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Abstract.

In today's global digital world, smart sustainabiéevelopment, value and wealth creation are amdregy rhost

important goals of society. Industry performancdais the incorporation of the objectives of smartstainable

development, namely social and territorial cohesi@eonomic efficiency, innovation, digital and eomimental

performance, into a company's operational practid€empanies that compete globally are increasirrglyuired to

commit to and report on the overall smart sustailiigbperformances of operational initiatives. Tharrent indicator

frameworks that are available to measure overalsibess sustainability do not effectively addredsaapects of
sustainability at operational level, especiallydaveloping countries such as Slovakia, BelarusMadedonia. For the
sake of achieving these goals and objectives, dhgocation, investor and government need someunstnts in order
to measure the potential value of each investmppbrunity. It is clear that these instruments am@t capable of
predicting the exact future, they just provide sqieee of information and advice that help the stgeand government
in the decisions he makes. Among these critereantbst common types are Return on Investment (B&ijomic and
sustainable value added (EVA and SVA). Theseieritelfow the performance assessment with regarthéochanges in
the sustainable value and alongside maximizingdhg-term shareholder and society returns. In thegper, one of the
most important criteria; i.e. EVA, is investigatéwm several viewpoints. First, it is demonstratb@ attempt to
calculate EVA at the industry level using aggredatkcators according to the common business metlogg. For this

we generally assume that economic value is crebyemhvestment in excess return compared to its. &ust adopted
EVA indicator to Belarusian and Macedonian generabnomic conditions and specifics of available aggte sector
data by adjusting return on investment and costapiital. Human assets is an important input whismerating profts

vis-a-vis maximizing organizational and industryaltle, now the termed could as EVA and SVA in thdyst
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Introduction Industry performance entails the incorporation of
the objectives of smart sustainable development,
namely social and territorial cohesion, economic
efficiency, innovation, digital and environmental
growth) puts forward three mutually reinforcing performgnce, into a company’s operation_al pracf[ices

Companies that compete globally are increasingly

priorities: . .
_ _ required to commit to and report on the overall gma
- Smart growth: developing an economy based on gystainability performances of operational initiati.

knowled.ge and |nnova.t|on. _ The objective of the paper is to propose a
- Sustainable growth: promoting a more resource mogified and more accurate model for measuring the

The main current strategy of development Europe
2020 (A strategy for smart, sustainable and inghisi

efficient, greener and more competitive economy. industry economic and sustainability performance.
- Inclusive growth: fostering a high-employment The model integrates environmental, social, economi
economy delivering social and territorial cohesion. and corporate governance indicators. It aggregates

But growth itself does not create value. Economic different indicators from different frameworks and

value is created by investment in excess return allows the industries to compare their performance
compared to its cost. This statement is one of the effectively. Two main factors of sustainability
central in microeconomic theory and drives the assessment (EVA and SVA) are depicted. It is
deve|opment of a Sing|e firm through an industrﬁto demonstrated the attempt to calculate EVA at the
country’s economy. Principle of economic value industry level using aggregate indicators accordag
added to invested capital is directly employed in the common business methodology [i].

Economic Value Added (EVA) indicator.
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Then, materials and methods wused for
sustainability assessment is described. This ig dgn

presenting an overview about the used indicatdns. T
method of sustainability value added calculation is
suggested as the main indicator of industry

performance.

1. EVA - Basic value indicator

All value indicators calculations respect the
neoclassical theory of the behavior of market sutbje
(The theory of rational expectations ...) from
microeconomics, suggesting the basic premise tigat t
purpose of company is to maximize profits [ii].

The idea behind EVA is rooted in economic

negative incentive payments may occur if the longer
term divisional profits fall short of the overakuital
costs. Thus, by accounting for both the cost oft deb
and equity capital, EVA gives managers the incentiv
to act like shareholders when making corporate
investment decisions.

EVA is also gaining popularity in the investment
community. Since June 1996 Conference on
“Economic Value Added” at CS First Boston “buy
side” investment firms like Global Asset Management
and Oppenheimer Capital use EVA in their stock
selection, portfolio construction, and risk control
processes.

Economic Value Added is most generally
calculated as the difference between net operating
profit after tax (NOPAT) less market money value of

income as opposed to accounting income. The concepteapital invested (MVC):

of economic profit appeared a long time ago, around

1890 (Marshall). As economic income moves up or
down, so goes the value of the business.

The theory of Economic Value Added has
traditionally suggested that every company’s primar
goal is to maximize the wealth of its shareholders,
which should be a given since it is the sharehelder

that own the company and any sensible investor

expects a good return on his or her investmenthdn

past, however, other methods such as Return on
Investment (ROI) and Earnings per Share (EPS) have
been the most important performance measurement
systems and have been used in determining bonus-
based incentives even though they do not correlate

well with shareholder value creation.
Economic Value Added (EVA) is probably the

most widely used approach to measuring value-

creation. The analytical tool called EVA, for

Economic Value Added, was commercially developed
in 1982 by the corporate advisory team from Stern

Stewart & Co. of Joel M. Stern and G. Bennett
Stewart [iii].

The first person who used the term EVA in
publication was Finegan in 1989, after him it was
Walter in 1992, but the attention of the wider
economic public EVA received after the publication
of related article in Fortune magazine in 1993 jul

when it started to be used as a metric of business
performance. Consequently, this issue handled a

number of experts
Large firms like Coca Cola, Diageo, Lilly (Eli),

Guidant, and SPX have used EVA as a guide to

creating economic value for their shareholders. [iv]

Bonuses and incentive pay schemes at these firms

have been built around the manager’s ability (ok la
thereof) to generate positive EVA within the firm’'s

operating divisions. Positive payments accrue to

managers having divisional operating profits that o
balance exceed the relevant “cost of capital,” nhil

EVA = NOPAT — MVC (2)

The crucial point of EVA estimating is
calculating the market money value of invested
capital:

MVC = Weighted Average Cost of Capital (%) *
Capital Invested 2)
Since firms use both private equities (E) and debt

(D) to finance their investment projects, it is ion@ant

to use the weighted structure of cost of capital:

WACC = %D * Cost of Debt + %E *
Return on Equity 3)
where %D — share of debt invested in project; %E —
share of equities invested in project; and %D + 9%6E

1

The calculation of EVA gives the same
mathematical results as Discounted Cash Flow (DCF)
or Net Present Value (NPV), both of which have
historically been deemed the best analysis toals fo
determining shareholder value. However the
equivalence with EVA and NPV/DCF holds only in
valuation and not in performance measurement.

EVA is expressed as money value in currency of
operation of a certain company. It estimates what
amount of value is added to the invested capitais T
value usually results in higher net economic praffia
firm and higher devidends. Negative EVA indicates
that either i) cost of capital is higher than ratam
capital (the firm is currently earing less than ected
giving the its cost cost of capital) or ii) capital
invested does not create enough of value for gpecif
investment projects.
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EVA indicator of a firm is even more informative
when considered in dynamic over certain period of
time. Increasing EVA indicates either lower cost of
capital, or higher returns (provided invested adpg
the same over considered period). Diminishing EVA
points to higher cost of capital or lower profif (i
invested capital is the same over considered period

EVA can be used as a qualitative indicator of
growth at the level of industries and economy at
general. EVA results are logically connected to
specific operating conditions for a firm or an isthy
by considering debt and equity share in capital
structure as well as specific risk premium for each
industry.

Calculating EVA for industries, the structure of
economy can become clearer revealing best
performing and worst performing sectors in terms of
their economic value added. In practice one caakbre
down the economy into sectors with high EVA and
littte EVA for both positive and negative indicagor
After close look at each of the best or worst
performing sector taking into account their spesifi
recommendations for wusing high potential
improving sector’s conditions might be drawn.

EVA allows to watch development of industries
and a country’s economy in dynamic over chosen
period of time. For instance, growing EVA for a
country’s economy might indicate its growing
potential of further development and sustainability
Alternatively, diminishing EVA in chosen industry
might be a signal for poor quality of investments,
inadequate structure of capital invested or poor
management.

Using EVA as performance indicator of
economic sectors defined according to industrial
classification system as opposed to traditionali&ov
Union type division we get a possibility to make
international comparisons.

Finally, economic value added (EVA) indicator
calculated for Belarusian industries provides ughwi
objective information about current situation ae th
market when no stock exchange information is
available.

Basic indicators for Belarusian industries
according to NACE are presented if. [A few
important conclusions can be drawn according to
EVA estimation results for Belarusian industries:

1. sixindustries created more than 2/3 of economic
value added in Belarusian economy: manufacture
of chemicals, whlesale trade, transport and
communication, agriculture, construction and

or

! See case-belarus.eu/wp-content/uploads/2011/07/ENWAL-
Naurodski_Valetka.pdf (accessed 1 February 2018)

manufacture of refined petroleum products and
coke.

almost ¥ of the entire economic value was added
in chemical industry (manufacture of chemicals,
chemical products and man-made fibres).

four sectors created no economic value and have
negative EVA indicator: education, health,
community, social and personal services, and
real estate activities. and, suprisingly, realtesta
activities.

The most striking finding of estimations was that
the lowest EVA indicator showed the division
called ,Real estate acvtivities".

Ranking of indistries. Finding the “best”
companies and industries in the marketplace is of
primary importance to investment managers. With the
proper financial tools, portfolio managers may bkea
to enhance their active performance over-and-above
the returns available on similar risk indexed-passi
strategies.

The ranking shows that top-10 investor attractive
sectors in Belarusian economy were:

- Manufacture of coke and refined petroleum
products;

- Manufacture of chemicals, chemical products and
man-made fibres;

- Sale, maintenance and repair of motor vehicles an
motorcycles;

- Wholesale trade and commission trade;

- Manufacture of leather and leather products;

- Computer and related activities;

- Mining and quarrying;

- Manufacture of basic metals and fabricated metal
products;

- Manufacture of transport equipment.

The least attractive sectors are ,social* ones:
education, health, community, social and personal
services, and real estate activities.

Industries with higher rank can attract more
foreign investors.

2. Sustainable Value Added (SVA)

Sustainability Value Added (SVA) is an effective
method for sustainability assessment. It plays a
strategic role in decision making [v]. It encouraglee
companies and industries to deal with resourceg mor
effectively and efficiently. Sustainable Value Adde
represents the extra value created as a resuking u
economic, environmental and social resources,
compared to a benchmark. It expresses in absolute
monetary terms. According to the method published
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by [vi] the SVA value calculation can be expresaesd
follows: The gross value added of the company shoul
be calculated (in unit €). After that, the amouft o

EVA and SVA is also a motivating measure to create
shareholder value as well as to compute management
compensatiorf*']. Generation of huge profts can be

each environment or social resources should be achieved through EVA and SVA human capital can

determined (e.g t, m..etc). Then efficiency computed
by dividing the gross value added on the amount of
resources (unit €/t, €& The same steps should be
done for the benchmark. Finally, the last two value
are subtracted from each other and the result
multiplied by the amount of considered indicator.

Whereas the improvements should include
several modifications, in order to achieve the
following factors:

e Comprehensive sustainability assessment: we
focused our efforts on developing a comprehensive
smart sustainability assessment. Therefore, djgital
environmental, social, economic and corporate
governance indicators should be integrated. In this
case, the proposed model won't only deal with
financial indicators but should also include
nonfinancial ones.

» Simplicity and suitability: The assessment shdagd
done for different industrues in Belarus and
Macedonia to compare results. However, the model

act as an important variable for achieving corporat
sustainability and industry perfomance.

Conclusion

Industry performance entails the incorporation of
the objectives of smart sustainable development,
namely social and territorial cohesion, economic
efficiency, innovation, digital and environmental
performance, into a company's operational practices
Companies that compete globally are increasingly
required to commit to and report on the overall gma
sustainability performances of operational initias.

The data obtained in both SVA, EVA and foreign

investor attractiveness rankings may be hepful for
both foreign investors and government.

Sustainability assessment is a comprehensive
process to achieve the best performance and
determine the weak points of the studied industries

can't be universal, because the indicators should Performance. The smart sustainable development and

reflect the specifics of the industry in which the
countrie operates. Therefore, different available
sustainability frameworks are used and specificofet
indicators is chose for each sector (e.g. agrioeiltu
manufacture ...).

» Applicability: The modified model should be easy,
simple, suitable and accurate. It reflects not ahige
dimensions (digital, economic, environment, and
social), but also the corporate governance pilkar i
added. As mentioned above, EVA is the most
important and measured indicator which combines all
the basic components required to describe the
economic situation of the industry. For this reasba
gross value added (VA) is replaced by Economic
Value Added to describe the financial situatiorthef
companies more efficiently.

Human assets is an important input while
generating profts vis-a-vis maximizing organizaéibn
and industry wealth, now the termed could as EVA
and SVA in the study. EVA is gain or loss that
remains after assessing a charge for the costlof al
types of capital employed and also it is helpful in
formulation of strategy so as to make a returntgrea
than the cost of capital of the frm and hence it is
useful tool for the management in decision making.

incusive growth system is a model used for smart
sustainability assessment.

This paper aims to propose an improved method
of investment industry perfomance sustainability
assessment. It employs important and widely used
financial value (e.g SVA, EVA) for evaluating the
efficiency of industries development. This work can
be extended by make it reflects the specifics
requirements of the country and industry in which t
company operates. This can be implemented by
calculating the weights and benchmark values for
each sector (e.g. agriculture, bio-gas plants,
manufacture, breweries ...). Finally, the results
visualization can be presented in the case study fo
specific sector.

While making internal decisions related to human
resource management, a company and industries
should consider human asset valuation. The company
should look at the parameters such as return orahum
resource value, ratio of total income to human tasse
value. All these parameters give a clear picture of
efficiency of human resources employed by the
company. There is a proper pathway to reach firnci
gains and smart sustainable development goals by
operational improvement imuman resource.
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