods by
which a company gains a competitive advantage (Bakacsi et al., 2006).

In research related to human resource management (HRM), several authors pointed out that HRM
plays a key role in environmental and social sustainability beyond economic performance (Csehné
Papp et al., 2021).

Considering the literature, human resource management can also be related to the relatively new
field of controlling, human controlling. In the 21st century, research on human controlling and the
integration of human resource management and controlling systems has come to the forefront of
professional interest.

In the study of different aspects of human resource management, the methods of controlling and
performance evaluation have also been examined, and the links and applications between them
have been explored (Karoliny and Poor, 2010).

For modern organizations, the analysis of the impact of human controlling tools on effective
management is an area of research (Bakacsi, 2004).

The role of human controlling and its application in corporate strategy also becomes important in
the context of the concept of strategic human resource management (Bakacsi et al., 2006).
Human controlling can be seen as a strategic management tool, the basic purpose of which is to
collect, analyze and evaluate human resource information to support the achievement of
organizational goals.
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Human controlling goes beyond traditional human resource (HR) functions to integrate HR into
strategic and financial planning and management. Human controlling aims to ensure the efficient
and effective use of human capital, to provide the skills and knowledge needed to achieve
organizational goals, to identify and manage human resource risks, and to improve the cost-
effectiveness of HR activities, employee engagement, and retention.

According to Kissné’s (2010) online article Human Capital Management in Practice on
hrportal.hu, one of the main tasks of human capital management is planning, which involves
assessing human capital needs against organizational objectives and developing human capital
development plans.

After collecting the data on human resources, the analysis process follows. The analysis may
include labor costs (wage demand), wage levels (wage ratio) and wage profitability (wage
efficiency), or even employee satisfaction. By calculating the wage intensity, analysts look at the
share of wage costs in the cost structure, i.e. in the total use of resources.

Wage level refers to the wage cost per 100 cents of sales or production value, while wage
profitability measures the reciprocal of the previous measure, the sales or production value that
can be generated per unit of wage. The latter indicator, i.e. wage efficiency, can be analyzed in
more detail by breaking it down into labor productivity and average wages, and by establishing
further relationships.

The next step is reporting, i.e. communicating human resources information to management,
followed by continuous monitoring of the implementation of human capital development plans
and the implementation of any interventions.

To achieve its tasks, human controlling also involves the planning and control of human resources
costs, and with the indicators used to measure the effectiveness of human capital (e.g. staff
productivity, turnover rate). Benchmarking, i.e. comparing human resource practices with other
organizations, is also important, as is the use of feedback systems to measure employee
satisfaction and engagement (Kissné, 2010).

The applicability of human controlling has also been addressed by research that focus on the
analysis of the role of the controller and the competences required. Indeed, labor market surveys
have revealed links between the main tasks of controlling employees and the skills required for
successful performance (Musinszki and Nacsa, 2021).

In his study, Drusza (2018) concludes that strategic EEM is a key issue for national security
organizations, too. The application of appropriate EEM strategies can significantly contribute to
increasing the efficiency and effectiveness of organizations and to the successful implementation
of national security missions.

The author points out that recruitment and selection are key elements of strategic EEM in the
national security domain, as finding and employing people with the right skills and commitment
is of paramount importance. Continuous training and development is also a key factor in ensuring
that staff are up to date with the latest technologies and methods. Regular performance evaluations
and the provision of appropriate motivation schemes are also essential for effective operations.
Security requirements and building trust are particularly important in the

In the regional economic approach to human resource management, the assessment of the human
potential of municipalities can be highlighted.

Liptak (2017) analyzed the state of human resources in Hungarian municipalities through several
indicators and their impact on competitiveness and sustainable development. In line with the
socio-economic inequality dimensions, regions with a developed central location and large cities
show much better results than peripheral rural areas, which often face human resource problems.
Local authorities, the education system,f and training provision also play an important role in
developing human potential to increase the population retention capacity of a municipality.

In their study, Liptdk and Horvath (2018) examined the role of social innovations in employment
policy and rural development. The authors emphasized that social innovations are key factors in
the development of local communities and to fostering economic growth. They pointed out that

120



Eszak-magyarorszagi Stratégiai Fiizetek XXI. évf. 0 2024 ¢ 2

these innovations contribute to increasing employment opportunities and making better use of
local resources.

The study focused in particular on rural development, where social innovations can play an
important role in the catching up of peripheral regions. The authors show how involving local
communities and supporting local initiatives can lead to sustainable development. They also
highlighted the importance of community-based enterprises and local cooperation in rural
development.

Examples of practical applications of social innovations and their success factors are analyzed.
They found that social innovations increase labor market participation and reduce social
inequalities. The authors made suggestions for making employment policies and rural
development programs more effective through social innovation. Finally, they concluded that
social innovations are essential in modern employment and rural development strategies.
Csugény and Tanczos (2018) examined methods for measuring the role of human resources in
technological development. The authors emphasized that technological development has a
significant impact on the labor market and human resource management. The paper also
emphasized that the effective introduction and use of technological innovations depends to a large
extent on a well-trained and flexible workforce.

Csugany and Ténczos analyzed methods for measuring the contribution of human resources, with
a special focus on the adaptation of new technologies and productivity growth. They pointed out
that traditional measurement methods often fail to take into account the human aspects of
technological development, and that new, more comprehensive approaches are needed. The
measurement models presented in this study help to identify key areas where human resource
development has the greatest impact on technological progress.

The authors formulated how human resource measurement can be integrated into corporate
strategies to better support technological innovation. They also suggested that continuous training
and workforce development are essential to maintain competitiveness in a rapidly changing
technological environment. Overall, it can be concluded that effective management and
measurement of human resources are key factors to the technological development and long-term
success of companies.

Human capital includes the knowledge and experience that employees within an organization have
acquired through education, life experience, or work experience. Human capital can be increased
through training and development. Indeed, examples of companies demonstrate the return on
investment in human capital. Practices such as employment for an indefinite period, job rotation,
training, and development, or programs to promote corporate integration are effective (Johnson,
1988 in Hitt et al., 1994).

At the same time, the low power distance and the focus on employee development can also draw
attention to the importance of corporate culture for human capital (Armstrong, 2018). A key area
for reconciling individual and organizational interests is long-term planning, whereby investing
in employees provides the company with the knowledge and skills it needs.

The strategic view of human resources has sought to identify cost-effectiveness and efficiency
from the outset, as it has become expected to account for its contribution to the strategic goals of
the company. At the same time, measuring intangible strategic resources such as human capital is
a major challenge. The inclusion of sustainability considerations in financial and corporate
reporting contributes to ensuring that human capital is given proper weight in corporate decision-
making (Gydri and Csillag, 2019).

Especially in knowledge-based industries, there is an increasing need to properly assess these
critical assets and to take them into account in the assessment of corporate wealth (Harangozo,
2020).

Human resources in accounting
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Even though human resources are part of a corporation’s resources, they cannot be presented in
accounting documents in the same way as other assets. Following the logic of asset classification,
human resources as human assets should be included in intangible assets, i.e. intangible assets
serving an activity for more than one year. However, in the balance sheet, the balance sheet lines
related to the measurement of the value of human resources have not been separated. Human
resources are becoming increasingly valuable, which is why they are the focus of more scientific
research. This is explained by the growing importance of human-generated value-based activities
in socio-economic life. "Today, the only truly valuable resource for individuals and society is
knowledge. With knowledge, everything else can be created. Knowledge has become a means of
production”" (Gydkér, 2004).

This is also proven by the fact that business-modeling tools all take human capital into account as
an essential part of corporate value creation (Gyori et al., 2021).

Both English and German literature also discuss human capital (Humankapital), human resources
(human resource), and human assets (Humanvermogen). In most of the literature, human resources
and human capital appear as synonymous concepts. According to Laab (2006), however, the
source of human capital is intellectual capital, and intellectual capital is understood to be an asset
within the balance sheet. Boda (2008) distinguishes between visible and invisible assets, according
to whether or not it is a specific item of assets that can be measured by accounting.

Over the past decades, a trend has emerged of researchers - Edvinsson and Malone (1997), Sveiby
(2001), Stewart (2002) - who are able to measure invisible assets.

There are many names for invisible assets, but there is a huge overlap in terms of content.
Common to all the works is that, in dealing with invisible assets, they also consider their
quantification, the basic philosophy is based on the determination of the difference between the
market value of the firm and the total value of the assets (balance sheet total) as recognized in the
accounts. As human capital is not tangible in nature, but some intangible assets are included in the
balance sheet, Bacsur and Boda (2006) also draw attention to the importance of the elimination of
durable intangible assets.

Material and methods

In our primary research, we surveyed 410 undergraduate human resources students using an online
questionnaire that was available from early December 2022 until the end of January 2023. The
questionnaire contained mainly closed questions, including multiple-choice, tick-box, and Likert-
scale questions. At the end of the questionnaire, students were also allowed to express their views
on the topic. The composition of the sample by gender, permanent residence, and accounting
knowledge is shown in the following table (Table 1).

Table 1: The composition of the sample

Gender Accounting skills Permanent residence
Male| Female | basics Human Buda- | Pest | Central |West Trans-| South North | Northern | Southern
of manage- pest Trans- danubia Trans- | Hungary | Great Great
Account ment danubia danubia Plain Plain
62 | 348 227 183 143 | 106 48 19 6 34 20 31

Source: Own calculation

85% of the students who completed the questionnaire were women, which can be explained by
the fact, that a similar gender gap in favor of women can be also observed for the core population
of human resources undergraduates. 45% of the respondents have a background in human
resource management accounting, i.e. they are in their fifth semester, while more than half of the
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survey respondents are in their lower semester and have only studied the basics of accounting. In
the composition by place of residence, 3 respondents were not included in the table because they
are foreign students. By region, more than a third of respondents live in Budapest and a quarter in
Pest County. More than 10% of respondents live in Central Transdanubia, 8% in Northern
Hungary, and 8% in the Southern Great Plain. The fewest respondents live in Western and
Southern Transdanubia.

In this paper, we examine the Likert scale statements from the survey responses. Each statement
can be rated from 1 to 6, so for example, a 1 represents ’strongly disagree’ and a 6 represents
’strongly agree’. Accordingly, the responses can be ranked, but the "distance” between them
cannot be explained and therefore the strength of the interval scale is not met. Kendall's tau-b
coefficient was used to determine the strength and direction of the association between two
variables measured on the ordinal scale. The calculation can be considered a non-parametric
alternative to Pearson’s correlation. For those statements where there is a significant association
stronger than the mean, we examined the positional measures (mode and median) to assess its
content.

The statements of the questionnaire:

1) Short-term goals to maximize profits often mean that human resource development is often
sidelined (PROFIT).

2) In the income statement using the total cost method, all income, revenue, costs, and expenses,
except depreciation, can be linked to human resources (AMORTIZATION).

3) Expenditure on human resources does not only have an impact on the costs of the current year
but in many cases serves the interests of the enterprise in the longer term (EXPENDITURE).

4) The human subjectivity of competitiveness factors makes it easy to measure human capital
(COMPETITIVENESS).

5) The biggest challenge for companies is to find and retain the right people for certain jobs
(CHALLENGE).

6) It would provide significant additional information if firms' annual reports could provide details
on the trends of their human resources (turnover, absenteeism, training, etc.) (INFORMATION).
7) People who are highly paid do important work for society (HIGH SALARY).

8) Those who earn little are worth little (LOW SALARY).

9) The value of a person can be expressed in monetary terms (VALUE 1).

10) A person's value is the discounted sum of his or her lifetime earnings (VALUE 2).

11) At university, you should acquire skills that are immediately useful in the labor market
(SKILLS).

12) Knowledge that does not pay in the labor market has no value (VALUE 3).

13) The value of all human activity can be expressed in monetary terms (VALUE 4).

14) Time spent with friends is worthless (VALUE 5).

The statements are listed with their abbreviations in brackets in Table 2.

Results

In the correlation matrix (Table 2) we have marked the ** statistically significant relationships,
highlighting those stronger than medium (0.4). In below table

** = Correlation is significant at the 0.01 level (2-tailed),

* = Correlation is significant at the 0.05 level (2-tailed),

a = Correlation Coefficient,

b = Sig. (2-tailed).

Table 2: Correlation matrix

1 2 3 4 5 6 7 8 9 10 11 12 13 14
PROFIT | a | 1.000 | .151" | .280™ | -.229"| .245™ .288™ | -0.056 | -.216™| -.105" | -.186™| 0.058 | -.161"| -.1477| -.143"
b 0.000 [ 0.000 | 0.000 [ 0.000 0.000 | 0.171 | 0.000 | 0.013 | 0.000 | 0.153 | 0.000 | 0.000 | 0.001
AMORTI- | a 1517 | 1.000 | .135™ | -0.069 | .161" 153" | -0.053 | -.164™| -.104" | -0.039 | -0.012 | -.093" | -0.068 | -.087"
ZATION | b ] 0.000 0.001 [ 0.091 [ 0.000 0.000 | 0.192 | 0.000 | 0.013 | 0.350 | 0.764 | 0.024 | 0.096 | 0.045
a 280 | .135™ | 1.000 | -.344™| .224™ 289" | -1977| -.2617| -.1557| -.267| .081" -1727| -124™| -1577
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EXP'EI'NEE b 0.000 | 0.001 0.000 | 0.000 0.000 | 0.000 | 0.000 | 0.000 | 0.000 | 0.043 | 0.000 | 0.002 | 0.000
COMPETI- | a | -.229| -0.069 | -.344™| 1.000 | -.184™ [ -.198™| .222" | 264" | .190" | .273™ | -0.039 | .247™ | .139" | .199™
TIVENESS | b ] 0.000 | 0.091 [ 0.000 0.000 0.000 | 0.000 | 0.000 | 0.000 | 0.000 | 0.329 [ 0.000 | 0.001 [ 0.000
CHALLEN | a | .245™ | 161" | .224™ | -.184™| 1.000 .284™ | -136™| -211™| -123™| -169™| .138™ | -.176™| -.081" | -.179™
-GE | b ] 0.000 | 0.000 [ 0.000 | 0.000 0.000 | 0.001 | 0.000 | 0.003 | 0.000 | 0.001 [ 0.000 | 0.046 [ 0.000
INFOR- | a | .288™ | .153™ | .289™ | -.198"| .284"™ 1.000 | -174™| -223"| -.160™| -.211""| .099" -.186™| -.1057| -.232™
MATIF\‘) b 0.000 | 0.000 | 0.000 | 0.000 | 0.000 0.000 | 0.000 | 0.000 | 0.000 | 0.013 | 0.000 | 0.010 | 0.000
HIGH | a | -0.056 | -0.053 | -.197""| .222™ | -136™ | -.174™| 1.000 | .402"" | .282" | .298™ | 0.065 | .271"™ | .188™ [ .221™"
SALARY | b ] 0.171 | 0.192 | 0.000 | 0.000 | 0.001 0.000 0.000 | 0.000 | 0.000 | 0.105 { 0.000 | 0.000 [ 0.000
Low | a | -216™| -164™| -261"| 264" | -211" | -223"| 402" | 1.000 | 528" | 449 | -0.067 | 465~ [ .351" | 486"
SALARY | b ] 0.000 | 0.000 | 0.000 | 0.000 | 0.000 0.000 [ 0.000 0.000 { 0.000 | 0.110 [ 0.000 | 0.000 | 0.000
VALUE1 | a | -105" | -104" | -.155"| .190™ | -.123" | -.160"| .282™ | .528™ | 1.000 | .600™ | 0.028 | .379™ | 429" | .387"
b ] 0013 | 0.013 | 0.000 | 0.000 | 0.003 0.000 | 0.000 | 0.000 0.000 | 0.492 | 0.000 | 0.000 [ 0.000
VALUE2 | a | -186™| -0.039 | -.267"| .273™ | -.169™ | -.211"| .298™ | .449™ | .500™ | 1.000 | -0.002 | .366™ | .416™ | .367"
b ] 0.000 | 0.350 | 0.000 | 0.000 | 0.000 0.000 ( 0.000 | 0.000 [ 0.000 0.956 [ 0.000 | 0.000 | 0.000
SKILLS | a | 0.058 | -0.012 | .081" -0.039 | .138™ .099" 0.065 | -0.067 [ 0.028 | -0.002 [ 1.000 | 0.067 | 0.060 | -0.063
b ] 0153 | 0.764 | 0.043 [ 0.329 | 0.0001 [ 0.013 | 0.105 | 0.110 | 0.492 | 0.956 0.097 | 0.132 | 0.137
VALUE3 | a | -1617| -093" | -.1727| 247~ | -176™ | -.186™| .271™ | 465~ | .379™ | .366™ | 0.067 | 1.000 | .356™ | .337"
b ] 0.000 | 0.024 | 0.000 | 0.000 | 0.000 0.000 [ 0.000 | 0.000 [ 0.000 | 0.000 | 0.097 0.000 | 0.000
VALUE4 | a | -1477| -0.068 | -.124™| .139™ | -.081" -105™| .188™ | .3517 | 429 | .416™ | 0.060 | .356™ | 1.000 | .322"
b ] 0000 | 0.096 | 0.002 | 0.001 | 0.046 0.010 | 0.000 | 0.000 | 0.000 [ 0.000 | 0.132 | 0.000 0.000
VALUES | a | -1437| -087" | -1577| .199™ | -179™ | -232"| .221™ | .486™ | 387" | .367" | -0.063 | .337" | .322™ | 1.000
b ] 0001 | 0.045 | 0.000 | 0.000 | 0.000 0.000 { 0.000 | 0.000 | 0.000 [ 0.000 | 0.137 | 0.000 | 0.000

Source: Own calculation

Table 2 shows that there is a stronger than significant, medium statistical relationship between the
pairwise statements in the following table (Table 3).

Table 3: Statements with a significant relationship stronger than medium

Statements Statements
Who earns little is worth little (8) People who are paid a high salary do important work for
society (7)
The value of a person can be expressed in monetary
terms. (9)

A person's value is the discounted sum of his lifetime
earnings. (10)

Knowledge that is not paid for in the labor market has
no value. (12)

Time spent with friends is worthless. (14)

The value of a person can be expressed in | The value of a person is the discounted sum of his or her
monetary terms. (9) lifetime earnings. (10)

The value of all human activities can be expressed in
monetary terms. (13)

The value of a person is the discounted sum of | The value of all human activities can be expressed in
his lifetime earnings. (10) monetary terms. (13)

Source: Own calculation

The below table shows that students disagreed with the content of the statements with a
statistically significant correlation stronger than medium (Table 4).

Table 4: Positional averages

Statement Mode Median
PROFIT 5 5
AMORTIZATION 4 4
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EXPENDITURE 5 5
COMPETITIVENESS 2 3
CHALLENGE 5 5
INFORMATION 5 5
HIGH SALARY 2 2
LOW SALARY 1 1
VALUE 1 1 1
VALUE 2 1 2
SKILLS 4 4
VALUE 3 1 2
VALUE 4 1 2
VALUE 5 1 1

Source: Own calculation
Conclusions and Discussion

The majority of respondents to the questionnaire survey were female students of human resources
who already had some basic accounting knowledge but had not yet studied human resource
management accounting. Although gender and accounting competencies may be a good
representation of the population, we consider the proportion of students living in neighboring
regions to be low in terms of residential composition and therefore do not consider the sample to
be representative. However, the high number of respondents means that the survey can shed light
on correlations that could form the basis for improvements in educational methodology. It is
therefore a special corporate resource that differs significantly from other inputs, which also has
a major impact on accounting measurability and the design of the information system
(management of invisible assets, competency-based pay policy).

According to the results of the research, undergraduate students in human resources fundamentally
disagree with the statement that the value of people and human activity can be well expressed in
monetary terms. They see the problem that wages and the value of a job are not necessarily linked
and that skills are not only important if they can be immediately used in the labor market. In the
next phase of our research, we would like to compare our results with the views of other groups
of students.

We plan to use the results directly in educational development and training design, reinforcing the
idea that sustainability in a deeper sense is not based on uniform actions and slogans, but is
inseparable from responsible practice in all areas of life.
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