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Policies, Legislation and Regulatory Compliance Governance Impact on Strategic
Management of Higher Education and Research Institutions in Latvia

Anita STRAUJUMA, Inga LAPINA, Elina GAILE-SARKANE and Modris OZOLINS
Riga Technical University, Faculty of Engineering Economics and Management
6 Kalnciema Street, Riga, LV-1048, Latvia

ABSTRACT

Higher education and research institutions (HERI) are facing new
challenges due to substantial changes in the business
environment, as well as increasing regulatory impact by local and
European Union (EU) legislation. Accordingly, strategic
management process is becoming more complex. Regulatory
compliance governance (RCG) as a holistic element of strategic
management function is a relatively new phenomenon. It is even
less discussed in research area of higher education and research
management. The aim of the study and paper is to reveal how
RCG functions are managed in HERI in Latvia and evaluate the
role of RCG in strategic management of these institutions.

The research is developed by applying the triangulation method.
The theoretical background is formed on state of the art literature
review. The authors perform field research on the impact of local
and EU legislation, as well as higher education institutions
strategic management paying particular attention to one part of it
- regulatory compliance management.

The results of research exposed the tools and extent to which
local and EU legislation impacts HEI in Latvia. Further research
can be performed to synthesize the most successful strategic
management models that involve dedicated RCG resource on
strategic decision level and strengthen competitive capabilities of
HERL

Keywords: Regulatory Compliance Governance; Higher
Education and Research Institutions; Strategic Management.

1. INTRODUCTION

The nature and spectrum of regulatory compliance is getting
broader due to impact of globalization and to expanding
compliance expectations. It influences the content and structure
of strategic management. Regulatory compliance governance
(thereafter - RCG) is becoming a new emerging discipline that
copes with the challenges of organizations to follow all the rapid
changes of regulatory requirements.

Nowadays in European Union (thereafter - EU) RCG often is
understood as a tool for companies which are operating in heavily
regulated sectors. Higher education and research institutions
(thereafter - HERI) management is facing new challenges due to
substantial changes in the business environment, as well as
increasing regulatory impact on the industry. Accordingly,
strategic management process is becoming more complex.
Nowadays proactive strategy toward regulatory compliance
becomes a part of strategic management in almost all industries,
higher education and science included. This research is
investigating the tools and extent to which local and EU
legislation impact higher education and research institutions and
whether HERI use RCG as a tool to deal with this impact on
strategic decision-making level.
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RCG as an academic area is mostly addressed in information
technology research. This research approaches RCG from the
organization’s management perspective by focusing on higher
education and research institutions and strategic planning.
Authors have performed field research that reveals two findings
— (1) the impact of national and EU legislation on Latvian HERI
and (2) the extent to which management applies RCG in the
strategic management of higher education and research
institutions to deal with the growing complexity of all kinds of
regulations. Higher education and research institutions recognize
the vast resources needed to successfully integrate various
legislative requirements and the growing impact of RCG on their
further development. Further research can be performed to reveal
the role of corporate governance and synthesize the most
successful strategic management models that strengthen
competitive capabilities.

The research is mainly based on data acquired from higher
education and research institutions in Latvia; mostly on data
acquired within the research project “EU policies impact to the
transformations of the higher education and research system in
Norway and Latvia” and has received funding from Norway
Grants Programme 2009-2014 in accordance with the agreement
No NFI/R/2014/006. It pays attention to the impact of EU
policies on HERI in Latvia and the way in which RCG deals with
these challenges.

Several research methods, such as state of the art literature
review, structured interviews and systematic content analysis, are
applied in this research.

2. REGULATORY COMPLIANCE MANAGEMENT

Regulatory compliance management is used to ensure that
organization adheres to laws, regulations, guidelines and
specifications relevant to the industry where it is operating [28],
[34]. The nature and spectrum of regulatory compliance is getting
broader due to impact of globalization and to expanding
compliance expectations. Regulatory compliance management is
becoming a new emerging discipline that copes with the
challenges of companies to follow all the rapid changes of
regulatory requirements. RCG is mostly addressed in information
technology research. This research looks at RCG from company
management perspective, as a part of an organization’s strategic
planning. Nowadays in European Union RCG often is understood
as a tool for companies that are operating in heavily regulated
sectors like financial services. So proactive strategy toward
regulatory compliance is becoming a part of strategic planning in
almost all industries [9], [39].

The total market value for RCG expenses is increasing year by
year. Scientific literature mentions 32 billion US dollars in 2008
[14] and it is continuing to increase. Many companies, especially
in the US, analysing costs of RCG and losses caused by lack of
RCG in a company admit that there are not only substantial
financial losses but also high risks of a damaged reputation,
decreased shareholder value and severe fines [1]. “The
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extrapolated average cost of compliance for 46 organizations is
more than $3.5 million, with a range of $446,000 to over $16
million. The extrapolated average cost of non-compliance for 46
organizations is nearly $9.4 million, with a range of $1.4 million
to nearly $28 million” [29]. “78% of CEOs around the world
view increasing regulation as the top threat to business growth”
[31]. “Almost a third of global executive respondents say that
they spend more than 6% of their organization’s annual revenues
on governance, risk and compliance activities” [19], [31]. Studies
show that there is a recent tendency to move from reactive actions
towards proactive, integrated, collaborative attitude in regulatory
compliance. This is reasoned by understanding that reactive and
fragmented solutions cost ten times more than rising regulatory
compliance management to strategic level [2].

There is a high complexity to interpret the legal knowledge and
integrate it in the business processes [5]. Ambiguity, complex
traceability, overlapping functions and conflicting requirements
are the reasons for looking at the regulatory compliance from a
wider perspective [6], [28]. Organizations must develop “beyond
the law” thinking to be able to integrate the long term issues with
industry needs [12] since even in the absence of laws society
expects that companies will act within the ambit of informal
agreements and their social responsibilities thus RCG involves
also dealing with ethical issues [3]. The tendency has shifted
from hiring more and more lawyers and high investment in
lobbying towards collaboration of all industry stakeholders in
search of optimal solutions to global challenges [4]. RCG
involves extensive technical knowledge as well as detailed
database of compliance requirements that are coordinated across
all organizational levels to avoid duplication of planning,
reporting and misleading priorities [13]. Thus it is not anymore
the level of lawyers, risk and quality managers who lack a holistic
view but a position at the strategic level whose tasks are to
integrate risk management, ethics, company values at the stage
of decision making and organizational culture within regulatory
compliance management [3], [19]. The culture of compliance
includes “cooperative attitudes, providing information in a timely
manner, availability of senior management, access to memos of
employees, internal communication from senior management,
consistent disciplinary action, compliance department funding”
[26].

The title of Chief Compliance Officer (thereafter CCO) has
become widespread, particularly if we talk about huge
multinational companies [35]. The CCO implements RCG in the
company, framing company culture, serving the Board needs in
order to make the proper complicated strategic development
decisions like mergers and acquisitions, launching a new
complex product, entering foreign markets and similar [7].

Role of RCG in strategic management of HERI growing. The
labour market as the consumer of the products of the education
system demands a certain level and quality of learning outcomes
as well as recognition of qualifications across borders which is
important not just in the common European space, but across the
globe. This brings quality, conformity with labour market as well
as need for common or comparable standards and international
recognition of education to the forefront of education systems
[22].

3. STRATEGIC MANAGEMENT IN HERI

Nowadays the necessity of strategic management within
organizations is indisputable. Universities follow the trend and
implement strategic management as a means of setting,
communicating and implementing long-term strategic aims. Hill
& Jones define strategy as “a set of related actions that managers
take to increase their company’s performance. For most, if not
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all, companies, achieving superior performance relative to rivals
is the ultimate challenge [15]”. The same authors write that
strategic management is “about how to most effectively manage
a company’s strategy making process to create competitive
advantage”. Needle stresses the necessity to set certain aims and
defines strategy as “a set of objectives and methods of achieving
those objectives. A strategy is usually formulated by top
management and is based on a mixture of careful analysis of the
environment and the organization, the personal preferences of the
managers involved, and a process of negotiation with various
other stakeholders” [27]. Porter supports broad and long-term
scope of strategy by stating that “the root of the problem is the
failure to distinguish between operational effectiveness and
strategy [30]”. Mintzberg's theory describes ten schools (design,
planning, positioning, entrepreneurial, cognitive, learning,
power, cultural, environmental and configurational) [25],
whereas Whittington categorizes four types of strategies —
processual, systemic, classical or evolutionary thinking [41].
These are only a few examples of ways to define and formulate

strategy.

Profit-maximising

Classical Evolutionary
Deliberate Emergent
Systemic Processual

Plural

Figure 1. Whittington theory. Four types of strategies [41]

This research is based on Whittington’s theory and understanding
of strategy and strategic management. Whittington emphasises
the human element of strategy: “The term strategic management
underlines the importance of managers with regard to strategy.
Strategies do not happen just by themselves. Strategy involves
people, especially the managers who decide and implement
strategy.” [41] Universities are following the systemic approach
of strategy definition (Figure 1. Whittington theory. Four types
of strategies). According to Whittington’s theory, a systemic
approach is applied when the organization’s strategy defines
plural outcomes (not only profit) and the process of strategy
definition and implementation is deliberate — the organization
performs rational planning and takes into account the
environment and context surrounding the organization.
Managerial competencies required to successfully lead a
company differ in various market conditions, alongside the more
global economic changes, each company is also passing through
its own lifecycle not bound to economic cycles, thus adding extra
complexity [20]. In a modern organization, its managerial
approaches and investment facilities are changing along with the
growing importance of intellectual capital and the changes of its
components, thereby changing the managerial approaches and
focusing on value creation [23]. Company performance depends
on the integration ratio between strategy and business model
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[36]. The systemic approach believes that strategy reflects the
particular social systems in which strategists participate, defining
for them the interests in which they act and the rules by which
they can survive [41].

For state universities profit as outcome is rarely expected. Basic
outcomes in most of the strategies are high quality study process
and excellence in research, technical universities add on
sustainable innovation and commercialization [9], [16], [18],
[32], [33], [36], [38], [40]. Strategy development in HERI is
highly dependent on the surrounding context most commonly
defined by triple helix concept that describes university
relationship with industry and government in order to create
“new knowledge, innovation and economic development” [20].
Excellent organisations achieve and sustain outstanding levels of
performance that meet or exceed the expectations of all their
stakeholders [21]. During strategy development process,
universities involve internal and external stakeholders such as
employees and advisory councils (internal) and Ministry of
Education and Science, and companies that represent biggest
cooperation partners (external). Such approach reflects wide
scope of interests and helps to shape main goals that support
strategic direction of the environment [42], [43]. Consequently,
HERI already apply systemic strategy development principles
that involve quite wide scope of outcomes, careful study of
environment, and involvement of internal and external parties in
setting up the scope of the strategy. RCG is compatible with such
strategic management style as a discipline dealing with one of
environmental aspects affecting HERI activities in a short and
long-term context.

4. RESULTS OF THE RESEARCH

In order to discover the extent of the impact of legislation and
RCG practice within the strategic management process of higher
education institutions in Latvia, structured interviews were
carried out. Top managers of three major HERI in Latvia: Riga
Technical University (RTU), University of Latvia (LU) and Riga
Stradins University (RSU) were interviewed. These three
universities are the largest state funded universities in Latvia by
number of students. In addition, these are strong research and
science institutions. According to reports, in 2015 RTU had
14797 students, LU — 13600, RSU — 7774 [16]. Riga Technical
University is the oldest university in Latvia, founded in 1862, and
since founding it represents mainly STEM (Science, Technical,
Engineering and Mathematics) disciplines. University of Latvia,
founded in 1919, represents mostly humanitarian and natural
sciences although has strong departments dealing with exact
sciences and medicine. Riga Stradins University was founded as
a medicine institute in 1950 and carries on strong traditions of
medical education, also adding other subjects to their curriculum.
The total number of respondents interviewed is 13, involving all
vice-rectors (science, study and finance) of RTU, directors of
marketing and legal departments, development director, rector
(Rector in Latvia is elected head of the university. Same position
as president (US), chancellor (UK)) of LU and all vice-rectors
(science, study and finance) of LU and two vice-rectors (study
and development) of RSU and the legal department director of
RSU. The chosen sample of respondents strongly represents the
most important management positions in the three largest
universities, all of them involved in strategy development. Legal
department directors represent the know-how of university legal
compliance management. Development directors, or vice-rector
as in RSU case, are responsible for strategy development, updates
and implementation within universities.

The survey contained 12 main questions and consisted of three
parts, the first of which (1) included questions about
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understanding of RCG as a discipline and made further inquiries
about the impact of RCG on the strategic management of the
universities. The second part (2) of the survey examined the
impact of particular EU regulations on the strategic management
of studies and scientific research of the universities and the final
part (3) of the questionnaire investigated the place of RCG
functions in the universities and impact on managerial functions.

(1) Role of RCG in strategic management of HERI

During the interviews it was found out that, none of the
institutions had implemented the RCG function and a separate
CCO position. Even more, 93% of respondents were not familiar
with the concept of RCG. Financial vice-rectors knew RCG
terminology and it can be explained by the fact that RCG is a
discipline in finance management, banks in Latvia being one of
the few organizations that have a CCO position. One of the
respondents was not familiar with the RCG terminology, but
already before the interview had decided to introduce a position
that precisely corresponds to the duties of CCO. Nevertheless,
after agreeing on terminology, most of the interviewees agreed
that RCG is a substantial part of HERI strategic management.
Only 7% of respondents indicated RCG as not applicable in
strategic decisions and 21% indicated the impact as minimal (see
Figure 2 Role of RCG in HERI strategic decisions).

not applicable
7%

very
significant
30% minimal
21%
s1gnlt:l)cant insignificant
21% 21%

Figure 2. Role of RCG in HERI strategic decisions [created by
authors]

Views on who is responsible now for RCG management in HERI
divided equally. Half of respondents believe that it is performed
in a decentralized manner by the top management of the
universities, mainly by administrative or development directors.
The other half assigned all the responsibility of RCG
management on the rector of the university.

43% of respondents indicate that the biggest state universities go
further in RCG - they play a significant role in shaping the future
of legislation by suggesting the recommendations that reflect the
future needs and opportunities of HERI in local and global
contexts.

(2) Impact of EU policies and legislation on HERI

The second part of interviews ascertained the impact of EU
legislation on HERI. The first response of respondents, before
heading through further questions regarding particular impact of
EU legislation, was a statement that universities are fairly
autonomous.
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Figure 3. Impact of EU legislation on HERI

All the EU initiatives are recommendations, not laws. Only local
government can decide whether to follow these
recommendations and integrate them in local legislation. After
completing the second part of the questionnaire many
respondents had to admit that EU impact is significant and often
indirectly influences HERI by financing or rating conditions and
requirements (see Figure 3. Impact of EU legislation on HERI).
Further questions examined the impact of particular EU policies,
recommendations and activities separately on research and study
processes. Interviews examined the impact of Europe 2020 and
Bologna process recommendations on Latvian HERI. Although
they are not compulsory, most respondents scored the impact as
significant because of the necessity to operate in a global context.
Respondents were asked to indicate the level of impact of
particular EU policies on HERI research activities and strategic
planning. The following table shows the number of respondents
estimating the level of impact corresponding to a particular EU
activity, e.g. five respondents assert that Horizon 2020 has a
significant impact and five respondents assert that it has a very
significant impact on HERI research (see Table 1. Impact of EU
policies on research in HERI).

Table 1. Impact of EU policies on research in HERI

Impactlevel* | 0| 1|2 |3 |4
EU policy/activity
Bologna Process 213|112
Lisbon Strategy & Europe 2020 1 2
Horizon 2020 515

*Impact level: 0 — not applicable, 1 — minimal,
2 —insignificant, 3 — significant, 4 — very significant

Respondents were also asked to indicate the level of impact of
particular EU policies on HERI study activities and strategic
planning. The following table shows the number of respondents
estimating the level of impact corresponding to a particular EU
activity. E.g. one respondent asserts that Erasmus+ has an
insignificant impact, four indicate that it has a significant impact
and five respondents assert that it has a very significant impact
on HERI study process (see Table 2 Impact of EU policies on
study process in HERI).

Research more than study process is indirectly impacted by EU
policies since there EU project financing plays an important role
and financing regulations impact HERI who want to take active
part in EU funded research projects. They also influence future
research directions by setting the priority sectors for financing.
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Table 2. Impact of EU policies on study process in HERI
Impactlevel* | 0 | 1|2 |3 |4

EU policy/activity

Lisbon Strategy & Europe 2020 1 3152
Bologna Process 3
BOLOGNA INSTRUMENTS: the single 21614

Union framework for the transparency

of qualifications and competences

(Europass)

the European Qualifications | 2 2133
Framework (EQF)

the European Credit Transfer and 318
Accumulation System (ECTS)

the European
Vocational
(ECVET)

Credit System for [ 1|5 |2 |3
Education and Training

the European Quality Assurance | 3 |5 |12
Reference Framework for Vocational
Education and Training (EQAVET)

the European Quality Assurance | 1 | 2 712
Register for Higher Education (EQAR)
and the European Association for
Quality Assurance in Higher Education
(ENQA)

the provision of support to Union-wide | 1 | 2 | 3 | 2
networks and  European  non-

governmental organisations (NGOs)

active in the field of education and

training

Erasmus+ 1144

*Impact level: 0 — not applicable, 1 — minimal,
2 — insignificant, 3 — significant, 4 — very significant

Another indirect factor influencing HERI is international
rankings. Although all of them are voluntary, universities take it
as a must to follow the most recent trends and to participate in
the international rankings. It is explicable by fall of demographic
indicators for the population applicable for studies [8] and also
by living and working conditions in Latvia that are lower than in
other EU countries [11]. The latter motivates young people to
emigrate and search for study opportunities in other EU
countries. In this context HERI are competing for students in the
international market and rankings are an important parameter in
this competition.

(3) Impact of local and international policies and legislation
on HERI

Respondents were asked to indicate the level of impact of local
and international policies in general on particular HERI
management functions. The following table shows the number of
respondents estimating the level of impact corresponding to a
particular management function (see Table 3. Impact of local and
international legislation on HERI).



Proceedings of The 21st World Multi-Conference on Systemics, Cybernetics and Informatics (WMSCI 2017)

Table 3. Impact of local and international legislation on HERI
Latvian International

legislation legislation

mpact level* | 0 | 1 2 3 0 1 2 3

Manage t
function

General 1 10 | 1 5 3 4
Management,
Corporate

Governance
Financial 3 8 1 2 4 5
Management
Accountancy, 11 ]2 4 7
Financial
Reporting
Quality 3 |4 |3 1 3 2 |4
Management,
Internal Audit
External Audit 2
Risk 214 |4 4 |6 1
Management
Legal 1 1 8 1 1 6 |3
Management
HRM 1 9 1 4 14 |2
Operational and | 1 | 1 2 7 3 5 2 2
Labour Safety

_.
]
—_
S}
N
~

IT & Cyber 3 7 |2 1 |3 |4
Security
CSR, Ethics 3 12 |6 3 14 |4

(anti-bribery,
anti-corruption)

Intellectual 2 3 5 1 4 6
Property

Management

Marketing 315 |2 1 6 |2 3

*Impact level: 0 — not applicable, 1 — small, 2 — moderate,
3 —high

According to the respondents, local legislation has higher impact
on management functions than international regulations.
Department directors’ functions are more affected by local
legislation in specific functional matters corresponding to their
particular specialization. Interviews revealed that the most
regulated functions by local legislation in HERI are general
management and corporate governance, financial management
and accountancy. A high level of impact is observed in legal
management, human resource management and labour safety.
Quality and risk management, internal and external audit,
intellectual property management, ethics and IT security
functions are moderately impacted by local legislation. The least
regulated functions are risk management and marketing and
communications.

The respondents indicate that international legislation mostly
influences accounting and financial reporting as well as
intellectual property management whereas the least regulated
functions here are risk management, operational and labour
safety and marketing.

5. CONCLUSIONS AND DISCUSSION

The research revealed the main gap in understanding the impact
of RCG on university management. Universities are fairly
autonomous and at first sight there is little regulation, especially
by EU since there are no EU laws that directly apply to HERI, all
the above-mentioned EU regulations are given as
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recommendations. Local governments may convert these
recommendations into binding regulations for the universities but
that does not happen often. However, administrative and support
functions in state owned HERI are quite heavily regulated by
local legislation, it mainly refers to financial management,
procurement procedures and program accreditation.

Most of the universities are highly dependent on EU funding. In
order to be able to get access to EU projects, they must comply
with EU recommendations that are often integrated within the
conditions of EU financing. Thus, financial tools quite heavily
indirectly regulate strategic management of universities often.
Another instrument that reflects EU recommendations are
different kinds of HERI ratings. Conformity to the requirements
or regulations of the ratings is a free choice for universities, but
in the times when a poor demographic situation sets a severe
struggle for each potential student and researcher, especially for
international ones, conformity to the ratings is necessary. That
makes RCG function an important part of HERI strategic
planning since it involves more than local legislation or even EU
regulations. Although none of the surveyed HERI has
implemented a separate chief compliance officer’s position, the
highest level management, e.g. development manager,
accomplishes the same functions. The biggest state universities
go further in RCG - they play a significant role by shaping the
future of legislation — suggesting the recommendations that
reflect the future needs and opportunities of HERI in global
context.

RCG will play a more and more important role as the industry is
facing increasing regulation at the national as well as
international levels. The findings of this research can be applied
in strategic management process of higher education and
research institutions.
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